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PUBLIC STORAGE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)

September
2006
(Unaudit
ASSETS
Cash and cash equivalent . . ...ttt ittt ittt ettt ettt eaeeeeeeeenaaaaens $ 124
Real estate facilities, at cost:
7= U SR 3,605
23 e e B 1 o L 7,570
11,175
Accumulated depreciation . .« vttt et e e e e e e e e e e (1,655
9,519
CoONSErUCEION 1N PrOCE S S e v i it ittt e e e e ettt e et e ettt eaeeeeeeeeneeeeeeeeannens 131
9,651
Investment in real estate entities. ... ..ttt ittt et 301
GOOAWL Ll (NOLE 2] ittt ittt e e et et et et et ettt ettt ettt ettt ettt ettt eeneneann 174
Intangible assets, nNet (NOote 2) ..ttt ittt ittt ittt ettt e et e eaaeeeeanens 432
(O ol o TS = i 170
B o= R = i R S 10,854
LIABILITIES AND SHAREHOLDERS' EQUITY
NOLES PAVAD L. i ittt et ettt et ettt ettt ettt e teeeeeeeaaeeeeeeeeeaaaeeeeeeeeeens $ 1,426
Debt to Joint vVentuUre Partner . .. ...ttt ittt ettt ettt eaeeeeeeeenaeeeens 37
Preferred stock called for redemption. ... ...ttt ittt it eeeeeeeenneeenns 143
Accrued and other liabilities. ...ttt ittt ettt et eeeeeeeeeeanenn 344
o o= I A I =Y o B s I s = Y 1,951
Minority interest:
Preferred partnership Interests. . ...ttt ittt ettt eeeee e 325
Other partnership Interests. ...ttt ittt e e et ettt e eeeeeeee s 174
Commitments and contingencies (Note 16)
Shareholders' equity:
Cumulative Preferred Stock, $0.01 par value, 50,000,000 shares authorized,
1,715,486 shares issued (in series) and outstanding, (1,698,336 at
December 31, 2005) at ligquidation preference......... ..t ennnnn. 2,927
Common Stock, $0.10 par value, 200,000,000 shares authorized, 168,986,243
shares issued and outstanding (128,089,563 at December 31, 2005)........ 16
Equity Stock, Series A, $0.01 par value, 200,000,000 shares authorized,
8,744.193 shares issued and outstanding.........c.u ittt iineneeeeennnnn
Pald—dn Capital. .ottt it e e e e e e e e e e e e e e e e 5,659
Cumulative NeL INCOME . v ittt ittt ittt ettt ettt et ettt eaetaeeeeeeneeaeeenenan 3,513
Cumulative distributions paid. . ... ..ttt ittt ittt eeeeeeeeeeanenn (3,702
Accumulated other comprehensive 10SS . it ittt ittt ettt eeeeeeeenneeeens (11
Total shareholders' egUIty ...ttt ittt ittt ittt ettt eeneaanns 8,403
Total liabilities and shareholders' equity............. ..., $ 10,854
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See accompanying notes.
1

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

(Unaudited)

Revenues:
Rental income:

Self-storage facilities. ...ttt ittt ittt et eeeeeeeaann
Commercial PropPerLieS . @i it ittt ittt et e et e e ettt et
Containerized storage facilitiesS.......ii ittt eeeeeeennnnns
ANcCillary OPEralion S . v it ittt ettt ettt et ettt ee et
Interest and other 1nNCOmMe. ... .. ittt ittt ittt ettt

Expenses:
Cost of operations (excluding depreciation and amortization below) :

Self-storage facilities. ...ttt ittt ettt et eeeeee e
Commercial PropPerLieS . @ittt ittt it e ettt et et
Containerized storage facilitiesS.......ii ittt eeeeeeennnnns
Ancillary OPeration S . v ittt ittt et e ettt ettt e e et
Depreciation and amortization. ... ...ttt ittt ittt tteeeeeee.n
General and administrative. .. ...ttt ittt ittt
B o N B S S - T 0 < =

