Edgar Filing: Public Storage - Form 10-Q
Public Storage

Form 10-Q
May 12, 2008
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q
[X] Quarterly Report Pursuant to Section 13 or 15(d) of the Securities

Exchange Act of 1934
For the quarterly period ended March 31, 2008
or

[ ] Transition Report Pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934

For the transition period from to

Commission File Number: 001-33519

PUBLIC STORAGE
(Exact name of registrant as specified in its charter)

Maryland 95-3551121

(State or other jurisdiction of (I.R.S. Employer Identification Number)
incorporation or organization)

701 Western Avenue, Glendale, California 91201-2349
(Address of principal executive offices) (Zip Code)
Registrant's telephone number, including area code: (818) 244-8080.

Indicate by check mark whether the registrant (1) has filed all reports required
to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing
requirements for at least the past 90 days.

[X] Yes [ ] No
Indicate by check mark whether the registrant is a shell company (as defined in
Rule 12b-2 of the Exchange Act).

[ 1 Yes [X] No
Indicate by check mark whether the registrant is a large accelerated filer, an
accelerated filer, a non-accelerated filer or a smaller reporting company. See
the definitions of "large accelerated filer", "accelerated filer" and "smaller

reporting company" in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer [X] Accelerated Filer [ ]
Non-accelerated Filer [ ] Smaller Reporting Company [ ]

Indicate the number of the registrant's outstanding common shares of beneficial



Edgar Filing: Public Storage - Form 10-Q

interest, as of May 9, 2008:

Common
shares

PART

Item

Item

Item

Item

PART

Item

Item

Item

Item

I.

1.

IT.

1A.

Shares of Dbeneficial interest, $.10 par value per share -

PUBLIC STORAGE

FINANCIAL INFORMATION

Financial Statements (Unaudited)

Condensed Consolidated Balance Sheets at
March 31, 2008 and December 31, 2007

Condensed Consolidated Statements of Income for the
Three Months Ended March 31, 2008 and 2007

Condensed Consolidated Statement of Shareholders' Equity
for the Three Months Ended March 31, 2008

Condensed Consolidated Statements of Cash Flows
for the Three Months Ended March 31, 2008 and 2007

Notes to Condensed Consolidated Financial Statements

Management's Discussion and Analysis of
Financial Condition and Results of Operations

Quantitative and Qualitative Disclosures about Market Risk
Controls and Procedures

OTHER INFORMATION (Items 3, 4 and 5 are not applicable)

Legal Proceedings
Risk Factors
Unregistered Sales of Equity Securities and Use of Proceeds

Exhibits

169,147,565

Pages

41

77

79

85

40

77

78

78

79

85

86

86



Edgar Filing: Public Storage - Form 10-Q
PUBLIC STORAGE

CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)

ASSETS

Cash and cash equivalent . . ...ttt ittt ittt ettt ettt eaeeeeeeeenaaaaens
Real estate facilities, at cost:

Investment in real estate entities. ... ..ttt ittt et

Goodwill.........

Intangible asset s, Net ...ttt it ittt ettt ettt et eee e eeeaaaeeeanens

Restricted cash..

Note receivable from affiliate (NOote 3) i ittt ittt ettt eeeeeennn

Other assets.....

B wl= T R = i

Notes payable....

LIABILITIES AND SHAREHOLDERS' EQUITY

Debt to Joint vVentuUre Partner . .. ...ttt ittt ittt ettt ettt eaeeeeeeeenaeaaens
Accrued and other liabilities. ...ttt ittt ittt ettt eeeeeeeeeeaaenn

Total ldabilitdes . ittt et ettt e e e e ettt et e
Minority interest:
Preferred partnership Interests. ... ..ttt ittt ittt et eeeeeee e
Other partnership Interests. ...ttt ittt e et ettt e eeeeeeee s
Commitments and contingencies (Note 14)
Shareholders' equity:
Cumulative Preferred Shares of beneficial interest, $0.01 par value,

100,000,000
outstanding,

shares authorized, 1,739,500 shares issued (in series) and
(1,739,500 at December 31, 2007) at liquidation preference.

Common Shares of beneficial interest, $0.10 par value, 650,000,000 shares

authorized,
December 31,

167,993,060 shares issued and outstanding (169,422,475 at
2/ 0

Equity Shares of beneficial interest, Series A, $0.01 par value, 100,000,000
shares authorized, 8,744.193 shares issued and outstanding..............
Pald—dn Capital. .ottt it e e e e e e e e e e e e e e e e
Cumulative net INCOmME. . .ottt it e ettt e e e e et et e et eeeeeeeeeeaaens
Cumulative distributions paid. . ... ..ttt ittt tee s
Accumulated other comprehensive 1NCOmME. ... ...ttt ttneeeeeeeenneeenns

Total shareholders' egUIity ...t ittt ittt ittt ettt eeneaanns

March 31,
2008

(Unaudited)

$ 726,932

2,702,380
7,335,953
10,038,333
(2,152,723)
7,885,610
35,901

7,921,511

625,172
174,634
71,728
18,602
618,822
90, 364

$ 644,788
38,128
206,607

889,523

325,000
37,711

3,527,500

16,800

5,545,253
4,473,169
(4,604, 653)

37,462

8,995,531

3
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Total liabilities and shareholders' equity...........

See accompanying notes.
1

PUBLIC STORAGE
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Amounts in thousands, except per share amounts)

(Unaudited)
Three Months Ended
March 31,
2008 2007
Revenues:
Self-storage rental InNCOME. .. ...ttt ittt eeeennnnnnns S 424,820 S 398,608
Ancillary operating reveNUe . .. ...ttt eeeeeeeeneeeeeeens 35,100 32,825
Interest and other income........ ..ottt ennnnnnns 2,844 2,125
462,764 433,558
Expenses:
Cost of operations (excluding depreciation and amortization):
Self-storage facilities.....i e, 156,915 148,692
Ancillary operations. ... ..ttt ttn ettt enneeeens 17,468 19,309
Depreciation and amortization...........c.oeiiiiiinnnnn.. 122,486 176,366
General and administrative...... ...ttt 14,916 16,516
INtEeresSt EXPENS e . i i ittt ittt et e ettt e ee ettt 16,487 16,808
328,272 377,691
Income from continuing operations before equity in earnings
of real estate entities, gain on disposition of an interest
in Shurgard Europe, casualty gain, foreign currency exchange
gain, expense from derivatives and minority interest
15 o S 5 o o 1T 134,492 55,867
Equity in earnings of real estate entities................. 2,729 3,977
Gain on disposition of an interest in Shurgard Europe (Note 3) 341,865 -
(O =B = o - B o - 2,665
Foreign currency exchange gain..........euiiieeneeennnenns 41,014 5,040
Expense from derivatives, Net..... ...t iiinneeeeennnneens (43) (762)
Minority interest in income........... ittt (7,599) (5,783)
Income from continuing operations.............ciiiiiiieee.. 512,458 61,004
Discontinued oOperationS. ... ..ttt ittt teeeeeeennaneens (1106) (1,226)
L= S 15 's ) 11 S 512,342 S 59,778
Net income (loss) allocation:
Allocable to preferred shareholders..........cevvvennn.. S 60,333 S 58,776
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Allocable to Equity Shares, Series A........ccuoeeeeeeeen. 5,356 5,356
Allocable to common shareholders........c.oueueeeeneennennn 446,653 (4,354)
S 512,342 S 59,778

Net income (loss) per common share - basic

ContinuUing OpPerationS . v vt ittt ettt ittt e nneeeeenennns S 2.65 S (0.02)
Discontinued operations. ... .ttt ittnneeeeeennenens - (0.01)
S 2.65 $ (0.03)

Net income (loss) per common share - diluted
ContinuUing OpPerationS . v vt ittt ittt ittt eneeeeeenennns S 2.64 $ (0.02)
Discontinued operations. ... .ttt ittneeeeeennneeens - (0.01)
S 2.64 $ (0.03)

Net income per depositary share of Equity Shares, Series A

(basic and diluted) . .vv it ittt i ettt ettt e e S 0.61 S 0.61
Basic weighted average common shares outstanding........... 168,586 169,229
Diluted weighted average common shares outstanding......... 169,230 169,229

Weighted average shares of Equity Shares, Series A (basic
and diluted) ..o e e e e 8,744 8,744

See accompanying notes.
2

PUBLIC STORAGE
CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(Amounts in thousands, except share data)

(Unaudited)
Cumulative
Preferred Shares Common Shares
Balance at December 31, 2007 ...ttt ettt tteeeeeeeennnnens $ 3,527,500 S 16,943
Issuance of common shares in connection with:
Exercise of employee stock options (46,903 shares)..... - 5
Vesting of restricted shares (43,878 shares) .......... - 4
Repurchase of common shares (1,520,196 shares) (Note 10) . - (152)

Stock-based compensation expense (Note 12) ............... - -

Net INCOME . i ittt ittt ettt e e e e ettt e ettt - -
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Cash distributions:
Cumulative preferred shares (Note 10).......0iiivieonn. - -
Equity Shares, Series A ($0.613 per depositary share).. - -
Common Shares ($0.55 per share) ..... ittt - -

Decrease in accumulated other comprehensive income:
Other comprehensive loss (Note 2) ......ciiiiiiennnnn. - -

Balance at March 31, 2008 .. ...ttt ittt eeennennns $ 3,527,500 S 16,800
Accumulated
Other
Cumulative Comprehensive
Distributions Income
Balance at December 31, 2007 ...t it ie ettt tteeeeeeeennneens S (4,446,181) S 50,065

