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PART |
ITEM 1 Business

Forward L ooking Statements

LIS " o«

When used within this document, the words “expects,” “believes,” “anticipates,” “should,” “estimates,”
and similar expressions are intended to identify “forward-looking statements’ within the meaning of that term in
Section 27A of the Securities Exchange Act of 1933, as amended, and in Section 21F of the Securities Exchange Act
of 1934, as amended. Such forward-looking statements involve known and unknown risks, uncertainties, and other
factors, which may cause the actua results and performance of the Company to be materially different from those
expressed or implied in the forward looking statements. Such factors include the impact of competition from new
and existing storage and commercial facilities, which could impact rents and occupancy levels at the Company’s
facilities; the Company’s ability to evaluate, finance and integrate acquired and developed properties into the
Company’ s existing operations; the Company’s ability to effectively compete in the markets that it does businessin;
the impact of the regulatory environment as well as national, state, and local laws and regulations including, without
limitation, those governing Real Estate Investment Trusts; the acceptance by consumers of the containerized storage
concept; the impact of general economic conditions upon rental rates and occupancy levels at the Company’s
facilities; and the availability of permanent capital at attractive rates.

General

Public Storage, Inc. (the "Company") is an equity real estate investment trust ("REIT") organized as a
corporation under the laws of California on July 10, 1980. We are a fully integrated, self-administered and self-
managed real estate investment trust (“REIT") that acquires, develops, owns and operates storage facilities. We are
the largest owner and operator of storage space in the United States with direct and indirect equity investments in
1,361 storage facilities containing approximately 81.3 million square feet of net rentable space at December 31,
2000. Our common stock is traded on the New York Stock Exchange under the symbol “PSA”. We aso have a
significant ownership in PS Business Parks, Inc., which, as of December 31, 2000, owned 140 commercial
properties containing approximately 12.6 million rentable square feet of space. PS Business Parks, Inc. is a public
REIT whose common stock trades on the American Stock Exchange under the symbol “PSB.”

We have elected to be taxed as a REIT under the Interna Revenue Code of 1986, as amended. To the
extent that the Company continues to qualify asa REIT, it will not be subject to tax, with certain limited exceptions,
on the taxable income that is distributed to our shareholders.

M anagement

Our senior management team is headed by B. Wayne Hughes (67), who is Chairman and Chief Executive
Officer. Mr. Hughes established the Public Storage Organization in 1972 and has successfully managed the
Company through several market cycles. Our executive management includes: Harvey Lenkin (64), President; John
Reyes (40), Senior Vice President and Chief Financial Officer; Carl B. Phelps (62), Senior Vice President - Real
Estate; and Marvin M. Lotz (58), Senior Vice President - Operations.

Our senior management has a significant ownership position in the Company with executive officers,
directors and their families owning approximately 41.4 million shares or 34.4% of the common stock as of March
15, 2001.

Investment Objective

Our primary objective is to maximize shareholder value through internal growth (by increasing funds from
operations and cash available for distribution) and acquisitions of additional real estate investments. We believe that
our access to capital, geographic diversification and operating efficiencies resulting from our size will enhance our
ability to achieve this objective.



Competition

Competition in the market areas in which we operate is significant and affects the occupancy levels, rental
rates and operating expenses of certain of our facilities. Recent increases in the number of openings of newly
developed storage facilities have intensified the competition among storage operators in many market areas in which
we operate. Over the past six months, however, we believe that the development of new storage facilities in many
of the markets in which we operate has decreased.

In seeking investments, we compete with a wide variety of institutions and other investors. An increase in
the amount of funds available for real estate investments may increase competition for ownership of interests in
facilities and may reduce yields.

We believe that the significant operating and financial experience of our executive officers and directors,
combined with the Company's capital structure, national investment scope, geographic diversity, economies of scale
and the "Public Storage" name, should enable us to continue to compete effectively with other entities.

In recent years consolidation has occurred in the fragmented storage industry. In addition to the Company,
there are three other publicly traded REITs and numerous private regional and local operators operating in the
storage industry. We believe that we are well positioned to capitalize on this consolidation trend due to our
demonstrated access to capital and national presence.

Business Attributes

We believe that the Company possesses several primary business attributes which differentiate us from our
competitors:

Comprehensive distribution system and national telephone reservation system: Our facilities are part of a
comprehensive distribution system encompassing standardized procedures, integrated reporting and information
networks and centralized marketing. This distribution system is designed to maximize revenue through pricing and
occupancy.

A significant component of our distribution system is our national telephone reservation center, which was
implemented in 1996 and 1997 in order to provide added customer service and maximize utilization of available
storage space. Customers calling either the toll-free telephone referral system, (800) 44-STORE, or a storage
facility, are directed to the national reservation system. A representative discusses with the customer space
requirements, price and location preferences and also informs the customer of other products and services provided
by the Company and its subsidiaries. We believe that the national telephone reservation system has enhanced our
ability to effectively market storage space and is primarily responsible for the occupancy increases since its
inception in 1996, aswell asincreased realized rental rates experienced at the storage facilities over the same period
of time.

Containerized storage option: Historically, we offered storage spaces for rent through our traditional
storage facilities whereby customers would transport their goods to the facility and rent a space to store their goods.
In late 1996, we organized Public Storage Pickup and Delivery, Inc. as a separate corporation and a related
partnership (the corporation and partnership are collectively referred to as “PSPUD”) to operate storage facilities
that rent portable storage containers to customers for storage in central facilities.

The concept of PSPUD is to provide an alternative to a traditional storage facility. PSPUD delivers a
storage container(s) to the customer’s location where the customer, at his convenience, packs his goods into the
storage container. PSPUD will subsequently return to the customer’s location to retrieve the storage container(s) for
storagein acentral facility. At December 31, 2000, PSPUD had 41 facilities in operation.



Retail operations. The Company has historically sold retail items associated with the storage business and
rented trucks at its storage facilities. In order to further supplement and strengthen the existing self-storage business
by further meeting the needs of storage customers, the Company has expanded its retail activities over the last few
years.

In addition, full-service retail stores have been retrofitted to some existing storage facility rental offices or
“built-in" as part of the development of new storage facilities, both in high traffic, high visibility locations. The
strategic objective of these retail stores is to provide aretail environment to (i) rent spaces for the attached storage
facility, (ii) rent spaces for the other Public Storage facilities in adjacent neighborhoods, (iii) sell locks, boxes and
packing materials and (iv) rent trucks and other moving equipment.

Economies of scale: We are the largest provider of storage space in the industry. As of December 31,
2000, we operated 1,361 storage facilities in which we have an interest and managed 35 storage facilities for third
parties in 37 states. At December 31, 2000, we had over 668,000 spaces rented. The size and scope of the
operations have enabled us to achieve a consistently high level of profit margins and low level of administrative
costsrelative to revenues.

Brand name recognition: Our operations are conducted under the “Public Storage” brand name, which we
believe is the most recognized and established name in the storage industry. Our storage operations are conducted in
37 states, giving us national recognition and prominence. We focus our operations within those states in the major
metropolitan markets. This concentration establishes us as one of the dominant providers of storage space in each
market that we operate in and enables us to use a variety of promotional activities, such as radio advertising as well
as targeted discounting and referrals and, to a lesser extent, television advertising, which are generaly not
economically viable for our competitors.

Growth Strategies

Our growth strategies consist of: (i) improving the operating performance of our stabilized existing
traditional self-storage properties, (ii) increasing our ownership of storage facilities through additional investments,
(iii) improving the operating performance of the containerized storage operations, and (iv) participating in the
growth of PS Business Parks, Inc. Mgjor elements of these strategies are as follows:

Improve the operating performance of existing properties. We seek to increase the net cash flow
generated by our existing stabilized traditional self-storage properties by maintaining average occupancy levels and
achieving higher levels of realized monthly rents per occupied square foot. We have been able to achieve increasing
realized rents per occupied square foot. We believe that our property management personnel and systems combined
with the national tel ephone reservation system will continue to enhance our ability to meet these goals.

Acquire properties operated and partially owned by the Company: In addition to the 618 wholly owned
storage facilities, we also operate, on behalf of approximately 46 ownership entities in which we have a partial
equity interest, 743 storage facilities under the "Public Storage" name. From time to time, some of these storage
facilities or interests in them are available for purchase, providing us with a source of additional acquisition
opportunities. We believe these properties include some of the better-located and better-constructed storage facilities
in the industry. Because we manage these properties, we have reliable operating information prior to acquisition and
these properties are easily integrated into our portfolio.

Acquire properties owned or operated by others:. We believe our presence in and knowledge of
substantially all of the magjor markets in the United States enhances our ability to identify attractive acquisition
opportunities and capitalize on the overal fragmentation in the storage industry. We maintain local market
information on rates, occupancy and competition in each of the markets in which we operate. Of the more than
20,000 storage facilities in the United States, we believe that the ten largest operators manage less than 20% of the
total space.



However, with the exception of the March 1999 merger with Storage Trust, our investments in new
facilities have primarily been through development, rather than acquisitions of real estate facilities. We believe
the development of real estate facilities described below is more attractive under current market conditions.

Develop properties in selected markets. Since 1995, the Company and its joint venture partnerships
(described below) have opened a total of 81 facilities, including 19 facilities in 1998, 24 facilities in 1999, and 27
facilities in 2000. As of December 31, 2000, the Company and the second joint venture partnership have a
development “pipeline” of 110 self-storage facilities, combination facilities (described below), and expansions to
existing storage facilities with an aggregate estimated cost of approximately $628 million. Development of these
facilities is subject to significant contingencies. The Company continues to seek attractive sites for development of
additional storage facilities.

In April 1997, we formed a joint venture partnership with an ingtitutional investor to participate in the
development of approximately $220 million of storage facilities. At December 31, 2000, the joint venture had
completed construction of 47 storage facilities with a total cost of approximately $231.5 million and was fully
committed. The joint venture is funded solely with equity capital consisting of 30% from the Company and 70%
from the institutional investor.

In November 1999, we formed a second joint venture partnership with a joint venture partner whose
partners include an ingtitutional investor and B. Wayne Hughes (“Mr. Hughes'), chairman and chief executive
officer of the Company, to develop approximately $100 million of storage facilities. At December 31, 2000, the joint
venture had completed construction on 11 storage facilities with atotal cost of approximately $50.8 million, and had
six facilities under construction with an aggregate cost incurred of approximately $23.8 million and total additional
estimated cost to complete of approximately $13.1 million. The joint venture is funded solely with equity capital
consisting of 51% from the Company and 49% from the joint venture partner. The term of the joint venture is 15
years. After six years the joint venture partner has the right to cause the Company to purchase the joint venture
partner’sinterest for an amount necessary to provide it with a maximum return of 10.75% per year or lessin certain
circumstances. The joint venture partner provides Mr. Hughes with afixed yield of approximately 8.0% per annum.

Containerized storage: PSPUD operates the containerized storage operations. At December 31, 2000,
PSPUD operated 41 facilities: 16 of the facilities are owned by the Company or PSPUD and the remainder of the
facilities are leased from third parties. The Company and PSPUD anticipate developing 26 facilities that combine
containerized storage and traditional miniwarehouse space in the same location (“ Combination Facilities”) to replace
existing third-party leased facilities in the next twelve months, which will reduce third-party lease expense. In
addition, the Company anticipates converting 19 existing miniwarehouse facilities into Combination Facilities in the
next twelve months. We believe that Combination Facilities offer efficiencies and a more effective method to meet
customers needs than a stand-alone containerized storage facility. We expect that, upon completion of our
combination facility development program, substantially all of the containerized storage facilities will be operated in
Combination Facilities.

The rate of fill-up varies from facility to facility. As with the traditional self-storage facilities, PSPUD
believes that the containerized storage business experiences seasonal fluctuations in occupancy levels with
occupancies generally higher in the summer months than in winter months. There can be no assurances as to the
level of PSPUD’s expansion, level of gross rentals, level of move-outs or profitability.

Commercial properties: On January 2, 1997, we reorganized our commercial property operations into a
separate private REIT. The private REIT contributed its assets to a newly created operating partnership (the
“Operating Partnership”) in exchange for a general partnership interest and limited partnership interests. During
1997, the Company and certain partnerships in which the Company has a controlling interest contributed
substantially all of their commercial properties to the Operating Partnership in exchange for limited partnership
interests or to the private REIT in exchange for common stock. On March 17, 1998, the private REIT merged into
Public Storage Properties XI, Inc., a publicly traded REIT and an &ffiliate of the Company and the name of the
surviving corporation was changed to PS Business Parks, Inc. (the REIT and the related Operating Partnership are
hereinafter referred to collectively as“PSB”).



At December 31, 2000, PSB owned 140 properties located in 9 states. The Operating Partnership also
manages the commercial space owned by the Company and affiliated entities. As of December 31, 2000, the
Company and certain partnerships in which the Company has a controlling interest owned approximately 42% of the
common equity interest of PSB.

Financing of the Company’s Growth Strategies

Permanent Capital: We have and expect to continue to fund our growth strategies primarily through the
use of permanent capital. Permanent capital has generally consisted of retained operating cash flows and the
issuance of common, preferred and equity stock, and preferred operating partnership units.

Unsecured credit facility: We currently have a $150 million unsecured credit facility with a bank group
led by Wells Fargo Bank, which we use as a temporary source of acquisition financing. We seek to ultimately
finance al acquisitions with permanent capital to eliminate refinancing and interest rate risk. As of March 15,
2001, the Company had no outstanding borrowings on this credit facility.

Development Joint Venture Financing: The Company has entered into two separate development joint
venture partnerships since 1997 in order to provide devel opment financing.

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations-Liquidity
and Capital Resources.”’