Income from continuing operations before asset impairment charge, gain
(loss) on disposition of real estate assets, equity in earnings of
real estate entities, foreign currency exchange loss, income from

derivatives and minority interest in income........... ..t
Asset impairment charge due to casualty loss (Note 2)........iuiiieene...
Gain (loss) on disposition of real estate assets......iiiiiiiinneenennnn.
Equity in earnings of real estate entities (Note 6).......iiiiiiiinnn
Foreign cUrrencCy €XChange L1OS S . v ittt eeeeeeeneeeeeeeenneeeeeneanns
Income from derivatives, Net ... ..ttt ittt ittt ettt eeeeeeeeneeneean

Minority interest in income:
Preferred partnership interests:

Based on ongoing distributions paid...........iiiiiiiiiit ..
Allocation of redemption costs (Note 11) ....cuiiiiiitiieennennennnn
Other partnership interests. .. ...ttt ittt ettt e

Income from continuUing OpPerationsS. ...ttt ittt ettt teeeeeeeeeennenns
Cumulative effect of change in accounting principle (Note 14)...........
Discontinued operations (NOoLe 4) ...ttt ittt ettt tneeeeeeeeeneeeeeneanns

Three Months Ende
September 30,

$ 328,841
3,408
4,353

22,106
12,651

109,216
1,497
3,907

13,447
113,531
36,242
9,323

12
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LS T 8o ¥ ) 111

Net income allocation:

Allocable to preferred shareholders:

Based on distributions paid...... ...ttt et
Based on redemptions of preferred stock (Note 2).........ccciio...
Allocable to Equity Stock, Series AL ...ttt nnnnns
Allocable to common shareholders. ... ..ttt iii it ettt eeeneeeeeeeenns

Net income (loss) per common share - basic

ContinuUing Operations . ittt i ettt e e e e et ettt e e
Discontinued OperationS . @ .. vttt ittt ittt ettt et e ee et eanaeeeees

Net income (loss) per common share - diluted

ContinuUing OpPeration s . @ittt ittt e et e e e e e ettt e e
Discontinued OperationS . @ittt ittt it ittt ettt ettt eaaaeaeees

See accompanying notes.
2

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

(Unaudited)

(Continued)

Net income per depositary share of Equity Stock, Series A (basic and

[ 5 5 G i =Y 1
Basic weighted average common shares outstanding............c...oeeeeonn.
Diluted weighted average common shares outstanding......................

Weighted average shares of Equity Stock, Series A (basic and diluted)...

$ 81,181 $ 12
$ 60,265 $ 4
21,643
5,356
(6,083) 7
$ 81,181 $ 12
$ (0.06) $
0.02
$ (0.04) $
$ (0.06) $
0.02
$ (0.04) $

Three Months Ende
September 30,

2006 20
$ 0.61 $
145,387 12
145,387 12
8,744
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See accompanying notes.
3

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

(Unaudited)
Cumulative
Preferred Stock Common Stock
Balance at December 31, 2005. ... ittt ittt eennnnnns $ 2,498,400 S 12,809

Issuance of cumulative preferred stock:

Series H (4,200 Shares) v v i ittt tteeteeenenanns 105,000 -
Series I (20,700 SharesS) v v v ettt ittt it teeeaeeanns 517,500 -
Series K (18,400 SharesS) v v vu ittt teeteeeeneeneeanns 460,000 -

Redemption of cumulative preferred stock:
Series R (20,400 SharesS) v v v vttt it eeteeeeneeneeanns (510, 000) -
Series S (5,750 Shares) v v i ittt it ittt e et ie e (143,750) -

Issuance of common stock in connection with:

Exercise of employee stock options (1,875,173 shares).. - 188
Vesting of restricted stock (102,364 shares) .......... - 10
Merger with Shurgard Storage Centers, Inc. (38,913,187

1S3 0 %=t == 1 - 3,891
Acquisition of minority interests (5,956 shares) ...... - 1

Stock-based compensation expense (Note 14) ............... - -
Net dNCOME . i ittt it e ettt e e e e e ettt ee ettt - -

Cash distributions:
Cumulative preferred stock (Note 12)..........0.00citonn. - -
Equity Stock, Series A ($1.845 per depositary share)... - -
Common Stock ($1.50 per share) . ...t i e neeeeeeennns - -

Accumulated other comprehensive loss:
Foreign currency translation adjustments............... - -

Balance at September 30, 20006. .. ...ttt teeeennnneeeeennnn $ 2,927,150 S 16,899
Accumulated
Other
Cumulative Comprehensive
Distributions Loss
Balance at December 31, 2005. ... ittt ittt eennnnens $ (3,314,137) S -