Issuance of common shares in connection with:
Exercise of employee stock options (46,903 shares)..... - -
Vesting of restricted shares (43,878 shares) .......... - -
Repurchase of common shares (1,520,196 shares) (Note 10) . - -
Stock-based compensation expense (Note 12) ............... - -

Net INCOME . ittt it e ettt e e e e e ettt e ettt - -

Cash distributions:

Cumulative preferred shares (Note 10).......ciiivieonn. (60,333) -
Equity Shares, Series A ($0.613 per depositary share).. (5,356) -
Common Shares ($0.55 per share) . ...t iiieeeeeenn. (92,783) -

Decrease in accumulated other comprehensive income:
Other comprehensive loss (Note 2) ......ciiiiiinnnnn. - (12,603)

Balance at March 31, 2008 .. ...ttt ittt et eennnenns S (4,6004,653) S 37,462

See accompanying notes.
3

PUBLIC STORAGE
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

(Unaudited)

For the Thr
Mar



Edgar Filing: Public Storage - Form 10-Q

Cash flows from operating activities:

S S 15 o Yoo 11T $ 512,342
Adjustments to reconcile net income to net cash provided by operating
activities:
Amortization of note premium, net of increase in debt to joint wventure
partner (Notes 7 and 8) .. it i ittt ittt ettt et eenaeaeeeeeanns (1,215)
Gain on disposition and realized currency translation gain associated
with disposition of an interest in Shurgard Europe (Note 3) ......... (341, 865)
Depreciation and amortization. ... ..ttt it ettt e eee e 122,486
Write-off of capitalized development project COStS......ciiiiiinnnenn. 124
Equity in earnings of real estate entities........... i (2,729)
Foreign currency exXChange gain. ... ..ot ie i ettt neeeeeeeeeneeeeeneanns (41,014)
Expense from derivatives, Netl. ... ...ttt ittt ittt eeeeeeeneeeeeneanns 43
Distributions received from the real estate entities ................... 6,493
Distributions paid to other minority interests......... ... ... (4,521)
Minority interest 1n 1nCOme. .. ..ttt ittt ettt ettt ettt 7,599
Other operating activities. ...ttt ittt et ettt e eeeeeeeeeannn (27,665)
Total adiuUsStment S . @ v v it ittt ittt e e e e ettt e ettt eeaeeee e (282,264)
Net cash provided by operating activities.........ii ittt ennnn. 230,078

Cash flows from investing activities:

Capital improvements to real estate facilities ..... ... (6,874)
CONStErUCLION 1N PrOCE S S e i it ittt et ettt et e e et ettt eaeeeeeeeeeaeeeeeeeanns (24,111)
Acquisition of real estate facilities....... ittt eeneneennn -
Proceeds from the disposition of an interest in Shurgard Europe (Note 3) 601,485
Deconsolidation of Shurgard Europe (Note 3) ... ..ttt itneeneenennns (34,588)
Proceeds from sales of real estate...... ittt eteeeeennenannn -
Reductions (additions) to restricted cash...... ..ttt eennnn 370
Investment 1n Shurgard EUrOPe . ... i vt ittt ittt ettt ettt eaeeeeeeeeeneeens (32,911)
Other investing activities. ...ttt ittt et ettt e eeeeeeeneanns 8,426
Proceeds from sales of held-to-maturity debt securities (Note 2)........ 58

Net cash provided by (used in) investing activities.................. 511,855

Cash flows from financing activities:

Principal payments on notes payable. .. ...ttt ittt etnneeeeeeannn (4,368)

Net repayments on bank credit facilities.......c.o.oii it ennnnns -
Proceeds from borrowings on European notes payable............ciiiieeon.. 14,654

Net proceeds from the issuance of common shares..........c.ooiiiiieennnenn. 2,503

Net proceeds from the issuance of cumulative preferred shares........... -
Repurchases o0f COmMmMON Shares. . ...ttt ittt ittt et ettt eeeeeeeeneanns (111,903)
Redemption of cumulative preferred shares..........iiiii it iineeneeeennnn -
Distributions paid to shareholders...... ...ttt ittt eeneeeeeneanns (158,472)
Distributions paid to holders of preferred partnership interests........ (5,403)

Net cash used in financing activities.........eiiii it nennnn (262,989)

Net increase (decrease) in cash and cash equivalents.............cciiiieo... 478,944
Net effect of foreign exchange translation on cash......... ..o, 2,544
Cash and cash equivalents at the beginning of the period.................... 245,444
Cash and cash equivalents at the end of the period......... .. ..., $ 726,932

See accompanying notes.
4



Edgar Filing: Public Storage - Form 10-Q

PUBLIC STORAGE
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

(Unaudited)

(Continued)

Supplemental schedule of non-cash investing and financing activities:
Foreign currency translation adjustment:

Real estate facilities, net of accumulated depreciation..............
CoNStErUCEION 1N PrOCES S . i i it it ittt et ettt et e e et ettt eaeeeeeeeennaenns
Intangible assel s, Net ...ttt ittt ettt e eeaeaeeeeeenns
Lo 0T = = = =
Notes PaAVAD e . i ittt ittt e et e e e e e e e e e e e et e
Accrued and other liabilities..... .ttt nnnnns
Minority interest - other partnership interests................ .. ...
Accumulated other comprehensive IncCoOme. .......c.cuiiiiiitneneneeeenns

Deconsolidation of our European operations:
Real estate facilities, net of accumulated depreciation..............
CoNStrUCEION 1N PrOCES S . i i ittt ittt et ettt et e e ettt e eaeeeeeeeenaaenns
Investment in real estate entities...... .ttt eeeennn
Note receivable from affiliate. . ... .ttt iiiiin et eteeeeeneeanns
Intangible assel s, Net ...ttt ittt et ettt eeaeaeeeeeenns
Lo o T = = = =
NOotes PaVaAbD e . i ittt ittt e e et e e e e e e e e e e et e
Accrued and other liabilities...... ittt itnen et eeeeeeeeeeeanns
Minority interest - other partnership interests................ ...

See accompanying notes.
5

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008
(Unaudited)

1. Description of the Business

Public Storage, Inc., formerly a California corporation,

organized in 1980. Effective June 1, 2007, following approval Dby our
shareholders, we reorganized Public Storage, 1Inc. into Public Storage,
Maryland real estate investment trust (referred to herein as "the Company",
"the Trust", "we", "us", or "our"). We are a fully integrated,
self-administered and self-managed real estate investment trust ("REIT")
whose principal business activities include the acquisition, development,
ownership and operation of self-storage facilities which offer storage

$ (96,534)
(956)
(4,529)
(3,742)
28,912
5,879
7,249
66,265

1,693,524
10,886
(594, 330)
(618,822)
78,135
68,486
(424, 995)
(98,571)
(148, 901)
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spaces for lease, generally on a month-to-month basis, for personal and
business use.

In addition to our self-storage facilities, we own (i) interests
in commercial properties containing commercial and industrial rental space
for rent, (ii) interests in facilities that lease storage containers, and
(iii) other ancillary operations conducted at our self-storage locations
comprised principally of reinsurance of policies against losses to goods
stored Dby our self-storage tenants, retail sales of storage related
products and truck rentals.

At March 31, 2008, we had direct and indirect equity interests in
2,012 self-storage facilities located in 38 states operating wunder the
"Public Storage" name, and 177 self-storage facilities located in Europe
which operate under the "Shurgard Storage Centers" name. We also have
direct and indirect equity interests 1in approximately 21 million net
rentable square feet of commercial space located in 11 states in the United
States (the "U.S.") operated under the "PS Business Parks" name.

Any reference to the number of properties, square footage, number
of tenant reinsurance policies outstanding and the aggregate coverage of
such reinsurance policies are unaudited and outside the scope of our
independent registered public accounting firm's review of our financial
statements 1in accordance with the standards of the Public Company
Accounting Oversight Board.

Summary of Significant Accounting Policies

The accompanying unaudited condensed consolidated financial
statements have been prepared in accordance with U.S. generally accepted
accounting principles ("GAAP") for interim financial information and the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly,
they do not include all of the information and notes required by GAAP for

complete financial statements. In the opinion of management, all
adjustments (consisting of normal and recurring adjustments) considered
necessary for a fair presentation have been reflected in these wunaudited
condensed consolidated financial statements. Operating results for the

three months ended March 31, 2008 are not necessarily indicative of the
results that may be expected for the year ended December 31, 2008. The
accompanying unaudited condensed consolidated financial statements should
be read together with the consolidated financial statements and related
notes 1included in the Company's Annual Report on Form 10-K for the year
ended December 31, 2007.

Certain amounts previously reported have been reclassified to
conform to the March 31, 2008 presentation. Certain reclassifications have
also been made from previous presentations as a result of discontinued
operations.

Consolidation Policy

Entities in which we have an 1interest are first evaluated to
determine whether, 1in accordance with the provisions of the Financial
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PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008

(Unaudited)
Accounting Standards Board's Interpretation No. 46R, "Consolidation of
Variable 1Interest Entities," they represent Variable 1Interest Entities
("VIE's"). VIE's in which we are the primary beneficiary are consolidated.

Entities that are not VIE's that we control are consolidated.

For purposes of determining control, when we are the general
partner, we are considered to control the partnership wunless the limited
partners possess substantial "kick-out" or "participative" rights as
defined in Emerging Issues Task Force Statement 04-5 - "Determining whether
a general partner or the general partners as a group, controls a limited
partnership or similar entity when the limited partners have certain
rights" ("EITF 04-5"). All significant intercompany balances and
transactions have been eliminated.

