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PSP Swiss Property Group 2002 2003
Key financial figures (in CHF 1 000)

Rental income 144 476 163 886
Net changes in fair value of real estate investments 81 146 -34 718
Income from real estate services 33 642 30 624
EBITDA excluding gains/losses on real estate investments 127 625 144 811
Net income 152 513 59 425
Net income excluding gains/losses on real estate investments! 79 463 93403
Cash flow from operating activities 128 636 69 144
Total assets 3035599 3012579
Real estate investments 2 894 962 2 822 500
Shareholders’ equity 1524 995 1561112
Shareholders’ equity in % of total assets 50.2% 51.8%
Return on equity? 10.4% 3.9%
Key operating figures

Number of properties 125 117
Implied yield, gross 6.3% 5.8%
Implied yield, net 5.5% 5.0%
Vacancy rate (CHF) 5.6% 12.0%
Employees 179 174
Per share figures (in CHF)

Earnings per share (EPS)? 20.18 7.85
EPS excluding gains/losses on real estate investments'? 10.51 12.33
Cash flow from operating activities per share? 17.02 9.13
Net asset value per share (NAV)* 202.34 204.07
NAV per share before deferred tax* 213.50 214.48
Dividend per share 6.00 6.60°
Share price (high/low) 159.50/144.50 182.00/148.00
Share price end of period 149.50 175.00

' Net income before net changes in fair value of own real estate investments and those of associated companies,

before the realised income on property sales and before all the related taxes.
2 Net income in proportion to weighted shareholders’ equity.
3 Based on weighted average number of shares.
* Based on outstanding number of shares, before dividend payment.
® Proposal to the Annual General Meeting on 10 May 2004.
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Other locations 12%

CHF 332 million

Objects under construction 3%

CHF 93 million

Zurich 57%

CHF 1 620 million

Geneva 14%

CHF 394 million

Lausanne, Basel, Bern 14%

CHF 384 million
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PSP Swiss Property in Brief REPORTS

PSP Swiss Property - Growth strategy with a clear focus
Switzerland’s leading real estate company and ambitious targets
— Management, Portfolio, Strategy — PSP Swiss Property aims at further expanding its real

PSP Swiss Property has a long-term oriented, competent
management and a high-quality commercial real estate
portfolio. The company’s success is based on the con-
tinuous review of growth opportunities and the ongoing
portfolio optimisation in line with market trends. PSP
Swiss Property aims at above-average profit and value
growth. The company invests exclusively in Switzerland.

Real estate investments

PSP Swiss Property owns 117 office and commercial
properties worth CHF 2.8 billion in prime locations in
Switzerland's main cities, particularly Zurich and Geneva.
In order to attain sustainable and stable growth, PSP
Swiss Property applies a professional and active real
estate asset management.

Real estate services

Apart from its own properties, PSP Swiss Property also
manages properties for sophisticated institutional clients.
These managed portfolios have a total aggregate value of
approximately CHF 12 billion. Thanks to its broad regional
presence, PSP Swiss Property has profound knowledge
of the local real estate markets.

estate portfolio with a medium-term target of CHF 5 billion.
At the same time, the company wants to increase its
shares’ net asset value and improve liquidity on the stock
market.

- 50 to 75% of consolidated annual net income (excluding
gains/losses on real estate investments) are to be used
for dividend payments to the shareholders.

— Targeted growth with a first-class real estate portfolio
shall create added value for the shareholders. To achieve
this goal, PSP Swiss Property purchases real estate
by way of company takeovers, portfolio acquisitions
or individual property purchases. The focus is on assets
with unutilised potential.

— The planned merger with REG Real Estate Group is an
important step in this strategy.

— Return on equity (ROE) shall exceed 7% on average over
a five-year period.
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Commitment to shareholders

— Above-average growth in value compared
with investments in the same sector.

— Security thanks to high-quality properties and
professional real estate asset management.

— Transparency in reporting.

