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

ASSETS

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

Investment in real estate entities. . ...ttt ittt ettt
[T T A
Intangible asset s, Net ...ttt it ettt et ettt et aeeeee et eeaaeeaeaeens
Restricted Cash. ...ttt ittt e ettt e ettt ettt et e
Note receivable from affiliate (NOote 3) i vttt ittt ettt et et eeeeeeennn
(O ol o TS = i

B wl= T R = i

LIABILITIES AND SHAREHOLDERS' EQUITY

NOtES PAYAD L. i ittt it e e e et e e e e e e e et et e e e e
Debt to Joint ventuUre Partner . .. ...ttt ittt ettt ettt eaeeeeeeeenaeaeens
Accrued and other liabilities. ...ttt ittt ettt eeeeeeeeeeaaenn

Total ldabilitdes . ittt it ettt e e e e ettt et et
Minority interest:
Preferred partnership Interests. ... .ttt ettt eeeeeee e
Other partnership Interests. ...ttt ittt e et ettt eeeeeeeee e
Commitments and contingencies (Note 14)
Shareholders' equity:

Cumulative Preferred Shares of beneficial interest, $0.01 par value,
100,000,000 shares authorized, 1,739,500 shares issued (in series) and
outstanding, (1,739,500 at December 31, 2007) at liquidation preference.

Common Shares of beneficial interest, $0.10 par value, 650,000,000 shares
authorized, 168,074,469 shares issued and outstanding (169,422,475 at
December 31, 2007 ) v i i ittt ittt ettt ettt et e et et e e et

Equity Shares of beneficial interest, Series A, $0.01 par value, 100,000,000

shares authorized, 8,744.193 shares issued and outstanding..............
Padld—dn Capital. ..ttt it e e e e e e e e e e e e e et e
Cumulative Net 1nCOmMEe. .. ittt ittt ittt ettt it ettt nnnnaes
Cumulative distributions paid. . ... ..ttt ittt ittt tteeeeeeeeanenn
Accumulated other comprehensive 1NCOmME. ... ...ttt ttneeeeeeeenneeeens

June 30,
2008

(Unaudited)

$ 775,002

2,714,069
7,391,127
10,105,196

(2,234,359)
7,870,837
38,614

7,909,451

616,257
174,634
61,698
18,602
618,724
78,378

$ 651,941
38,398
223,197

913,536

325,000
38,376

3,527,500

16,807

5,551,189

4,606,982
(4,763,161)

36,517
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Total shareholders' egQUIity ...t ittt ittt ittt ettt eeneaaens

Total liabilities and shareholders' equity.............oo.....

See acompanying notes.
1

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

(Unaudited)

Revenues:

Self-storage rental 1nCoOmMe. . ... ..ttt tennnnnnnnnn S
Ancillary operating revVeNUe . ...t tneeeeeeeoneeeeeeens
Interest and other income........ ..ttt ennnnnnns

Expenses:

Cost of operations (excluding depreciation and amortization):
Self-storage facilities..... i iinennnn.
Ancillary operations. .. ..ottt ittt ettt

Depreciation and amortization...........c.oiiiiiiiinnnnn..

General and administrative..........c.iiiiiiiiiiiiiiiiinn

Interest EXPENSE . i v it it it ittt it ettt e e e e

Income from continuing operations before equity in earnings
of real estate entities, gain on disposition of an interest
in Shurgard Europe, (loss) gain on disposition of other
real estate investments, casualty gain, foreign currency
exchange gain (loss), income (expense) from derivatives
and minority interest in income........... ..o,

Equity in earnings of real estate entities.................

Gain on disposition of an interest in Shurgard Europe
1 i T

(Loss) gain on disposition of other real estate investments

(O =B = o - o

Foreign currency exchange gain (loSS) ...t eennnenns

Income (expense) from derivatives, net.....................

Minority interest in income........ ...

Income from continuing operations.............ciiiiiieeee..
Discontinued oOperationS. ... ..ttt it teeeeeeennaeeens

Three Months Ended

June 30,
2008 2007

381,345 S 410,972
31,779 36,262
11,014 955
424,138 448,189
128,354 149,137
18,109 20,352
95,383 167,510
33,173 21,465
9,601 16,707
284,620 375,171
139,518 73,018
4,632 2,782
(92) 2,238
(2) 5,553
- 1,771
(10,142) (7,524)
133,914 77,838
(101) (734)
133,813 S 77,104

LSS e ¥ ) 11T S



Edgar Filing: Public Storage - Form 10-Q

Net income allocation:
Allocable to preferred shareholders............. ...,
Allocable to Equity Shares, Series A........ciiiiiuinnnn.
Allocable to common shareholders.............ciiiiiunne..

Net income per common share - basic
Continuing operations. ... ..ttt ittt it eeee e e eaennn
Discontinued operations. ... .ttt ittt eeeeeeenneeens

Net income per common share - diluted
Continuing operations. .. ...ttt it ee et eaennn
Discontinued operations. ... .ttt iitineeeeennneeens

Net income per depositary share of Equity Shares, Series A
(basic and diluted) vttt it it e e et et e ettt e

Basic weighted average common shares outstanding...........
Diluted weighted average common shares outstanding.........

Weighted average shares of Equity Shares, Series A (basic
and diluted) vttt it e e e e e e e e e e e e e e e e e e e

See accompanying notes.
2

PUBLIC STORAGE

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS'

(Amounts in thousands, except share data)

(Unaudited)

Balance at December 31, 2007 ...ttt iitttntteeeneeneennns
Issuance of common shares in connection with:
Exercise of employee stock options (123,241 shares)...
Vesting of restricted shares (48,949 shares) ..........
Repurchase of common shares (1,520,196 shares) (Note 10)

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

Net INCOME . i ittt ittt et e e e e e e ettt e ettt

$ 60,333 $ 57,315
5,356 5,356
68,124 14,433
$ 133,813 S 77,104
$ 0.41 $ 0.09
$ 0.41 $ 0.09
$ 0.40 $ 0.09
- (0.01)
$ 0.40 $ 0.08
S 0.61 $ 0.61
168,028 169,346
168,814 170,213
8,744 8,744
EQUITY
Cumulative

Preferred Shares

$ 3,527,500

Common Shares

$ 16,943
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Cash distributions:

Cumulative preferred shares (Note 10).......0iiivieonn.
Equity Shares, Series A ($1.225 per depositary share)..
Common Shares ($1.10 per share) . ...t nneeeeeeennns

Other comprehensive 1oss (NOte 2) . i iii it i it eennnnns

Balance at June 30, 2008 . ...ttt ittt ittt teeeeeeneeneeanns

Balance at December 31, 2007 ...ttt it intteeeneeneennns

Issuance of common shares in connection with:

Exercise of employee stock options (123,241 shares)...
Vesting of restricted shares (48,949 shares) ..........

Repurchase of common shares (1,520,196 shares) (Note 10)

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

Net dNCOME . ittt it e e et e e e e e e ettt e ettt

Cash distributions:

Cumulative preferred shares (Note 10).......ciiiiieonn.
Equity Shares, Series A ($1.225 per depositary share)..
Common Shares ($1.10 per share) . ...t eeeeeennnn

Other comprehensive 1oss (NOte 2) .. iii ittt it eennnnns

Balance at June 30, 2008 . ... ittt ittt ttetteeeeeeneeneennns

See accompanying notes.
3

PUBLIC STORAGE

$ 3,527,500 $ 16,807
Accumulated
Other
Cumulative Comprehensive
Distributions Income
S (4,446,181) S 50,065
(120, 666) -
(10,712) -
(185,602) -
- (13,548)
S (4,763,161) S 36,517

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)

(Unaudited)

Cash flows from operating activities:

For the Six
Jun
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= S 1o Yol 11T $ 646,155
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) ¢ v v i ittt ittt et eeeeeeeeeeeaeeeeeeeeaneeeens (2,434)
Gain on disposition and realized currency translation gain associated
with disposition of an interest in Shurgard Europe (Note 3).......... (341, 865)
Loss (gain) on disposition of real estate and real estate investments
(NOLES 4 And 14 v it ittt et et et e e e e e e e e et et ettt ettt eeeeeeeeanann 92
Depreciation and amortization including discontinued operations......... 217,877
Equity in earnings of real estate entities........... i (7,361)
Foreign currency exXChange gain. ... ..ot ii ittt tneeeeeeeeeneeeeeneanns (41,012)
(Income) expense from derivatives, Nel. ... ...ttt ittt tneeeeeeeeanns 43
Distributions received from the real estate entities.................... 19,149
Distributions paid to other minority interests......... ... ... (8,595)
Minority interest 1n 1nCOme. .. ..ttt ittt ittt ettt et e 17,741
Other operating activities. ...ttt ittt e e e ettt 2,805
Total adiuUsStmMent S . @ v vt ittt ittt e e e e ettt e ettt eaeeeee e (143,560)
Net cash provided by operating activities........ii it ennn. 502,595

Cash flows from investing activities:

Capital improvements to real estate facilities ..... ... (31,571)
CONStErUCLION 1N PrOCE S S e v i ittt it e ettt ettt e et ettt eaeeeeeesenaeeeeeeeanns (40,081)
Acquisition of real estate facilities....... ittt eeenennennn (20, 992)
Proceeds from the disposition of an interest in Shurgard Europe (Note 3) 609,059
Deconsolidation of Shurgard Europe (Note 3) .. ..ttt itneeeeenennns (34,588)
Deconsolidation of partnerships (Note 2) ..ttt ittt teeeeeenennns -
Proceeds from sales of real estate...... .ttt tteeeeeeneannn 493
Sale of real estate investments to affiliates......... ... ... -
Reductions (additions) to restricted cash...... ..ttt eennnn 370
Investment 1n Shurgard EUrOPe . ... i vt ittt ittt ettt ettt eaeeeeeeeeeneeens (32,911)
Proceeds from sales of held-to-maturity debt securities (Note 2)........ 67
Other investing activities. ...ttt ittt ittt ettt e eeeeeeeeeanns 720

Net cash provided by (used in) investing activities.................. 450,566

Cash flows from financing activities:

Principal payments on notes payable. .. ...ttt ittt etnneeeeeeannn (6,200)

Net repayments on bank credit facilities.......o.iiiiiiiiiiiiiiiiiiiennn -
Proceeds from borrowings on debt of Existing European Joint Ventures.... 14,654