The accounts of the -entities we control, along with the accounts
of the VIE's that we are the primary beneficiary of, are included in our
condensed consolidated financial statements along with those of the
Company. We account for our investment in entities that we do not control,
or entities for which we are not the primary beneficiary and over which we
have significant influence, using the equity method of accounting. Changes
in consolidation status are reflected effective the date the change of
control or determination of primary Dbeneficiary status occurred, and
previously reported periods are not restated. The entities that we
consolidate during the periods, to which the reference applies, are
referred to hereinafter as the "Consolidated Entities." The entities that
we have an interest in but do not consolidate during the periods, to which
the reference applies, are referred to hereinafter as the "Unconsolidated
Entities." We account for the Unconsolidated Entities wunder the equity
method of accounting.

On March 31, 2008, we entered into a transaction with an
institutional investor (the transaction referred to as the "Europe
Transaction") whereby the investor acquired a 51% interest in our European
operations ("Shurgard Europe"). Shurgard Europe held substantially all of

our operations in Europe. As of March 31, 2008, we own the remaining 49%
interest and are the managing member of Shurgard European Holdings LLC, a
new joint venture formed to own Shurgard Europe's operations. As a result
of the Europe Transaction, our remaining investment in Shurgard Europe will
be accounted for using the equity method, and accordingly, Shurgard Europe
will no longer be consolidated effective March 31, 2008 (see Note 3).

Collectively, at March 31, 2008, the Company and the Consolidated
Entities own a total of 1,993 real estate facilities, consisting of 1,984
self-storage facilities 1in the U.S., one self-storage facility in the
United Kingdom, three industrial facilities wused by the containerized
storage operations and five commercial properties.

At March 31, 2008, the Unconsolidated Entities are comprised of
our interest in Shurgard Europe, PS Business Parks, Inc. ("PSB"), and
various limited and joint venture partnerships (the "Other Investments").
At March 31, 2008, PSB owns approximately 19.6 million rentable square feet
of commercial space, Shurgard Europe has interests in 176 self-storage
facilities in Europe, and the Other Investments own in aggregate 28
self-storage facilities in the U.S.

Use of Estimates

10
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The preparation of the <consolidated financial statements in
conformity with GAAP requires management to make estimates and assumptions
that affect the amounts reported in the consolidated financial statements
and accompanying notes. Actual results could differ from those estimates.

Income Taxes

For all taxable years subsequent to 1980, the Company qualified
and intends to continue to qualify as a REIT, as defined in Section 856 of
the Internal Revenue Code. As a REIT, we do not incur federal or

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008
(Unaudited)

significant state tax on that portion of our taxable income which is
distributed to our shareholders, provided that we meet certain tests. We
believe we have met these tests during 2007 and will meet these tests
during 2008 and, accordingly, no provision for federal income taxes has
been made in the accompanying condensed consolidated financial statements
on income produced and distributed on real estate rental operations. Our
taxable REIT subsidiaries are subject to regular corporate tax on their
income.

Financial Instruments

We have estimated the fair wvalue of our financial instruments
using available market information and appropriate valuation methodologies.
Considerable judgment is required in interpreting market data to develop
estimates of market wvalue. Accordingly, estimated fair wvalues are not
necessarily indicative of the amounts that could be realized in current
market exchanges.

For purposes of financial statement presentation, we consider all
highly liquid financial instruments such as short-term treasury securities
or investment grade short-term commercial paper with remaining maturities
of three months or less at the date of acquisition to be cash equivalents.

Due to the short period to maturity of our <cash and cash
equivalents, accounts receivable and other financial instruments included
in other assets, and accrued and other liabilities, the carrying values as
presented on the condensed consolidated balance sheets are reasonable
estimates of fair value.

Financial assets that are exposed to credit risk consist primarily
of cash and cash equivalents, accounts receivable, and notes receivable
from affiliates. Cash and cash equivalents, consisting of short-term
investments, including commercial paper, are only invested in entities with
an investment grade rating. Accounts receivable are not a significant
portion of total assets and are comprised of a large number of small
individual customer balances. Our note receivable totaling $618,822,000 at
March 31, 2008 is owed by Shurgard Europe. Although there can be no
assurance, we believe that this note is sufficiently collateralized by the
assets of Shurgard Europe, and that we have sufficient creditor rights to
maintain our collateral position, such that the credit risk on the note

11
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receivable is minimal.

At March 31, 2008, we have an investment in Shurgard Europe, and
one wholly owned real estate facility in the United Kingdom. In addition,
the aforementioned note receivable from Shurgard Europe is denominated in
Euros. Accordingly, our operations and our financial position are affected
by fluctuations 1in the exchange rates between the Euro, and to a lesser
extent, other European currencies, against the U.S. Dollar.

Restricted Cash

Restricted cash at March 31, 2008 and December 31, 2007, consists
of cash held by our captive insurance entities which, due to insurance and
other regulations with respect to required reserves and minimum capital
requirements, can only be utilized to pay captive claims.

Real Estate Facilities

Real estate facilities are recorded at cost. Costs associated with
the acquisition, development, construction, renovation and improvement of
properties are capitalized. Interest, property taxes and other costs
associated with development incurred during the construction period are
capitalized as building cost. Costs associated with the sale of real estate
facilities or interests in real estate investments are expensed as

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008
(Unaudited)

incurred. The purchase cost of existing self-storage facilities that we
acquire are allocated based upon relative fair value of the land, building
and tenant intangible components of the real estate facility. Expenditures
for repairs and maintenance are expensed when incurred. Depreciation
expense 1is computed using the straight-line method over the estimated
useful lives of the buildings and improvements, which are generally between
5 and 25 years.

Evaluation of Asset Impairment

We evaluate impairment of goodwill annually through a two-step
process. In the first step, 1if the fair value of the reporting wunit to
which the goodwill applies is equal to or greater than the carrying amount
of the assets of the reporting unit, including the goodwill, the goodwill
is considered unimpaired and the second step is unnecessary. If, however,
the fair value of the reporting wunit including goodwill is less than the
carrying amount, the second step is performed. In this test, we compute the
implied fair value of the goodwill based upon the allocations that would be
made to the goodwill, other assets and liabilities of the reporting unit if
a business combination transaction were consummated at the fair value of
the reporting wunit. An impairment loss is recorded to the extent that the
implied fair value of the goodwill is less than the goodwill's carrying
amount. No impairment of our goodwill was identified in our annual
evaluation at December 31, 2007.

We evaluate impairment of long-lived assets on a quarterly basis.

12
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We first evaluate these assets for indicators of impairment such as a) a
significant decrease in the market ©price of a long-lived asset, b) a
significant adverse change in the extent or manner in which a long-lived
asset is being used or in its physical condition, <c¢) a significant adverse
change in legal factors or the business climate that could affect the value
of the long-lived asset, d) an accumulation of costs significantly in
excess of the amount originally projected for the acquisition or
construction of the long-lived asset, or e) a current-period operating or
cash flow loss combined with a history of operating or cash flow losses or
a projection or forecast that demonstrates continuing losses associated
with the wuse of the long-lived asset. When any such indicators of
impairment are noted, we compare the carrying value of these assets to the
future estimated undiscounted cash flows attributable to these assets. If
the asset's recoverable amount 1is less than the carrying wvalue of the
asset, then an impairment charge is booked for the excess of carrying value
over the asset's fair value.

Any long-lived assets which we expect to sell or otherwise dispose
of prior to their previously estimated wuseful life are stated at what we
estimate to be the lower of their estimated net realizable value (less cost
to sell) or their carrying value. No impairment was identified from our
evaluations as of March 31, 2008.

Accounting for Stock-Based Compensation

We utilize the Fair Value Method (as defined in Note 12) of
accounting for our employee stock options. Restricted share unit expense is
recorded over the relevant service period. See Note 12 for additional
information on our accounting for employee share options and restricted
share units.

Other Assets

Other assets primarily consists of prepaid expenses, investments
in held-to-maturity debt securities, accounts receivable, merchandise
inventory held for sale as well as trucks and other equipment associated
with our ancillary operations. Other assets included a total of $56,714,000
related to Shurgard Europe at December 31, 2007, which we deconsolidated
effective March 31, 2008 as described in Note 3.

Accrued and Other Liabilities

Accrued and other 1liabilities at March 31, 2008 consist primarily
of real property tax accruals, tenant prepayments of rents, trade payables,
losses and loss adjustment liabilities for our self-insured risks
(described below) accrued interest and, at December 31, 2007, value-added
tax accruals with respect to Shurgard Europe. Accrued and other liabilities
included $100,366,000 related to Shurgard FEurope at December 31, 2007,
which we deconsolidated effective March 31, 2008 as described in Note 3.

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008
(Unaudited)

We are self-insured for a portion of the risks associated with our

13
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property and casualty losses, workers compensation and employee health
care. We also wutilize third-party insurance carriers to limit our self
insurance exposure. We accrue liabilities for uninsured losses and loss
adjustment expense, which at March 31, 2008 totaled $28,166,000
($26,643,000 at December 31, 2007). Liabilities for losses and loss
adjustment expenses include an amount we determine from loss reports and
individual cases and an amount, based on recommendations from an
independent actuary that is a member of the American Academy of Actuaries
using a frequency and severity method, for losses 1incurred but not
reported. Determining the liability for unpaid losses and loss adjustment
expense 1s based upon estimates.