Dividend policy

As a rule, PSP Swiss Property pays out an annual
dividend of 50 to 75% of the consolidated
annual net income excluding gains/losses on
real estate investments. Net income excluding
gains/losses on real estate investments equals
consolidated net income before net changes
in fair values of own real estate investments
and those of associated companies, before
realised income on property sales and before
all related taxes.

Share price

The PSP Swiss Property share did well in 2003.
Its price rose by 17.1% from CHF 149.50 at
the end of 2002 to CHF 175.00 at the end

of 2003.

From the end of 2002 to the end of 2003
the discount of the quoted share price to

its net asset value declined from 26.1 to
14.2%.
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In 2003, the average daily trading volume
was 8 788 shares worth CHF 1.4 million
(2002: 6 394 shares worth CHF 1.0 million).
The total trading volume at the SWX Swiss
Exchange in 2003 was CHF 351.9 million
(2002: CHF 242.3 million).

Research and indices
The PSP Swiss Property share is covered
by four Swiss and six international banks.

In addition to other indices, the PSP Swiss
Property share has also been included in
the “MSCI Small Cap Index Series” and the
“GPR (Global Property Research) 15 Real
Time Index” since mid-2003.

Annual General Meeting 2004
10 May 2004, Kongresshaus Zurich.

www.psp.info

All publications (including the 2003 annual
report) as well as additional information
are available under www.psp.info.

Investor relations

Vasco Cecchini

Phone +41 (0)1 625 57 23
investor.relations@psp.info
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Key figures 2002 2003
Share price (in CHF)

High 159.50 182.00
Low 144.50 148.00
End of period 149.50 175.00

Market capitalisation (in CHF million)

High 1220.2 1392.3
Low 11054 1132.2
End of period 1143.7 1338.8

Number of shares!

Issued shares 7 650 000 7 650 000
Own shares 113125 0
Outstanding shares 7 536 875 7 650 000
Weighted average shares 7 558 682 7572224

Per share figures (in CHF)

Earnings per share (EPS)? 20.18 7.85
EPS excluding gains/losses on real estate investments®? 10.51 12.33
Cash flow from operating activities per share? 17.02 9.13
Net asset value per share (NAV)* 202.34 204.07
NAV per share before deferred tax* 213.50 214.48
Dividend per share 6.00 6.60°

! Registered shares with a nominal value of CHF 100 each.

2 Based on weighted average number of shares.

3 Basis: Net income before net changes in fair value of own real estate investments and those of associated companies,
before the realised income on property sales and before all the related taxes.

* Based on outstanding number of shares, before dividend payment.

® Proposal to the Annual General Meeting on 10 May 2004.
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Board of Directors/Auditors/Management

Board of Directors from left: Leonhard Fopp, Gino Pfister, Giinther Gose, Fritz J6rg
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Board of Directors! Auditors"
Giinther Gose PricewaterhouseCoopers AG
1944, DE, Herrliberg Statutory Auditors
Chairman
Dr. Rietmann & Partner AG
Fritz Jorg Special Auditors (for special audits pursuant
1948, CH, Forch to Article 20 (3) of the Articles of Association)

Delegate and Chief Executive Officer

Gino Pfister
1942, CH, Basel
Member

Leonhard Fopp
1948, CH, Dietlikon
Member

Secretary to the Board of Directors
Samuel Ehrhardt

! For further details on corporate governance turn to section 3, pages 74 to 76, and to sections 8 and 9, pages 77 to 78.
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Management from left: Peter Abplanalp, Hans Peter Egloff, Luciano Gabriel, Fritz Jorg

Management?

Fritz Jorg
Chief Executive Officer

Luciano Gabriel
Chief Financial Officer

Peter Abplanalp
Chief Operating Officer

Hans Peter Egloff
Head Real Estate Services

2 For further details on corporate governance turn to section 4, page 76.
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Real Estate Investments Segment

2003 business review

In 2003, the real estate investments segment
posted an increase in net income excluding
gains/losses on real estate investments (i.e.
before net changes in fair values of own real
estate investments and those of associated
companies, before realised income on property
sales and before all related taxes) of 19.2%
from CHF 72.3 million to CHF 86.1 million.
EBITDA excluding gains/losses on real

estate investments rose by 14.2% from

CHF 118.3 million to CHF 135.0 million.