Net proceeds from the issuance of common shares..........c.ooiiiiieennnenn. 5,090

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............ i -
Distributions paid to shareholders...... ...ttt ittt eeneeeeeneanns (316,980)
Distributions paid to holders of preferred partnership interests........ (10,806)

Net cash used in financing activities.........eiiii it nennnn (426,145)

Net increase (decrease) in cash and cash equivalents.............cciiiieo... 527,016
Net effect of foreign exchange translation on cash......... ..o, 2,542
Cash and cash equivalents at the beginning of the period.................... 245,444
Cash and cash equivalents at the end of the period......... .. ..., $ 775,002

See accompanying notes.
4
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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 ittt ittt et e ettt e ettt et e eaeeeeeeeenaaenns
Investment in real estate entities...... .ttt eeeennn
Intangible assel s, Net ...ttt ittt et ettt eeaeaeeeeeenns
Note receivable from affiliate.. ...ttt tteeeeeneeanns
[ 0T = = = i
NotLes PaVaAbD e . i ittt ittt e e et e e e e e e e e e e e e e e e e
Accrued and other liabilities.. ...t itn ettt eeneeeeeeeanns
Minority interest - other partnership interests................ .. ...
Accumulated other comprehensive incCome. ........c.iiiiiitttnenneeeeenns

Deconsolidation of Shurgard Europe:
Real estate facilities, net of accumulated depreciation..............
CoNStrUCEION 1N PrOCES S . i ittt ittt ettt ettt e ettt et e eaeeeeeeeenaaenns
Investment in real estate entities...... ..ttt eeeennn
Note receivable from affiliate. . ...ttt ittt eeeeeeeneeanns
Intangible assel s, Net ...t ittt ittt et ettt eeaeaeeeeeenns
[ o T = = = =
Notes PaVaAbD e . ittt ittt e e e et e e e e e e e e e e e e e
Accrued and other liabilities...... ittt in et eeeneeeeeeeanns
Minority interest - other partnership interests................. ...

Deconsolidation of real estate entities:

Real estate facilities, net of accumulated depreciation..............
Investment in real estate entities...... ..ttt eeeennn
Intangible assel s, Net ...ttt ittt ittt ettt eeaeaeeeeeenns
Lo 0T = = = =
Notes PaAVaAD e . ittt ittt e e et e e e e e e e e e e e e e e e
Accrued and other liabilities.. ...ttt in et eeeneeeeeneanns
Minority InNterest S . @it it it et e e e e ettt et e e
Real estate acquired in exchange for assumption of mortgage note.........

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

Revaluation of debt to joint venture partner:
Debt to joint ventuUre Partner . .. ...ttt ittt ettt eaneeeeenns
Lo 0T = = = =

For the Six
Jun

$ (96,581)
(956)

891
(4,526)

98
(3,742)
28,912
5,879
7,249
65,318

1,693,524
10,886
(594, 330)
(618,822)
78,135
68,486
(424, 995)
(98,571)
(148, 901)

(10,250)
10,250

224
(224)
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See accompanying notes.
5

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008
(Unaudited)

Description of the Business

Public Storage, Inc., formerly a California corporation, was
organized in 1980. Effective June 1, 2007, following approval Dby our
shareholders, we reorganized Public Storage, 1Inc. into Public Storage, a
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
spaces for lease, generally on a month-to-month basis, for personal and
business use.

In addition to our self-storage facilities, we own interests in
commercial properties containing commercial and industrial rental space for
rent and conduct other ancillary operations 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 June 30, 2008, we had direct and indirect equity interests in
2,015 self-storage facilities 1located in 38 states operating under the
"Public Storage" name, and 179 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
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condensed consolidated financial statements. Operating results for the
three and six months ended June 30, 2008 are not necessarily indicative of
the results that may be expected for the year ending 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 June 30, 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 interest are first evaluated to
determine whether, 1in accordance with the provisions of the Financial

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 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 1limited 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 1in Europe. Since March 31, 2008, we own the remaining 49%

10
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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 1is
accounted for using the equity method effective March 31, 2008 (see Note
3).

Collectively, at June 30, 2008, the Company and the Consolidated
Entities own a total of 1,996 real estate facilities, consisting of 1,987
self-storage facilities in the U.S., one self-storage facility in London,
England and eight commercial facilities.

At June 30, 2008, the Unconsolidated Entities are comprised of our
interest in Shurgard Europe, PS Business Parks, Inc. ("PSB"), and various
limited and Jjoint venture partnerships (the "Other Investments"). At June
30, 2008, PSB owns approximately 19.6 million rentable square feet of
commercial space, Shurgard Europe has interests in 178 self-storage
facilities 1in Europe with 9.3 million net rentable square feet, and the
Other Investments own in aggregate 28 self-storage facilities in the U.S.

Deconsolidation of Certain Entities

On May 24, 2007, a judgment was rendered which resulted in the
loss of our effective control over several limited partnerships and as a
result, we discontinued consolidating these entities and began to account
for our ownership in these limited partnerships using the equity method of
accounting, effective the date of the judgment. Notwithstanding our loss of
control, we continue to retain all of our previous financial interests in
these partnerships.

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008
(Unaudited)

Use of Estimates

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
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

11
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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,
money market funds with daily 1ligquidity and a rating in excess of AAA by
Standard and Poor's, 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 $618,724,000 at
June 30, 2008 is owed to us by Shurgard Europe. Although there can be no
assurance, we believe that Shurgard Europe has sufficient debt coverage,
and that we have sufficient creditor rights to maintain debt coverage, such
that the credit risk on the note receivable is minimal.

At June 30, 2008, we have an investment in Shurgard Europe, and
one wholly owned real estate facility in London, England. In addition, the
aforementioned note receivable from Shurgard Europe is denominated 1in
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.

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008
(Unaudited)

Restricted Cash

Restricted cash at June 30, 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 wutilized to pay insurance <claims of these
entities.

Real Estate Facilities

Real estate facilities are recorded at cost. Costs associated with

12
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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 1in real estate investments are expensed as
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 is computed using the straight-line method over the estimated
useful lives of the buildings and improvements, which generally range from
5 to 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 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 unit as
if a business combination transaction was 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, and no impairment indicators were noted
through June 30, 2008.

We evaluate impairment of long-lived assets on a quarterly basis.
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 June 30, 2008.

PUBLIC STORAGE
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(Unaudited)

Accounting for Stock-Based Compensation

We wutilize 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 liabilities at June 30, 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 $95,444,000 related to Shurgard Europe at December 31, 2007, which
we deconsolidated effective March 31, 2008 as described in Note 3.

We are self-insured for a portion of the risks associated with our
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 June 30, 2008 totaled $28,220,000 ($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 incurred but not reported. Determining the liability for
unpaid losses and loss adjustment expense is based upon estimates.

Through a wholly-owned subsidiary, we reinsure a program that
provides insurance to certificate holders against claims for property
losses due to specific named perils (earthquakes and floods are not covered

by these policies) to goods stored Dby tenants in our self-storage
facilities for individual limits 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 wuninsured 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
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Goodwill represents the excess of acquisition cost over the fair
value of net tangible and identifiable intangible assets acquired in
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

10
PUBLIC STORAGE

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008

(Unaudited)
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 June 30, 2008 and December 31, 2007 in our accompanying condensed
consolidated balance sheets.

Other Intangible Assets

As we acquire real estate facilities, we also acquire intangible
assets representing primarily the tenants in place at the date of the
acquisition of each respective facility. The wvalue 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 June 30, 2008, our finite-lived intangibles have a book
value of $42,874,000 ($154,921,000 at December 31, 2007), which is net of
accumulated amortization of $324,683,000 ($423,788,000 at December 31,
2007) . During the six months ended June 30, 2008, intangible assets were
increased by approximately $4,526,000 due to the impact of <changes in
foreign currency exchange rates and $1,695,000 for the acquisition of
Tenant Intangibles in connection with the acquisition of additional
self-storage facilities (Note 4). On March 31, 2008, finite-lived
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 $11,722,000 and $71,367,000 was recorded
for our finite-lived intangible assets for the three months ended June 30,
2008 and 2007, respectively, and $40,133,000 and $157,151,000, for the six
months ended June 30, 2008 and 2007, respectively. The estimated annual
amortization expense for our finite-lived intangible assets is as follows:

2008 (remainder of) S 10,581,000
2009 4,382,000
2010 2,611,000
2011 2,435,000
2012 2,337,000
2013 and beyond 20,528,000
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 June 30, 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
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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.
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Foreign Currency 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 Shurgard Europe's operations, was translated at an
end-of-period exchange rate of approximately 1.579 U.S. Dollars per Euro at
June 30, 2008 and March 31, 2008 (1.472 at December 31, 2007), and average
exchange rates of 1.563 and 1.348 for the three months ended June 30, 2008
and 2007, respectively, and 1.530 and 1.329 for the six months ended June
30, 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 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

16



Edgar Filing: Public Storage - Form 10-Q

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.

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 wventure 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 is 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 June 30, 2008, we had a note receivable from Shurgard Europe
totaling $618,724,000 ($561,182,000 at December 31, 2007, which was
eliminated in consolidation). Effective March 31, 2008, as a result of the
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Europe Transaction, Shurgard Europe is no longer consolidated, accordingly,
the note receivable 1is no 1longer eliminated 1in consolidation and is
presented as "Note Receivable from 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 1investment 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)258.5 million at June 30, 2008) owed by
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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 includes a 1% arrangement fee of
(euro)3,919,000. These fees are being amortized over a two-year period
through March 31, 2009. During each of the three and six months ended June
30, 2008, we recorded interest income of $357,000 (which represents the
aggregate amortization of the fee, less our 49% pro-rata share of the fee
which is shown as "equity in earnings of real estate entities"), in

connection with these fees.

The note receivable is denominated in Euros and is converted to
U.S. Dollars on our balance sheet. At the end of each applicable period,
because we have expected repayment within one to two years, 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 June 30, 2008, the balance of
this loan decreased due to foreign currency losses totaling $98,000, as

compared to an increase due to foreign currency gains of $5,539,000 during
the three months ended June 30, 2007, which are recognized as income on our
accompanying condensed consolidated statements of income. During the six
months ended June 30, 2008 and 2007, such foreign currency gains totaled
$41,208,000 and $11,095,000, respectively. See Note 5 for a discussion of
interest and other income with respect to this note.