Investmentsin Real Estate Facilities

We have invested directly and indirectly in storage facilities, and to a lesser extent in existing commercial
properties, containing commercial and industrial rental space. These investments have been made, principally,
through the acquisition of wholly-owned properties or the acquisition of ownership interests in entities owning
storage facilities and/or commercial properties. The following table outlines our ownership interest in storage
facilities and commercial properties:

At December 31, 2000
Net Rentable Square Feet

Number of Real Estate Facilities (in thousands)
Storage Commercial Storage Commercial
Consolidated facilities:

Wholly-owned by the company 618 6 37,853 394
Owned by controlled entities 629 - 36,717 -
1,247 6 74,570 394

Facilities owned by unconsolidated

entities:

Ingtitutional partnerships 13 - 855 -
Development Joint Venture 47 - 2,879 -
PSB - 140 - 12,626
Other 54 - 2,998 -
114 140 6,732 12,626
Totals 1,361 146 81,302 13,020

Facilities Owned by Controlled Entities

In addition to our direct ownership of 618 storage facilities and six commercia facilities, at December 31,
2000, we had controlling ownership interests in 35 partnerships owning in aggregate 629 storage facilities. Because
of our controlling interest in each of these partnerships, we consolidate the assets, liabilities, and results of
operations of these partnerships on the Company’s financial statements.



Facilities Owned by Unconsolidated Entities

At December 31, 2000, we had ownership interests in PSB and 11 limited partnerships (collectively the
“Unconsolidated Entities’). Our ownership interest in these entitiesis less than 50%. Due to the Company’s limited
ownership interest and control of these entities, we do not consolidate the accounts of these entities for financial
reporting purposes and account for such investments using the equity method.

Prohibited | nvestments and Activities

The Company's Bylaws prohibit the Company from purchasing properties in which the Company's officers
or directors have an interest, or from selling properties to such persons, unless the transactions are approved by a
majority of the independent directors and are fair to the Company based on an independent appraisal. This Bylaw
provision may be changed only upon a vote of the holders of a majority of the shares of (i) Common Stock and (ii)
each of the series of Senior Preferred Stock. See "Limitations on Debt" for other restrictions in the Bylaws.

Borrowings

We have an unsecured $150 million credit facility with a group of commercial banks which expires on July
1, 2002. The expiration date may be extended by one year on each anniversary of the credit agreement. Interest on
outstanding borrowings on the credit facility is payable monthly. At our option, the rate of interest charged on
borrowings is equal to (i) the prime rate, or (ii) arate ranging from the London Interbank Offered Rate (“LIBOR”)
plus 0.40% to LIBOR plus 1.10% depending on the Company’s coverage ratios, as defined. In addition, we are
required to pay a quarterly commitment fee of 0.250% (per annum). The credit facility also includes a bid feature,
for up to $50 million, which alows us, a our option, to request the group of banks to propose the interest rate they
would charge on specific borrowings. However, in no case may the interest rate bid be greater than the amount
provided by the credit agreement.

Under covenants of the credit facility, we are required to (i) maintain a balance sheet leverage ratio (as
defined) of less than 0.40 to 1.00, (ii) maintain net income of not less than $1.00 for each fisca quarter, (iii)
maintain certain cash flow and interest coverage ratios (as defined) of not less than 1.0 to 1.0 and 5.0 to 1.0,
respectively and (iv) maintain a minimum total shareholders equity (as defined). In addition, we are limited in our
ability to incur additional borrowings (we are required to maintain unencumbered assets with an aggregate book
value equal to or greater than three times our unsecured recourse debt) or sell assets. There were no borrowings
outstanding under the credit facility at March 15, 2001.

As of December 31, 2000, we had notes payable of approximately $156.0 million. See Note 7 to the
consolidated financial statements for a summary of the Company’ s borrowings at December 31, 2000.

Subject to a limitation on unsecured borrowings in the Company's Bylaws (described below), we have
broad powers to borrow in furtherance of the Company's objectives. We have incurred in the past, and may incur in
the future, both short-term and long-term indebtedness to increase our funds available for investment in real estate,
capital expenditures and distributions.

Limitations on Debt

The Bylaws provide that the Board of Directors shall not authorize or permit the incurrence of any
obligation by the Company which would cause our "Asset Coverage" of our unsecured indebtedness to become less
than 300%. Asset Coverage is defined in the Bylaws as the ratio (expressed as a percentage) by which the value of
the total assets (as defined in the Bylaws) of the Company less the Company's liabilities (except liabilities for
unsecured borrowings) bears to the aggregate amount of all unsecured borrowings of the Company. This Bylaw
provision may be changed only upon a vote of the holders of a majority of the shares of (i) Common Stock and (ii)
each of the series of Senior Preferred Stock.

The Company's Bylaws prohibit us from issuing debt securities in a public offering unless the Company's
"cash flow" (which for this purpose means net income, exclusive of extraordinary items, plus depreciation) for the



most recent 12 months for which financial statements are available, adjusted to give effect to the anticipated use of
the proceeds from the proposed sale of debt securities, would be sufficient to pay the interest on such securities. This
Bylaw provision may be changed only upon a vote of the holders of a mgjority of the shares of (i) Common Stock
and (i) each of the series of Senior Preferred Stock.

Without the consent of the holders of a majority of each of the series of Senior Preferred Stock, we will not
take any action that would result in a ratio of "Debt" to "Assets" (the "Debt Ratio") in excess of 50%. As of
December 31, 2000, the Debt Ratio was approximately 3.0%. "Debt" means the liabilities (other than "accrued and
other liabilities" and "minority interest”) that should, in accordance with generally accepted accounting principles, be
reflected on the Company's consolidated balance sheet at the time of determination. "Assets’ means the Company's
total assets before a reduction for accumulated depreciation and amortization that should, in accordance with
generally accepted accounting principles, be reflected on the consolidated balance sheet at the time of determination.

Our bank and senior unsecured debt agreements contain various financial covenants, including limitations
on the level of indebtedness of 30% of total capitalization, as defined, and the prohibition of the payment of
dividends upon the occurrence of an event of default, as defined.

Other Business Activities

A corporation owned by Mr. Hughes and members of his family (the “Hughes Family”) reinsures policies
against losses to goods stored by tenants in the Company's storage facilities. We believe that the availability of
insurance reduces the potential liability of the Company to tenants for losses to their goods from theft or destruction.
This corporation receives the premiums and bears the risks associated with the re-insurance. The Company has
entered into an agreement to acquire this corporation for Common Stock. This agreement is subject to certain
conditions.

A subsidiary of the Company sells locks and boxes and rents trucks to the general public and tenants to be
used in securing their spaces and moving their goods. We believe that the availability of locks and boxes for sale and
the rental of trucks promote the rental of spaces. The Hughes Family owns the balance of the equity of this
subsidiary, representing all of the voting stock.

Employees

There are approximately 4,600 persons who render services on behalf of the Company, primarily personnel
engaged in property operation, substantially all of whom are employed by a clearing company that provides certain
administrative and cost-sharing services to the Company and other owners of properties operated by the Company.

Federal Income Tax

We believe that we have operated, and intend to continue to operate, in such a manner as to qualify as a
REIT under the Internal Revenue Code of 1986, but no assurance can be given that it will at all times so qualify. To
the extent that we continue to qualify as a REIT, it will not be taxed, with certain limited exceptions, on the taxable
income that is distributed to our shareholders.

On December 17, 1999, the Work Incentives Improvement Act of 1999 (the “Act”), which included certain
provisions affecting REITs, was enacted. The REIT provisions of the Act generally are effective for taxable years
beginning after December 31, 2000. The Act was intended to ease the restrictions on a REIT’ s ahility to own the
stock of taxable companies. The Act allows REITs to own up to 100% of the stock of companies that have made a
joint election with the REIT to be treated as “taxable REIT subsidiaries’ (“TRS"). A TRS will be subject to federal
income tax on income as a regular corporation. Under prior law, a REIT generally could not own more than 10%
voting securities of other issuers. Under the Act, the prior law 10% voting securities test was expanded so that
REITs aso are prohibited from owing more than 10% of the value of outstanding securities of any one corporate
issuer, except for companies that elect to be treated as TRSs or companies that qualify for certain grandfather
provisionsin the Act.



An important effect of the Act is that TRSs are permitted to offer noncustomary services to the tenants of
the REIT (such services could be provided under prior law only by “independent contractors’ from which the REIT
could not earn any income). TRSs also are able to engage in other income producing activities that typically had
been undertaken by REITs only through entities in which a REIT could have a substantial economic interest, but
was limited to a 10% or less voting interest. The Act includes certain limitations that prevent income shifting
between a REIT and its TRS, in a effort to ensure that TRSs in fact are taxable on the income that they earn. In
addition, under prior law, a REIT could not own securities of any single issuer with a value in excess of 5% of the
value of all the assets of the REIT. The Act also relaxed this limitation, so that a REIT may own a TRS (or TRSs),
so long as (1) the aggregate value of the TRSs, when combined with all other non-REIT assets, does not exceed 25%
of the value of all assets of the REIT. The Company and certain affiliates will jointly make the TRS election.

Insurance

We believe that our properties are adequately insured. Our facilities have historically carried
comprehensive insurance, including fire, earthquake, liability and extended coverage from nationally recognized
carriers.

ITEM 2. Properties

At December 31, 2000, we had direct and indirect ownership interests in 1,361 storage facilities located in
37 states:

At December 31, 2000
Number of Storage Net Rentable Square Feet

Facilities (a) (in Thousands)

California:

Northern 138 7,704

Southern 158 10,022
Texas 164 10,766
Florida 137 8,049
Illinois 93 5,647
Georgia 62 3,626
Colorado 50 3,137
Washington 39 2,466
Missouri 37 2,128
Virginia 37 2,247
New Jersey 37 2,178
Maryland 36 2,043
New York 32 1,885
Ohio 31 1,899
Oregon 25 1,171
Tennessee 25 1,494
North Carolina 24 1,266
South Carolina 24 1,082
Kansas 22 1,278
Nevada 22 1,409
Alabama 21 838
Other states (17 states) 147 8,967

Totals 1,361 81,302

(@) Includes 1,247 facilities owned by the Company and entities controlled by the Company. The remaining 114
facilities are owned by entities in which the Company has an interest; however, the Company doesn’'t have a
controlling interest in such entities. See Schedule 111 for 2000 for a complete list of properties consolidated by the
Company.

Our facilities are generally operated to maximize cash flow through the regular review and, when
warranted by market conditions, adjustment of scheduled rents. For the year ended December 31, 2000, the
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weighted average occupancy level and the weighted average annual realized rent per rentable sguare foot for our
storage facilities were approximately 89.5% and $10.47, respectively. Included in the 1,361 storage facilities are 70
recently developed storage facilities, substantially all of which were in the fill-up stage in the year ended December
31, 2000. None of our facilitiesinvolves 1% or more of the Company's total assets, gross revenues or net income.

Storage facilities: Storage facilities, which comprise the majority of our investments (approximately 93%
based on rental income), are designed to offer accessible storage space for persona and business use at arelatively
low cost. A user rents a fully enclosed space which is for the user's exclusive use and to which only the user has
access on an unrestricted basis during business hours. On-site operation is the responsibility of resident managers
who are supervised by area managers. Some storage facilities also include rentable uncovered parking areas for
vehicle storage, as well as space for portable storage containers. Leases for storage facilities space may be on along-
term or short-term basis, although typically spaces are rented on a month-to-month basis. Rental rates vary
according to the location of the property and the size of the storage space. All of our storage facilities are operated
under the "Public Storage" name.

Users of space in storage facilities include both individuals and large and small businesses. Individuals
usually employ this space for storage of furniture, household appliances, personal belongings, motor vehicles, boats,
campers, motorcycles and other household goods. Businesses normally employ this space for storage of excess
inventory, business records, seasonal goods, equipment and fixtures.

Storage facilities in which we have invested generally consist of three to seven buildings containing an
aggregate of between 350 to 750 storage spaces, most of which have between 25 and 400 square feet and an interior
height of approximately 8 to 12 feet.

We experience minor seasonal fluctuations in the occupancy levels of storage facilities with occupancies
generaly higher in the summer months than in the winter months. We believe that these fluctuations result in part
from increased moving activity during the summer.

Our storage facilities are geographically diversified and are located primarily in or near major metropolitan
markets in 37 states. Generaly our storage facilities are located in heavily populated areas and close to
concentrations of apartment complexes, single family residences and commercial developments. However, there
may be circumstances in which it may be appropriate to own a property in a less populated area, for example, in an
area that is highly visible from a major thoroughfare and close to, although not in, a heavily populated area.
Moreover, in certain population centers, land costs and zoning restrictions may create a demand for space in nearby
less populated areas.

Since our investments are primarily storage facilities, our ability to preserve our investments and achieve
our objectives is dependent in large part upon success in this field. Historically, upon stabilization after an initial
fill-up period, our storage facility interests have generally shown a high degree of consistency in generating cash
flows, despite changing economic conditions. We believe that our storage facilities, upon stabilization, have
attractive characteristics consisting of high profit margins, high average occupancy levels, a broad tenant base and
low levels of capital expendituresto maintain their condition and appearance.

Commercial Properties: In addition to our interest in 1,361 storage facilities, we have an interest in PSB,
which, as of December 31, 2000, owned 140 commercial facilities with 12.6 million net rentable square feet. We
also own, either directly or through entities we control, an interest in six commercial properties. We may invest in
all types of real estate. Most of our non-storage facilities investments are interests in business parks and low-rise
office buildings, primarily through our investment in PSB. A commercial property may include both industrial and
office space. Industrial space may be used for, among other things, light manufacturing and assembly, storage and
warehousing, distribution and research and development activities. We believe that most of the office space is
occupied by tenants who are also renting industrial space. The remaining office space is used for general office
purposes. A commercia property may also include facilities for commercial uses such as banks, travel agencies,
restaurants, office supply shops, professionals or other tenants providing services to the public. The amount of retail
space in acommercial property is not expected to be significant.
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Environmental Matters: Our practice is to conduct environmental investigations in connection with
property acquisitions. As a result of environmental investigations of our properties, which commenced in 1995, we
recorded an amount, which in management’s best estimate, will be sufficient to satisfy anticipated costs of known
investigation and remediation requirements. Although there can be no assurance, we are not aware of any
environmental contamination of any of our facilities which individually or in the aggregate would be material to the
Company’s overall business, financial condition, or results of operations.