The EBITDA margin excluding gains/losses
on real estate investments reached 80.2%
(2002: 83.6%).

Compared to 2002, rental income rose
by 13.4%, from CHF 144.5 million to
CHF 163.9 million. This increase was due
mainly to the portfolio expansion in 2002.

The portfolio’s external valuation at the end
of 2003 resulted in a reduction in market value
of the properties by CHF 34.7 million. At the
end of 2002, the valuation had been made
by CB Richard Ellis; at the end of 2003 it
was, for the first time, carried out by Wiiest&
Partner. In order to be able to compare the
results, the investment properties were valued
independently by the two companies at mid-
year. The valuation by Wiiest&Partner turned
out to be CHF 3.8 million higher than the one
by CB Richard Ellis.

As was reported in the 2003 interim report, the
external midyear portfolio valuation by CB Richard
Ellis resulted in a reduction of the property
portfolio market value by CHF 45.1 million
(CHF 44.1 million excluding the properties
sold in the second half-year of 2003).
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CHF 28.9 million of this markdown were ex-
plained by the more difficult market environ-
ment for commercial properties in general;

the remaining CHF 16.2 million were attributed
to higher estimates for outlays for improvements
and renovations (capital expenditures) as well
as the initial market valuation of the new SWING
2 and 5 buildings, completed in spring 2003.

Financial expenses rose by 3.5% from
CHF 34.1 million to CHF 35.3 million due
to increased average financial debt. Tax
expenses on the other hand, decreased
from CHF 32.4 million to CHF 7.5 million.
This reduction was attributable mostly to
an adjustment in deferred tax expenses
following the portfolio devaluation.

In the second half of 2003, Wiest&Partner’s
valuation resulted in an increase in market
value by CHF 5.6 million.

The sale of nine non-strategic properties
totalling CHF 91.1 million resulted in a net
loss (after sales’ expenses) of CHF 0.2 million.

Compared to 2002, overall operating income
declined by 45.4% from CHF 233.8 million to
CHF 127.6 million in 2003.

Operating expenses rose by 43.7% from
CHF 23.2 million to CHF 33.4 million. Part
of the rise was attributable to an increase in
direct real estate expenses by 37.1% from
CHF 18.1 million to CHF 24.9 miillion following
the enlargement of the real estate portfolio. In
2003, direct real estate expenses amounted
to 15.2% of rental income (2002: 12.6%).
General expenses rose by 67.2% from

CHF 5.1 million to CHF 8.5 million.

Changes in income and expenses, combined
with the portfolio devaluation, produced a
55.2% lower operating profit before financial
expenses of CHF 94.2 million (2002:

CHF 210.6 million).
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Net income fell by 64.3% from CHF 144.1 million
to CHF 51.5 million in 2003.

The market environment for PSP Swiss
Property real estate

General situation

The persisting difficult economic environment
continues to negatively impact the demand for
commercial office space. Prospective tenants
focused on central locations in Zurich and
Geneva. In peripheral regions, in particular, an
oversupply of office space kept rental prices
under pressure.

Zurich area

In the Zurich area, the overall demand for office
space stagnated. There was, however, a certain
shift towards Zurich CBD (Central Business
District) and Zurich West while Zurich North hardly
experienced any additional demand at all.

The prices for prime objects moved opposite
to the general trend. In this market segment,



strong demand on the part of institutional
investors for safe investments with stable
returns resulted in moderately rising prices.
To achieve this objective, investors also
accepted marginally lower yields.

Geneva area

In the Geneva area, there was a slight decline in
rents in central locations and a more significant
drop in peripheral districts. One reason for this
development was the downsizing at private
banks.

Lausanne, Basel and Bern areas

In Lausanne, Basel and Bern prospective
tenants also focused on central locations.
In prime locations the market moved side-
ways while it receded in peripheral districts.