Issuance of cumulative preferred stock:
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Series H (4,200 Shares) v v ei ittt ittt teeeeeenenanns -
Series I (20,700 ShaAresS) v v v vttt it teeeeeeeneeanns -
Series K (18,400 SharesS) « v v ettt it teeeeeeneeneeanns -

Redemption of cumulative preferred stock:
Series R (20,400 SharesS) v v v vttt teeteeeeeeeneeaens -
Series S (5,750 Shares) v v ittt ittt e e et ie e -

Issuance of common stock in connection with:
Exercise of employee stock options (1,875,173 shares).. -
Vesting of restricted stock (102,364 shares) .......... -
Acquisition of Shurgard Storage Centers (38,913,187
1S3 o 0= ot == 1 1 -
Acquisition of minority interests (5,956 shares) ...... -

Stock-based compensation expense (Note 14) ............... -
Net INCOME . i ittt it e ettt e e e e e e ettt eee ettt -

Cash distributions:

Cumulative preferred stock (Note 12)..........000civonn. (159,256)
Equity Stock, Series A ($1.845 per depositary share)... (16,068)
Common Stock ($1.50 per share) . ...ttt innnneeeeeeennnn (213,281)

Accumulated other comprehensive loss:
Foreign currency translation adjustments............... -

Balance at September 30, 2006. ... ..ttt tinnneeneeennnnns S (3,702,742)

See accompanying notes.
4

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

(Unaudited)

Cash flows from operating activities:

D LS T 6 o X 1)
Adjustments to reconcile net income to net cash provided by operating
activities:
Amortization of note premium (NoOte 8) .. ..ttt ittt ettt eeeeeennnn
Excess of effective interest over cash interest paid on debt to joint
venture partner (Note ) ...ttt ittt ittt ettt ee et eaaeeaeeen
Gain on sales of real estate facilities, net, including discontinued
[0 STt e I o 1
Real estate impairment associated with casualty losses (Note 2).........
Depreciation and amortization, including discontinued operations........
Expense of capitalized development project COSLS .. vvii i iin e

For the Nin
Septe

$ 324,259

(968)
130

(3,592)

212,256
9,319
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Equity in earnings of real estate entities........c.iiiiiiiiiiiinnenennnn (9,208)
Foreign cUrrencCy €XChange L1OS S . . v i ittt eeeeeeenneeeeeeeeeneeeeeneanns 172
Income from derivatives, Net ... ..ttt ittt ettt ettt eeeeeneaneean (32)
Distributions received from the real estate entities (Note 6)........... 15,049
Minority dinterest 1n 1nCOme. .. ..ttt ittt ittt ettt ettt eee et 24,477
Other operating activities. ...ttt ittt et ettt e eeeeeeeeeanns 10,290

Total adiuUsStment S . @ vt ittt ittt e e et ettt et ettt eaeee e 257,893

Net cash provided by operating activities.........ii it nnn. 582,152

Cash flows from investing activities:

Capital improvements to real estate facilities ..... ... (44,366)
CONStErUCLION 1N PrOCE S S e i i ittt et ettt et ettt ettt taeeeeeeeeeaeeeeeeeanns (70, 903)
Acquisition of minority interests (Note 11) ... ...t iiiinenetennennennn (60, 799)
Acquisition of real estate facilities....... ittt eenenennnn (98, 954)
Consolidation of partnerships (Note 2) ...ttt ittt ittt eeeeeeeeneanns 3,024
Cash portion of the merger with Shurgard (Note 3) ...t nennn. (161,284)
Proceeds from sales of real estate and real estate investments.......... 11,281
Proceeds from sales of held-to-maturity investments (Note 2)............ 8,079
Acquisition of held-to-maturity debt securities.......... ...t -
Net cash used in investing activities........ it enennnn (413,922)
Cash flows from financing activities:
Principal payments on notes payable. .. ...ttt ittt etneeeeeeeannn (687,508)
Proceeds from borrowings on European notes payable............oiiiieeen.. 8,544
Contributions received from European minority interests................. 9,302
Net proceeds from issuances of common StOCK...... .ttt eennnnns 78,899
Net proceeds from issuances of cumulative preferred stock............... 1,048,945
Repurchases o0f common StOCK . .. .ottt i ittt et et e ettt eeeeeeeeneanns -
Redemption of cumulative preferred stock......... ittt eennnn (682,500)
Redemption of preferred partnership interests.......... . i -
Issuance of preferred partnership interests........ ... ... 100,000
Distributions paid to shareholders...... ...ttt ittt eeneeeeeneenns (388, 605)
Distributions paid to holders of preferred partnership interests (Note
0 (13,652)
Distributions paid to other minority interests......... ... ... (11,037)
Net proceeds from financing through acquisition joint venture (Note 9).. -
Net cash used in financing activities........ceiii ittt eeennnn (537,612)
Net (decrease) increase in cash and cash equivalents..............coiiio.... (369,382)
Cash and cash equivalents at the beginning of the year......... ... 493,501
Cash and cash equivalents at the end of the period.......... ..., $ 124,119