ITEM 3. L egal Proceedings

Marsh/Forest L ockers, Ltd. V. Public Storage, Inc. et a (No. DV9907001 in Judicial District Court of Dallas
County, Texas)

In September 1999 Marsh/Forest Lockers, Ltd. commenced an action claiming that a predecessor of the
Company had breached a contract with Marsh/Forest L ockers, Ltd. relating to the purchase of a property by failing
to pay certain amounts allegedly due under an earn-out clause contained in the contract and by failing to maximize
the profits of the property. Although not specified in the pleadings, Marsh/Forest Lockers, Ltd. has recently asserted
various tort claimsindicating they will seek total actual and punitive damages for up to $17 million. The Company
believes it has meritorious defenses to the claims and is vigorously defending the lawsuit.

The Company is a party to various claims, complaints and other legal actions that have arisen in the normal
course of business from time to time. The Company believes the outcome of these pending legal proceedings, in the
aggregate, will not have a material adverse effect on the operations or financial position of the Company.

ITEM 4. Submission of Mattersto a Vote of Security Holders

The Company did not submit any matter to a vote of security holders in the fourth quarter of the fiscal year
ended December 31, 2000.

ITEM 4A. Executive Officers of the Company

The following is a biographical summary of the executive officers of the Company:

B. Wayne Hughes, age 67, has been a director of the Company since its organization in 1980 and was
President and Co-Chief Executive Officer from 1980 until November 1991 when he became Chairman of the Board
and sole Chief Executive Officer. Mr. Hughes was Chairman of the Board and Chief Executive Officer from 1990
until March 1998 of Public Storage Properties XI, Inc., which was renamed PS Business Parks, Inc. (“PSB”), an
affiliated REIT. From 1989-90 until the respective dates of merger, he was Chairman of the Board and Chief
Executive Officer of 18 affiliated REITs that were merged into the Company between September 1994 and May
1998 (collectively, the “Merged Public Storage REITS’). Mr. Hughes has been active in the real estate investment
field for over 30 years. Heisthe father of B. Wayne Hughes, Jr., adirector of the Company.

Harvey Lenkin, age 64, became President and a director of the Company in November 1991. Mr. Lenkin
has been employed by the Company for 23 years. He has been a director of PSB since March 1998 and was
President of PSB from 1990 until March 1998. Mr. Lenkin was President of the Merged Public Storage REITs from
1989-90 until the respective dates of merger and was also a director of one of those REITSs, Storage Properties, Inc.
(“SPI™), from 1989 until June 1996. He is a member of the Board of Governors of the National Association of
Real Estate Investment Trusts, Inc. (NAREIT).

Marvin M. Lotz, age 58, became a director of the Company in May 1999. Mr. Lotz has been a Senior Vice
President of the Company since November 1995 and President of the Property Management Division since 1988
with overall responsibility for Public Storage’s mini-warehouse operations. He had overall responsibility for the
Company’s property acquisitions from 1983 until 1988.
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John Reyes, age 40, a certified public accountant, joined the Company in 1990 and was Controller of the
Company from 1992 until December 1996 when he became Chief Financial Officer. He became a Vice President of
the Company in November 1995 and a Senior Vice President of the Company in December 1996. From 1983 to
1990, Mr. Reyes was employed by Ernst & Y oung.

Carl B. Phelps, age 62, became a Senior Vice President of the Company in January 1998 with overall
responsibility for property acquisition and development. From June 1991 until joining the Company, he was a
partner in the law firm of Andrews & Kurth, L.L.P., which performed legal services for the Company. From
December 1982 through May 1991, his professional corporation was a partner in the law firm of Sachs & Phelps,
then counsel to the Company.

Bahman Abtahi, age 57, joined the Company in July 1996 and was Senior Vice-President — Construction
and Development of the Real Estate Division and a Vice President of the Company until May 2000 when he became
a Senior Vice President of the Company. Mr. Abtahi has responsibility for all of Public Storage’s construction and
maintenance activities. Prior to joining the Company, he was a management consultant.

Obren B. Gerich, age 62, a certified public accountant, has been a Vice President of the Company since
1980 and became Senior Vice President of the Company in November 1995. Mr. Gerich was Chief Financial
Officer of the Company until November 1991. Mr. Gerich was Vice President and Secretary of the Merged Public
Storage REITs from 1989-90 until the respective dates of merger.

David Goldberg, age 51, became Senior Vice President and General Counsel of the Company in November
1995. Mr. Goldberg joined the Company’slegal staff in June 1991. From December 1982 until May 1991, he was a
partner in the law firm of Sachs & Phelps, then counsel to the Company.

Ronald L. Harden, age 52, joined the Company in 1987 and became a Senior vice President of the Property
Management Division in 1988, an Executive Vice President of the Property Management Division in August 1999
and a Senior Vice President of the Company in May 2000. Mr. Harden has administrative responsibility for Public
Storage’s overall property management activities in the mini-warehouse facilities system-wide. From 1983 until
1987, he was a partner and Chief Operating Officer for Good Lite Foods. From 1979 until 1983, Mr. Harden was
employed by Taco Bell Restaurants, and his last position there was Division Operations Director with responsibility
for 175 restaurants.

W. David Ristig, age 52, rejoined the Company in August 1995 and was a Vice President of the Company
until May 2000 when he became a Senior Vice President of the Company. Mr. Ristig has responsibility for Public
Storage’ s land acquisition. He was previously employed by the Company from 1980 until 1984 and from 1986 until
1990 and was involved in property acquisition and development. From 1990 until August 1995, Mr. Ristig held
positions as a loan officer with three companies in the mortgage banking industry.

A. Timothy Scott, age 49, became Senior Vice President and Tax Counsel of the Company in November
1996. From June 1991 until joining the Company, he practiced tax law as a shareholder of the law firm of Heller,
Ehrman, White and McAuliffe, counsel to the Company. Prior to June 1991, his professional corporation was a
partner in the law firm of Sachs & Phelps, then counsel to the Company.

David P. Singelyn, age 39, a certified public accountant, has been employed by the Company since 1989
and became Vice President and Treasurer of the Company in November 1995. Mr. Singelyn was Vice President and
Controller of SPI from 1991 until June 1996. From 1987 to 1989, he was Controller of Winchell’s Donut Houses,
L.P.

Sarah Hass, age 45, became Secretary of the Company in February 1992 and a Vice President of the
Company in November 1995. She joined the Company’s legal department in June 1991. From 1987 until May
1991, her professional corporation was a partner in the law firm of Sachs & Phelps, then counsel to the Company,
and from April 1986 until June 1987, she was associated with that firm, practicing in the area of securities law.
From September 1979 until September 1995, Ms. Hass was associated with the law firm of Rifkind & Sterling,
Incorporated.
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PART Il

ITEM 5. Market for the Registrant’s Common Equity and Related Stockholder M atters

a Market Price of the Registrant’s Common Equity:

The Common Stock (NY SE:PSA) has been listed on the New Y ork Stock Exchange since October
19, 1984 and on the Pacific Exchange since December 26, 1996. The Depositary Shares Each Representing
1/1,000 of a Share of Equity Stock, Series A (NY SE:PSAA) (see section d. below) have been listed on the
New Y ork Stock Exchange since February 14, 2000.

The following table sets forth the high and low sales prices of the Common Stock on the New
York Stock Exchange composite tapes for the applicable periods.

Range

Y ear Quarter High Low

1999 ¢ $ 27-7/8 $ 24-14
2m 29-3/8 23-3/16
3 27-7/8 23-7/8
4h 26 21-1/8

2000 1 24-13/16 20-7/8
2m 24-7/8 21-1/4
3 26-15/16 23-3/16
4th 24-7/8 21-1/8

The following table sets forth the high and low sales prices of the Depositary Shares Each
Representing 1/1,000 of a Share of Equity Stock, Series A on the New York Stock Exchange composite
tapes for the applicable periods.

Range
Year Quarter High Low
2000 1% (a) $ 20-18 $ 18-15/16
ond 22-3/4 19-1/4
3 24-5/8 20-3/8
4th 24 22-1/16

(a) Commencing February 14, 2000.

As of March 13, 2001, there were approximately 21,168 holders of record of the Common Stock
and approximately 15,853 holders of the Depositary Shares Each Representing 1/1,000 of a Share of Equity
Stock, SeriesA.

b. Class B Common Stock

The Class B Common Stock issued in connection with the PSMI Merger (as defined under Item 7
below) has the following characteristics:

The Class B Common Stock (i) beginning on January 1, 2000, participates in
distributions (other than liquidating distributions) at the rate of 97% of the per share
distributions on the Common Stock, provided that cumulative distributions of at least
$.22 per quarter per share have been paid on the Common Stock, (ii) does not participate
in liquidating distributions, (iii) is not entitled to vote (except as expressly required by
Cdlifornialaw) and (iv) automatically converts into Common Stock, on a share for share
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basis, upon the later to occur of FFO per Common Share aggregating $3.00 during any
period of four consecutive calendar quarters or January 1, 2003.

For these purposes:

1 “FFO” means net income (loss) (computed in accordance with GAAP) before (i) gain
(loss) on early extinguishment of debt, (ii) minority interest in income and (iii) gain (loss)
on disposition of real estate, adjusted as follows: (A) plus depreciation and amortization
(including the Company’s pro-rata share of depreciation and amortization of
unconsolidated equity interests and amortization of assets acquired in a merger, including
property management agreements and goodwill), and (B) less FFO attributable to
minority interest. FFO is a supplemental performance measure for equity REITS as
defined by the National Association of Real Estate Investment Trusts, Inc. (“NAREIT”).
The NAREIT definition does not specifically address the treatment of minority interest in
the determination of FFO or the treatment of the amortization of property management
agreements and goodwill. In the case of the Company, FFO represents amounts
attributable to its shareholders after deducting amounts attributable to the minority
interests and before deductions for the amortization of property management agreements
and goodwill. FFO is presented because management, as well as many industry analysts,
consider FFO to be one measure of the performance of the Company and it is used in
establishing the terms of the Class B Common Stock. FFO does not take into
consideration scheduled principal payments on debt, capital improvements, distributions
and other obligations of the Company. Accordingly, FFO is not a substitute for the
Company’s cash flow or net income as a measure of the Company’s liquidity or operating
performance or ability to pay distributions. FFO is not comparable to similarly entitled
items reported by other REITs that do not define it exactly as the Company definesiit.

2. “FFO per Common Share” means FFO less preferred stock dividends (other than
dividends on convertible preferred stock) divided by the outstanding weighted average
shares of Common Stock assuming conversion of all outstanding convertible securities
and the Class B Common Stock.

For these purposes, FFO per share of Common Stock (as defined) was $2.59 for the year ended
December 31, 2000.

Dividends

We have paid quarterly distributions to our shareholders since 1981, our first full year of
operations. Overall distributions of Common Stock for 2000 amounted to $184.1 million which includes a
special distribution declared on August 30, 2000 to common shareholders of record as of September 15,
2000. The specia distribution was paid in cash.

Holders of Common Stock are entitled to receive distributions when and if declared by the
Company’s Board of Directors out of any funds legally available for that purpose. We are required to
distribute at least 95% of our net taxable ordinary income prior to the filing of the Company’s tax return
and 85%, subject to certain adjustments, during the calendar year, to maintain our REIT status for federal
income tax purposes. It isour intention to pay distributions of not less than this required amount.

For Federal tax purposes, distributions to shareholders are treated as ordinary income, capital
gains, return of capital or a combination thereof. For 2000, the dividends paid to the common shareholders
($1.48 per share), on all the various classes of preferred stock, and on Equity Stock, Series A were
characterized as ordinary income and long-term capital gain. The quarterly breakdown is as follows:
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Treatment of dividends paid for 2000

1% Quarter 2" Quarter 39 Quarter 4" Quarter
Ordinary Income 96.10% 95.79% 99.04% 99.96%
Long-term Capital Gain 3.90% 4.21% 0.96% 0.04%
Total 100.00% 100.00% 100.00% 100.00%

In 1999, distributions to common shareholders were $1.53 for common shareholders who elected
stock in a specia dividend declared in 2000 and $1.50 for common shareholders who elected cash in the
special dividend, and were all ordinary income. For 1998, the dividends paid to the common shareholders
(%0.88 per share) and on al the various classes of preferred stock were al ordinary income for the first,
third, and fourth quarter distributions. For the second quarter of 1998, 86.110% of the dividends were
characterized as ordinary income and the remainder was characterized as capital gain.

Equity Stock

The Company is authorized to issue 200,000,000 shares of Equity Stock. The Articles of
Incorporation provide that the Equity Stock may be issued from time to time in one or more series and
gives the Board of Directors broad authority to fix the dividend and distribution rights, conversion and
voting rights, redemption provisions and liquidation rights of each series of Equity Stock.

In January 2000, we issued 4,300,555 depositary shares (2,200,555 shares as part of a special
distribution declared on November 15, 1999 and 2,100,000 shares in a separate public offering) each
representing 1/1,000 of a share of Equity Stock, Series A (“Equity Stock A”). In addition, in the second
quarter of 2000, we issued 52,547 depositary shares of Equity Stock A to arelated party in connection with
the acquisition of real estate facilities. In December 2000, we issued 1,282,500 depositary sharesin a public
offering. The Equity Stock A ranks on a parity with common stock and junior to the Senior Preferred Stock
with respect to general preference rights and has a liquidation amount which cannot exceed $24.50 per
share. Distributions with respect to each depositary share shall be the lesser of: a) five times the per share
dividend on the Common Stock or b) $2.45 per annum (prorated for the year 2000). Except in order to
preserve the Company’s federal income tax status as a REIT, we may not redeem the depositary shares
before March 31, 2005 (proposed to be extended to March 31, 2010). On or after March 31, 2005
(proposed to be extended to March 31, 2000), 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, the
depositary shares will be convertible into common stock on a one for one basis. The depositary shares are
otherwise not convertible into common stock. Holders of depositary shares vote as a single class with our
holders of common stock on shareholder matters, but the depositary shares have the equivalent of one-tenth
of a vote per depositary share. We have no obligation to pay distributions on the depositary shares if no
distributions are paid to common shareholders.