Through a wholly-owned subsidiary, we reinsure policies against
claims for property losses due to specific named perils to goods stored by
tenants 1in our self-storage facilities for individual 1limits up to a
maximum of $5,000. For our U.S. operations, we have third-party insurance
coverage for losses from any individual event that exceeds a loss of
$1,000,000, to a maximum of $49,000,000. Estimated uninsured losses are
accrued and expensed as ancillary costs of operations.

While we believe that the amount of estimated accrued 1liabilities
with respect to tenant claims, property, casualty, workers compensation and
employee healthcare are adequate, the ultimate losses that are actually
paid will vary from what we have accrued. The methods for making such
estimates and for establishing the resulting 1liabilities are regularly
reviewed.

Goodwill

Goodwill represents the excess of acquisition cost over the fair
value of net tangible and identifiable intangible assets acquired 1in
business combinations. Each business combination from which our goodwill
arose was for the acquisition of single businesses and accordingly, the
allocation of our goodwill to our business segments (principally Domestic

Self-Storage) is based directly on such acquisitions. Our goodwill has an
indeterminate 1life in accordance with the provisions of Statement of
Financial Accounting Standards No. 142 ("SFAS 142"). Our goodwill balance

of $174,634,000 is reported net of accumulated amortization of $85,085,000
as of March 31, 2008 and December 31, 2007 in our accompanying condensed
consolidated balance sheets.

Other Intangible Assets

As we acquire real estate facilities, we also acquire the tenants
in place at the date of the acquisition of each respective facility. The
value of these tenants represent a finite-lived intangible asset (a "Tenant
Intangible"), and these assets are amortized relative to the benefit of the
tenants in place to each period. At March 31, 2008, our Tenant Intangibles
have a book value of $71,728,000 ($173,745,000 at December 31, 2007), net
of accumulated amortization of $312,753,000 ($423,788,000 at December 31,
2007) . During the three months ended March 31, 2008, intangible assets were
increased by approximately $4,529,000 due to the impact of changes in
foreign currency exchange rates. On March 31, 2008, tenant intangible
assets decreased approximately $78,135,000 due to the deconsolidation of
Shurgard Europe, as described more fully in Note 3 below.

Amortization expense of $28,411,000 and $85,784,000 was recorded
for our tenant intangible assets for the three months ended March 31, 2008
and 2007, respectively. The estimated annual amortization expense for our
finite-lived intangible assets is as follows:

14
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2008 (remainder of) S 19,386,000

2009 10,351,000

2010 6,366,000

2011 4,956,000

2012 3,187,000

2013 and beyond 8,658,000
10

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008
(Unaudited)

We also have an intangible representing the value of the
"Shurgard" trade name, which is used by Shurgard Europe pursuant to a
licensing agreement described more fully in Note 3, with a book value of
$18,824,000 at March 31, 2008 and December 31, 2007. The Shurgard trade
name has an indefinite life and, accordingly, we do not amortize this asset
but instead analyze it on an annual basis for impairment. No impairments
were noted in the most recent annual analysis at December 31, 2007.

Revenue and Expense Recognition

Rental income, which is generally earned pursuant to
month—-to-month leases for storage space, is recognized as earned.
Promotional discounts are recognized as a reduction to rental income over
the promotional period, which is generally during the first month of
occupancy. Late charges and administrative fees are recognized as income
when collected. Tenant reinsurance premiums are recognized as premium
revenue when earned. Revenues from merchandise sales and truck rentals are
recognized when earned. Interest income is recognized as earned. Equity in
earnings of real estate entities is recognized based on our ownership
interest in the earnings of each of the Unconsolidated Entities. Interest
and other income is recognized as earned.

We accrue for property tax expense Dbased upon estimates and

historical trends. If these estimates are incorrect, the timing and amount
of expense recognition could be affected. Cost of operations, general and
administrative expense, 1interest expense, as well as television, vyellow

page, and other advertising expenditures are expensed as incurred.

Foreign Curreny Exchange Translation

The local currency is the functional currency for the European
operations that we have an interest in. Assets and liabilities included on
our consolidated Dbalance sheet are translated at end-of-period exchange
rates, while revenues, expenses, and equity in earnings of the related real

estate entities, are translated at the average exchange rates in effect
during the period. The Euro, which represents the functional currency used
by a majority of the European operations, was translated at an

end-of-period exchange rate of approximately 1.579 U.S. Dollars per Euro at
March 31, 2008 (1.472 at December 31, 2007) and an average exchange rate of
1.496 and 1.310 for the three months ended March 31, 2008 and 2007,
respectively. Equity is translated at historical rates and the resulting
cumulative translation adjustments, to the extent not included in net
income, are included as a component of accumulated other comprehensive
income (loss) until the translation adjustments are realized. See "Other

15
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Comprehensive Income" below for further information regarding our foreign
currency translation gains and losses.

Fair Value Accounting

In February 2007, the FASB issued SFAS No. 159, "The Fair Value
Option for Financial Assets and Financial Liabilities, including an
amendment of FASB Statement No. 115" ("SFAS No. 159"). SFAS No. 159
provides companies with an option to report selected financial assets and
liabilities at fair wvalue. The standard establishes presentation and
disclosure requirements designed to facilitate comparisons between
companies that choose different measurement attributes for similar types of
assets and liabilities. SFAS No. 159 was effective for fiscal years
beginning after November 15, 2007. The Company did not elect to report any
of its financial assets or liabilities at fair value, and as a result, the
adoption of SFAS No. 159 had no material impact on our financial ©position,
operating results or cash flows.

11
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2008
(Unaudited)

In 2006, the FASB issued SFAS No. 157, "Fair Value Measurement"
(SFAS No. 157). SFAS No. 157 provides guidance for using fair value to
measure assets and liabilities. SFAS No. 157 expands required disclosures
about the extent to which companies measure assets and liabilities at fair
value, the information used to measure fair value, and the effect of fair

value measurements on earnings. SFAS No. 157 applies whenever other
accounting standards require or permit fair value measurements. SFAS No.
157 does not require any new fair wvalue measurements. SFAS No. 157

clarifies that fair value is an exit price, representing the amount that
would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants. SFAS No. 157 is effective
for fiscal years Dbeginning after November 15, 2007, and interim periods
within those fiscal years. In December 2007, the FASB agreed to a one year
deferral of SFAS No. 157's fair wvalue measurement requirements for
nonfinancial assets and liabilities that are not required or permitted to
be measured at fair value on a recurring basis. The Company adopted SFAS
No. 157 on January 1, 2008, which had no effect on our financial position,
operating results or cash flows.

SFAS No. 157 establishes a three-tier fair value hierarchy, which
prioritizes the inputs used in measuring fair value. Liabilities measured
at fair value on a recurring basis as of March 31, 2008 include our debt to
joint venture partner, which is described in Note 8, and our estimate of
the fair value of Other Minority Interests, described in Note 9. Each of
these liabilities are valued based upon significant unobservable inputs,
which are "Level 3" inputs as the term is utilized in SFAS No. 157.

Note Receivable from Affiliate

As of March 31, 2008, we had a note receivable from Shurgard
Europe totaling $618,822,000 ($561,182,000 at December 31, 2007). Effective
March 31, 2008, as a result of the Europe Transaction, Shurgard Europe is
no longer consolidated, accordingly, the note receivable 1is no longer
eliminated in consolidation and is presented as "Note Receivable from

16
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Affiliate" (see Note 3).

In connection with the Europe Transaction, the terms of the note
were modified. The outstanding loan balance was increased by approximately
(euro) 10,529,000 ($16,626,000) on March 31, 2008 due to the conversion of a
portion of our equity investment 1into intercompany debt. The note bears
interest at a fixed rate of 7.5% per annum, and has an initial term of one
year expiring March 31, 2009, and an additional one year extension at
Shurgard Europe's option. Further, we are committed to provide additional
loans to Shurgard Europe, under these same terms, up to (euro)305 million
to fund Shurgard Europe's obligations to repay existing third-party
indebtedness (a total of (euro)264.2 million at March 31, 2008) owed by
First Shurgard and Second Shurgard, joint ventures in which Shurgard Europe
has a 20% interest (First Shurgard and Second Shurgard are referred to
hereinafter <collectively as the "Existing European Joint Ventures"), and
the possible acquisition of the remaining interest in the Existing European
Joint Ventures. Shurgard Europe intends to repay all of its intercompany
debt through the issuance of third-party debt as soon as market conditions
permit, but no later than March 31, 2010 when all of the loans mature.

The note receivable is denominated in Euros and is converted to
U.S. Dollars for financial reporting purposes. We expect the notes to be
repaid in the near term (generally, within one to two years) and we have
been recognizing foreign exchange rate gains or losses as a result of

changes in exchange rates between the Euro and the U.S. Dollar during each
period in 2008 and 2007. During the three months ended March 31, 2008 and
2007, the balances of this loan increased due to foreign currency gains

totaling $41,014,000 and $5,040,000, respectively, which are recognized as
income on our accompanying condensed consolidated statements of income.

Other Comprehensive Income

We reflect other comprehensive income (loss) for any portion of
currency translation adjustments related to our European subsidiaries which

are not already reflected 1in our current net income. Such other
comprehensive income (loss) is reflected as a direct adjustment to
"Accumulated Other Comprehensive Income" 1in the equity section of our

balance sheet.

12
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March 31, 2008
(Unaudited)

Total comprehensive income for each period reflects our net
income, plus our other comprehensive income for the period.