See accompanying notes.
5

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

(Unaudited)
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(Continued)

Supplemental schedule of non-cash investing and financing activities:

Real estate acquired in exchange for assumption of mortgage note

Mortgage note assumed in connection with acquisition of real estate.....

Merger with Shurgard (Note 3):

Real estate facilitiesS. ..ttt ittt et ittt et ettt ee e et aaeeeeenns
Intangible AsSSel S . i ittt ittt ettt ettt et e e e
[O o T N = i

Pald—dn capital. ...ttt it e e e e e e e e e e e e e e e e e

Consolidation of entities pursuant to Emerging Issues Task Force Topic 04-5

(Note 2):

Minority dnterest . ... i it et ettt e e e e et e e
Real estate facilitiesS. ..ttt ittt et ettt ettt ee et taaeeeeenns
I 0 T = w1 T o =
(O o L N = i
Accrued and Other Liabilities. .. ...ttt ie et eeeneeeeeeeanns

Retirement of common stock and Equity Stock, Series A,

distribution from affiliated entities (Note 2):

received as a

(073 1111110 o NN w2
Pald—dn capital. ..ottt it e e et e e e e e e e e e e e e e
Investment in real estate entities...... .ttt eeeennn

Acquisition of minority interests in Consolidated Joint Venture in exchange

for debt (Note 11):

Minority Interest - other partnership interests................ .. ...
Real estate facilitdes. ...ttt ittt ittt
Debt o related Party e e ettt i ittt et e e ettt e et eee et eaaaeeeaes

Increase in debt to joint venture partner (Note 9)

Debt to joint ventuUre Parfner . .. ...ttt ittt ittt ettt eaneeeeees
Lo 0T = = =T =

Foreign currency adjustment

Real estate facilitdes. ...ttt ittt ittt
CoNStrUCEION 1N PrOCES S . i ittt ittt ettt ettt ettt ettt eaeeeeeeeenaaenns
NotLes PaVab e . ittt i it e e et e e e e e e e e e e e et e e

See accompanying notes.
6

PUBLIC STORAGE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL
September 30, 2006
(Unaudited)

1. Description of the Business

STATEMENTS

For the Nin
Septe

$ (4,590)
4,590

(5,070,528)
(483,107)
(100, 411)
162,730
144,351

1,999,535

3,891

3,182,255

3,963
(22,459)
20,846
(167)
841

1,386
(1,386)

20,849
643

(10,223)

(11,269)
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Public Storage, Inc. (referred to herein as "the Company", "we", "us"
or "our") is a California corporation, which was organized in 1980. We are a
fully integrated, self-administered and self-managed real estate investment
trust ("REIT") whose principal Dbusiness activities include the acquisition,
development, ownership and operation of self-storage facilities which offer
storage spaces for lease, generally on a month-to-month basis, for personal and
business wuse. In addition, we have (i) interests in commercial properties,
containing commercial and industrial rental space, (ii) interests in facilities
that lease storage containers, and (iii) ancillary operations comprised
principally of reinsurance of policies against losses to goods stored by our
self-storage tenants, retail sales and truck rentals at our self-storage
locations. As described more fully in Note 3, "Merger with Shurgard," on August
22, 2006, the Company merged with Shurgard Storage Centers, Inc., ("Shurgard").

At September 30, 2006, we had direct and indirect equity interests in
2,003 self-storage facilities located in 38 states operating under the "Public
Storage" name, and 160 self-storage facilities located in seven European nations
which operate under the "Shurgard Storage Centers" name. We also have direct and
indirect equity interests in approximately 19 million net rentable square feet
of commercial space located in 10 states in the U.S.