In June 1997, we contributed $22,500,000 (225,000 shares) of equity stock, now designated as
Equity Stock, Series AA (“Equity Stock AA") to a partnership in which we are the general partner. Asa
result of this contribution, we obtained a controlling interest in the partnership and began to consolidate the
accounts of the partnership and therefore the equity stock is eliminated in consolidation. The Equity Stock
AA ranks on a parity with Common Stock and junior to the Senior Preferred Stock with respect to general
preference rights and has a liquidation amount of ten times the amount paid to each Common Share up to a
maximum of $100 per share. Quarterly distributions per share on the Equity Stock AA are egud to the
lesser of (i) 10 times the amount paid per Common Stock or (ii) $2.20. We have no obligation to pay
distributions if no distributions are paid to common sharehol ders.

In November 1999, we sold $100,000,000 (4,289,544 shares) of Equity Stock, Series AAA
(“Equity Stock AAA”") to a newly formed joint venture. We control the joint venture and consolidate the
accounts of the joint venture, and accordingly the Equity Stock AAA is eliminated in consolidation. The
Equity Stock AAA ranks on a parity with common stock and junior to the Senior Preferred Stock (as
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defined below) with respect to general preference rights, and has a liquidation amount equal to 120% of the
amount distributed to each common share. Annual distributions per share are equal to the lesser of (i) five
times the amount paid per common share or (ii) $2.1564. We have no obligation to pay distributions if no
distributions are paid to common shareholders.

Registrant’s Preferred Equity

On October 26, 1992, we completed a public offering of 1,825,000 shares ($25 stated value per
share) of 10% Cumulative Preferred Stock, Series A (“Series A Preferred Stock”). The Series A Preferred
Stock has general preference rights over the Common Stock with respect to distributions and liquidation
proceeds. During 2000, we paid dividends totaling $4,563,000 ($2.50 per preferred share).

On March 25, 1993, we completed a public offering of 2,386,000 shares ($25 stated value per
share) of 9.20% Cumulative Preferred Stock, Series B (“ Series B Preferred Stock”). The Series B Preferred
Stock has general preference rights over the Common Stock with respect to distributions and liquidation
proceeds. During 2000, we paid dividends totaling $5,488,000 ($2.300 per preferred share).

On June 30, 1994, we completed a public offering of 1,200,000 shares ($25 stated value per share)
of Adjustable Rate Cumulative Preferred Stock, Series C (“Series C Preferred Stock”). The Series C
Preferred Stock has general preference rights over the Common Stock with respect to distributions and
liquidation proceeds. During 2000, we paid dividends totaling $2,052,000 ($1.711 per preferred share).

On September 1, 1994, we completed a public offering of 1,200,000 shares ($25 stated value per
share) of 9.50% Cumulative Preferred Stock, Series D (“Series D Preferred Stock”). The Series D
Preferred Stock has general preference rights over the Common Stock with respect to distributions and
liquidation proceeds. During 2000, we paid dividends totaling $2,850,000 ($2.375 per preferred share).

On February 1, 1995, we completed a public offering of 2,195,000 shares ($25 stated value per
share) of 10% Cumulative Preferred Stock, Series E (“Series E Preferred Stock”). The Series E Preferred
Stock has general preference rights over the Common Stock with respect to distributions and liquidation
proceeds. During 2000, we paid dividends totaling $5,488,000 ($2.50 per preferred share).

On May 3, 1995, we completed a public offering of 2,300,000 shares ($25 stated value per share)
of 9.75% Cumulative Preferred Stock, Series F (“Series F Preferred Stock”). The Series F Preferred Stock
has genera preference rights over the Common Stock with respect to distributions and liquidation
proceeds. During 2000, we paid dividends totaling $5,606,000 ($2.437 per preferred share).

On December 13, 1995, we completed a public offering of 6,900,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8-7/8% Cumulative Preferred Stock,
Series G (“Series G Preferred Stock”). The Series G Preferred Stock has general preference rights over the
Common Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends
totaling $15,309,000 ($2.219 per preferred depositary share).

On January 25, 1996, we completed a public offering of 6,750,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8.45% Cumulative Preferred Stock,
Series H (“Series H Preferred Stock™). The Series H Preferred Stock has general preference rights over the
Common Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends
totaling $14,259,000 ($2.112 per preferred share).

On November 1, 1996, we completed a public offering of 4,000,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8-5/8% Cumulative Preferred Stock,
Series | (“Series | Preferred Stock”). The Series | Preferred Stock has general preference rights over the
Common Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends
totaling $8,625,000 ($2.156 per preferred share).
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On August 25, 1997, we completed a public offering of 6,000,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8% Cumulative Preferred Stock, Series J
(“Series J Preferred Stock™).  The Series J Preferred Stock has general preference rights over the Common
Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends totaling
$12,000,000 ($2.00 per preferred share).

On January 19, 1999, we completed a public offering of 4,600,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8-1/4% Cumulative Preferred Stock,
Series K (“Series K Preferred Stock”). The Series K Preferred Stock has general preference rights over the
Common Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends
totaling $9,488,000 ($2.063 per preferred share).

On March 10, 1999, we completed a public offering of 4,600,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8-1/4% Cumulative Preferred Stock,
Series L (“Series L Preferred Stock”). The Series L Preferred Stock has general preference rights over the
Common Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends
totaling $9,488,000 ($2.063 per preferred share).

On August 17, 1999, we completed a public offering of 2,250,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8.75% Cumulative Preferred Stock,
Series M (“Series M Preferred Stock”). The Series M Preferred Stock has general preference rights over
the Common Stock with respect to distributions and liquidation proceeds. During 2000, we paid dividends
totaling $4,922,000 ($2.188 per preferred share).

On January 19, 2001, we completed a public offering of 6,900,000 depositary shares ($25 stated
value per depositary share) each representing 1/1,000 of a share of 8.600% Cumulative Preferred Stock,
Series Q (“Series Q Preferred Stock”). The Series Q Preferred Stock has general preference rights over the
Common Stock with respect to distributions and liquidation proceeds. During 2000, no dividends were
paid.

The Series A through Series M and Series Q Preferred Stock are collectively referred to as the
“Senior Preferred Stock”.
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ITEM 6. Selected Financial Data

For the year ended December 31,
2000(1) 1999 (1) 1998 (1) 1997 (1) 1996 (1)
(In thousands, except per share data)
Revenues:
Rental income $702,779 $627,851 $535,869 $434,008 $294,426
Equity in earnings of real estate entities 36,109 32,183 26,602 17,569 22,121
Interest and other income 18,422 16,700 18,614 17,474 19,829
757,310 676,734 581,085 469,051 336,376
Expenses:
Cost of operations 252,086 216,816 205,835 165,714 94,285
Depreciation and amortization 148,967 137,719 111,799 92,750 64,999
General and administrative 21,306 12,491 11,635 13,462 5,698
Interest expense 3,293 7,971 4,507 6,792 8,482
425,652 374,997 333,776 278,718 173,464
Income before minority interest and disposition gain 331,658 301,737 247,309 190,333 162,912
Minority interest in income (preferred) (24,859) - - - -
Minority interest in income (common) (13,497) (16,006) (20,290) (11,684) (9,363)
Net income before gain on disposition of real estate 293,302 285,731 227,019 178,649 153,549
Gain on disposition of real estate investments 3,786 2,154 - - -
Net income $297,088 $287,885 $227,019 $178,649 $153,549
Per Common Share:
Distributions $1.48 $1.52 $0.88 $0.88 $0.88
Net income - Basic $1.41 $1.53 $1.30 $0.92 $1.10
Net income - Diluted $1.41 $1.52 $1.30 $0.91 $1.10
Weighted average common shares - Basic 131,566 126,308 113,929 98,446 77,117
Weighted average common shares - Diluted 131,657 126,669 114,357 98,961 77,358
Balance Sheet Data:
Total assets $4,513,941 $4,214,385 $3,403,904 $3,311,645 $2,572,152
Total debt $156,003 $167,338 $81,426 $103,558 $108,443
Minority interest (common equity) $167,918 $186,600 $139,325 $288,479 $116,805
Minority interest (preferred OP Units) $365,000 - - - -
Shareholders’ equity $3,724,117 $3,689,100 $3,119,340 $2,848,960 $2,305,437
Other Data:
Net cash provided by operating activities $502,450 $459,177 $372,992 $294,557 $245,361
Net cash used in investing activities $(447,503) $(448,529) $(355,231) $(408,313) $(479,626)
Net cash provided by (used in) financing activities $(20,605) $(6,748) $(7,991) $128,355 $180,685
Funds from operations (2) $452,155 $428,962 $336,363 $272,234 $224,476
(1) During 2000, 1999, 1998, 1997 and 1996, we completed several significant business combinations and equity transactions. See Notes 3 and 10 to the

@

Company’ s consolidated financial statements.

Funds from operations (“FFO”), means net income (loss) (computed in accordance with GAAP) before (i) gain (loss) on early extinguishment of debt, (ii)
minority interest in income and (iii) gain (loss) on disposition of real estate, adjusted as follows: (i) plus depreciation and amortization (including the
Company’s pro-rata share of depreciation and amortization of unconsolidated equity interests and amortization of assets acquired in a merger, including
property management agreements and excess purchase cost over net assets acquired), and (ii) less FFO attributable to minority interest. FFO is a supplemental
performance measure for equity REITs as defined by the National Association of Real Estate Investment Trusts, Inc. (‘“NAREIT”). The NAREIT definition
does not specificaly address the treatment of minority interest in the determination of FFO or the treatment of the amortization of property management
agreements and excess purchase cost over net assets acquired. In the case of the Company, FFO represents amounts attributable to its shareholders after
deducting amounts attributable to the minority interests and before deductions for the amortization of property management agreements and excess purchase
cost over net assets acquired. FFO is presented because management, as well as many analysts, consider FFO to be one measure of the performance of the
Company and it is used in certain aspects of the terms of the Class B Common Stock. FFO does not take into consideration scheduled principal payments on
debt, capital improvements, distributions and other obligations of the Company. Accordingly, FFO is not a substitute for the Company’s cash flow or net
income as a measure of the Company’s liquidity or operating performance or ability to pay distributions. FFO is not comparable to similarly entitled items
reported by other REITs that do not define it exactly as the Company definesiit.
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ITEM 7. M anagement’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with the Company’s consolidated
financial statements and notes thereto.

Forward Looking Statements. When used within this document, the words “expects,” “believes,”
“anticipates,” “should,” “estimates,” and similar expressions are intended to identify “forward-looking statements’
within the meaning of that term in Section 27A of the Securities Exchange Act of 1933, as amended, and in Section
21F of the Securities Exchange Act of 1934, as amended. Such forward-looking statements involve known and
unknown risks, uncertainties, and other factors, which may cause the actual results and performance of the Company
to be materially different from those expressed or implied in the forward looking statements. Such factors include
the impact of competition from new and existing storage and commercial facilities which could impact rents and
occupancy levels at the Company’s facilities; the Company’s ability to evaluate, finance, and integrate acquired and
developed properties into the Company’s existing operations; the Company’s ability to effectively compete in the
markets that it does business in; the impact of the regulatory environment as well as national, state, and local laws
and regulations including, without limitation, those governing Real Estate Investment Trusts; the acceptance by
consumers of the containerized storage concept; the impact of general economic conditions upon rental rates and
occupancy levels at the Company’ s facilities; and the availability of permanent capital at attractive rates.

Overview: The storage industry is highly fragmented and is composed predominantly of numerous local
and regional operators. Competition in the markets in which we operate is significant and is increasing from
additional development of storage facilities in many markets which may negatively impact occupancy levels and
rental rates at the storage facilities. However, we believe that we possess several distinguishing characteristics
which enable us to compete effectively with other owners and operators.

We are the largest owner and operator of storage facilities in the United States with ownership interests as
of December 31, 2000 in 1,361 storage facilities containing approximately 81.3 million net rentable square feet. All
of our facilities are operated under the “Public Storage” brand name, which we believe is the most recognized and
established name in the storage industry. Located in the magjor metropolitan markets of 37 states, our storage
facilities are geographically diverse, giving us national recognition and prominence. This concentration establishes
us as one of the dominant providers of storage space in each market in which we operate and enables us to use a
variety of promotional activities, such as radio advertising as well as targeted discounting and referrals and, to a
lesser extent, television advertising, which are generally not economically viable to our competitors. In addition, we
believe that the geographic diversity of the portfolio reduces the impact from regional economic downturns and
provides a greater degree of revenue stability.

We will continue to focus our growth strategies on: (i) improving the operating performance of our existing
traditional self-storage properties, (ii) increasing our ownership of storage facilities through additional investments,
(iii) improving the operating performance of the containerized storage business and (iv) participating in the growth
of PS Business Parks, Inc. Major elements of these strategies are as follows:

We will continue to focus upon enhancing the operating performance of our existing traditional self-
storage properties, primarily through increases in revenues achieved through the telephone reservation
center and associated marketing efforts.  These increases in revenue levels are expected to result
primarily from increases in realized rent per occupied square foot rather than significant increases in
occupancy levels.