The following table reflects the components of our other
comprehensive (loss) income, and our total comprehensive income, for each
respective period:

For the Three Months Ended
March 31,

(Amounts in thousands)
Net InCOME. v vttt ittt ettt ettt teeeeennnans $ 512,342 S 59,778

17
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Other comprehensive income:

Aggregate foreign currency translation

adjustments for the period.......... 66,265 15,451
Less: foreign currency translation

adjustments recognized during the

period and reflected in "Gain on

disposition of an interest in

Shurgard Europe" (Note 3)........... (37,854) -
Less: foreign currency translation

adjustments reflected in net income

as "Foreign currency gain".......... (41,014) (5,040)

Other comprehensive (loss) income for the

13
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March 31, 2008
(Unaudited)

Accounting for Casualties

Our policy is to record casualty losses or gains in the period the
casualty occurs equal to the differential Dbetween (a) the book value of
assets destroyed and (b) insurance proceeds, if any, that we expect to
receive in accordance with our insurance contracts. Potential insurance
proceeds that are subject to uncertainties, such as interpretation of
deductible provisions of the governing agreements or the estimation of
costs of restoration, are treated as contingent proceeds in accordance with
Statement of Financial Accounting Standards ©No. 5 ("SFAS 5"), and not
recorded until the uncertainties are satisfied. During the three months
ended March 31, 2007, we recorded a casualty gain totaling $2,665,000,
representing the realization of such contingent proceeds relating to
hurricanes which occurred in 2005.

Derivative Financial Instruments

Shurgard Europe has certain derivative financial instruments in
its two joint venture partnerships, 1including interest rate caps, interest
rate swaps, cross-currency swaps and foreign currency forward contracts.
These derivatives were entered into by the joint venture partnerships in
order to mitigate currency and exchange rate fluctuation risk in connection
with borrowings, and are not for speculative or trading purposes. Since we
acquired an interest 1in Shurgard Europe in August 2006, none of the
derivatives were considered effective hedges because at the time we
acquired an interest in Shurgard Europe in August 2006, we believed it was
not highly 1likely that the debt and the related derivative instruments
would remain outstanding for their entire contractual period. Accordingly,
all changes in the fair wvalues of the derivatives are reflected 1in

earnings, along with the related cash flows from these instruments, under
"Income from derivatives, net" on our condensed consolidated statements of
income.

Environmental Costs

18
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Our policy is to accrue environmental assessments and estimated
remediation costs when it is probable that such efforts will be required
and the related costs can be reasonably estimated. Our current practice is
to conduct environmental investigations in connection with property
acquisitions. Although there can be no assurance, we are not aware of any
environmental contamination of our facilities, which individually or in the
aggregate would be material to our overall business, financial condition,
or results of operations.

Discontinued Operations

We segregate all of our disposed components that have operations
that can be distinguished from the rest of the Company and will be
eliminated from the ongoing operations of the Company in a disposal
transaction. Discontinued operations principally consists of the historical
operations related to facilities that were closed and are no longer in
operation and facilities that have Dbeen disposed of either through
condemnation Dby a local governmental agency or sale. The following table
summarizes the historical operations with respect to these facilities:

For the Three Months
Ended March 31,

(Amounts in thousands)

Rental 1ncome.........ceeeeeenennnn. S 425 S 809

Cost of operations................ (530) (1,920)

Depreciation expense.............. (5) (115)

Total discontinued operations..... S (116) S (1,226)
14
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(Unaudited)

Net Income per Common Share

In computing net income allocated to our common shareholders, we
first allocate net income to our preferred shareholders ($60,333,000 and
$58,776,000 for the three months ended March 31, 2008 and 2007,
respectively) to arrive at net income allocable to our common shareholders.

The remaining net income is allocated among our regular common
shares and our Equity Shares, Series A using the two-class method which
allocates income based upon the dividends declared (or accumulated) for
each security 1in the period, combined with each security's rights to
earnings (or losses) that were not distributed to shareholders. Under this
method, the Equity Shares, Series A, were allocated net income of
$5,356,000 for each of the three months ended March 31, 2008 and 2007,
respectively. Net income of $446,653,000 and a loss of $4,354,000 for the
three months ended March 31, 2008 and 2007, respectively, were allocated to
the regular common shareholders.
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Basic net income per share is computed using the weighted average
common shares outstanding (prior to the dilutive impact of stock options

and restricted share wunits outstanding). Diluted net income per common
share is computed wusing the weighted average common shares outstanding
(adjusted for the impact, if dilutive, of stock options and restricted

share units outstanding). The stock options and restricted share units were
anti-dilutive 1in the three months ended March 31, 2007 and were therefore
not reflected in diluted net income per common share for that period.

Recent Accounting Pronouncements and Guidance

In December 2007, the Financial Accounting Standards Board (the
"FASB") issued SFAS No. 141 (R) and requires the acquiring entity in a
business combination to measure the assets acquired, 1liabilities assumed
(including contingencies) and any noncontrolling interests at their fair
values on the acquisition date. The statement also requires that
acquisition-related transaction costs be expensed as incurred and acquired
research and development value be capitalized. In addition,
acquisition-related restructuring costs are to be capitalized only if they
meet certain criteria. SFAS No. 141(R) is effective for fiscal vyears
beginning December 15, 2008. The application of SFAS No.1l41l(R) may have an
impact on our results of operations and financial position Dbeginning
January 1, 2009 to the extent that we enter into any business combinations
in the future.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued Statement of Financial
Accounting Standards No. 160, "Noncontrolling Interests in Consolidated
Financial Statements, an amendment of Accounting Research Bulletin No. 51"
(or SFAS No. 160) . SFAS No. 160 requires the classification of
noncontrolling interests (formerly, minority interests) as a component of
the consolidated equity. In addition, net income will include the total
income of all consolidated subsidiaries with the attribution of earnings
and other comprehensive 1income between controlling and noncontrolling
interests reported as a separate disclosure on the face of the consolidated
income statement. The calculation of earnings per share will continue to be
based on income amounts attributable to the parent. SFAS No. 160 also
addresses accounting and reporting for a change in control of a subsidiary.
SFAS No. 160 is effective for fiscal years beginning December 15, 2008, and
is required to be adopted prospectively, except for the presentation and
disclosure requirements, which are required to be adopted retrospectively.
We are currently evaluating the impact of the application of SFAS No. 160
on our results of operations and financial position.
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Europe Transaction
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On March 31, 2008, an institutional investor acquired a 51%
interest in Shurgard European Holdings LLC, a newly formed Delaware limited

liability company and the holding company for Shurgard Europe ("Shurgard
Holdings"). Public Storage owns the remaining 49% interest is the managing
member of Shurgard Holdings. In exchange for the 51% interest in Shurgard
Holdings, the investor paid Shurgard Holdings approximately

(euro) 383,200,000 ($605,627,000) on March 31, 2008, with the purchase price
to be adjusted for operating results (as defined) generated by Shurgard
Europe during the three months ended March 31, 2008. This adjustment 1is
currently estimated to be approximately (euro)4,797,000 ($7,574,000).

In connection with the Europe Transaction, the intercompany notes
receivable owed by Shurgard Europe to Public Storage were modified (see
Note 2 under "Note Receivable from Affiliate,") and Shurgard Europe
obtained an option, which expires on June 30, 2008, to acquire one facility
located in the United Kingdom that the Company wholly owns (the "Kensington
Facility") for an aggregate of (euro)42 million. We believe that the option
price for this facility represents its market wvalue. Shurgard Europe
manages this facility for us in exchange for a management fee.

Based upon the provisions of Statement of Financial Accounting
Standards No. 66 ("FAS 66"), we have determined that this transaction
constitutes the partial disposition of an interest in Shurgard Europe that
is eligible for full profit recognition. We have evaluated the limited
liability agreement, capitalization, and other risk-sharing and voting
characteristics of Shurgard Holdings and determined that it does not
represent a variable interest entity in accordance with the provisions of
FASB Interpretation No. 46R, "Consolidation of Variable Interest Entities -
An Interpretation of ARB No. 51" ("FIN 46R").

The provisions of Emerging Issues Task Force 04-5, "Determining
Whether a General Partner, or the General Partners as a Group, Controls a
Limited Partnership or Similar Entity When the Limited Partners Have
Certain Rights," indicate there is a presumption that the managing member
of a limited 1liability company controls the company, unless the other
member has substantive "participating” or "kick-out" rights as those terms
are utilized in the accounting standard. Even though we are the managing
member, Dbased upon the terms of Shurgard Holdings, the institutional
investor shares with us the decision-making authority with respect to a)
the significant operating, capital, and investing decisions of Shurgard
Europe, including the establishment of annual budgets, and b) the level of
compensation of, and replacement and selection of Shurgard Europe's senior
operating officers. As a result, we have concluded that the institutional
investor has substantive participating rights and, accordingly, we do not
control Shurgard Europe. Therefore, we have deconsolidated the operations
of Shurgard Europe effective March 31, 2008.