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.

Total comprehensive income for each period reflects our net
income, plus our other comprehensive income for the period.
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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
June 30,

For the Six

June
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(Amounts in thousands)

Net InCOME. vttt ittt ettt et teeeeennnans $ 133,813 S 77,104
Other comprehensive income:
Aggregate foreign currency translation
adjustments for the period.......... (947) 11,486
Less: foreign currency translation
adjustments recognized during the
period and reflected in "Gain on
disposition of an interest in
Shurgard Europe" (Note 3)........... - -
Less: foreign currency translation
adjustments reflected in net income
as "Foreign currency (gain) loss" 2 (5,553)

Other comprehensive income (loss) for the

$ 646,155

65,318

(a) In addition to exposure of foreign currency translation adjustments in
connection with our note receivable from Shurgard Europe, we are exposed
to foreign currency translation adjustments in connection with the
operations of our facility located in London, England.

Accounting for Casualty Losses

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 six months ended
June 30, 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
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derivatives were considered effective hedges because at the time we
acquired them, we believed it was not highly likely that the debt and the
related derivative instruments would remain outstanding for their entire
contractual ©period. Accordingly, for periods where Shurgard Europe was
consolidated (see Note 3) all changes in the fair values 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

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 consist 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 For the Six Months Ended
Ended June 30, June 30,
2008 2007 2008 2007

(Amounts in thousands)

Rental INCOME. . v vt vvttnennnennennn S 408 S 979 S 833 S 1,788
Cost of operations................ (506) (1,622) (1,042) (3,542)
Depreciation expense.............. (3) (91) (8) (206)
Total discontinued operations..... S (101) S (734) S (217) S (1,960)

In computing net income allocated to our common shareholders, we
first allocate net income to our preferred shareholders ($60,333,000 and
$120,666,000 for the three and six months ended June 30, 2008,
respectively, and $57,315,000 and $116,091,000 for the three and six months
ended June 30, 2007, «respectively), to arrive at net income allocable to
our common shareholders.
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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 and $10,712,000 for each of the three and six months ended June
30, 2008 and 2007, respectively. Net income of $68,124,000 and $514,777,000
for the three and six months ended June 30, 2008, respectively, and
$14,433,000 and $10,079,000 for the three and six months ended June 30,
2007, respectively, were allocated to the regular common shareholders.

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).
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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 after December 15, 2008. The application of SFAS No.141(R) may
have an impact on our results of operations and financial position
beginning January 1, 2009 to the extent that we enter into any Dbusiness
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.
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SFAS No. 160 is effective for fiscal years beginning after December 15,
2008, and 1is 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.

Europe Transaction

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 and is the
managing member of Shurgard Holdings. In exchange for the 51% interest in

Shurgard Holdings, the investor paid Shurgard Holdings an aggregate of
$613,201,000, comprised of approximately (euro)383,200,000 ($605,627,000)
received on March 31, 2008 and, on June 20, 2008, an additional
(euro) 4,797,000 ($7,574,000) was received, representing the operating
results (as defined) generated by Shurgard Europe during the three months
ended March 31, 2008.

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 expired without being exercised on June 30, 2008,
to acquire one facility located in London, England that the Company wholly
owns for an aggregate of (euro)42 million representing its estimated fair
value. 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 governing
documents, 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").
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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 defined in the accounting standard. Even though we are the managing
member, based upon the terms of the governing documents 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
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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.........eeee... (10, 886)
Intangible a@ssetsS. vttt it eennn (78,135)
(= o1 (34,588)
Note receivable from affiliate.......... 618,822
Other assels. ..ttt ittt e e et eeeeenn (68,486)
Notes payable. ...ttt eennn 424,995
Accrued and other liabilities........... 98,571
Minority interest - other partnership
InterestS. ittt i e e e e e e e 148,901

$(594,330)

Our net proceeds from the transaction aggregated $609,059,000,
comprised of $613,201,000 paid Dby the institutional investor 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 investment that was sold, and recognized a gain of
$304,011,000, representing the difference between the net proceeds received
and the pro rata portion of our investment sold. The receivable was paid by
the investor in June 2008.

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 six months ended June
30, 2008.
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The results of operations of Shurgard Europe have been included in
our condensed consolidated statements of income for the three months ended
March 31, 2008 and three and six months ended June 30, 2007, respectively.
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Commencing April 1, 2008, our pro rata share of operations of Shurgard
Europe are reflected on our income statement wunder equity in earnings of
real estate entities. See Note 5, "Investment 1in Shurgard Europe" for
further analysis of our earnings from Shurgard Europe for the quarter ended
June 30, 2008.

4. Real Estate Facilities

Activity in real estate facilities is as follows:

Six Months Ended
June 30, 2008

(Amounts in

thousands)
Operating facilities, at cost:
Beginning balanCe. ...ttt tn it ettt ettt eeeeeeenaneeeeeenn $ 11,658,807
Capital ImpProvVemMENT S . @ittt ittt e et ettt ettt eeee e 31,571
Acquisition of real estate facilities from third parties 29,547
Newly developed facilities opened for operation......... 51,861
Deconsolidation of Shurgard Europe (Note 3)............. (1,766,122)
Disposition of real estate facilities.............o (699)
Impact of foreign exchange rate changes................. 100,231
Ending balanCe. ...t i ittt e et e et ettt 10,105,196
Accumulated depreciation:
Beginning balancCe. .. ..ttt ittt ittt (2,128,225)
Depreciation EXPENSEe . i i it ittt ittt ettt et e e (175,196)
Deconsolidation of Shurgard Europe (Note 3)............. 72,598
Disposition of real estate facilities................... 114
Impact of foreign exchange rate changes................. (3,650)
Ending balancCe. ..ot i ittt ittt e e et ettt (2,234,359)
Construction in process:
Beginning balancCe. ...ttt ittt ittt ettt 60,324
Current development . ...ttt it ittt ittt eeeeeeeeeeenns 40,081
Newly developed facilities opened for operation........ (51,861)
Deconsolidation of Shurgard Europe (Note 3) ............ (10,886)
Impact of foreign exchange rate changes................ 956
Ending balancCe. .. u ittt ittt ittt et ae et 38,614
Total real estate facilities. ...t tneennnnn $ 7,909,451

During the six months ended June 30, 2008, we completed a newly
developed facility with approximately 49,000 net rentable square feet at a
total cost of $5,592,000 and three expansion projects in the U.S. which in
aggregate added approximately 166,000 net rentable square feet of
self-storage space at a total cost of $12,806,000. During the six months
ended June 30, 2008, we acquired two self-storage facilities (approximately
211,000 net rentable square feet) in the U.S. from third parties for an
aggregate cost of $31,242,000, consisting of $20,992,000 in cash and
assumed mortgage debt totaling $10,250,000. The aggregate cost was
allocated $29,547,000 to real estate facilities and $1,695,000 to
intangibles, based upon the estimated relative fair values of the land,
buildings and intangibles.
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Also in the three months ended March 31, 2008, prior to its
deconsolidation, Shurgard Europe 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 1in process at June 30, 2008 includes the development
costs relating to 25 projects (1,066,000 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
$38,614,000 at June 30, 2008 and total estimated costs to complete of
$71,063,000.

From time to time, our facilities are subject to condemnation
proceedings, resulting in 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 six months ended June 30,
2008, we received proceeds for partial condemnations and other disposals to
certain of our self-storage facilities for an aggregate of $493,000 and
recorded a loss of $92,000 as a result of these transactions. During the
six months ended June 30, 2007, we received proceeds for partial
condemnations and other disposals to certain of our self-storage facilities
for an aggregate of $2,242,000 and recorded a gain of $1,044,000 as a
result of these transactions. In connection with the sale of limited
liability partner interests in Shurgard Europe (Note 9), we also recorded a
gain of $1,194,000 for the three and six months ended June 30, 2007,
representing the excess of the sales proceeds less the book value of the
interests sold. The gain is reflected in gain on disposition of real estate
investments on our accompanying condensed consolidated statements of
income.

We capitalize interest incurred on debt during the course of
construction of our self-storage facilities. 1Interest capitalized for the
three and six months ended June 30, 2008 was $434,000 and $1,182,000,
respectively, as compared to $973,000 and $1,714,000 for the same periods
in 2007.

Investment in Real Estate Entities

For the three and six months ended June 30, 2008, we recognized
earnings from our investments 1in real estate entities of $4,632,000 and
$7,361,000, <respectively, as compared to $2,782,000 and $6,759,000 for the
same periods in 2007. For the six months ended June 30, 2008 and 2007, we
received cash distributions totaling $19,149,000 and $10,535,000,
respectively.

Our investments in real estate entities increased by $309,514,000
due to (i) the deconsolidation of Shurgard Europe which increased our
investment by $289,282,000, representing our remaining 49% interest, and
(ii) additional investments totaling $32,911,000, offset by (iii) foreign
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currency translation adjustments totaling $891,000 and distributions in
excess of equity in earnings totaling $11,788,000.

The following table sets forth our investments in the real estate
entities at June 30, 2008 and December 31, 2007, and our equity in earnings
of real estate entities for the three and six months ended June 30, 2008
and 2007 (amounts in thousands) :
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(Unaudited)
Equity in Earnings of Real
Investments in Real Estate Estate Entities for the
Entities at Three Months Ended June 30,
June 30, December 31,
2008 2007 2008 2007
2 T $ 267,713 $ 273,717 S 2,847 S 2,224
Shurgard Europe.............. 316,483 - 1,457 -
Other Investments............ 32,061 33,026 328 558
Total. .o i it i iiiieee. S 616,257 $ 306,743 S 4,632 $ 2,782

PS Business Parks, 1Inc. is a REIT traded on the American Stock

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 June 30, 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 June 30, 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
June 30, 2008 ($51.60 per share of PSB common stock), the shares and units
had a market value of approximately $656.5 million as compared to a book
value of $267.7 million.

At June 30, 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.