We expect to continue our storage facility development program. Over the past three years, the
Company and related development joint ventures opened a total of 70 storage facilities at a cost of
approximately $334 million, with 4,475,000 net rentable square feet. The Company and a related
development joint venture partnership have a total of 110 projects identified for openings after
December 31, 2000 at a total cost of $628 million. These 110 projects (which includes Combination
Facilities) are comprised of 53 storage facilities for which we have acquired the land at December 31,
2000 (total estimated costs upon completion of $368 million), 25 storage facilities identified for which
we have not acquired the land (estimated costs upon completion of approximately $174 million) and
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32 expansions of existing self-storage facilities (total estimated costs upon completion of $86 million).
Generally, the construction period takes nine to 12 months, followed by an 18 to 24 month fill-up
process. Throughout the fill-up period, we experience earnings dilution to the extent of our interest in
the devel oped properties.

We will acquire facilities from third parties and affiliated entities when appropriate. During 2000, we
acquired atotal of 8 storage properties and two commercial properties from third parties. In addition,
during 2000, we acquired 4 storage properties as well as the remaining partnership interest in 13
properties that we did not already own from affiliated entities. We believe that our national telephone
reservation system and marketing organization present an opportunity for increased revenues through
higher occupancies of the properties acquired, as well as cost efficiencies through greater critical mass.

We will continue to focus on improving the operations of the containerized storage operations. The
Company is developing facilities that combine containerized storage and traditional self-storage
(“Combination Facilities”) which will replace existing third-party leased facilities and reduce third-
party lease expense. We believe that Combination Facilities offer efficiencies and a more effective
method to meet customers’ needs than a stand-alone containerized storage facility. We expect that,
upon completion of our combination facility development program, substantially all of the
containerized storage facilities will be operated in Combination Facilities.

Through our investment in PS Business Parks, Inc., we will continue to participate in the growth of
this company’ s investment in approximately 140 commercial properties.

Results of Operations

Net income and earnings per common share: Net income for 2000, 1999 and 1998 was $297,088,000,
$287,885,000 and $227,019,000 respectively. The increase in net income was primarily the result of improved
property operations, reduced operating losses from the containerized storage business, and the acquisition of
additional real estate investments during 1999 and 2000 (including the acquisition of Storage Trust). The impact of
these items was offset partially by an increased allocation of income to minority interests (as a result of the issuance
of preferred operating partnership units, referred to below) combined with an increase in general and administration
expense.

During 2000, our capital raising activities included the issuance of approximately $365.0 million in
preferred operating partnership units in one of our controlled partnerships. Unlike distributions to preferred
shareholders, distributions to preferred unitholders are presented as minority interest in income and a reduction in
computing the Company’s net income. As a result of these preferred distributions, minority interest in income
increased $24,859,000 in the year ended December 31, 2000 as compared to 1999 and 1998.

Net income allocable to common shareholders for 2000, 1999 and 1998 was $185,908,000, $193,092,000
and $148,644,000, respectively. On a diluted basis, net income was $1.41 per common share (based on weighted
average shares outstanding of 131,657,000) for 2000, $1.52 per common share (based on weighted average shares
outstanding of 126,669,000) for 1999 and $1.30 per common share (based on weighted average shares outstanding
of 114,357,000) for 1998. The decrease in net income per common share in 2000 as compared to 1999 reflects the
inclusion of 6,790,000 common equivalent shares related to the Company’s Class B common shares in 2000, but not
in 1999 or 1998, as described more fully below. The decrease in net income per share also includes increased
dilution from uninvested proceeds from the Company’s issuance of fixed-rate preferred securities, increased dilution
from development activities, increased general and administrative expense, and the impact of the Company’s
issuance of the Equity Stock, Series A. These factors were offset partially by improved property operations and
reduced operating losses from the containerized storage business. The increase in net income per share for 1999
compared to 1998 was principally the result of improved real estate operations and the impact of decreased
operating losses of the containerized storage business.
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In computing net income allocable to common shareholders for each period, aggregate dividends paid to
the holders of the Equity Stock, Series A and preferred equity securities have been deducted in determining net
income allocable to the common shareholders. Distributions paid to the holders of the Equity Stock, Series A
totaled $11,042,000 in 2000 (none in 1999 or 1998). Distributions paid to preferred shareholders totaled
$100,138,000 in 2000, $94,793,000 in 1999 and $78,375,000 in 1998.

Commencing January 1, 2000, the Company’s 7,000,000 Class B common shares outstanding began to
participate in distributions of the Company’s earnings. Distributions per share of Class B common stock are equal
to 97% of the per share distribution paid to the Company’s regular common shares. As aresult of this participation
in distributions of earnings, for purposes of computing net income per common share, the Company began to
include 6,790,000 (7,000,000 x 97%) Class B common shares in the weighted average common equivalent shares
effective January 1, 2000. Weighted average diluted shares for the years ended 1998 and 1999 do not include any
shares with respect to the Class B common stock as these shares did not participate in distributions of the
Company’s earnings prior to January 1, 2000.

Real Estate Operations

Self - Storage Operations: Our self-storage operations are by far the largest component of our operations,
representing approximately 86% of total revenues generated during 2000. At the end of 1997, we had a total of 894
self-storage facilities included in our consolidated financial statements. Since that time we have increased the
number of self-storage facilities by 353 (1998 - 57 facilities, 1999 - 250 facilities and 2000 - 46 facilities). Asa
result of significant acquisitions of self-storage facilities in each of the past three years, year over year comparisons
as presented on the consolidated statements of income with respect to our self-storage operations are not meaningful.

To enhance year over year comparisons, the following table summarizes the operating results (before
depreciation) of (i) the 891 self-storage facilities that are reflected in the financial statements for the entire three
years ended December 31, 2000 (the “Consistent Group”) and (ii) al other self-storage facilities for which
operations were not reflected in the financia statements for the entire three years ended December 31, 2000 (the
“Other Facilities”):
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Sdf - storage oper ations: Y ear Ended December 31,

Y ear Ended December 31,

Percentage Percentage
2000 1999 Change 1999 1998 Change
(Dollar amounts in thousands, except rents per square foot)
Rental income (a):
ConSiStent GroUP........coeerveeereeierenenereeesieeees $508,878 $487,942 4.3% $487,942 $468,673 4.1%
Other FaCilitieS.......cvrvreeieirieeseereeee 144,646 104,677 38.2% 104,677 19,618 433.6%
653,524 592,619 10.3% 592,619 488,291 21.4%
Cost of operations:
CoNnSiStent GroUP. .....c.cvveerveeireeierenenereeesieees 155,458 146,931 5.8% 146,931 143,068 2.7%
Other FaCilitieS.....c.cvrvreeeieirieeeeereee e 55,004 37,550 46.5% 37,550 6,308 495.3%
210,462 184,481 14.1% 184,481 149,376 23.5%
Net operating income:
CoNnSIStENt GroUP. .....ccvveeerreeireeiererierereeiesieee s 353,420 341,011 3.6% 341,011 325,605 4.7%
Other FaCilitieS.....ovovrvveeesei e 89,642 67,127 33.5% 67,127 13,310 404.3%
443,062 408,138 8.6% 408,138 338,915 20.4%
Depreciation and Amortization................... 141,425 131,118 7.9% 131,118 103,045 27.2%
Operating INCOME .......cvevereerrreririeeeeeieeenens $301,637 $277,020 8.9% $277,020 $235,870 17.4%
Consistent Group data:
GroSS MAGiN ..c.coveireeereeesiec e 69.5% 69.9% (0.49)% 69.9% 69.5% 0.4%
Weighted average:
OCCUPANCY ... eveeeeerereenesienesesseseseeseseeeseene s 91.9% 92.1% (0.2% 92.1% 92.1% 0.0%
Realized annual rent per square foot (b)..... $10.14 $9.69 4.6% $9.69 $9.29 4.3%
Scheduled annual rent per square foot ....... $11.18 $10.30 8.5% $10.30 $10.08 2.2%
Number of self-storage facilities (at end of period):
ConSIStENt group ..o.veveeeeeeeceie e 891 891 0.0% 891 891 0.0%
Other FaCilities.......ocvevverrreeeree e 356 310 14.8% 310 60 416.7%
Net rentable sg. ft. (at end of period):
CoNSIStENt GroUP -...cveeeeeeereeeereeee e 52,566 52,566 0.0% 52,566 52,566 0.0%
Other FaCilities.......coovevveeereeree e 22,004 18,903 16.4% 18,903 4,543 316.1%

(@ Renta income includes late charges and administrative fees. For the Consistent Group late charges and administrative fees
in aggregate totaled $18,816,000, $18,825,000 and $18,730,000 for 2000, 1999 and 1998, respectively.

(b) Readlized annual rent per square foot is computed by annualizing rental income excluding late charges and administrative
fees divided by the weighted average occupied square footage for the period.

The Consistent Group of facilities experienced increased revenues in 2000 and 1999 of 4.3% and 4.1%,
respectively, as compared to the preceding year. The 4.3% increase in revenues in 2000 as compared to 1999 was
caused primarily by a 4.6% increase in realized rent per occupied square foot, offset by a 0.2% reduction in average
occupancy levels. Similarly, the 4.1% increase in revenues in 1999 as compared to 1998 was caused primarily by a
4.3% increase in realized rent per occupied square foot, with no change in average occupancy levels.

Over the past severa months, we have increased scheduled rents (rental rates charged to new customers)
throughout the portfolio. Scheduled rental rates for the Consistent Group of facilities are approximately 14.5%
higher as of December 31, 2000 than they were at the same time last year. We are currently evaluating the impact of
higher rental rates on our move-in and move-out activity. In addition, we are evaluating market supply and demand
factors and based on these analysis we may adjust rental rates further, either increasing or decreasing them.
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As indicated above, the scheduled rental rates are the rates being charged to new customers. The rental
rates charged to our existing customer base, is on average, less than the current scheduled rates. For 2000, the
average realized rental rate per square foot was approximately $1.04 or 9.3% below current scheduled rents. Our
rental agreements are generally on a month-by-month basis giving us the flexibility to increase rates to our existing
customers. During the first quarter of fiscal 2001, we began to implement higher rental rates to our existing
customer base. The amount of increase will depend on a number of factors and may not result in rental rates equal
to the level of scheduled rental rates. There can be no assurance that higher rental rates will not adversely affect our
occupancies.

Cost of operations includes al direct and indirect costs of operating, marketing and managing the facilities.
The following table summarizes major operating expenses with respect to the Consistent Group (in thousands):

2000 1999 1998

Payroll expense $43,833 $42,637 $42,152
Property taxes 44,028 44,294 44,356
Repairs and maintenance 14,964 12,193 12,033
Advertising 8,148 7,161 4,940
Telephone reservation center costs 9,159 7,520 6,748
Other 35,326 33,126 32,839

$155,458 $146,931 $143,068

Increases in advertising cost are principaly due to expanded yellow page advertising in telephone
directories. Promotional advertising is an important part of our operational strategy. Our advertising activities have
increased customer call volume into our national reservation system, where one of our representatives discusses
with the customer space requirements, price and location preferences and also informs the customer of other
products and services provided by the Company and its subsidiaries. During 2000, call volume averaged
approximately 200,000 calls per month, as compared to approximately 185,000 and 180,000 in 1999 and 1998,
respectively.

While there can be no assurance, we do not believe that the power crisis experienced currently in California
will have any material impact upon our operations; for the year ended December 31, 2000, total Consistent Group
utility expense was less than 2% of total revenues.

Telephone reservation center costs have increased due to the expansion of our telephone reservation
system. During 2000, we opened our second call center in Plano, Texas. In connection with the national telephone
reservation system, we implement various pricing and promotional discount strategies designed to increase rental
activity. For the Consistent Group promotional discounts (which are included as a reduction to gross rents to arrive
at rental income) were $13,372,000 in 2000, $14,374,000 in 1999, and $14,735,000 in 1998.

During the past three years, we have opened 30 newly developed facilities (24 in 2000, 6 in 1999 and none
in 1998) with a total cost of approximately $145.7 million. Included in the above table, under the caption “Other
Facilities’, are revenues of $3,870,000 and $4,000 for 2000 and 1999, respectively, and cost of operations of
$2,980,000 and $38,000 for 2000 and 1999, respectively, with respect to these facilities.

Due to the fill-up nature of a newly developed self-storage facility, our earnings have been negatively
impacted by our development activities. Unlike many other types of real estate, we do not pre-lease our storage
space prior to the opening of a newly developed facility. Generally, it takes approximately 24 months for a newly
developed facility to reach a stabilized occupancy level of 90%. At this stabilized occupancy level, operating costs
represent approximately 30% of stabilized rental revenues. Since the operating costs are substantially fixed in
nature, a newly developed facility will not reach a break-even operating cash flow until it achieves an occupancy
level of approximately 30%. At December 31, 2000, the 30 newly developed facilities had an average occupancy
level of approximately 40%. We expect that over at least the next twelve months our development activities will
continue to have a negative impact to our earnings as additional newly developed facilities are opened. See
“Liquidity and Capital Resources — Acquisition and Development of Facilities.”
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During 2000, the Company acquired 12 operating self-storage facilities for an aggregate cost of $61.2
million. Included in the above table for 2000, under the caption “ Other Facilities’, are revenues of $2,442,000 and
cost of operations of $790,000 with respect to these facilities.

As described in Note 3 to the financial statements, on September 15, 2000, we acquired the remaining
ownership interests in a partnership of which we are the general partner, for an aggregate acquisition cost of $81.2
million, consisting of cash of $66.8 million and the reduction of our pre-existing investment in the amount of $14.4
million. Included in the above table, under the caption “Other Facilities’, for 2000 are revenues of $3,242,000 and
cost of operations of $1,051,000, with respect to these facilities.

Commercial Property Operations. Commercia property operations included in the consolidated financial
statements include commercia space owned by the Company and Consolidated Entities. Effective April 1, 1998,
our investment in PSB is accounted for on the equity method of accounting, and accordingly our share of PSB’s
earnings is reflected as “ Equity in earnings of real estate entities.”