Other locations

The other locations went through a difficult
year. The situation was particularly pronounced
in cities such as Chur, Frauenfeld, Glarus and
St. Gallen where there was virtually no demand
for rental properties at all.

Vacancy and letting

At the end of 2003, the vacancy rate in terms
of the annual gross potential rental income
was 12.0% (end of 2002: 5.6%), equalling
lost annual gross potential rental income of
CHF 21.5 million (2002: 9.9 million).

Of the total vacancy rate of 12.0% (equalling
CHF 21.5 million), at the end of 2003

CHF 1.7 million were already let as of

1 January 2004 or later. Taking these leases
into consideration, the vacancy rate for the
portfolio would fall to 11.0%.

A comprehensive analysis of the vacancy
situation and its development is crucial for
the assessment of risks and opportunities
for PSP Swiss Property. The following factors
were decisive for the increase of the vacancy
rate to 12.0%.

The new buildings SWING 2 and 5 in Wallisellen,
completed in spring 2003 (annual gross
potential rental income of CHF 6.6 million),
have still not been rented. SWING 2 and 5
were first taken into the investment portfolio
with their market value as of mid-2003
according to International Financial Reporting
Standards (previously they had been reported
under “Objects under construction”). SWING 2
and 5 contributed with 3.7 percentage points
to the total vacancy rate at the end of 2003.

At Bernerstrasse Siid 167/169 in Zurich (annual
gross potential rental income CHF 3.0 million),
the lease contract which expired in March 2003
could not be renewed. This property added
1.6 percentage points to the total vacancy
rate at the end of 2003.
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Gross potential income by area

Geneva 13%

Other locations 15%

Zurich 58%

Lausanne, Basel and Bern 14%

Gross potential income by use

Parking 9%

Other 6%

Office 72%

Retail 13%
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Ignoring the properties SWING 2 and 5 as
well as Bernerstrasse Siid 167/169, the
overall vacancy rate stood at 6.7% at the
end of 2003 (equalling 5.7% excluding the
leases as of 1 January 2004).

The most important successes in the rental of
property in 2003 were two buildings in Zurich
West, the office building at Férrlibuckstrasse 10,
where renovations were completed in spring
2003, and the new building at Forrlibuck-
strasse 181, acquired at the end of 2002. At
Forrlibuckstrasse 10 (annual gross potential
rental income CHF 2.5 million), 54% could be
rented in terms of value. At Forrlibuckstrasse
181 (annual gross potential rental income
CHF 1.3 million) 63% were rented as of

1 January 2004.

Despite the successes in the rental of property
the vacancy rate increased from 5.6% at the
end of 2002 to 6.7% at the end of 2003 (ex-
cluding SWING 2 and 5 as well as Bernerstrasse
Siid 167/169). This is due to various termina-
tions of contracts for small areas as well as a
few bankruptcies.

At the end of 2003, lease contracts with fixed
terms due to expire in 2004 amounted to 18%
(CHF 28.8 million annual gross potential rental
income) of the overall annualised rental in-
come. Of these due lease contracts, 20%
(CHF 5.8 million) were successfully extended
or renewed as of end 2003. Another 11%
(CHF 3.3 million) are under negotiations.

Asset management and real estate trading
In 2003, the asset management unit mainly
focused on optimising the portfolio that was
significantly enlarged in 2002. Each single
property was thoroughly assessed in order

to fully utilise its existing potential and determine
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the best sales strategy. In some cases, in-
depth assessments for alternative uses were
made to increase future rental income.

Fully rented, the office premises comprise
16 890 m? of rentable area and 186 parking
spaces.

The in-house developed valuation and
asset management model was integrated
iInto the management process. As a
result, PSP Swiss Property now has a
management tool at its disposal which
links all organisational levels consistently,
using the same data base.

In real estate trading our focus was on selling
non-strategic properties which had been
earmarked for active portfolio restructuring.