2. Summary of Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statements
have been prepared in accordance with generally accepted accounting principles
in the United States ("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 footnotes required by United States
generally accepted accounting principles 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 unaudited condensed consolidated financial statements. Operating results
for the three and nine months ended September 30, 2006 are not necessarily
indicative of the results that may be expected for the year ended December 31,
2006. The accompanying unaudited condensed consolidated financial statements
should be read together with the consolidated financial statements and related
notes included in the Company's Annual Report on Form 10-K for the year ended
December 31, 2005.

Certain amounts previously reported have been reclassified to conform
to the September 30, 2006 presentation. In previous presentations, intangible
assets were reported separately from goodwill on the Company's consolidated
balance sheet. We have now reclassified the intangible assets to goodwill (see
"Goodwill and Intangible Assets" below). In previous presentations, net income
from our truck rental, merchandise sales, and property management operations
were included on a net basis in "Interest and other income" in our consolidated
statements of income. In our current presentation, revenues with respect to each
of these operations, along with revenues from our tenant reinsurance operations,
are included under the caption "Revenues: Ancillary operations" and the related
cost of operations are included in "Expenses: Cost of operations - Ancillary
operations" on our accompanying condensed consolidated statements of income.
Certain reclassifications have also been made from previous presentations as a
result of discontinued operations (See Note 4).

10
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PUBLIC STORAGE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

Consolidation Policy

Entities in which we have an interest are first evaluated to determine
whether, in accordance with the provisions of the Financial Accounting Standards
Board's Interpretation No. 46R, "Consolidation of Variable Interest Entities,"
they represent Variable Interest Entities. Variable Interest Entities in which
we are the primary beneficiary are consolidated. Entities that are not Variable
Interest Entities 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 1limited 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 Dbalances and
transactions have been eliminated.

In accordance with the guidance of EITF 04-5, effective January 1, 2006
we commenced consolidating the accounts of three partnerships that we previously
accounted for on the equity method. Our investment in these entities totaling
$20,846,000 was allocated to the real estate facilities, cash, other assets,
liabilities, and minority interests of these entities as described in the table
below (amounts in thousands) .

Total

Real estate facilities..... S 22,459
Cash. it iie i et i e ie e 3,024
Other assets............... 167
Accrued and other liabilities (841)
Minority interest ......... (3,963)
$ 20,846

We have determined that we have variable interest entities that we are
the primary beneficiaries of that we acquired an interest in as a result of our

merger with Shurgard (see Note 3). The accounts of the entities we control along
with the accounts of the wvariable interest entities that we are the primary
beneficiary of, (collectively, the "Consolidated Entities") are included in our

consolidated financial statements along with those of the Company. Collectively,
the Company and the Consolidated Entities own a total of 2,172 real estate
facilities, consisting of 2,003 self-storage facilities in the United States (of
which 487 were acquired in the Shurgard merger), 160 facilities in Europe which
were acquired in the Shurgard merger, three industrial facilities used by the
containerized storage operations and six commercial properties.

At September 30, 2006, we had equity investments in five limited
partnerships in which we do not have a controlling interest. These limited
partnerships collectively own 22 self-storage facilities, which are managed by
the Company. In addition, at September 30, 2006, we own approximately 44% of the
common equity of PS Business Parks, Inc. ("PSB"), which has interests in
approximately 18.2 million net rentable square feet of commercial space at
September 30, 2006. Our investment 1in these limited partnerships and PSB
(collectively, the "Unconsolidated Entities"™) are accounted for using the equity
method.

11
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Use of Estimates

The preparation of the consolidated financial statements in conformity
with United States generally accepted accounting principles 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.

PUBLIC STORAGE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

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 are not taxed on that portion of our
taxable income which is distributed to our shareholders, provided that we meet
certain tests. We believe we will meet these tests during 2006 and, accordingly,
no provision for income taxes has been made in the accompanying condensed
consolidated financial statements.

Financial Instruments

We have estimated the fair value of our financial instruments wusing

available market information and appropriate valuation methodologies.
Considerable Jjudgment 1is required in interpreting market data to develop
estimates of market value. 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 to be cash equivalents.