During 2000, we acquired two commercia facilities (which are expected to be converted into storage
facilities) for an aggregate cost of $5,930,000. Included within commercia property operations for 2000 with
respect to these facilities was revenues of $475,000 and cost of operations of $131,000.

The following table sets forth the historical commercial property amounts included in the financial
statements:

Commercial Property Operations:

Y ear Ended December 31, Y ear Ended December 31,
2000 1999 Change 1999 1998 Change
(Amounts in thousands)
Rental income .......cccecvvvennee $11,341 $8,204 38.2% $8,204 $23,112 (64.5)%
Cost of operations..........cc.cceeeanene 3,826 2,826 35.4% 2,826 7,951 (64.5%
Net operating income............. 7,515 5,378 39.7% 5,378 15,161 (64.5)%
Depreciation expense............. 2,291 1,686 35.9% 1,686 4,437 (62.0)%
Operating income................... $5,224 $3,692 41.5% $3,692 $10,724 (65.6)%

From the time of PSB’s formation through March 31, 1998, we consolidated the accounts of PSB in our
financial statements. During the second quarter of 1998, our ownership interest in PSB was reduced below 50%
and, as aresult, we no longer had a controlling interest in PSB. Accordingly, effective April 1, 1998, we no longer
include the accounts of PSB in the consolidated financial statements and have accounted for our investment using
the equity method. For all periods after March 31, 1998, the income statement includes our share of income in PSB.
Further, commercial property operations for the periods after March 31, 1998 reflect only the commercia property
operations of facilities owned by us which have both storage and commercial use combined at the same property
location.

Containerized Storage Operations

In August 1996, Public Storage Pickup & Delivery (“PSUD”), a subsidiary of the Company, made its initial
entry into the containerized storage business through its acquisition of a single facility operator located in Irvine,
California. At December 31, 2000, PSPUD operated 41 facilities in 13 states. The facilities are located in major
markets in which we have significant market presence with respect to our traditional storage facilities.

Due to the start-up nature of the business, PSPUD incurred operating losses totaling approximately $5.1

million, $7.4 million, and $28.4 million for the years ended December 31, 2000, 1999 and 1998, respectively,
summarized as follows:
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Containerized storage:

Y ear Ended December 31, Dollar Y ear Ended December 31, Dollar
2000 1999 Change 1999 1998 Change
(Dollar amounts in thousand)
Rental and other income ...........ccccvvenene. $37,914 $27,028 $10,886 $27,028 $24,466 $2,562
Cost of operations:

Direct operating COStS........ccovvveeene. 27,849 18,397 9,452 18,397 24,902 (6,505)

Marketing and advertising................. 1,283 1,333 (50) 1,333 9,206 (7,873)

Facility lease expense.......ccccoccveenne 8,666 9,779 (1,113) 9,779 14,400 (4,621)

Total cost of operations................. 37,798 29,509 8,289 29,509 48,508 (18,999)
Operating gain (l0ss) prior to

depreciation ........coeevveeeerereenenenes 116 (2,481) 2,597 (2,481) (24,042) 21,561

Depreciation expense (a) ........coeeevene 5,251 4,915 336 4,915 4,317 598

Operating [0SSES ......vcvvreveeerereree e $(5,135) $(7,396) $2,261 $(7,396) $(28,359) $20,963

(a) Depreciation for 2000 includes $450,000 with respect to real estate assets.

Rental and other income includes monthly rental charges to customers for storage of the containers and
service fees charged for pickup and delivery of containers to customers homes. Rental income increased to
$37,914,000 in 2000 as compared to $27,028,000 in 1999 as a result of higher per container rents and an increase in
occupied containers. Rental income increased to $27,028,000 in 1999 compared to $24,466,000 in 1998 principally
as aresult in increases in the number of occupied containers. At December 31, 2000, there were approximately
59,443 occupied containers compared to 57,405 at December 31, 1999 and 48,360 at December 31, 1998.

Direct operating costs principally includes payroll, equipment lease expense, utilities and vehicle expenses
(fuel and insurance). In addition, during 2000, included in direct operating costs was $1,853,000 expensed due to
the obsolescence of containers.

Marketing and advertising expense decreased to $1,333,000 in 1999 from $9,206,000 in 1998 primarily due
to the curtailment of television advertising in the second half of 1998.

Substantialy all of the facilities in which PSPUD operates are leased from third parties. Over the past three
years, facility lease expense has continued to decrease ($8,666,000 in 2000, $9,779,000 in 1999, and $14,400,000 in
1998). The reduction from 1999 to 2000 is principally the result of moving the operations from leased facilities to
wholly-owned facilities, and thus eliminating the lease expense paid to third parties. The reduction from 1998 to
1999 is principally the result of the reduction in the number of facilities being operated.

At December 31, 2000, 25 of the 41 containerized storage facilities are leased from third parties. We
anticipate developing 45 combination facilities (which includes 14 storage facilities that are being converted to
combination facilities) that combine self-storage and containerized storage space in the same location. These
facilities are expected to replace 22 of the leased facilities during 2001. We expect that an increasing part of the
containerized storage business will be operated from this type of facility. To the extent that these developed
combination facilities replace existing third-party leased facilities, |ease expense should continue to be reduced.

The containerized storage operations may continue to adversely impact the Company’ s future earnings and

cash flows. There can be no assurance as to the level of the containerized storage business's expansion, level of
gross rentals, level of move-outs or profitability.
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Equity in earnings of real estate entities: In addition to our ownership of equity interests in PSB, we had
genera and limited partnership interests in 11 limited partnerships at December 31, 2000 (PSB and the limited
partnerships are collectively referred to as the “Unconsolidated Entities’). Due to our limited ownership interest and
control of these entities, we do not consolidate the accounts of these entities for financia reporting purposes, and
account for such investments using the equity method.

Equity in earnings of real estate entities for the year ended December 31, 2000 consists of our pro rata share
of the Unconsolidated Entities based upon our ownership interest for the period. Similar to the Company, the
Unconsolidated Entities (other than PSB) generate substantially all of their income from their ownership of storage
facilities, which we manage. In the aggregate, the Unconsolidated Entities (including PSB) own a total of 254 real
estate facilities, 114 of which are storage facilities. The following table sets forth the significant components of
equity in earnings of real estate entities:

Historical summary: Y ear Ended December 31, Dollar Y ear Ended December 31, Dollar

2000 1999 Change 1999 1998 Change

(Amounts in thousands)

Property operations:

PSB .o $42,562 $35,623 $6,939 $35,623 $23,301 $12,322
Development Joint Venture.... 4,541 2,346 2,195 2,346 729 1,617
Other investments — primarily storage........... 16,724 18,036 (1,312) 18,036 20,329 (2,293)
63,827 56,005 7,822 56,005 44,359 11,646
Depreciation:
PSB .o (14,672) (12,130) (2,542) (12,130) (7,303) (4,827)
Development Joint Venture..........ccccceeeevenene. (1,887) (1,320) (567) (1,320) (564) (756)
Other investments — primarily storage .......... (5,266) (6,271) 1,005 (6,271) (6,017) (254)
(21,825) (19,721) (2,104) (19,721) (13,884) (5,837)
Other: (1)
PSB (2) .ot (7,150) (4,505) (2,645) (4,505) (1,220) (3,285)
Development Joint Venture 40 153 (113) 153 97 56
Other investments — primarily storage........... 1,217 251 966 251 (2,750) 3,001
(5,893) (4,101) (1,792) (4,101) (3,873 (228)
Total equity in earnings of real estate entities.. $36,109 $32,183 $3,926 $32,183 $26,602 $5,581

1)

2

“Other” reflects the Company’s share of general and administrative expense, interest expense, interest income, and other non-
property, non-depreciation related operating results of these entities.

During 2000, the company also recorded its pro-rata share of gain on disposition of real estate investments totaling $3,210,000.
This gain is included in the line item “Gain on disposition of real estate and real estate investments’ on our consolidated
statements of income.

The increase in 2000 equity in earnings as compared to 1999 is principaly the result of improved
operations of PSB, offset partialy by the impact of certain business combinations occurring in 2000 and 1999
whereby we obtained a controlling interest in certain entities and began to include the accounts of such entitiesin the
consolidated financial statements. Prior to the inclusion of these entities in the consolidated financial statements, we
used the equity method to report our share of the entities’ earnings. Equity in earnings of real estate entities includes
income of $866,000, $3,539,000, and $1,034,000 for 2000, 1999 and 1998, respectively, with respect to investments
which no longer existed at December 31, 2000.

The increase in 1999 equity in earnings of real estate entities compared to 1998 is principally the result of
improved operations of PSB, as well as the impact of the deconsolidation of PSB effective April 1, 1998 whereby
1999's equity in earnings includes afull year with respect to our interest in the operations of PSB, and 1998 includes
nine months of such interest. The increase is partialy offset by the impact of certain business combinations
occurring in 1998 and 1999 whereby we acquired a controlling interest in certain entities and began to include the
accounts of such entities in the consolidated financial statements. Prior to the inclusion of these entities in the
consolidated financial statements, we used the equity method to report our share of the entities' earnings.
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Equity in earnings of PSB represents our pro rata share (approximately 42%) of earnings of PS Business
Parks, Inc., a publicly traded real estate investment trust. As of December 31, 2000, we owned 5,418,273 common
shares and 7,305,352 operating partnership units (units which are convertible into common shares on a one-for-one
basis) in PSB. PSB is a publicly traded real estate investment trust organized by the Company on January 2, 1997.
At December 31, 2000, PSB owned 140 properties located in 9 states. PSB also manages the commercia properties
owned by the Company and affiliated entities

In April 1997, we formed ajoint venture partnership (the “ Development Joint Venture”) with an institutional
investor to participate in the development of approximately $220 million of storage facilities. The venture is funded
solely with equity capital consisting of 30% from the Company and 70% from the institutional investor. Equity in
earnings from the Development Joint Venture reflects our pro rata share, based upon our ownership interest, of the
operations of the Development Joint Venture. Since inception through December 31, 2000, the Development Joint
Venture has developed and opened 47 storage facilities with an aggregate cost of approximately $231.5 million.
Generally the construction period takes nine to 12 months followed by a 18 to 24 month fill-up process until the
newly constructed facility reaches a stabilized occupancy level of approximately 90%. For fiscal 1997, 1998, and
1999, the mgjority of the completed facilities are in the fill-up process and had not reached a stabilized occupancy
level. We expect that our earnings with respect to our investment in the Devel opment Joint Venture will continue to
increase in 2001 as compared to 2000 as the existing properties continue to fill up.

During the first six months of fiscal 2000, we acquired controlling interests in certain entities. As a result
of our ownership and control, we began to consolidate the accounts of these entities into our financial statements.
Since we no longer account for our investment using the equity method, equity in earnings with respect to the
“Other partnerships’ has decreased in 2000 as compared 1999.

Other Income and Expense |tems

Interest and other income: Interest in other income includes (i) the net operating results from our property
management operations, (ii) merchandise sales and consumer truck rentals and (iii) interest income.

Interest and other income has increased in 2000 as compared to 1999 principally as a result of higher cash
balances invested in interest bearing accounts. Higher cash balances are primarily due to our issuance of preferred
operating partnership unitsin 2000 and the timing of investing the proceeds into real estate assets.

Depreciation and amortization: Depreciation and amortization expense was $148,967,000 in 2000,
$137,719,000 in 1999 and $111,799,000 in 1998. Depreciation expense with respect to the real estate facilities was
$134,857,000 in 2000, $123,495,000 in 1999 and $98,173,000 in 1998; the increases are due to the acquisition of
additional real estate facilities in 1998 through 2000. Depreciation expense with respect to non real estate assets,
primarily depreciation of equipment associated with the containerized storage operations, was $4,801,000 in 2000,
$4,915,000 in 1999 and $4,317,000 in 1998. Amortization expense with respect to intangible assets totaled
$9,309,000 for each of the three years ended December 31, 2000.

General and administrative expense: General and administrative expense was $21,306,000 in 2000,
$12,491,000 in 1999 and $11,635,000in 1998. Genera and administrative costs for each year principally consist of
state income taxes, investor relation expenses, certain overhead associated with the acquisition and development of
real estate facilities, and overhead associated with the containerized storage business. The increase includes an
expansion in our product research and development efforts, as well as costs associated with lease terminations on
leased containerized storage facilities which were replaced by newly-developed facilities, and increased consulting
fees. The total amount of such expenses was approximately $5,963,000 in 2000 and $1,291,000 in 1999 (none in
1998). In addition, during 2000, we experienced an increase in costs relating to our development activities of
approximately $1,447,000 when compared to 1999.
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Although we expect that our general and administrative expense for fiscal 2001 will be less than what we
experienced in 2000 we expect to exceed the level of general and administrative expense experienced in 1999 due to
the following: (i) the growth in the size of the Company, (ii) additional lease termination cost with respect to the
leased containerized storage facilities, and (iii) Company’s property acquisition and development activities have
continued to expand, resulting in certain additional costs incurred in connection with the acquisition of additional
real estate facilities.

Interest expense: Interest expense was $3,293,000 in 2000, $7,971,000 in 1999 and $4,507,000 in 1998.
Debt and related interest expense remain relatively low compared to our overall asset base. The decrease in interest
expense in 2000 compared to 1999 is principally the result of increased capitalized interest. Capitalized interest
expense totaled $9,778,000 in 2000, $4,509,000 in 1999 and $3,481,000 in 1998 in connection with our
development activities.

The combined interest expense and capitalized interest was $13,071,000 in 2000, $12,480,000 in 1999 and
$7,988,000 in 1998. The increase in 2000 as compared to 1999 is due to the carrying the $100 million of notes
payable assumed in the merger with Storage Trust for one full year in 2000 compared to 8.5 months during 1999,
partially offset by regular principal amortization. The increase in 1999 as compared to 1998 is due to the $100
million of notes payable assumed in the merger with Storage Trust.