The following table sets forth selected financial information of
PSB; the amounts represent 100% of PSB's Dbalances and not our pro rata
share.
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(Amounts in thousands)
For the six months ended June 30,

Total oOperating revVeNUE . .. ...ttt eeeenneneeeennnns $ 140,929 S 132,764
Costs of operations and other operating expenses..... (48,560) (45,275)
Other income and expense, Net........iiiiieeeeeneennsn (1,373) 871
Depreciation and amortization...........c.c.iiiiieeonn. (50,567) (46,556)
Minority dnterest..... ..ttt ittt (6,491) (6,675)
Net dNCOME . vttt ittt et ettt e e et ettt et e et e eaeeenn S 33,938 S 35,129
At June 30, At December 31,
2008 2007

(Amounts in thousands)

Total assets (primarily real estate)................. S 1,485,301 S 1,516,583

Total debt ... e e e e e 60,037 60,725

Other liabilities......oiiiiii ittt 49,829 51,058

Preferred equity and preferred minority interests.... 811,000 811,000

Common equity and common minority interests.......... 564,435 593,800
20
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Investment in Shurgard Europe

As described more fully in Note 3, at June 30, 2008 we had a 49%
equity investment in Shurgard Europe. As a result of our disposition of an
interest in Shurgard Europe, we deconsolidated Shurgard Europe effective
March 31, 2008.

For the quarter ended June 30, 2008 following the deconsolidation
of Shurgard Europe, we reflected an aggregate of $1,457,000 in equity in
earnings of real estate entities. 1In addition, included in interest and
other income is an aggregate of $6,532,000 related to the notes payable by
Shurgard Europe and trademark license fees payable to Public Storage. While
interest and trademark license fees were charged prior to April 1, 2008 to
Shurgard Europe, these amounts were eliminated in consolidation. During the
three months ended June 30, 2008, our investment 1in Shurgard Europe was
decreased by approximately $891,000 due to the impact of changes in foreign
currency exchange rates primarily between the Euro and the U.S. Dollar.

The $6,532,000 1in interest and other income reflected on our

statement of operations reflects the gross amount charged to Shurgard
Europe for interest and license fees totaling $12,390,000 and $418,000,
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respectively, less our pro-rata portion of these amounts totaling
$6,071,000 and $205,000, respectively, which are reflected as equity in
earnings of real estate entities rather than interest and other income.

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 three months ended June 30, 2008, all amounts (net of
intercompany eliminations) are included 1in our condensed consolidated
financial statements and are not reflected as a component of equity in
earnings, in the case of our condensed consolidated income statement, or
investment in real estate entities, in the case of our condensed
consolidated balance sheet.

For the Three Months Ended June 30,

Self-sStorage revenuUES (@) « v ettt eeeeeeeneoneeennnnenn $ 57,758 $ 45,840
ANCi1llary FEVENUES .« v vttt ittt e e ee s eeaeeeeeeeenneenens 5,628 4,304
Interest and other income........ ..ottt ennn. 379 230
Self-storage cost of operations (b).................. (25,895) (22,915)
Ancillary cost of operations.........c.ooiiiiiinnnn.. (1,604) (1,353)
Trademark license fee payable to Public Storage...... (418) -
Depreciation and amortization...........c.cciiiiieeenn. (25,604) (38,564)
General and administrative (C) ...ttt enennn. (2,390) (12,455)
Interest expense on third party debt (d)............. (6,977) (5,232)
Interest expense on debt to Public Storage........... (12,390) (9,367)
Income from foreign exchange and derivatives, net ... 43 1,900
Discontinued operationsS. ... ..ottt ttneeeeeeeenns - (130)
Minority interest (&) ... .ttt eennnnns 1,636 1,973

J = ¥ = S (9,834) S (35,826)
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(Unaudited)
At June 30, At December 31,
2008 2007
© (Amounts in thousands)
Total assets (primarily storage facilities)..... $ 1,803,514 $1,774,037
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Total debt to third parties....... ... ... 415,844 384,045
Total debt to Public Storage..........ooiveunn.. 618,724 561,182
Other 1iabilities . v ettt eeeeeneeeeeeennnns 88,369 95,444
Y 1 B I 680,577 733,366
(a) Revenues for the three and six months ended June 30, 2008,
respectively, include $19,349,000 and $37,136,000 with respect to
facilities owned Dby the Existing European Joint Ventures, and

$12,942,000 and $24,803,000 for the same periods in 2007.

(b) Cost of operations for the three and six months ended June 30, 2008,
respectively, include $10,835,000 and $21,156,000 with respect to
facilities owned Dby the Existing European Joint Ventures, and
$9,041,000 and $18,347,000 for the same periods in 2007.

(c) General and administrative expense for the six months ended June 30,
2008 includes approximately $2.5 million in incentive compensation,
while general and administrative expense for the same period in 2007
includes $9.6 million in expenses associated with an offering of shares
in Shurgard Europe.

(d) Represents interest expense on third-party debt as well as capital
leases. At June 30, 2008, $408,036,000 of such debt is held by the
Existing European Joint Ventures.

(e) Minority interest 1in income includes $3,448,000 and $6,632,000,
respectively, 1in depreciation and amortization expense for the three
and six months ended June 30, 2008, and $2,774,000 and $5,607,000,
respectively, for the same periods in 2007.

Our equity in earnings of Shurgard Europe for the three months
ended June 30, 2008, totaling $1,457,000 is comprised of (i) a loss of
$4,819,000, representing our 49% equity share of Shurgard Europe's
$9,834,000 net loss for the three months ended June 30, 2008 and (ii)
income of $6,071,000 and $205,000, respectively, representing our pro rata
share of the interest income and trademark license fees received from
Shurgard during the three months ended June 30, 2008 (such amounts are
presented as equity in earnings of real estate entities rather than
interest and other income).

Other Investments

At June 30, 2008, other investments include an aggregate common
equity ownership of approximately 28% in six entities that own an aggregate
of 28 self-storage facilities. As described more fully in Note 16, on July
21, 2008 we acquired the remaining interests that we did not own in two of
these facilities. These two facilities had aggregate revenues of $735,000
and $718,000 for the six months ended June 30, 2008 and 2007, respectively;
cost of operations of $268,000 and $250,000 for the six months ended June
30, 2008 and 2007, respectively, and depreciation and amortization of
$144,000 and $138,000 for the six months ended June 30, 2008 and 2007,
respectively.

The following table sets forth certain condensed financial
information (representing 100% of these entities' balances and not our pro
rata share) with respect to these other investments that we held at June
30, 2008:
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008
(Unaudited)
2008
(Amounts
For the six months ended June 30,
TOtAl FeVENUE. « v i ittt ettt eeeeeeennnnn S 10,903
Cost of operations and other expenses (4,9606)
Depreciation and amortization........ (2,234)
Net income.......uuiiiieeennnnnn S 3,703

Total assets (primarily storage
facilities) vttt i ittt e e
Total debt.....o i
Total accrued and other liabilities..
Total Partners' equity...............

Revolving Line of Credit

$ 10,517
(4,571)
(1,784)

s 4,162

At June 30,
2008

At December 31,
2007

(Amounts in thousands)

$ 76,294
12,326
1,452
62,516

$ 75,903
12,409

774

62,720

On March 27, 2007, we entered into a five-year revolving credit

agreement (the "Credit Agreement")
borrowings and letters of credit of $300
Credit Agreement bear an annual

Interbank Offered Rate ("LIBOR")

are required to pay a quarterly

to 0.25% per annum depending on our credit ratings

interest rate

with an aggregate limit with respect to
million. Amounts drawn on the

ranging from the London

plus 0.35% to LIBOR plus 1.00% depending
on our credit ratings (LIBOR plus 0.35% at June 30, 2008). In addition, we
facility fee ranging from 0.10% per annum

(0.10% per annum at June

30, 2008). We had no outstanding borrowings on our Credit Agreement at June

30, 2008 or at August 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)
charge and interest coverage ratios (as defined

1.5 to 1.0 and 1.75 to 1.0, respectively, and (iii) maintain a minimum

total shareholders' equity (as defined therein).

all covenants of the Credit Agreement at June 30,

maintain certain fixed
therein) of not less than

We were in compliance with

2008.

At June 30, 2008, we had undrawn standby letters of credit, which

reduce our borrowing capability

amount of the letters of credit,

with respect to
totaling $17,

December 31, 2007). The beneficiaries of these
companies associated with our captive
insurance and tenant re-insurance activities.

were primarily certain insurance
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our line of credit by the
736,000 ($20,408,000 at
standby letters of credit
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008
(Unaudited)

Notes Payable

The carrying amounts of our notes payable at June 30, 2008 and
December 31, 2007 consist of the following (dollar amounts in thousands) :

June 30,
2008
DOMESTIC UNSECURED NOTES PAYABLE:
5.875% effective and stated note rate, interest only and payable
semi-annually, matures in March 2013...... ...ttt nnnn. $ 200,000
5.73% effective rate, 7.75% stated note rate, interest only and payable
semi-annually, matures in February 2011 (carrying amount includes
$9,246 of unamortized premium at June 30, 2008) .....tiiiiiinnnnnnn. 209,246
SECURED DEBT:
5.47% average effective rate fixed rate mortgage notes payable, secured by 89
real estate facilities with a net book value of $604,560 at June 30, 2008
and stated note rates between 4.95% and 8.75%, maturing at varying dates
between July 2008 and August 2015 (carrying amount includes $6,434 of
unamortized premium at June 30, 2008) ...ttt ittt e et 242,695
First Shurgard credit agreement, due originally in 2008 but extended to
May 2000 . i ittt e e e e e e e e e e e e e e et et -
Second Shurgard credit agreement, due in July 2009............cccei... -
Shurgard Europe's liability under Capital LeasesS......ueeeeeeeennnennens -
Total Notes Payable. . ittt ettt ittt ettt et e eeeaaaeeeenn $ 651,941

All of our notes payable represent preexisting debt that we
assumed in connection with the acquisition of real estate facilities or
business combinations. The Domestic Unsecured Notes Payable and the Secured
Debt 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 estimated fair value on the respective
date of assumption, is being amortized over the remaining term of the notes
using the effective interest method. During the six months ended June 30,
2008, we assumed mortgage debt totaling $10,250,000 in connection with the
acquisition of a real estate facility (Note 4). This mortgage debt had a
stated note balance of $9,776,000, and we recorded a premium, representing
the differential between the fair value of the mortgage note and the stated
note balance of $474,000.

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
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unencumbered assets to unsecured debt (as defined therein) of greater than
150%, all of which have been met at June 30, 2008.