As a result of the deconsolidation of Shurgard Europe, our
investment in real estate entities increased by $594,330,000, representing
our net investment in Shurgard Europe at March 31, 2008 immediately before
the transaction. The following adjustments were made to our condensed
consolidated balance sheet to reflect the deconsolidation of our investment
in Shurgard Europe as of March 31, 2008 (amounts in thousands):

Total
Real estate facilities, net............. $(1,693,524)
Construction in progress.......c..eeeee... (10, 886)
Intangible assetsS. vttt i eennn (78,135)
(= o 1 (34,588)
Note receivable from affiliate.......... 618,822
Other assels. ..ttt ittt e e e e eeeenn (68,486)
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Notes payable. ...ttt ennnn 424,995
Accrued and other liabilities........... 98,571
Minority interest - other partnership
interests 148,901
$(594,330)
16
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(Unaudited)

Our net proceeds from the transaction aggregated $609,059,000,
comprised of 1) $605,627,000 paid by the institutional investor on March
31, 2008, ii) a receivable from the investor totaling $7,574,000, iii),
less $4,142,000 in legal, accounting, and other expenses incurred in
connection with the transaction. As a result of the disposition, we reduced
our investment in Shurgard Europe by approximately $305,048,000 for the pro
rata portion of our March 31, 2008 investment that was sold, and recognized
a gain of $304,011,000 wupon disposition, representing the difference
between the net proceeds received of $609,059,000 and the pro rata portion
of our investment sold of $305,048,000.

In addition, as a result of our disposition of this interest, a
portion of the cumulative currency exchange gains we had previously
recognized in Other Comprehensive Income with respect to Shurgard Europe
was realized. Accordingly, we recognized a cumulative currency exchange
gain of $37,854,000, representing 51% (the pro rata portion of Shurgard
Europe that was sold) of the cumulative currency exchange gain previously
included in Other Comprehensive Income.

The gain upon disposition of $304,011,000 and associated realized
currency exchange gain totaling $37,854,000 are both included in the gain
on disposition of an interest in Shurgard Europe of $341,865,000 in our
condensed consolidated statement of income for the three months ended March
31, 2008.

The results of operations of Shurgard Europe have been included in
our condensed consolidated statements of income for each of the three
months ended March 31, 2008 and 2007, respectively. Commencing with the
quarter Dbeginning April 1, 2008, our pro rata share of operations of
Shurgard Europe will be reflected on our income statement under equity in
earnings of real estate entities.

17
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4. Real Estate Facilities

Activity in real estate facilities is as follows:

Three Months
Ended
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March 31, 2008

(Amounts in

thousands)
Operating facilities, at cost:

Beginning balanCe. ...ttt in it ettt ettt eeeeeennaeeeeeeenn $ 11,658,807
Capital ImpProvVemMENT S . @ittt ittt e ettt et ee et eeneanns 6,874
Newly developed facilities opened for operations........ 38,480
Deconsolidation of Shurgard Europe (Note 3)............. (1,766,122)
Impact of foreign exchange rate changes................. 100,294
Ending balanCe. ...ttt ittt et et ettt et 10,038,333

Accumulated depreciation:
Beginning balancCe. .. ..ttt it ettt ittt (2,128,225)
Depreciation EXPENSE . i ittt ittt ittt et ettt e (93,336)
Deconsolidation of Shurgard Europe (Note 3)............. 72,598
Impact of foreign exchange rate changes................. (3,760)
Ending balancCe. ...t i ittt e et e et ettt (2,152,723)

Construction in process:
Beginning balancCe. ... ittt ittt ittt ettt 60,324
Current developPment . ... ittt ittt ittt eeneeeeeeeenns 24,111
Newly developed facilities opened for operations....... (38,480)
Deconsolidation of Shurgard Europe (Note 3)............. (10, 886)
Write off of development COStS......cuiiiiiitiennnnnnn. (124)
Impact of foreign exchange rate changes................ 956
Ending balancCe. . .u v ittt ittt e ettt ae et 35,901
Total real estate facilities......oiii i iinnnnn. $ 7,921,511

During the three months ended March 31, 2008, we completed two
expansion projects in the U.S. which in aggregate added approximately
82,000 net rentable square feet of self-storage space at a total cost of
$5,017,000. Also in the three months ended March 31, 2008, we completed
three development projects in Europe which in aggregate added approximately
166,000 net rentable square feet of self-storage space at a total cost of
$33,463,000.

Construction in process at March 31, 2008 includes the development
costs relating to 29 projects (1,231,000 net rentable square feet),
consisting of newly developed self-storage facilities, conversion of space
at facilities that was previously used for containerized storage and
expansions to existing self-storage facilities, with costs incurred of
$35,901,000 at March 31, 2008 and total estimated costs to complete of
$89,345,000.

From time to time, our facilities are subject to condemnation
proceedings, resulting 1in disposal of a portion or, in some cases, the
entire facility. In addition, we dispose of unused parcels of land in
certain cases. When an entire real estate facility is disposed of, the
operating results of these disposed facilities, including the gain on sale
are classified in discontinued operations on our consolidated statements of
income for all periods presented. During the three months ended March 31,
2007, we disposed of a portion of a self-storage facility for an aggregate
of $322,000. There was no gain or loss on this transaction.

As described more fully 1in Note 3, we deconsolidated our
investment in Shurgard Europe as of March 31, 2008. This deconsolidation
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resulted in the reduction of Operating Facilities, Accumulated
Depreciation, and Construction in Process.
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We capitalize interest incurred on debt during the course of
construction of our self-storage facilities. Interest capitalized for the
three months ended March 31, 2008 and 2007 was $748,000 and $741,000,
respectively.

Investment in Real Estate Entities

Interests 1in entities for periods that they are either VIE's that
we are not the primary beneficiary of, or other non-VIE entities that we do
not have a controlling financial interest in, are accounted for using the
equity method of accounting.

For the three months ended March 31, 2008 and 2007, we recognized
earnings from our investments 1in real estate entities of $2,729,000 and
$3,977,000, respectively, and received cash distributions totaling
$6,493,000 and $4,171,000, respectively. We invested $32,911,000 in the
Real Estate Entities during the three months ended March 31, 2008.

Our investments in real estate entities increased by $594,330,000
due to the deconsolidation of Shurgard Europe, and decreased Dby
$305,048,000 representing the pro rata portion of our investment in
Shurgard Europe that was disposed of, as described more fully in Note 3.

The following table sets forth our investments in the real estate
entities at March 31, 2008 and December 31, 2007, and our equity in
earnings of real estate entities for the three months ended March 31, 2008
and 2007 (amounts in thousands) :

Equity in Earnings of Real
Investments in Real Estate Estate Entities for the
Entities at Three Months Ended March 31,

March 31, December 31,
2008 2007 2008

......................... $ 270,464 $ 273,717 $ 2,345

Shurgard Europe.............. 322,193 - -
Other Investments............ 32,515 33,026 384

PS Business Parks, Inc. is a REIT traded on the American Stock
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Exchange, which controls an operating partnership (collectively, the REIT
and the operating partnership are referred to as "PSB"). We have a 46%
common equity interest in PSB as of March 31, 2008. This common equity
interest is comprised of our ownership of 5,418,273 shares of PSB's common
stock and 7,305,355 limited partnership units in the operating partnership
at both March 31, 2008 and December 31, 2007. The limited partnership units
are convertible at our option, subject to certain conditions, on a
one-for-one basis into PSB common stock. Based upon the closing price at
March 31, 2008 ($51.90 per share of PSB common stock), the shares and units
had a market value of approximately $660.4 million as compared to a book
value of $270.5 million.

At March 31, 2008, PSB owned approximately 19.6 million rentable
square feet of commercial space. In addition, PSB manages commercial space
owned by the Company and the Consolidated Entities pursuant to property
management agreements.
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The following table sets forth selected financial information of
PSB; the amounts represent 100% of PSB's Dbalances and not our pro rata
share.

(Amounts in thousands)
For the three months ended March 31,

Total oOperating revVeNUE . .. ...ttt eeeeneeneeeeennns $ 70,306 $ 65,307
Costs of operations and other operating expenses..... (24,536) (22,141)
Other income and expense, Net........iiiiieeeeeeeennsn (665) 694
Depreciation and amortization...........c.cciiieeeeenn. (25,447) (21, 640)
Minority dnterest..... ..ttt ittt (3,100) (3,629)
Net dNCOME . vttt it ettt et et e e et ettt ettt e eaeeenn S 16,558 S 18,591
At March 31, At December 31,
2008 2007

(Amounts in thousands)

Total assets (primarily real estate)................. S 1,489,690 S 1,516,583
Total debt ... e e e e e 60,381 60,725
Other liabilities.......iiiiiii it iineinnennns 49,209 51,058
Preferred equity and preferred minority interests.... 811,000 811,000
Common equity and common minority interests.......... 569,100 593,800
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Investment in Shurgard Europe

As described more fully in Note 3, on March 31, 2008 we had an
investment in Shurgard Europe, representing approximately 49% of the
interest of Shurgard Europe. The remaining interest in this entity is owned
by an institutional investor, which owns 51%.

The following table sets forth selected financial information of
Shurgard Europe. The amounts presented herein are consistent with the
foreign currency translation policy described more fully in Note 2,
"Foreign Currency Exchange Translation." These amounts are based upon 100%
of Shurgard Europe's balances, rather than our pro rata share of the
operations of Shurgard Europe, and are Dbased wupon Public Storage's
historical acquired book basis.

Amounts for all periods are presented, notwithstanding that
Shurgard Europe was deconsolidated effective March 31, 2008. Accordingly,
except for the March 31, 2008 condensed consolidated Dbalance sheet, all
amounts (net of intercompany eliminations) are included in our condensed
consolidated financial statements and are not reflected as a component of
equity 1in earnings, in the case of our condensed consolidated income
statement, or investment 1in real estate entities, 1in the case of our
condensed consolidated balance sheet.