Minority interest in income: Minority interest in income represents the income allocable to equity interests
in Consolidated Entities, which are not owned by the Company. Since 1990, we have acquired portions of these
equity interests through our acquisition of limited and general partnership interests in the Consolidated Entities.
These acquisitions have resulted in reductions to the “Minority interest in income” from what it would otherwise
have been in the absence of such acquisitions, and accordingly, have increased our share of the Consolidated
Entities’ income.

In fiscal 1999 and 1998, we acquired sufficient ownership interest and control in various partnerships and
commenced including the accounts of these partnerships in the consolidated financial statements, resulting in an
increase in minority interest in income. The increase in minority interest in income in 2000 compared to 1999 is
primarily related to the issuance of preferred operating partnership unitsin one of our consolidated partnerships (see
Note 8 to the consolidated financial statements). The decrease in minority interest in income in 1999 compared to
1998 is the result of the deconsolidation of PSB, partially offset by the consolidation of additional partnerships.

In determining income allocable to the minority interest for 2000, 1999 and 1998 consolidated depreciation
and amortization expense of approximately $7,138,000, $9,294,000 and $12,022,000, respectively, was allocated to
the minority interest. The changes in depreciation allocated to the minority interest were principaly the result of the
factors denoted above with respect to minority interest in income.

Supplemental Property Data and Trends

At December 31, 2000, there were approximately 46 ownership entities owning in aggregate 1,361 storage
facilities, including the facilities which we own and/or operate. At December 31, 2000, 114 of these facilities were
owned by Unconsolidated Entities, entities in which we have an ownership interest and use the equity method for
financial statement presentation. The remaining 1,247 facilities are owned by the Company and Consolidated
Entities.
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The following table summarizes our investment in real estate facilities as of December 31, 2000:

Number of Facilitiesin which the Net Rentable Square Footage
Company has an ownership interest (in thousands)

Storage Commercial Storage Commercial
Facilities Properties Totd Facilities Properties Totd
Wholly-owned facilities 618 6 624 37,853 394 38,247
Facilities owned by Consolidated Entities 629 - 629 36,717 - 36,717
Total consolidated facilities 1,247 6 1,253 74,570 394 74,964
Facilities owned by Unconsolidated Entities 114 140 254 6,732 12,626 19,358

Total facilitiesin which the Company has an

ownership interest 1,361 146 1,507 81,302 13,020 94,322

In order to evaluate how our overall portfolio has performed, we analyze the operating performance of a
consistent group of storage facilities representing 949 (55.2 million net rentable square feet) of the 1,361 storage
facilities (herein referred to as “Same Store” storage facilities). The 949 facilities represent a consistent pool of
properties which have been operated under the “Public Storage” name, at a stabilized level, by the Company since
January 1, 1994. From time to time, we remove facilities from the “Same Store” pool as a result of expansions,
dispositions or other activities which make such facilities’ results not comparable to previous periods.

The Same Store group of properties includes 82 facilities that are not consolidated in the financial
statements. Accordingly, rental income and cost of operations with respect to these 82 facilities are not reflected on
the consolidated statements of income. As of December 31, 2000, the remaining 867 facilities are included in the
consolidated financial statements, however, many of them were not included in the consolidated financial
statements throughout each of the three years presented. The following table summarizes the pre-depreciation
historical operating results of the Same Store storage facilities:

Same Store storage facilities:
(historical property operations)

Y ear Ended December 31, Percentage Y ear Ended December 31, Percentage
2000 1999 Change 1999 1998 Change
(Dollar amounts in thousands except rent per square foot)

Rental income (1) ...ccvvveeereeieeenerceiene $547,904 $524,880 4.4% $524,880 $503,274 4.3%
Cost of operations (2) .....ccccceeeerereneerenn 164,197 154,974 6.0% 154,974 151,604 2.2%
Net operating income............coevevevevenene $383,707 $369,906 3.7% $369,906 $351,670 5.2%
Gross profit margin (3)......cccceeeeeeererenne 70.0% 70.5% (0.5)% 70.5% 69.9% 0.6%
Weighted Average:
OCCUPENCY ...cvvieeieirieenesisieieneesenenens 92.3% 92.5% (0.2)% 92.5% 92.5% 0.0%
Realized annual rent per sq. ft (4)....... $10.36 $9.89 4.8% $9.89 $9.46 4.5%
Scheduled annual rent per sg. ft.......... $11.46 $10.50 9.1% $10.50 $10.20 2.9%

1. Renta income includes late charges and administrative fees that in aggregate totaled $19,937,000 in 2000, $19,908,000 in
1999, and $19,874,000 in 1998.
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2. Cost of operations consists of the following:

2000 1999 1998

Payroll expense $46,460 $45,293 $44,807
Property taxes 46,234 46,279 46,833
Repairs and maintenance 15,827 12,933 12,874
Advertising 8,632 7,501 5,187
Telephone reservation center costs 9,560 7,888 7,071
Utilities 11,944 11,646 11,625
Other 25,540 23,434 23,207

$164,197 $154,974 $151,604

3. Gross profit margin is computed by dividing property net operating income (before depreciation expense) by rental

revenues.

4. Realized annual rent per square foot is computed by annualizing rental income excluding late charges and administrative
fees divided by weighted average occupied square footage for the year.

In early 1996, we implemented a national telephone reservation system designed to provide added customer
service for al the storage facilities under management. We believe that the improved operating results, as indicated

in the above table, in large part are due to the success of the national telephone reservation system.

Rental income for the Same Store facilities was net of promotional discounts totaling $14,035,000 in 2000

compared to $14,830,000 in 1999 and $15,048,000 in 1998.

The storage facilities experience minor seasonal fluctuations in occupancy levels with occupancies
generaly higher in the summer months than in the winter months. The Company believes that these fluctuations

result in part from increased moving activities during the summer.
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Same-Store Operating Trends by Region (Dollar amounts in thousands, except weighted average amounts)

Northern California Southern California Texas Florida Illinois Other states Total
% change % change % change % change % change % change % change
from prior from prior from prior from prior from prior from prior from prior
Amount year Amount year Amount year Amount year Amount year Amount year Amount year

Rental income:

2000 $82,081 5.3% $105,848 7.5% $46,242 1.4% $32,664 3.2% $38,592 4.9% $242,477 3.4% $547,904 4.4%

1999  $77,973 2.9% $98,460 8.2% $45,601 2.1% $31,649 2.4% $36,779 6.0% $234,418 3.6% $524,880 4.3%

1998  $75,771 10.2% $90,978 10.1% $44,670 6.0% $30,896 6.0% $34,709 9.5% $226,250 5.9% $503,274 7.6%
Cost of operations:

2000  $19,033 6.9% $24,485 7.8% $18,097 1.0% $11,588 3.7% $14,366 6.9% $76,628 6.5% $164,197 6.0%

1999 $17,803 1.2% $22,711 2.1% $17,915 4.4% $11,177 3.2% $13,437 (5.5)% $71,931 3.5% $154,974 2.2%

1998 $17,598 9.8% $22,252 7.6% $17,166 11.7% $10,835 5.8% $14,222 7.0% $69,531 5.0% $151,604 6.9%
Net operating income:

2000 $63,048 4.8% $81,363 7.4% $28,145 1.7% $21,076 3.0% $24,226 3.8% $165,849 2.1% $383,707 3.7%

1999  $60,170 3.4% $75,749 10.2% $27,686 0.7% $20,472 2.0% $23,342 13.9% $162,487 3.7% $369,906 5.2%

1998  $58,173 10.4% $68,726 11.0% $27,504 2.7% $20,061 6.1% $20,487 11.2% $156,719 6.3% $351,670 7.8%
Weighted avg. occupancy:

2000 94.60% 1.4% 95.70% 0.8% 90.40% (1.6)% 89.40%  (0.7)% 91.80% (0.8)% 91.50% (0.4)% 92.30% (0.2)%

1999 93.20% (1.5)% 94.90% 0.6% 92.00% (0.6)% 90.10%  (0.5)% 92.60% (0.1)% 91.90% 0.3% 92.50% 0.0%

1998 94.70% (1.49)% 94.30% 2.8% 92.60% 0.7% 90.60% 0.6% 92.70% 0.8% 91.60% 0.7% 92.50% 0.8%
Weighted avg. annual realized rents per occupied sq. ft.:

2000 $13.14 3.9% $12.70 6.7% $7.30 3.5% $8.94 4.2% $11.49 5.8% $9.68 4.0% $10.36 4.8%

1999 $12.65 4.8% $11.90 7.9% $7.05 2.9% $8.58 2.8% $10.86 6.1% $9.31 3.2% $9.89 4.5%

1998 $12.07 12.3% $11.03 7.6% $6.85 5.5% $8.35 5.4% $10.24 8.2% $9.02 5.3% $9.46 6.9%
Number of

facilities 121 136 107 70 56 459 949

32



Liquidity and Capital Resources

We believe that our internally generated net cash provided by operating activities will continue to be
sufficient to enable us to meet our operating expenses, capital improvements, debt service requirements and
distributions to shareholders for the foreseeable future.

Operating as a real estate investment trust (“REIT”), our ability to retain cash flow for reinvestment is
restricted. In order for usto maintain our REIT status, a substantial portion of our operating cash flow must be used
to make distributions to our shareholders (see “REIT status’ below). However, despite the significant distribution
requirements, we have been able to retain a significant amount of our operating cash flow. The following table
summarizes our ability to make the minority interests' distributions, dividend payments to the preferred shareholders
and capital improvements to maintain our facilities through the use of cash provided by operating activities. The
remaining cash flow generated is available to make both scheduled and optional principal payments on debt and for
reinvestment.

For the Y ear Ended December 31,
(Amount in thousands)
2000 1999 1998

NELINCOME ..ttt ekt sa e ne et $297,088 $287,885 $227,019
Depreciation and amortization (A) .....cocoeeererereieee e 148,967 137,719 111,799
Depreciation from equity INVESEMENES...........coeeieeeririne e 21,825 19,721 13,884
Less— Gain 0N SAle Of real ESLAte........couvvveieieeeeeeeeeie s (3,786) (2,154) -
Minority iNtErest iNINCOME ......coviieere e e 38,356 16,006 20,290

Net cash provided by operating aCtiVitieS........cccoveviiiiiiieviereieee e 502,450 459,177 372,992
Allocable to minority interests (Preferred OP UNitS)........cooerereenienieneneseneeens (24,859) - -
Allocable to minority interests (Common EQUILY) .........ccovrerereererienienereeseeneenens (20,635) (25,300) (32,312)
Cash from operations allocable to the Company’s shareholders..........cccccoveeeneee 456,956 433,877 340,680
Less: preferred Stock dividends..........ccvceiiienieicieicese e (100,138) (94,793) (78,375)
Less: Equity Stock, Series A dividends.........cccoeevrinneineiieesseseeesee e (11,042) - -
Cash from operations available to common shareholders...........cccooiveiiieicnenne 345,776 339,084 262,305
Capital improvements to maintain facilities:

StOrage faCilitIES......veveeeeeicece e (33,023) (29,023) (29,677)

ComMMErCial PrOPEITIES......ceiviiiiieeeiet ettt saeneas - - (2,037)

Add back: minority interest share of capital improvements to maintain

L 1 (=SSR 728 1,269 2,476
Cash available for principa payments on debt, common dividends and
TEINVESIMIENE. ...ttt ettt ettt e 313,481 311,330 233,067

Regular cash distributions to common and Class B shareholders.................... (115,460) (113,297) (100,726)
Cash available for principal payments on debt and reinvestment prior to special

ISETDULION <.t 198,021 198,033 132,341
Special distributions to common shareholders (B) .......ccccovvvvernieririeenecnenieenns (78,673) (82,086) -
Cash available for principal payments on debt and reinvestment............c.cccoee.... $119,348 $115,947 $132,341

(A) Depreciation and amortization includes $4,801,000, $4,915,000 and $4,317,000, respectively, with respect to non-real estate

assets in 2000, 1999 and 1998, respectively.

(B) The specia distribution for 2000 was declared August 2000 and paid September 2000. The special distribution for 1999 was
declared in 1999 and paid in January 2000. In each instance, the specia distribution enabled the Company to maintain its

REIT status with respect to the distribution requirements.
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Our financia profile is characterized by a low level of debt to total capitalization, increasing net income,
increasing cash flow from operations, and a conservative dividend payout ratio with respect to the common stock.
We expect to fund our growth strategies with cash on hand at December 31, 2000, internally generated retained cash
flows, proceeds from issuing equity securities and borrowings under our credit facility. We intend to repay amounts
borrowed under the credit facility from undistributed operating cash flow or, as market conditions permit and are
determined to be advantageous, from the public or private placement of equity securities.

As of December 31, 2000, there were no outstanding borrowings under our $150.0 million bank line of
credit. Outstanding debt at December 31, 2000 totaled $156.0 million, consisting of mortgage debt of $26.7 million
and unsecured debt of $129.3 million. By comparison, our real estate facilities had a net book value of $3.7 hillion
at December 31, 2000 accordingly, our portfolio of real estate facilities is substantially unencumbered.

We have generally only increased our debt in connection with the acquisition of real estate facilities. Over
the past three years we have funded substantially all of our acquisitions with permanent capital (both common and
preferred stock). We have elected to use preferred stock as aform of leverage despite the fact that the dividend rates
of our preferred stock exceeds current interest rates on conventional debt. We have chosen this method of financing
for the following reasons: (i) our perpetua preferred stock has no sinking fund requirement, or maturity date and
does not require redemption, all of which eliminate any future refinancing risks, (ii) preferred stock allows us to
leverage the common stock without the attendant interest rate or refinancing risks of debt, and (iii) like interest
payments, dividends on the preferred stock can be applied to our REIT distributions requirements, which have
helped us to maintain a low common stock dividend payout ratio and retain cash flow. Our credit ratings on our
Senior Preferred Stock by each of the three major credit agencies are “baa2” by Moody’s and BBB+ by Standard
and Poor’ s and Fitch IBCA.