The Secured Debt outstanding at June 30, 2008 require interest and
principal payments to Dbe paid monthly and have various restrictive
covenants, all of which we believe have been met at June 30, 2008.
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First Shurgard and Second Shurgard, in each of which Shurgard
Europe has a 20% interest, have senior credit agreements that were put into
place, prior to our acquisition of an interest in Shurgard Europe through a
business combination in August 2006, 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 June 30, 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 1,831 $ 19,094 $ 20,925
2009, i e 3,821 8,909 12,730
2010, 0ttt e e 4,046 10,797 14,843
2011 . e e 199,548 27,581 227,129
2012, e e e e - 55,336 55,336
Thereafter.......... ... .. ... 200,000 120,978 320,978
S 409,246 S 242,695 $ 651,941

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 $27,270,000 and $35,229,000 for the six months ended June 30,
2008 and 2007, respectively. These amounts were comprised of $29,704,000
and $37,558,000 1in cash for the six months ended June 30, 2008 and 2007,
respectively, less $2,434,000 and $2,329,000 in amortization of premium net
of increase in Debt to Joint Venture Partner described in Note 8,
respectively.

8. Acquisition Joint Venture

In January 2004, we entered into a joint venture partnership (the
"Acquisition Joint Venture") with an institutional investor for the purpose
of acquiring existing self-storage properties. The Acquisition Joint
Venture is funded entirely with equity consisting of 30% from the Company
and 70% from the institutional investor. Under the partnership agreements,
we had an option to acquire the institutional investor's interest for a six
month period beginning July 1, 2008.
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We 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
consolidated financial statements. The Acquisition Joint Venture owns 12
facilities at June 30, 2008.

The Acquisition Joint Venture had acquired two of these facilities
directly from third parties in 2004. We account for our investment with
respect to these two 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 consolidated statements of income, and
these facilities are included in the Other Investments in Note 5.

The Acquisition Joint Venture had purchased the other ten
facilities 1t owns directly from us in 2004. The purchase of these ten
facilities did not qualify wunder FAS 66 as a completed sale due to our
continued involvement and, due to the likelihood that we would exercise our
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option to acquire our partner's interest, we account for our partner's
investment 1in these ten facilities as, in substance, debt financing.
Accordingly, our partner's investment with respect to these facilities is
accounted for as Debt to Joint Venture Partner on our accompanying
condensed consolidated Dbalance 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 Debt to Joint Venture Partner totaling
$38,398,000 and $38,081,000 as of June 30, 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 1liability we 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 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. We increased the note Dbalance by $224,000 during the six
months ended June 30, 2008 as a result of our periodic review of fair
value. The remainder of the increase in fair value from $38,081,000 at
December 31, 2007 to $38,398,000 at June 30, 2008 is due principally to the
excess of interest expense (as described below) over interest paid.

A total of $1,618,000 and $1,583,000 was recorded as interest
expense on our condensed consolidated statements of income with respect to
our Debt to Joint Venture Partner during the six months ended June 30, 2008

and 2007, respectively, representing our partner's pro rata share of net
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 $1,525,000 and $1,492,000 paid to our joint venture
partner (an 8.0% return payable currently 1in accordance with the

partnership agreement) during the six months ended June 30, 2008 and 2007,
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respectively, and increases in the Debt to Joint Venture Partner of $93,000
and $91,000 for the six months ended June 30, 2008 and 2007, respectively.

As described more fully in Note 16, on July 21, 2008 we acquired
the institutional investor's interest in the Acquisition Joint Venture.

9. Minority Interest

In consolidation, we <classify ownership interests in the net
assets of each of the Consolidated Entities, other than our own, as
minority 1interest 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 June 30, 2008 and December 31, 2007:

June 30, 2008 December 3
Earliest Redemption Distribution Units Carrying Units
Series Date Rate Outstanding Amount Outstanding

(Amounts in thousands)

Series NN........ March 17, 2010 6.400% 8,000 $ 200,000 8,000

Series Z......... October 12, 2009 6.250% 1,000 25,000 1,000

Series J......... May 9, 2011 7.250% 4,000 100,000 4,000

Total............ 13,000 $ 325,000 13,000
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Income allocated to the preferred minority interests totaled
$5,403,000 and $10,806,000 for each of the three and six months ended June
30, 2008 and 2007, respectively, 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
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Income is allocated to the minority interests based upon their pro
rata interest in the operating results of the Consolidated Entities. The
following tables set forth the minority interests at June 30, 2008 and
December 31, 2007 as well as the income allocated to minority interests for
the three and six months ended June 30, 2008 and 2007 with respect to the
other partnership interests:

Minority Interest at
June 30, December 31,
Description of Minority Interest 2008 2007

(Amounts in thousands)

Existing European Joint Ventures.. $ - S 140,385
PS Officers' Europe Investment.... - 3,520
Convertible Partnership Units..... 5,967 5,516
Other consolidated partnerships... 32,409 32,267
Total other partnership interests. $ 38,376 S 181,688
Minority Interests in Income Minority Interests in In
(Loss) (Loss)
for the Three Months Ended for the Six Months Ended
June 30, June 30, June 30, June 30,
Description 2008 2007 2008 2007
(Amounts in thousands)
Existing European Joint Ventures. S - S (2,065) S (2,142) S (5,819)
PS Officers' Europe Investment... - - (111) -
Convertible Partnership Units.... 94 19 706 11
Other consolidated partnerships.. 4,645 4,167 8,482 8,309
Total other partnership interests S 4,739 S 2,121 S 6,935 S 2,501

Distributions paid to minority interests for the three months
ended June 30, 2008 and 2007 were $4,074,000 and $4,856,000, respectively,
and for the six months ended June 30, 2008 and 2007 were $8,595,000 and
$10,357,000, respectively. Minority interests increased $7,249,000 and
$1,917,000 as a result of the impact of foreign currency translation in the
six months ended June 30, 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
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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 wventures. 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 historical income
allocated to the minority interests 1in the Existing European Joint
Ventures.

PS Officers' Europe Investment

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 1Interests, we recorded a gain of
$1,194,000 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.

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
historical income allocated to the PS Officers' Europe Investment.

Convertible Partnership Units

At June 30, 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 June 30, 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
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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 Dbased upon their relative
ownership interests.

Impact of SFAS No. 150

In May 2003, the FASB issued Statement of Financial Accounting
Standards ©No. 150 - "Accounting for Certain Financial Instruments with

28
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(Unaudited)
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
liquidated 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 $311 million and $532 million at June 30, 2008
and December 31, 2007, respectively. The decrease between December 31, 2007
and June 30, 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 June 30, 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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10. Shareholders' Equity

At June 30, 2

008 and December 31, 2007,

we had the

following

series of Cumulative Preferred Shares of beneficial interest outstanding:

Earliest = —————————————
Redemption Dividend Shares
Series Date Rate Outstanding

Series V 9/30/07 7.500% 6,900
Series W 10/6/08 6.500% 5,300
Series X 11/13/08 6.450% 4,800
Series Y 1/2/09 6.850% 1,600,000
Series Z 3/5/09 6.250% 4,500
Series A 3/31/09 6.125% 4,600
Series B 6/30/09 7.125% 4,350
Series C 9/13/09 6.600% 4,600
Series D 2/28/10 6.180% 5,400
Series E 4/27/10 6.750% 5,650
Series F 8/23/10 6.450% 10,000
Series G 12/12/10 7.000% 4,000
Series H 1/19/11 6.950% 4,200
Series I 5/3/11 7.250% 20,700
Series K 8/8/11 7.250% 18,400
Series L 10/20/11 6.750% 9,200
Series M 1/9/12 6.625% 20,000
Series N 7/2/12 7.000% 6,900

Total Cumulative Preferred Shares 1,739,500

preference rights with respect to

The holders

At June 30, 2008

Carrying
Amount

(Dollar amounts

$ 172,500
132,500
120,000

40,000
112,500
115,000
108,750
115,000
135,000
141,250
250,000
100,000
105,000
517,500
460,000
230,000
500,000
172,500

At December 31,

2007

Shares
Outstanding

in thousands)

6,900
5,300
4,800
1,600,000
4,500
4,600
4,350
4,600
5,400
5,650
10,000
4,000
4,200
20,700
18,400
9,200
20,000
6,900

172, 5
132, 5
120, 0
40,0
112, 5
115, 0
108, 7
115, 0
135, 0
141, 2
250, 0
100, 0
105, 0
517, 5
460, 0
230, 0
500, 0
172, 5

of our Cumulative Preferred
liquidation and quarterly distributions.

Shares ha

Holders of the preferred shares, except under certain conditi

noted below,
a cumulative
outstanding
regard to series)

serve on the Company's

June 30,

interest,

will not be entitled

arrearage
series of preferred shares (voting as a single class without
will have the right to elect two

to vote on most matters. In t

equal to six quarterly dividends, hol

additional

ve general
ons and as
he event of

ders of all

members to

Board until events of default have been cured. At
2008, there were no dividends in arrears.

Upon issuance of our Cumulative Preferred Shares of

we classify

the 1liquidation value as preferred

beneficial

equity on our

consolidated balance sheet with any issuance costs recorded as a reduction

to paid-in capital.

Upon redemption,

we apply EITF Topic D-42,

allocating

income to the preferred shareholders equal to the original issuance costs.

Equity Shares

The Company is

authorized to issue 100,000,000 Equit

y Shares of
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beneficial interest. The Articles of Amendment and Restatement of
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Declaration of Trust provide that the Equity Shares may be issued from time
to time in one or more series and give our Board broad authority to fix the
dividend and distribution rights, conversion and voting rights, redemption
provisions and liquidation rights of each series of Equity Shares.

Equity Shares, Series A

At June 30, 2008 and December 31, 2007, we had 8,744,193
depositary shares outstanding, each representing 1/1,000 of an Equity
Share, Series A ("Equity Shares A"). The Equity Shares A rank on parity
with our common shares and junior to the Cumulative Preferred Shares with
respect to general preference rights and have a liquidation amount which
cannot exceed $24.50 per share. Distributions with respect to each

depositary share shall be the lesser of: (1) five times the per share
dividend on our common shares or (ii) $2.45 per annum. We have no
obligation to pay distributions on the depositary shares if no

distributions are paid to common shareholders.

Except in order to preserve the Company's Federal income tax
status as a REIT, we may not redeem the depositary shares representing the
Equity Shares A before March 31, 2010. On or after March 31, 2010, we may,
at our option, redeem the depositary shares at $24.50 per depositary share.
If the Company fails to preserve its Federal income tax status as a REIT,
each of the depositary shares will be convertible at the option of the
shareholder into .956 common shares. The depositary shares are otherwise
not convertible into common shares. Holders of depositary shares vote as a
single class with holders of our common shares on shareholder matters, but
the depositary shares have the equivalent of one-tenth of a vote per
depositary share.