(Amounts in thousands)
For the three months ended March 31,

Self—StOrage TeVENUES .« v vttt ettt eeeeenennaeeeennens $ 54,722 $ 43,160
ANCi1llary FEVENUES .t v vttt ittt e e e e eeaeeeeeeeenneeens 4,913 3,760
Self-storage cost of operations.............oiiinn.. (24,654) (22,652)
Ancillary cost of operations.........c.ooiiiiiinnn.. (1,409) (1,337)
Royalty payable to Public Storage..........iiieeeonn. (640) -
Depreciation and amortization...........c.coiiiieeeonn. (21,871) (38,217)
General and administrative..........oi i, (4,644) (2,702)
Interest expense on third party debt................. (7,308) (5,089)
Interest expense on debt to Public Storage........... (9, 644) (9,650)
Expense from derivatives, net ..........c.c.c.i .. (43) (762)
Discontinued operationsS. ... ..o iiii ittt tteeeeeeeeenns (12) (89)
Minority dnterest. ... ...ttt 2,142 3,754
= S X 7= = $ (8,448) S (29,824)
At March 31, At December 31,
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(Amounts in thousands)

Total assets (primarily real estate)................. S 1,885,619 $ 1,774,037
Total debt to third parties....... .. ... 424,995 384,045
Total debt to Public Storage........oiiiiiiinnnenn.. 618,822 561,182
Other 11abilities . vttt ettt ettt eeeeennneens 101,980 95,444
Minority dnterest..... ..ttt ittt 145,492 140,385
T 1 B I 594,330 592,981

At March 31, 2008, other investments include an aggregate common
equity ownership of approximately 28% in a) five entities that own an
aggregate of 22 self-storage facilities that we held on a consistent basis
since January 1, 2006 and b) entities owning six self-storage facilities,
which we deconsolidated effective May 24, 2007.
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The following table sets forth certain condensed financial

information (representing 100% of these entities' Dbalances and not our
pro rata share) with respect to these other investments:

For the three months ended March 31,

Total FeVENUE . « v vt ittt ettt eeeeneennn S 5,407 S 5,199
Cost of operations and other expenses (2,460) (2,234)
Depreciation and amortization........ (1,114) (1,128)
Net INnCOmME. ..ottt eeeennnnneens $ 1,833 $ 1,837
At March 31, At December 31,

2008 2007

(Amounts in thousands)

Total assets (primarily storage

facilities) ..o, $ 75,722 $ 75,903
Total debt.... ... 12,326 12,409
Total accrued and other liabilities.. 1,516 774
Total Partners' equity............... 61,880 62,720

Revolving Line of Credit

On March 27, 2007, we entered into a five-year revolving credit
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agreement (the "Credit Agreement") with an aggregate limit with respect to
borrowings and letters of credit of $300 million. Amounts drawn on the
Credit Agreement Dbear an annual interest rate ranging from the London
Interbank Offered Rate ("LIBOR") plus 0.35% to LIBOR plus 1.00% depending

on our credit ratings (LIBOR plus 0.35% at March 31, 2008). In addition,

we

are required to pay a quarterly facility fee ranging from 0.10% per annum
to 0.25% per annum depending on our credit ratings (0.10% per annum at
March 31, 2008). We had no outstanding borrowings on our Credit Agreement

at March 31, 2008 or at May 8, 2008.

The Credit Agreement includes various covenants, the more
significant of which require wus to (i) maintain a leverage ratio (as
defined therein) of less than 0.55 to 1.00, (ii) maintain certain fixed
charge and interest coverage ratios (as defined therein) of not less than
1.5 to 1.0 and 1.75 to 1.0, respectively, and (iii) maintain a minimum
total shareholders' equity (as defined therein). We were in compliance with

all covenants of the Credit Agreement at March 31, 2008.

At March 31, 2008, we had undrawn standby letters of credit, which
reduce our borrowing capability with respect to our line of credit by the

amount of the letters of credit, totaling $19,699,000 ($20,408,000

at

December 31, 2007). The beneficiaries of these standby letters of credit
were primarily certain insurance companies associated with our captive

insurance and tenant re-insurance activities.
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Notes Payable

The carrying amounts of our notes payable at March 31, 2008 and

December 31, 2007 consist of the following (dollar amounts in thousands) :

DOMESTIC UNSECURED NOTES PAYABLE:

5.875% effective and stated note rate, interest only and payable
semi-annually, matures in March 2013...... ...t iiennnn.
5.73% effective rate, 7.75% stated note rate, interest only and payable
semi-annually, matures in February 2011 (carrying amount includes

$10,136 of unamortized premium at March 31, 2008) .......iiiiiennn..

DOMESTIC MORTGAGE NOTES:

5.59% average effective rate fixed rate mortgage notes payable, secured by 57
real estate facilities with a net book value of $419,543 at March 31, 2008

and stated note rates between 4.95% and 7.76%, due between April 2008 and

August 2015 (carrying amount includes $3,063 of

unamortized premium at March 31, 2008) ... ..ttt eeennnennnn
5.29% average effective rate fixed rate mortgage notes payable, secured by

31 real estate facilities with a net book value of $174,727 at March 31,

March 31,
2008

$ 200,000

210,136

149,311
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2008, stated note rates between 5.40% and 8.75%, principal and interest

payable monthly, due at varying dates between October 2009 and September

2028 (carrying amount includes $3,309 of unamortized premium

at March 31, 2008) ittt e e e e e e e e e e e e e e e 85,341

EUROPEAN SECURED NOTES PAYABLE:
First Shurgard credit agreement, due originally in 2008 but extended to

Second Shurgard credit agreement, due in July 2009............ccci... -
Liability under Capital LeasSeS . v e ettt eeeeeeeeneeeeeeeeneeeeeneens -

Total Notes Payable. . ittt ettt ittt ettt ettt eeeeeenaaeeennn S 644,788

All of our notes payable represent preexisting debt that we have
assumed in connection with the acquisition of real estate facilities or
business combinations. The Domestic Unsecured Notes Payable and the
Domestic Mortgage Notes were recorded at their estimated fair values upon
acquisition based upon estimated market rates for debt instruments with
similar terms and ratings. Any initial premium or discount, representing
the difference between the stated note rate and fair wvalue on the
respective date of assumption, is being amortized over the remaining term
of the notes using the effective interest method.

The Domestic Unsecured Notes Payable have various restrictive
covenants, the more significant of which require us to (i) maintain a ratio
of debt to total assets (as defined therein) of less than 0.60 to 1.00,
(ii) maintain a ratio of secured debt to total assets (as defined therein)
of less than 0.40 to 1.00, (iii) maintain a debt service coverage ratio (as
defined therein) of greater than 1.50 to 1.00, and (iv) maintain a ratio of
unencumbered assets to unsecured debt (as defined therein) of greater than
150%, all of which have been met at March 31, 2008.
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The Domestic Mortgage Notes require interest and principal
payments to be paid monthly and have various restrictive covenants, all of
which we believe have been met at March 31, 2008.

First Shurgard and Second Shurgard, in which Shurgard Europe has a
20% interest, have senior credit agreements that were put into place, prior
to the Shurgard Merger, to fund development costs of various self-storage
projects. On March 31, 2008, we deconsolidated Shurgard Europe and, as a
result, the related notes payable owed by the Existing European Joint
Ventures are no longer included in our consolidated balance sheet.

At March 31, 2008, approximate principal maturities of our notes
payable are as follows (amounts in thousands) :

Domestic Domestic
Unsecured Mortgage Notes
Notes Payable Payable Total
2008 (remainder of).......... S 1,802 S 21,271 S 23,073
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2009, i e 3,764 8,788 12,552
2010, ettt e e e 3,985 10,669 14,654
2011 . e e e 200,585 27,445 228,030
2012, e e e - 55,195 55,195
Thereafter.......... ... 200,000 111,284 311,284

$ 410,136 $ 234,652 S 644,788
Weighted average effective rate 5.8% 5.5% 5.7%

We incurred interest expense with respect to our notes payable,
capital leases, debt to Jjoint venture partner and 1line of credit
aggregating $17,235,000 and $17,549,000 for the three months ended March
31, 2008 and 2007, respectively. These amounts were comprised of
$18,450,000 and $18,633,000 1in cash for the three months ended March 31,
2008 and 2007, respectively, less $1,215,000 and $1,084,000 in amortization
of premium net of increase in Debt to Joint Venture Partner described in
Note 8, respectively.

8. Debt to Joint Venture Partner

Due to our continuing interest in ten facilities that we sold to
an unconsolidated affiliated joint venture, and the likelihood that we will
exercise our option to acquire our partner's interest, we have accounted
for our partner's investment in these facilities as, in substance, debt
financing. Accordingly, our partner's investment with respect to these
facilities 1is accounted for as a liability on our accompanying condensed
consolidated balance sheets. Our partner's share of operations with respect
to these facilities has been accounted for as interest expense on our
accompanying condensed consolidated statements of income.