Objects under construction

and renovations

Construction of the two buildings SWING 2
and 5 in Wallisellen (Zurich North), commenced
in June 2001, was completed as of 31 March

2003. A total of CHF 104.0 million was invested.

No lease contracts have yet been signed for
either property despite the fact that a number
of serious prospective tenants have come
forward for smaller subdivided areas of floor
space. However, as they did not correspond
to PSP Swiss Property's rental concept, the
conscious decision was made to accept longer-
term vacancies in the interest of ultimately
achieving an optimal rental structure.

Construction of the new Lancy Office Centre
in Geneva that started in February 2002 (total
planned investment CHF 96.0 million) was
transferred to the tenant in February 2004.
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In order to preserve and increase its portfolio’s
market value, PSP Swiss Property carried out
renovations on a number of properties that
exceeded regular maintenance. The total for
these activities amounted to CHF 10.0 in
2003. About CHF 30 million are foreseen

for similar renovation projects in 2004.

20% stake in WTF Holdings

(Switzerland) Ltd

In 2003, PSP Swiss Property's 20% stake in
WTF Holdings (Switzerland) Ltd generated
aloss of CHF 1.4 million (2002: income of
CHF 4.5 million). The loss was mainly due to the
value decrease of the real estate portfolio. In
addition, there was a non-recurring adjustment
related to not yet billed ancillary expenses.

The WTF participation was reduced by way

of an extraordinary dividend payment of

CHF 25.5 million as well as two ordinary
dividend payments of a total of CHF 2.3 million.
For optimisation reasons, WTF had restructured
its entire loan financing with a commercial



Vacancy rate (CHF) by area

Rental income by type of tenant
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20%

— December 2003 Services 10%
June 2003
—— December 2002
June 2002 Government 5%
December 2001
15%
Other 15%
10% Financial
services
23%
5% Telecommuni-
cation 20%
Retail 15%
0% l_-
Zurich Geneva Lausanne, Other Total Technology 12%
Basel and locations
Bern
mortgage-backed capital market transaction For 2003, WTF reports the following consolidated
(CMBS) of CHF 1.055 billion in June 2003. As financial figures (in accordance with International
a result, the outstanding shareholders’ loans Financial Reporting Standards IFRS):
(Lehman Brothers Real Estate Partners and
PSP Swiss Property Ltd) were repaid in full.
The net surplus from the transaction was used ~ Total assets CHF 1 314.0 million
for the extraordinary dividend payment (no Real estate investments CHF 1146.8 million
impact on report.ed net result). As a c.onse- Equity CHF 1451 million
quence, PSP Swiss Property’s stake in WTF .. -
fell from CHF 58.2 millon at the end of 2002 -ongterm financial debt CHF 1034.5 milion
to CHF 29.0 million at the end of 2003. Operating income CHF 34.5 million
(thereof value decrease of real estate investments CHF 61.5 million)
The vacancy rate at the WTF properties de- Operating expenses CHF 39.3 million
creased slightly from 12.6% at the end of Operating loss before fi » CHE 48 mil
2002 to 11.8% at the end of 2003. Details perating loss betore Tinancial expenses -©_mifion
on the WTF portfolio can be found on pages Operating loss before taxes CHF 32.7 million
96 to 107. Net loss CHF 6.9 million
21
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Expiry of lease contracts
in % of rental income

30%
= Market adjustment option by PSP Swiss Property
Legal termination option by tenant
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20%

15%

5% -
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Contracts not limited 2004 2005

in time, but subject
to notice

2004 outlook

General weakness in the economy continues
to impact the Swiss commercial property
market. It is, however, essential to differentiate
between the very diverging regional markets.
Also, current vacancy rates should not be over-
estimated. While the highest vacancy rates

can be found in Zurich, due mainly to the heavy
construction activity in past years, this very
region will most likely also be the first to benefit
from an economic upturn in Switzerland. The
situation is more difficult in peripheral areas
where vacancy rates may still be relatively low
today but no significant improvement on the
labour market can be expected in the medium
to long term.
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However, even the situation in the Zurich area
is unlikely to improve substantially before the
end of 2004. Nevertheless, due to the current
shift of companies towards economic centres,
the office building market in Zurich is expected
to remain reasonably buoyant. The forecast for
this important market is moderately positive.