Equity Shares, Series AAA

In November 1999, we sold $100,000,000 (4,289,544 shares) of
Equity Shares, Series AAA ("Equity Shares AAA") to the Consolidated
Development Joint Venture. On November 17, 2005, wupon the acquisition of
Mr. Hughes' interest in PSAC, we owned 100% of the partnership interest in
the Consolidated Development Joint Venture. For all periods presented, the
Equity Shares, Series AAA and related dividends are eliminated in
consolidation.

Common Shares

During the six months ended June 30, 2008, we issued 172,190
common shares in connection with employee stock-based compensation.

Our Board of Trustees previously authorized the repurchase from
time to time of up to 25,000,000 of our common shares on the open market or
in privately negotiated transactions. On May 8, 2008, such authorization
was increased to 35,000,000 common shares. During the six months ended June
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we repurchased a total of 1,520,196 of our common shares for an
Through June 30, 2008, we have
of our common shares pursuant to this

ion.

At June 30,
e owned 1,146,207

consolidat

legally issued and outstanding.
and the related Dbalance sheet amounts have been

23,72

1,916

2008 and December

$111.9 million.

31,

common shares.

2007, certain entities we
These shares continue to be
In the consolidation process, these shares

eliminated. 1In addition,

these shares are not included in the computation of weighted average shares

outstandin

D

The following table summarizes
2008:

g.

ividends

the six months ended June 30,

Preferred Share

S:
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SEeriesS Vit tt it i ettt et e e e e
Series W. ittt ittt e eeeeeeeeannn
Series K.ttt it ittt e e e e
Series Y.ttt ettt e e e e
BTl = /O
BTl = O
SEriesS Bttt it e e e e e
Series Cuvtt ittt ettt et e e
BTl = T O
Series E.uu ittt ittt e
Series Fouui ittt ittt e e e
SEriesS Guvt it ittt et e e e e
Series H..oii ittt ittt i e ee e e e
SEriesS ittt ittt ettt e eee e
Series K.ttt et i ittt teeieeeeeanns
SEriesS ittt ittt ettt eeeeee e
Series M.ttt ettt e e e
Series N.uu ittt ettt et teeeeeeeeannn

Common Shares:
Equity Shares,

{3 401141 0

Total dividends

The dividend
and $1.10 per common

2008, resp
depositary

share and

dividends declared and paid during

Distributions
Per Share or Total
Depositary Share Distributions

$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.

S1.
S1.

937
812
806
856
781
766
891
825
773
844
806
875
869
906
906
844
828
875

225
100

$ 6,468,000
4,306,000
3,870,000
1,370,000
3,516,000
3,522,000
3,874,000
3,796,000
4,172,000
4,768,000
8,062,000
3,500,000
3,649,000

18,760,000
16,674,000
7,762,000
16,561,000
6,036,000

120,666,000

10,712,000
185,602,000

rate on our common shares was $0.55 per common share
share for the three and six months ended June 30,
ectively. The dividend rate on the Equity Share A was $0.6125 per
depositary

$1.225

per

share for the three and six
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months ended June 30, 2008, respectively.

Segment Information

Our reportable segments reflect significant operating activities
that are evaluated separately by management, comprised of the following
segments which are organized based upon their operating characteristics.

Our self-storage segment comprises the direct ownership,
development, and operation of traditional storage facilities in the U.S.,
and the ownership of equity interests 1in entities that own storage
properties in the U.S., and our interest in the operations of a facility in
London, England. Our Shurgard Europe segment comprises our interest in the
self-storage and associated activities owned by Shurgard Europe. See also
Note 3 for a discussion of the disposition of an interest 1in, and
deconsolidation of, Shurgard Europe effective March 31, 2008.

Our ancillary segment represents all of our other segments, which
are reported as a group, including (i) containerized storage, (ii)
commercial property operations, which reflects our interest 1in the

ownership, operation, and management of commercial properties both directly
32
PUBLIC STORAGE
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(Unaudited)

and through our interest in PSB (iii) the reinsurance of policies against

losses to goods stored by tenants in our self-storage facilities, (iv) sale
of merchandise at our self-storage facilities, (v) truck rentals at our
self-storage facilities and (vi) management of facilities owned by

third-party owners and domestic facilities owned by the Unconsolidated
Entities.

Measurement of Segment Income (Loss) and Segment Assets -

The self-storage and ancillary segments are evaluated by
management based upon the net segment income of each segment. Net segment
income represents net income in conformity with GAAP and our significant
accounting policies as denoted in Note 2, before interest and other income,
interest expense, and corporate general and administrative expense.
Interest and other 1income, interest expense, corporate general and
administrative expense, minority interest in income and gains and losses on
sales of real estate assets are not allocated to these segments Dbecause
management does not utilize them to evaluate the results of operations of
each segment. In addition, there is no presentation of segment assets for
these other segments Dbecause total assets are not considered in the
evaluation of these segments.

Measurement of Segment Income (Loss) and Segment Assets - Shurgard

Europe
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Shurgard Europe's operations are primarily independent of our
other segments, with a separate management team that makes the financing,
capital allocation, and other significant decisions. As a result, this
segment is evaluated by management as a stand-alone Dbusiness unit. The
Shurgard Europe segment presentation includes all of the revenues,
expenses, and operations of this business unit to the extent consolidated
in our financial statements, and for periods following the deconsolidation
of Shurgard Europe, the presentation below includes our equity share of
Shurgard Europe's operations, the interest and other income received from
Shurgard Europe, as well as specific general and administrative expense,
disposition gains, and foreign currency exchange gains and losses that
management considers in evaluating our investment in Shurgard Europe. At
December 31, 2007, assets of Shurgard Europe include real estate with a
book value of approximately $1.6 billion, intangible assets with a book
value of approximately $87 million, and other assets with a book value of
approximately $57 million. At December 31, 2007, liabilities of Shurgard
Europe include intercompany payables of $561 million, third party debt of
$384 million, and accrued and other liabilities of $95 million. At June 30,
2008, our condensed consolidated balance sheet includes an investment in
Shurgard Europe with a book value of $316.5 million and a note receivable
totaling (euro)391.9 million ($618.7 million).

Presentation of Segment Information

The following table reconciles the performance of each segment, in
terms of segment income, to our condensed consolidated net income (amounts
in thousands) :
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For the three months ended June 30, 2008

SHURGARD
SELF STORAGE EUROPE ANCILLARY
(Amounts in tho
REVENUES :
Self-storage rental income..........oivvuuunu.. S 381,345 S - S -
Ancillary operating revenue.........ceueueeeee... - - 31,779
Interest and other income............cicuie... - 6,532 -
381, 345 6,532 31,779
EXPENSES:
Cost of operations (excluding depreciation and
amortization below) :
Self-storage facilities...........co ... 128,354 - -
Ancillary operations.........ueiiiinnnnn.. - - 18,109
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Depreciation and amortization.................. 94,487 - 896
General and administrative........... .00 - 25,400 -
Interest eXPEeNSEe. . v ittt it ittt ittt - - -

222,841 25,400 19,005

Income (loss) from continuing operations before

equity in earnings of real estate entities,

loss on disposition of other real estate

investments, foreign currency exchange loss

and minority interest in (income) loss........ 158,504 (18,868) 12,774
Equity in earnings of real estate entities....... 328 1,457 2,847
Loss on disposition of other real estate

investments. .ottt it i e i e - - -
Foreign currency exchange loss..........ccvvuvuuu.. - - -
Minority interest in (income) 1l0SS.........coon... (4,739) - -
Income (loss) from continuing operations......... 154,093 (17,411) 15,621
Discontinued operationS.......c.cuuiiiiieeennnnnenn. - - -
Net income (L1OSS) v v vt e eeeeeeeeeeeeeenneeeeenenenns S 154,093 S (17,411) S 15,621
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For the three months ended June 30, 2007

SHURGARD
SELF STORAGE EUROPE ANCILLARY
(Amounts in tho
REVENUES :
Self-storage rental income..........oivvuuun.. $ 365,132 $ 45,840 S -
Ancillary operating revenue.........ceeeeeee.e.. - 4,304 31,958
Interest and other income.............c.. ..., - 230 -
365,132 50,374 31,958
EXPENSES:
Cost of operations (excluding depreciation and
amortization below) :
Self-storage facilities...........co ... 126,222 22,915 -
Ancillary operations.........eeiiiiinennn.. - 1,353 18,999
Depreciation and amortization.................. 128,097 38,564 849
General and administrative............ 0. - 12,455 -
Interest EXPEeNSEe . i it ittt ittt ettt eeeeeeeeeenn - 5,381 -
254,319 80,668 19,848

Income (loss) from continuing operations before
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equity in earnings of real estate entities,
gain on disposition of other real estate
investments, foreign currency exchange gain,
income from derivatives and minority interest

In (INCOME) 10SS .t i v i i ittt ettt ettt et e teeeeennn 110,813 (30,294) 12,110
Equity in earnings of real estate entities....... 558 - -
Gain on disposition of other real estate

Investments. .« vttt ittt e e e e e e e - - -
Foreign currency exchange gain................... - 5,553 -
Income from derivatives, net..........oiiiiiiie.n. - 1,771 -
Minority interest in (income) 1l0SS........vooon... (4,186) 2,065 -
Income (loss) from continuing operations......... 107,185 (20, 905) 12,110
Discontinued operationS.......ccuuiiiiineennnnnenn. - (130) -
Net 1income (L1OSS) v v vvweee et eeeeeeeenneeeeenenenns $ 107,185 $ (21,035) $ 12,110
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For the six months ended June 30, 2008

SHURGARD
SELF STORAGE EUROPE ANCILLARY
(Amounts in tho
REVENUES:
Self-storage rental income..........oivvuun.. S 751,443 $ 54,722 $ -
Ancillary operating revenue.........ceueeeeee.e.. - 4,913 61,966
Interest and other income............c0cuue... - 6,590 -
751,443 66,225 61,966
EXPENSES:
Cost of operations (excluding depreciation and
amortization below) :
Self-storage facilities...........cooo... 260,615 24,654 -
Ancillary operations.........oeeiiiiinnnnn.. - 1,409 34,168
Depreciation and amortization.................. 194,217 21,871 1,781
General and administrative............... . ... - 30,044 -
Interest EeXPENSE . i i ittt ittt e e st eaeeeeeeeens - 6,597 -
454,832 84,575 35,949