Due to the short period to maturity of our cash and cash equivalents,
accounts receivable, other financial instruments included in other assets, and
accrued and other 1liabilities, the carrying values as presented on the
consolidated balance sheets are reasonable estimates of fair value.

Financial assets that are exposed to credit risk consist primarily of

cash and cash equivalents and accounts receivable. Cash and cash equivalents,
which consist 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
individual customers.

Included in <cash and cash equivalents at September 30, 2006 is
$23,420,000 ($18,962,000 at December 31, 2005) held by our captive insurance
entities. Other assets at September 30, 2006 include investments totaling

$11,759,000 ($19,838,000 at December 31, 2005) in held-to-maturity Federal
government agency securities stated at amortized cost, which approximates fair
value. Insurance and other regulations place significant restrictions on our
ability to withdraw these funds for purposes other than insurance activities.
Other assets at September 30, 2006 also include derivative financial instruments

12
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totaling $4,796,000 (none at December 31, 2005) reported at fair value. Accrued

and other liabilities at September 30, 2006 include derivative financial
instruments totaling $9,818,000 (none at December 31, 2005) reported at fair
value. See ©Note 10 for further discussion of our derivative financial
instruments. The carrying value of our notes payable at September 30, 2006 is

$1,426,533,000 ($113,950,000 at December 31, 2005) which approximates fair value
at those dates.

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. Expenditures for repairs and maintenance expense are charged to
expense when incurred. Depreciation is computed using the straight-line method
over the estimated wuseful lives of the buildings and improvements, which are
generally between 5 and 25 years.

Accounting for Acquisition Joint Venture

In January 2004, we entered into a joint venture partnership with an
institutional investor for the purpose of acquiring up to $125,000,000 of
existing self-storage properties in the United States from third parties (the
"Acquisition Joint Venture"). The Acquisition Joint Venture is funded entirely
with equity consisting of 30% from the Company and 70% from the institutional
investor. For a six-month period beginning 54 months after formation, we have

PUBLIC STORAGE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006
(Unaudited)

the right to acquire our partner's interest Dbased upon the market value of the
properties. If we do not exercise our option, our partner can elect to purchase
our 1interest 1in the properties during a six-month period commencing upon
expiration of our six-month option period. If our partner fails to exercise its
option, the Acquisition Joint Venture will be liquidated and the proceeds will
be distributed to the partners according to the joint venture agreement.

We have determined that the Acquisition Joint Venture is not a variable
interest entity, and we do not control this entity. Therefore, we do not
consolidate the accounts of the Acquisition Joint Venture on our accompanying
condensed consolidated financial statements.

During the year ended December 31, 2004, the Acquisition Joint Venture
acquired two facilities directly from third parties at an aggregate cost of
$9,086,000. We account for our investment with respect to these facilities using
the equity method, with our pro rata share of the income from these facilities
recorded as "Equity in earnings of real estate entities" on our accompanying
condensed consolidated statements of income. See Note 6 for further discussion
of these amounts.

In December 2004, we sold seven facilities to the Acquisition Joint
Venture for an aggregate of $22,993,000. During the first quarter of 2005, we
sold an interest in three additional facilities to the Acquisition Joint Venture
for an aggregate of approximately $27,755,000. Due to our continuing interest in
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these facilities and the likelihood that we will exercise our option to acquire
our partner's interest, we have accounted for our partner's investment
($37,214,000 and $35,697,000 at September 30, 2006 and December 31, 2005,
respectively) in these facilities as, in substance, debt financing. Accordingly,
our partner's investment with respect to these ten facilities is accounted for
as a liability on our accompanying condensed consolidated balance sheets under
the caption "Debt to joint venture partner," with our partner's share of
operations with respect to these ten facilities accounted for as interest
expense on our accompanying condensed consolidated statements of income. 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, an adjustment is made to
increase the liability to fair value, and to increase other assets, with the
other assets amortized over the remaining period term of the Acquisition Joint
Venture. See Note 9 for a discussion of the results of this review.

Evaluation of Asset Impairment

We evaluate impairment of goodwill annually through a two-step process.
In the first step, if the fair value of the reporting unit 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
unit 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 wunit if a business combination transaction were
consummated at the fair value of the reporting unit. An impairment loss is
recorded to the extent that the implied fair value of the goodwill is less than
the