The outstanding balances of $38,128,000 and $38,081,000 due the
joint venture partner as of March 31, 2008 and December 31, 2007,
respectively, are estimated at fair value. On a quarterly basis, we review
the fair value of this liability, and to the extent fair value exceeds the
carrying value of the liability we will record adjustments to increase the
liability to fair value, and to increase other assets, with the other
assets amortized over the remaining period term of the joint venture. We
determine the fair value of this 1liability Dbased upon our estimate of the
fair value of the underlying net assets (principally real estate assets),
applying the related liquidation provisions of the partnership agreement.
We determine the fair value of the underlying real estate by reference to
the historical operating results, and apply an estimate of the effective
earnings multiple based upon our review of market transactions and other
market data. The increase in fair value from $38,081,000 at December 31,
2007 to $38,128,000 at March 31, 2008 is due ©principally to the excess of
interest expense (as described below) over interest paid.
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A total of $808,000 and $788,000 was recorded as interest expense
on our condensed consolidated statements of income with respect to our Debt
to Joint Venture Partner during the three months ended March 31, 2008 and
2007, respectively, representing our partner's pro rata share of net
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earnings with respect to the properties we sold to the Acquisition Joint

Venture (an 8.5% return on their investment). This interest expense was
comprised of a total of $761,000 and $745,000 paid to our joint venture
partner (an 8.0% return payable currently 1in accordance with the

partnership agreement) during the three months ended March 31, 2008 and
2007, respectively, and increases in the Debt to Joint Venture Partner of
$47,000 and $43,000 for the three months ended March 31, 2008 and 2007,
respectively.

We expect that this debt will be repaid during 2008, assuming that
we exercise our option to acquire our partner's interest in the Acquisition
Joint Venture.

Minority Interest

In consolidation, we <classify ownership interests in the net
assets of each of the Consolidated Entities, other +than our own, as
minority interest on the condensed consolidated financial statements.
Minority interest in income consists of the minority interests' share of
the operating results of the applicable entity.

Preferred Partnership Interests

The following table summarizes the preferred partnership units
outstanding at March 31, 2008 and December 31, 2007:

March 31, 2008

Earliest Redemption Distribution Units Carrying
Series Date Rate Outstanding Amount

December 3

Units
Outstanding

(Amounts in thousands)

Series NN........ March 17, 2010 6.400% 8,000 $ 200,000
Series Z......... October 12, 2009 6.250% 1,000 25,000
Series J......... May 9, 2011 7.250% 4,000 100,000

8,000
1,000
4,000

Income allocated to the preferred minority interests totaled
$5,403,000 for each of the three months ended March 31, 2008 and 2007,
comprised of distributions paid.

Subject to certain conditions, the Series NN preferred units are
convertible into our 6.40% Series NN Cumulative Preferred Shares of
beneficial interest, the Series Z preferred units are convertible into our
6.25% Series Z Cumulative Preferred Shares of beneficial interest and the
Series J preferred units are convertible into our 7.25% Series J Cumulative
Preferred Shares of Dbeneficial interest. The holders of the Series Z
preferred partnership units have a one-time option exercisable on October
12, 2009 to require us to redeem their units for $25,000,000 in cash, plus
any unpaid distribution.

Other Partnership Interests

Income is allocated to the minority interests based upon their pro
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rata interest in the operating results of the Consolidated Entities. The
following tables set forth the minority interests at March 31, 2008 and
December 31, 2007 as well as the income allocated to minority interests for
the three months ended March 31, 2008 and 2007 with respect to the other
partnership interests:
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(Unaudited)
Minority interest in in
Minority interest at for the three month
March 31, December 31, March 31, Y
Description of Minority Interest 2008 2007 2008
(Amounts in thousands)
Existing European Joint Ventures. S - S 140,385 S (2,142) S
PS Officers' Europe Investment... - 3,520 (111)
Convertible Partnership Units.... 5,448 5,516 612
Other consolidated partnerships.. 32,263 32,267 3,837
Total other partnership interests $ 37,711 S 181,688 S 2,196 S

Distributions paid to minority interests for the three months
ended March 31, 2008 and 2007 were $4,521,000 and $5,501,000, respectively.
Minority interests increased $7,249,000 and $1,200,000 as a result of the
impact of foreign currency translation in the three months ended March 31,
2008 and 2007, respectively.

The Existing European Joint Ventures

Through the Shurgard Merger, we acquired an interest in two joint

venture entities: First Shurgard SPRL ("First Shurgard") formed in January
2003 and Second Shurgard SPRL ("Second Shurgard") formed in May 2004. Those
joint ventures (referred to collectively hereinafter as the "Existing
European Joint Ventures") were expected to develop or acquire up to
approximately 75 storage facilities in Europe. Shurgard Europe has a 20%
interest in each of these ventures. We have determined that the Existing
European Joint Ventures are each VIEs, and that Shurgard Europe is the

primary Dbeneficiary. Accordingly, the accounts of the Existing European
Joint Ventures have been included in our consolidated financial statements

until March 31, 2008, when Shurgard Europe was deconsolidated (see also
Note 3), reducing minority interests by $145,492,000 at March 31, 2008. See
Note 5 wunder "Investment in Shurgard Europe" for further historical
information regarding Shurgard Europe, including the Existing European

Joint Ventures.

PS Officers' Europe Investment
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In the second quarter of 2007, we sold an approximately 0.6%
common equity interest in Shurgard Europe to various officers of the
Company (the "PS Officers"), other than our chief executive officer. The

aggregate proceeds of the sale were $4,909,000. The sale price for the
interests was based upon the pro rata net asset value computed using, among
other sources, information provided by an independent third party appraisal
firm of the net asset value of Shurgard Europe as of March 31, 2007. 1In
connection with the sale of these LLP Interests, we recorded a gain of
$1,193,000 during the second quarter of 2007, representing the excess of
the sales proceeds over the book value of the LLP Interests sold. For
periods commencing from the sale of the interest through March 31, 2008,
the PS Officers' pro rata share of the earnings of Shurgard Europe are
reflected in minority interest in income - other partnership interests on
our accompanying condensed consolidated statement of income for the three
months ended March 31, 2008.

The investment of the PS Officers is included in minority interest
— other partnership interests on our accompanying condensed consolidated
balance sheet at December 31, 2007. As described in Note 3, on March 31,
2008, we deconsolidated Shurgard Europe and, as a result, minority interest
was reduced $3,409,000. See Note 5 under "Investment in Shurgard Europe"
for further historical information regarding Shurgard Europe, including the
PS Officers' Europe Investment.
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Convertible Partnership Units

At March 31, 2008 and December 31, 2007, one of the Consolidated
Entities had approximately 231,978 convertible partnership units

("Convertible Units") outstanding representing a limited partnership
interest 1in the entity. The Convertible Units are convertible on a
one-for-one basis (subject to certain limitations) into common shares of

the Company at the option of the unit-holder. Minority interest in income
with respect to Convertible Units reflects the Convertible Units' share of
our net income, with net income allocated to minority interests with
respect to weighted average outstanding Convertible Units on a per unit
basis equal to diluted earnings per common share.

Other Consolidated Partnerships

At March 31, 2008 and December 31, 2007, the other consolidated
partnerships reflect common equity interests that we do not own in 33
entities (generally partnerships) that own in aggregate 177 self-storage
facilities. The related partnership agreements have termination dates that
cannot be unilaterally extended by the Company and, upon termination of
each partnership, the net assets of these entities would be liquidated and
paid to the minority interests and the Company based upon their relative
ownership interests.

Impact of SFAS No. 150
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In May 2003, the FASB issued Statement of Financial Accounting

Standards ©No. 150 - "Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity" ("SFAS No. 150"). This
statement ©prescribes reporting standards for financial instruments that
have characteristics of both 1liabilities and equity. This standard

generally indicates that certain financial instruments that give the issuer
a choice of settling an obligation with a variable number of securities or
settling an obligation with a transfer of assets, any mandatorily
redeemable security, and certain put options and forward purchase
contracts, should be classified as a liability on the balance sheet. With
the exception of minority interests, described below, we implemented SFAS
No. 150 on July 1, 2003, and the adoption had no impact on our financial
statements.

The provisions of SFAS No. 150 indicate that the Other Minority
Interests would have to be treated as a 1liability, because these
partnerships have termination dates that cannot be unilaterally extended by
us and, upon termination, the net assets of these entities would be
liguidated and paid to the minority interest and us based upon relative
ownership interests. However, on October 29, 2003, the FASB decided to
defer indefinitely a portion of the implementation of SFAS No. 150, which
thereby deferred our requirement to recognize these minority interest
liabilities. We estimate that the fair wvalues of the Other Partnership
Interests are approximately $306 million and $532 million at March 31, 2008
and December 31, 2007, respectively. The decrease between December 31, 2007
and March 31, 2008 is due to the deconsolidation of Shurgard Europe,
accordingly, the fair value of the Existing European Joint Ventures and the
PS Officers' Europe Investment 1is not included in the March 31, 2008
estimated fair value. We determine the fair value of the Other Partnership
Interests Dbased upon our estimate of the fair value of the wunderlying net
assets (principally real estate assets), applying the related ligquidation
provisions of the related partnership agreement. We determine the fair
value of the wunderlying real estate by reference to the historical
operating results, and apply an estimate of the effective earnings multiple
based upon our review of market transactions and other market data.
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Shareholders' Equity

At March 31, 2008 and December 31, 2007, we had the following
series of Cumulative Preferred Shares of beneficial interest outstanding:

At March 31, 2008

Earliest e
Redemption Dividend Shares Carrying
Series Date Rate Outstanding Amount

Shares
Outstandin

(Dollar amounts in thousand
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9/30/07 7.500% 6,900
10/6/08 6.500% 5,300
11/13/08 6.450% 4,800

1/2/09 6.850% 1,600,000

3/5/09 6.250% 4,500
3/31/09 6.125% 4,600
6/30/09 7.125% 4,350
9/13/09 6.600% 4,600
2/28/10 6.180% 5,400
4/27/10 6.750% 5,650
8/23/10 6.450% 10,000
12/12/10

172,500
132,500
120,000

40,000
112,500
115,000
108,750
115,000
135,000
141,250
250,000
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