Income (loss) from continuing operations before
equity in earnings of real estate entities, gain
on disposition of an interest in Shurgard Europe,
loss on disposition of other real estate investments,
foreign currency exchange gain, expense from
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derivatives and minority interest in

(1NCOME) 108 St it ittt et ettt ettt et et eeaeaeas 296,611 (18, 350) 26,017
Equity in earnings of real estate entities....... 712 1,457 5,192
Gain on disposition of an interest in Shurgard

G et ) o7 - 341,865 -
Loss on disposition of other real estate

Investments. . vttt i e e e e e e e - - -
Foreign currency exchange gain................... - 41,012 -
Expense from derivatives, net...........cc....... - (43) -
Minority interest in (income) 1l0SS........vooon... (9,077 2,142 -
Income from continuing operations................ 288,246 368,083 31,209
Discontinued operationS.......ccuuiiiiineennnnnenn. - - -
Net 1nCOmME (L1OSS) v vttt ittt ettt ettt et teeenennn S 288,246 $ 368,083 $ 31,209
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For the six months ended June 30, 2007
SHURGARD
SELF STORAGE EUROPE ANCILLARY
(Amounts in tho

REVENUES :

Self-storage rental income..........oivvuuuno.. $ 720,694 $ 88,886 $ -

Ancillary operating revenue.........ceueeeeee... - 8,064 61,023

Interest and other income..............c....... - 238 -

720,694 97,188 61,023
EXPENSES:
Cost of operations (excluding depreciation and

amortization below) :

Self-storage facilities...........coo ... 252,529 45,300 -
Ancillary operations.........oeiiiiiinnnnn.. - 2,690 36,971
Depreciation and amortization.................. 265,342 76,836 1,698
General and administrative............... ... ... - 14,719 -
Interest EXPEeNSEe . i it ittt ittt et e eeeeeeeeeenn - 10,470 -
517,871 150,015 38,669

Income (loss) from continuing operations before
equity in earnings of real estate entities,
casualty gain, gain on disposition of other real
estate investments, foreign currency exchange gain,
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income from derivatives and minority interest

I8 o R 5 o YT ) 1LY 202,823 (52,827) 22,354
Equity in earnings of real estate entities....... 1,045 - -
CasUalty gall.e .ottt ittt et ee e eeeeeeens 2,665 - -
Gain on disposition of other real estate

Investments. .« vttt ittt e e e e e e e e - - -
Foreign currency exchange gain................... - 10,593 -
Income from derivatives, net.........oiiiiiiie.n. - 1,009 -
Minority interest in (income) 1l0SS........cooon... (8,320) 5,819 -
Income (loss) from continuing operations......... 198,213 (35,406) 22,354
Discontinued operationS.......cuuiiiiieeennnnnenn. - (334) -
Net 1nCOmME (10SS) vttt vttt ettt e e et teeeeeeeenns $ 198,213 $ (35,740) S 22,354

37

PUBLIC STORAGE
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008
(Unaudited)

12. Share-Based Compensation

We have various stock option plans (collectively referred to as
the "PS Plans"). Under the PS Plans, the Company has granted non-qualified
options to certain trustees, officers and key employees to purchase the
Company's common shares at a price equal to the fair market value of the
common shares at the date of grant. Generally, options under the PS Plans
vest over a three-year period from the date of grant at the rate of
one-third per year (options granted after December 31, 2002 vest generally
over a five-year period) and expire between eight years and ten years after
the date they became exercisable. The PS Plans also provide for the grant
of restricted shares (see below) to officers, key employees and service
providers on terms determined by an authorized committee of our Board.

We recognize compensation expense for share-based awards based
upon their fair value on the date of grant amortized over the applicable
vesting period (the "Fair Value Method"), net of estimates for future
forfeitures.

For the three and six months ended June 30, 2008, we recorded
$951,000 and $1,367,000, respectively, in stock option compensation expense
related to options granted after January 1, 2002, as compared to $303,000
and $606,000, for the same periods in 2007.

A total of 935,000 stock options were granted during the six
months ended June 30, 2008, 123,241 shares were exercised, and 4,000 shares
were forfeited. A total of 2,497,233 stock options were outstanding at June
30, 2008 (1,689,474 at December 31, 2007).

Outstanding stock options are included on a one-for-one basis in
our diluted weighted average shares, 1less a reduction for the treasury
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stock method applied to a) the average cumulative measured but unrecognized
compensation expense during the period and b) the strike price proceeds
expected from the employee upon exercise.

Restricted Share Units

Outstanding restricted share units vest over a five or eight-year
period from the date of grant at the rate of one-fifth or one-eighth per
year, respectively. The employee receives additional compensation equal to
the per-share dividends received by common shareholders with respect to
restricted share units outstanding. Such compensation is accounted for as
dividends paid. Any dividends paid on wunits which are subsequently
forfeited are expensed. Upon vesting, the employee receives common shares
equal to the number of vested restricted share units in exchange for the
units.

The total value of each restricted share unit grant, Dbased upon

the market price of our common shares at the date of grant, 1is amortized
over the service period, net of estimates for future forfeitures, as
compensation expense. The related employer portion of payroll taxes is

expensed as incurred.

Outstanding restricted share units are included on a one-for-one
basis in our diluted weighted average shares, less a reduction for the
treasury stock method applied to the average cumulative measured but
unrecognized compensation expense during the period. For purposes of the
disclosures that follow, "fair value" on any particular date reflects the
closing market price of our common shares on that date.
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During the six months ended June 30, 2008, 218,475 restricted
share units were granted with an aggregate fair value on the date of each
respective grant of approximately $17,610,000, 46,894 restricted share

units were forfeited (aggregate grant-date fair value of $3,800,000), and
75,626 restricted share units vested (aggregate grant-date fair value of
$5,532,000) with an aggregate fair value on the date of each respective

vesting of $6,107,000. This vesting resulted in the issuance of 48,949
common shares. In addition, cash compensation was paid to employees in lieu
of 26,677 common shares Dbased upon the market value of the shares at the
date of vesting, and used to settle the employees' tax liability generated
by the vesting.

At June 30, 2008, approximately 704,723 restricted share units
were outstanding (608,768 at December 31, 2007) with an aggregate fair
value at June 30, 2008, Dbased upon the closing price of our common shares,
of approximately $56,935,000. A total of $2,533,000 and $4,891,000 in
restricted share expense was recorded for the three and six months ended
June 30, 2008, respectively, as compared to $2,057,000 and $4,262,000 for
the same periods in 2007. Restricted share expense includes amortization of
the fair value of the grant reflected as an increase to paid-in capital, as
well as payroll taxes we incurred upon each respective vesting.

Related Party Transactions
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Relationships and transactions with the Hughes Family

Mr. Hughes, the Company's Chairman of the Board of Trustees and
his family (collectively the "Hughes Family") have ownership interests in,
and operate approximately 48 self-storage facilities in Canada under the

name "Public Storage" ("PS Canada") pursuant to a trademark license
agreement with the Company. We currently do not own any interests in these
facilities nor do we own any facilities in Canada. The Hughes Family owns

approximately 25.5% of our common shares outstanding at June 30, 2008. We
have a right of first refusal to acquire the stock or assets of the
corporation that manages the 48 self-storage facilities in Canada, if the
Hughes Family or the corporation agrees to sell them. However, we have no
interest in the operations of this corporation, we have no right to acquire
this stock or assets unless the Hughes Family decides to sell and we
receive no benefit from the profits and increases in value of the Canadian
self-storage facilities.

Through consolidated entities, we continue to reinsure risks
relating to loss of goods stored by tenants in the self-storage facilities

in Canada. During the six months ended June 30, 2008 and 2007,
respectively, we received $441,000 and $418,000, respectively, in
reinsurance premiums attributable to the Canadian facilities. Since our

right to provide tenant reinsurance to the Canadian facilities may be
qualified, there is no assurance that these premiums will continue.

The Company and Mr. Hughes are co-general partners in certain
consolidated entities and affiliated entities of the Company that are not
consolidated, and the Hughes Family owns 47.9% of the voting stock of a
private REIT that owns limited partnership interests in five affiliated
partnerships, 1in which the Company holds 46% of the voting and 100% of the
nonvoting stock of the entity and substantially all the economic interest.
The Hughes Family also owns limited partnership interests in certain of
these partnerships and holds securities in PSB. The Company and the Hughes
Family receive distributions from these entities in accordance with the
terms of the partnership agreements or other organizational documents.

Other Related Party Transactions

Ronald L. Havner, Jr. is our Vice-Chairman and Chief Executive
Officer, and he is Chairman of the Board of PSB.
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Dann V. Angeloff, a trustee of the Company, is the general partner
of a limited partnership formed in June of 1973 that owns a self-storage
facility that is managed by us. We recorded management fees with respect to
this facility amounting to $19,000 and $38,000 for the three and six months
ended June 30, 2008, respectively, as compared to $19,000 and $37,000 for
the same periods in 2007.

PSB manages certain of the commercial facilities that we own
pursuant to management agreements for a management fee equal to 5% of
revenues. We paid a total of $177,000 and $372,000 for the three and six
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months ended June 30, 2008, respectively, as compared to $182,000 and
$365,000 for the three and six months ended June 30, 2007, respectively, in
management fees with respect to PSB's property management services. At June
30, 2008, included in other 1liabilities are normal recurring amounts owed
to PSB of $195,000 ($717,000 at December 31, 2007), for unpaid management
fees and certain other operating expenses related to the managed facilities
which are initially paid by PSB on our behalf and then reimbursed by us.

During 2007, PSB acquired certain commercial facilities that
include self-storage space. We are managing this self-storage space for PSB
for a management fee equal to 6% of revenues generated by the self-storage
space. We recorded management fees with respect to these facilities
amounting to $13,000 and $24,000 for the three and six months ended June
30, 2008, vrespectively, as compared to $12,000 and $24,000 for the same
periods in 2007.

Pursuant to a cost-sharing and administrative services agreement,
PSB reimburses us for certain administrative services that we provide to
them. PSB's share of these costs totaled approximately $98,000 and $195,000
for the three and six months ended June 30, 2008, respectively, as compared
to $76,000 and $152,000 for the same periods in 2007.