Despite all of this, the reduction of the current
vacancy rate of 12.0% is likely to take some
time. For 2004, PSP Swiss Property expects
an overall average vacancy rate of between
10 and 11% for its real estate portfolio.

Ignoring the planned merger with REG Real
Estate Group, PSP Swiss Property predicts an
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Rental income by largest tenants

Other 59%

Swisscom 16%

Zurich Financial
Services 6%

m UBS 4%

‘ Migros 3%

Credit Suisse 3%

Next five largest tenants 9%

EBITDA excluding gains/losses on real estate
investments of approximately CHF 132 million.

Based on the current market outlook, no
significant changes are anticipated from the
revaluation of the properties at the end of 2004.

As part of the process of active portfolio
restructuring, 12 properties worth around
CHF 130 million are earmarked for sale.
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Real Estate Services Segment

2003 business review

In 2003, income from real estate services
amounting to CHF 41.4 million remained
stable compared to 2002 (CHF 41.4).

Both income from property management and
from asset management increased in 2003.
The higher income from property management
is mainly attributable to the new mandate from
PSP West V AG which was acquired at the end
of 2002. The asset management unit was
established in spring 2002 and, consequently,

In 2003, third-party clients accounted for
/0% of income from real estate services,
compared with 69% in 2002.
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generated income for a full 12-month period
for the first time in 2003. Income from con-
struction services and trading decreased.
The construction services activities were
downsized in 2002 in order to focus solely
on fiduciary construction activities. Trading
activities were limited during the reporting
period.

Operating expenses increased slightly by 0.2%
from CHF 31.6 million to CHF 31.9 million.
Personnel expenses, thereby, decreased



by 4.7% from CHF 21.6 million to CHF 20.6.
General and administrative expenses, in
particular, rose by 12.3% from CHF 7.3 million
to CHF 8.2 million; this was caused by the
larger volume of management activities.

In 2003, the real estate services segment
generated an EBITDA of CHF 10.5 million
(2002: CHF 10.5 million). The EBITDA margin
reached 25.4% (2002: 25.5%).

Operating profit before taxes decreased by
5.9% from CHF 10.8 million to CHF 10.2 million.
Net income decreased by 5.3% from

CHF 8.4 million to CHF 8.0 million.

Property management software
The development of a new property manage-
ment software in collaboration with three other

companies within the sector progressed as
scheduled. Full operational roll-out is planned
for the beginning of 2005.

2004 outlook

At the end of 2003, the client Credit Suisse
Asset Management terminated two manage-
ment mandates. As a result, annual fees of
approximately CHF 1.6 million will be lost from
the end of September 2004 and an additional
CHF 2.1 million from mid-2005. However, the
merger with REG Real Estate Group would
partially compensate these losses.

Excluding the planned merger with REG Real
Estate Group, PSP Swiss Property expects
income from real estate services to total
approximately CHF 46 million with an EBITDA
of approximately CHF 12 million in 2004.

‘ Contents

REPORTS

Income from real estate services by client

CS Asset
Management 12%

Other 8%

Zurich
Financial
Services
35%

PSP 30%

WTF 17%
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Human Resources

At the end of 2003, PSP Swiss Property
had 174 employees, including six trainees.
Compared to the previous year the average
head count fell by five units.

168 of the 174 employees were working for
real estate services segment and six for the
real estate investments segment.

To continue to ensure excellence in customer
service the staff attends both internal and ex-
ternal training as well as development courses
on an ongoing basis. For instance, five em-
ployees successfully completed a course to
become real estate managers with a federal

diploma. PSP Swiss Property would like to
congratulate them on their success.

Throughout Switzerland, PSP Swiss Property
employs 577 fulltime or parttime caretakers.
They carry out property-related work and are
managed by PSP Swiss Property’s property
management staff. These expenses are
charged to the account of the respective
properties.
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