Shurgard Europe also entered 1into a licensing agreement with
Public Storage effective January 1, 2008, wunder which it pays Public
Storage a fee equal to 1.0% of its pro rata share of revenues in exchange
for the rights to use the "Shurgard Europe" trade name. During each of the
three and six months ended June 30, 2008, net of our 49% equity interest in
Shurgard Europe, we recorded other income of $213,000 under this licensing
agreement.

Shurgard Europe manages a facility located in London, England for
us in exchange for a fee of 7% of revenues. During each of the three and
six months ended June 30, 2008, net of our 49% equity interest in Shurgard
Europe, we recorded management expense fees of $31,000 in connection with
this management agreement. Such fees are included in cost of operations -
self-storage facilities in our condensed consolidated statements of income
for the three and six months ended June 30, 2008.

As described more fully in Note 2 under "Note Receivable from
Affiliate," Shurgard Europe owes us an aggregate of (euro)391.9 million
($618.7 million) at June 30, 2008. This note bears interest at 7.5% per
annum. During each of the three and six months ended June 30, 2008, net of
our 49% equity interest in Shurgard Europe, we recorded interest income of
$5,962,000, in connection with this note. Also during each of the three and
six months ended June 30, 2008, net of our 49% equity interest in Shurgard
Europe, we recorded interest income of $357,000, in connection with the 1%
debt arrangement fee on this note.

We manage our wholly-owned self-storage facilities as well as the
facilities owned by the Consolidated Entities and affiliated entities that
are not consolidated on a joint basis, in order to take advantage of scale
and other efficiencies. As a result, significant components of self-storage
operating costs, such as payroll costs, advertising and promotion, data
processing, and insurance expenses are shared and allocated among the
various entities using methodologies meant to fairly allocate such costs
based upon the related activities. The amount of such expenses allocated to
Unconsolidated Entities was approximately $729,000 and $1,377,000 for the
three and six months ended June 30, 2008, respectively, as compared to
$682,000 and $1,296,000 for the same periods in 2007.
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Stor-RE, a consolidated entity, and third party insurance carriers
provided PS Canada, the Company, PSB, and other affiliates of the Company
with liability and casualty insurance coverage until March 31, 2004. PS
Canada owns a 2.2% 1interest and PSB owns a 4.1% interest in Stor-RE. PS
Canada and PSB obtained their own liability and casualty insurance covering
occurrences after April 1, 2004. For occurrences Dbefore April 1, 2004,
Stor—-Re continues to provide 1liability and casualty insurance coverage
consistent with the relevant agreements.

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 initial sale of these LLP Interests to our officers, we
recorded a gain of $1,194,000 during the second quarter of 2007,
representing the excess of the sales proceeds over the book value of the
LLP Interests sold. In connection with the acquisition by an institutional
investor of a 51% interest 1in Shurgard Europe, Shurgard Holdings (an
unconsolidated affiliate which is the holding company of Shurgard Europe)
purchased, on June 20, 2008, each holder's interest in Shurgard Europe at a
price Dbased on the price paid by the institutional investor. The total
repurchase amount was $7.1 million. See Note 5 under "Investment in
Shurgard Europe" for further historical information regarding Shurgard
Europe.

Commitments and Contingencies

Potter, et al v. Hughes, et al (filed December 2004)

(United States District Court - Central District of California)

In November 2002, a shareholder of the Company made a demand on
our Board challenging the fairness of the Company's acquisition of PS
Insurance Company, Ltd. ("PSIC") and related matters. PSIC was previously
owned by the Hughes Family. In June 2003, following the filing by the
Hughes Family of a complaint for declaratory relief asking the court to
find that the acquisition of PSIC and related matters were fair to the
Company, it was ruled that the PSIC transaction was just and reasonable as
to the Company and holding that the Hughes Family was not required to make
any payment to the Company.

At the end of December 2004, the same shareholder referred to
above and a second shareholder filed this shareholder's derivative
complaint naming as defendants the Company's directors (and two former

directors) and certain officers of the Company. The matters alleged in this
complaint relate to PSIC, the Hughes Family's Canadian self-storage
operations and the Company's 1995 reorganization. In July 2006, the Court
granted the defendants' motion to dismiss the amended Complaint without
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leave to amend. In August 2006, Plaintiffs filed a notice of appeal of the
Court's decision. The appeal 1s currently pending. We Dbelieve the
litigation will not have any financially adverse effect on the Company
(other than the costs and other expenses relating to the lawsuit).

Brinkley v. Public Storage, Inc. (filed April 2005)

The plaintiff sued the Company on behalf of a purported class of
California non-exempt employees based on various California wage and hour

laws and seeking monetary damages and injunctive relief. In May 2006, a

motion for class certification was filed seeking to certify five

subclasses. Plaintiff sought certification for alleged meal period
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violations, rest period violations, failure to pay for travel time, failure
to pay for mileage reimbursement, and for wage statement violations. 1In
October 2006, the Court declined to «certify three out of the five
subclasses. The Court did, however, certify subclasses based on alleged
meal period and wage statement violations. Subsequently, the Company filed
a motion for summary Jjudgment seeking to dismiss the matter in its
entirety. On June 22, 2007, the Court granted the Company's summary
judgment motion as to the causes of action relating to the subclasses
certified and dismissed those claims. The only surviving claims are those
relating to the named plaintiff only. The plaintiff has filed an appeal to
the Court's June 22, 2007 summary Jjudgment ruling. An appeal to the Court's
June 22, 2007 order granting the Company's summary Jjudgment motion is
currently pending.

Simas v. Public Storage, Inc. (filed January 2006)

The plaintiff brought this action against the Company on behalf of
a purported class who bought insurance coverage at the Company's facilities
alleging that the Company does not have a license to offer, sell and/or
transact storage 1insurance. The action was originally Dbrought under
California Business and Professions Code Section 17200 and seeks retention,
monetary damages and injunctive relief. The Company filed a demurrer to the
complaint. While the demurrer was pending, the plaintiff amended the
complaint to allege a national class and claims for wunfair business
practices, unjust enrichment, money had and received, and negligent and
intentional misrepresentation. Ultimately all claims except for unjust
enrichment were dismissed. A subsequent demurrer was filed and sustained
without leave to amend. The case was therefore dismissed. The plaintiff
appealed the trial court's =ruling and on June 26, 2008, the Court of
Appeals affirmed the trial court's dismissal.

European Joint Venture Arbitration Proceeding

Shurgard Europe holds a 20% interest in each of two joint ventures
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in Europe, First Shurgard and Second Shurgard, that collectively own 74
self-storage properties in Europe. On August 24, 2006, the Company, through
its affiliate, Shurgard Europe, served an exit notice on the European joint
venture partners informing them of its intention to purchase their
interests in First Shurgard and Second Shurgard pursuant to an early exit
procedure that the Company believes is provided for in the respective joint

venture agreements. The exit notice offered to pay the Jjoint venture
partners an amount for their interests in accordance with the provisions of
the joint venture agreements. The joint venture partners have contested

both the valuation of their interests and whether the Company has the right
to purchase its interests under this early exit procedure. Accordingly, it
is uncertain as to whether the Company will acquire such interests pursuant
to the early exit notice served. On January 17, 2007, Shurgard Europe filed
an arbitration request with the International Chamber of Commerce to compel
arbitration of the matter. The arbitration proceedings occurred from June
30, 2008 through July 3, 2008. A decision is pending.

Other Items

We are a party to wvarious claims, complaints, and other legal
actions that have arisen in the normal course of business from time to time
that are not described above. We believe that it is unlikely that the
outcome of these other pending legal proceedings including employment and
tenant claims, in the aggregate, will have a material adverse impact upon
our operations or financial position.

Insurance and Loss Exposure

We have historically carried comprehensive insurance, including
property, earthquake, general liability and workers compensation, through
nationally recognized insurance carriers and through our captive insurance
programs. Our insurance programs also insure affiliates of the Company. Our
estimated maximum annual exposure for losses that are below the deductibles
set forth in the third-party insurance contracts, assuming multiple
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significant events occur, is approximately $22 million. In addition, if
losses exhaust the third-party insurers' limit of coverage of $75 million
for property coverage including earthquake coverage and $102 million for
general liability, our exposure could be greater. These limits are higher
than estimates of maximum probable losses that could occur from individual
catastrophic events (i.e. earthquake and wind damage) determined in recent
engineering and actuarial studies.

Our tenant insurance program reinsures a program that provides
insurance to certificate holders against claims for property losses due to
specific named perils (earthquakes and floods are not covered by these
policies) to goods stored by tenants at our self-storage facilities for
individual limits up to a maximum of $5,000. We have third-party insurance
coverage for claims paid exceeding $1,000,000 resulting from any one
individual event, to a limit of $49,000,000. At June 30, 2008, there were
approximately 562,000 certificate holders participating in this program in
the U.S. representing aggregate coverage of approximately $1.3 billion. We
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rely on a third-party insurance company to provide the insurance and are
subject to licensing requirements and regulations in several states. No
assurances can be given that our Dbusiness can continue to be conducted in
any given jurisdiction. For the six months ended June 30, 2008, our tenant
insurance program revenues accounted for approximately 3% of our total
revenues.

Development and Acquisition of Real Estate Facilities

We currently have 25 projects in our development pipeline,
consisting of newly developed self-storage facilities, expansions and
enhancements to existing self-storage facilities. The total estimated cost
of these facilities is approximately $110 million of which $38,614,000 has
been spent at June 30, 2008. These projects are subject to contingencies.
We expect to incur these expenditures over the next 12 - 24 months.

Operating Lease Obligations

We lease trucks, land, equipment and office space. At June 30,
2008, the future minimum rental payments required under our operating

leases for the years ending December 31, are as follows (amounts in
thousands) :
2008 . i e e e e e e e $ 4,134
2000 . i e e e e e e 9,580
2000 . i e e e e e 11,059
280 7,375
2002 . e e e e e 6,032
Thereafter. .ottt i ittt e e ettt et eeeeenn 82,417
$ 120,597

Expenses under operating leases were approximately $2,697,000 and
$5,974,000 for the three and six months ended June 30, 2008, respectively,
as compared to $3,737,000 and $7,426,000 for the same periods in 2007.

Income Taxes

For all taxable years subsequent to 1980, the Company qualified
and we intend to c