We believe that our size and financial flexibility enables us to access capital when appropriate. During
2000, despite difficult capital markets, we privately issued $365.0 million of preferred partnership units as follows:
$240.0 million of 9.5% Series N Cumulative Redeemable Perpetual Preferred Units (issued March 17, 2000), $75.0
million of 9.125% Series O Cumulative Redeemable Perpetual Preferred Units (issued March 29, 2000), and $50.0
million of 8.75% Series P Cumulative Redeemable Perpetual Preferred Units (issued August 11, 2000). In addition,
in December, 2000, we publicly issued $28.5 million of Equity Stock, Series A.

Subsequent to December 31, 2000, we issued approximately $172.5 million of our 8.600% Series Q
Cumulative Perpetual Preferred Stock.

Distribution requirements. We have operated, and intend to continue to operate, in such a manner as to
qualify as a REIT under the Internal Revenue Code of 1986, but no assurance can be given that we will at all times
so qualify. To the extent that the Company continues to qualify asa REIT, we will not be taxed, with certain limited
exceptions, on the taxable income that is distributed to our shareholders, provided that at least 95% of our taxable
income is so distributed prior to filing of the Company’s tax return. We have satisfied the REIT distribution
requirement since 1980.

During 2000, we paid regular quarterly distributions of $0.22 per common share. In addition, during the
quarter ended September 30, 2000, a specia distribution in the amount of $0.60 per common share (an aggregate of
$78.7 million) was declared and paid. Distributions with respect to the Common Stock and Equity Stock, Series A
will be determined based upon our REIT distribution requirements after taking into consideration distributions to the
preferred shareholders. We expect to increase our common distribution in 2001 and beyond from the level of our
regularly quarterly distribution level of $0.22 per common share assuming a continuation of our increasing level of
taxable income. These increased distributions will be in the form of special distributions of cash or securities, an
increase in the regular quarterly common distribution, or a combination thereof.

With respect to the depositary shares of Equity Stock, Series A, we have no obligation to pay distributions
if no distributions are paid to the common shareholders. To the extent that we do pay common distributions in any
year, the holders of the depositary shares receive the lesser of (i) five times the per share dividend on the common
stock or (i) $2.45. The depositary shares are noncumulative, and have no preference over our Common Stock
either asto dividends or in liquidation.



During 2000, we paid dividends totaling $100.1 million to the holders of our Senior Preferred Stock,
$184.1 million to the holders of our Common Stock, $10.0 million to the holders of our Class B Common Stock and
$11.0 million to the holders of our Equity Stock, Series A. We estimate that the distribution requirements for fiscal
2001 with respect to Senior Preferred Stock outstanding at December 31, 2000 will be approximately $100.1
million. We estimate the annual distribution requirement with respect to the Series Q Cumulative Perpetual
Preferred Stock to be approximately $14.8 million per year.

Our conservative distribution policy has been the principal reason for our ability to retain significant
operating cash flows which have been used to make additional investments and reduce debt. During 1998, 1999 and
2000, we paid regular distributions to common and Class B shareholders of approximately 38%, 33% and 33% of
our cash available from operations alocable to common shareholders, respectively. Including the special
distributions paid in 1999 and 2000, we paid total distributions to common and Class B shareholders of 58% and
56%, respectively, of our cash available from operations allocable to common sharehol ders.

Capital improvement requirements. During 2001, we have budgeted approximately $26.8 million for
capital improvements.

Debt Service requirements: We do not believe we have any significant refinancing risks with respect to our
mortgage debt, all of which is fixed rate. At December 31, 2000, we had total outstanding notes payable of
approximately $156.0 million. See Note 7 to the consolidated financial statements for approximate principal
maturities of such borrowings. We anticipate that our retained operating cash flow will continue to be sufficient to
enable us to make scheduled principal payments.

Growth Strategies: During 2001, we intend to continue to expand our asset and capital base through the
acquisition of real estate assets and interests in real estate assets from both unaffiliated and affiliated parties through
direct purchases, mergers, tender offers or other transactions and through the development of additional storage
facilities. In addition to 618 wholly owned storage facilities, we operate, on behalf of approximately 46 ownership
entities in which we have an interest, 629 storage facilities under the "Public Storage" name in which we have a
partial equity interest. From time to time, some of these storage facilities or interests in them are available for
purchase, providing us with a source of additional acquisition opportunities.

Acquisition and Development of Facilities: During 2000, we have acquired two commercial facilities and
12 storage facilities at an aggregate cost of approximately $67.1 million. In addition, on September 15, 2000, we
acquired the remaining ownership interests in a partnership, of which we were the general partner, for an aggregate
acquisition cost of $81.2 million. This partnership owned 13 self-storage facilities.

As previously announced, in April 1997, we formed a joint venture partnership with an institutional
investor for the purpose of developing up to $220.0 million of self-storage facilities. The joint venture is funded
solely with equity capital consisting of 30% from us and 70% from the institutional investor. Our share of the cost of
the real estate in the joint venture is approximately $69 million at December 31, 2000. As of December 31, 2000,
the joint venture had 47 operating facilities, with 2,878,000 net rentable square feet and total development costs of
approximately $231.5 million.

In November 1999, we formed a second joint venture partnership for the development of approximately
$100 million of self-storage facilities. The venture is funded solely with equity capital consisting of 51% from us
and 49% from the joint venture partner. The term of the joint venture is 15 years. After six years, the joint venture
partner has the right to cause the company to purchase the joint venture partner’s interest for an amount necessary to
provide them with a maximum return of 10.75% or less in certain circumstances. At December 31, 2000, this
development joint venture was committed to develop 17 facilities (approximately 1,229,000 net rentable sg. ft.) with
an estimated development cost of approximately $36.9 million, of which 11 facilities (approximately 714,000 net
rentable sg. ft.) were completed at an aggregate cost of approximately $50.8 million. As of December 31, 2000, the
second development joint venture is developing six additional projects (approximately 515,000 net rentable square
feet) that were in process, with total costs incurred of $23.8 million and estimated remaining costs to complete of
$13.1 million. We have submitted 5 additional facilities for approval with total estimated costs of approximately
$22.4 million; we have incurred approximately $8.5 million through December 31, 2000 with respect to these 5
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projects. Upon approval, these projects will be transferred to the joint venture and the joint venture partner will
contribute its 49% share.

We currently have a development “pipeling’ of 110 self storage facilities, combination facilities, and
expansions to existing self storage facilities with an aggregate estimated cost of approximately $628.2 million.
Approximately $238.6 million of development cost isincurred as of December 31, 2000. We have acquired the land
for 78 of these projects, which have an aggregate estimated cost of approximately $425.9 million, and costs incurred
as of December 31, 2000 of approximately $234.3 million. The remaining 32 facilities represent identified sites
where we have an agreement in place to acquire the land generally within one year.

The development and fill-up of these storage facilities is subject to significant contingencies. We estimate
that the amount remaining to be spent of approximately $373.9 million will be incurred over the next 24 — 28
months. The following table sets forth our development pipeline and a range of estimated opening dates for these
projects:

Number Total Estimated Tota Cost Incurred Estimated time
of Cost of through December Frames of Facility
Facilities Development 31, 2000 Openings
Development - Land Acquired at 12/31/00
Self-storage faCilities.......cocovvrvveeereinreenne 31 $ 183,459 $ 115,483 Q1'01-Q1°02
Expansions of existing self-storage
L & 1L (1= 25 73,337 39,243 Q1'01-Q1°02
Combination facilities.........cccoveevieveirenenns 22 169,103 79,607 Q1'01-Q102
TO@ e 78 425,899 234,333
Potential Development - Land to be
Acquired After 12/31/00
Self-storage facilities — devel opment starts
estimated by 6/30/01 ..........cccceceernenene 16 106,299 2,532 Q2'02-Q302
Self-storage facilities — development starts
estimated after 6/30/01............cccccuueee. 5 40,863 542 After Q302
Expansions of existing self-storage
faCHlItiES...eeeeeeee e 7 12,421 388 Q1'02-Q3°02
Combination facilities........c.ccoveeereivrennne 4 27,046 792 Q1'02-Q3°02
TO@ e 32 186,629 4,254
TOEIS et 110 $ 612,528 $ 238,587

Stock Repurchase Program: As previously announced, the Company’s Board of Directors authorized the
repurchase from time to time of up to 15,000,000 shares of the Company’s common stock on the open market or in
privately negotiated transactions. On March 15, 2001, the Board of Directors increased the repurchase authorization
to 20,000,000 shares. During 2000, we repurchased a total of 3,417,700 shares, for a total aggregate cost of
approximately $77.8 million. From the inception of the repurchase program through December 31, 2000, we have
repurchased a total of 10,826,527 shares of common stock at an aggregate cost of approximately $257.0 million.
From January 1, 2001 until March 14, 2001, the Company repurchased a total of 3,961,800 shares at an aggregate
cost of approximately $102.2 million.

Funds from Operations: Total funds from operations or “FFO” increased to $452.2 million for the year
ended 2000 compared to $429.0 million for the year ended 1999 and $336.4 million in 1998. FFO available to
common shareholders (after deducting preferred stock dividends) increased to $340.9 million for the year ended
December 31, 2000 compared to $334.2 million in 1999 and $258.0 million in 1998. FFO means net income (l0ss)
(computed in accordance with generally accepted accounting principles) before (i) gain (loss) on early
extinguishment of debt, (ii) minority interest in income and (iii) gain (loss) on disposition of real estate, adjusted as
follows: (i) plus depreciation and amortization related to real estate assets (including the Company’s pro-rata share
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of depreciation and amortization of unconsolidated equity interests and amortization of assets acquired in a merger,
including property management agreements and goodwill), and (ii) less FFO attributable to minority interests.

FFO is a supplementa performance measure for equity REITs as defined by the National Association of
Rea Estate Investment Trusts, Inc. (“NAREIT”). The NAREIT definition does not specificaly address the
treatment of minority interest in the determination of FFO or the treatment of the amortization of property
management agreements and goodwill. In the case of the Company, FFO represents amounts attributable to its
shareholders after deducting amounts attributable to the minority interests and before deductions for the
amortization of property management agreements and goodwill. FFO is presented because management, as well as
many industry analysts, consider FFO to be one measure of the performance of the Company and it is used in
establishing the terms of the Class B Common Stock. FFO does not take into consideration capital improvements,
scheduled principal payments on debt, distributions and other obligations of the Company. Accordingly, FFO is not
a subgtitute for the Company’s cash flow or net income (as discussed above) as a measure of the Company’s
liquidity or operating performance. FFO is not comparable to similarly entitled items reported by other REITs that
do not define it exactly as we have defined it.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk

To limit our exposure to market risk, we principally finance our operations and growth with permanent
equity capital consisting either of common or preferred stock. At December 31, 2000, the Company’s debt as a
percentage of total shareholders’ equity (based on book values) was 4.2%.

Our preferred stock is not redeemable at the option of the holders. Except under certain conditions relating
to the Company’s qualification as a REIT, the Senior Preferred Stock is not redeemable by the Company prior to the
following dates: Series A — September 30, 2002, Series B — March 31, 2003, Series C — June 30, 1999, Series D —
September 30, 2004, Series E — January 31, 2005, Series F — April 30, 2005, Series G — December 31, 2000, Series
H — January 31, 2001, Series | — October 31, 2001, Series J— August 31, 2002, Series K — January 19, 2004, Series
L —March 10, 2004, Series M — August 17, 2004 and Series Q — January 19, 2006. On or after the respective dates,
each of the series of Senior Preferred Stock will be redeemable at the option of the Company, in whole or in part, at
$25 per share (or depositary share in the case of the Series G, Series H, Series |, Series J, Series K, Series L and
Series M), plus accrued and unpaid dividends.

Our market risk sensitive instruments include notes payable which totaled $156,003,000 at December 31,
2000. All of our notes payable bear interest at fixed rates. See Note 7 to the financial statements for terms,
valuations and approximate principal maturities of the notes payable as of December 31, 2000.

ITEM 8. Financial Statements and Supplementary Data

The financial statements of the Company at December 31, 2000 and December 31, 1999 and for each of the
three years in the period ended December 31, 2000 and the report of Ernst & Young LLP, Independent Auditors,
thereon and the related financial statement schedule, are included elsewhere herein. Reference is made to the Index
to Financial Statements and Schedulesin Item 14.

ITEM 9. Disagr eements on Accounting and Financial Disclosure

Not applicable.
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PART |11

ITEM 10. Directors and Executive Officers of the Registrant

Theinformation required by this item with respect to directorsis hereby incorporated by reference to the
material appearing in the Company’s definitive proxy statement to be filed in connection with the annual
shareholders' meeting to be held in 2001 (the “Proxy Statement”) under the caption “ Proposal No. 1 — Election of
Directors.” Information required by this item with respect to executive officersis provided in Item 4A of this report.
See “Executive Officers of the Company.”

ITEM 11. Executive Compensation

Theinformation required by thisitem is hereby incorporated by reference to the material appearing in the
Proxy Statement under the captions “ Compensation” and “ Compensation Committee Interlocks and Insider
Participation.”

ITEM 12. Security Owner ship of Certain Beneficial Owners and M anagement

Theinformation required by thisitem is hereby incorporated by reference to the material appearing in the
Proxy Statement under the captions “Proposal No. 1 — Election of Directors— Security Ownership of Certain
Beneficial Owners’ and “— Security Ownership of Management.”

ITEM 13. Certain Relationships and Related Transactions

Theinformation required by thisitem is hereby incorporated by reference to the material appearing in the
Proxy Statement under the caption “ Compensation Committee Interlocks and Insider Participation — Certain
Relationships and Related Transactions.”
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PART IV

ITEM 14. Exhibits, Financial Statement Schedules and Reportson Form 8-K
a 1. Financia Statements
The financia statements listed in the accompanying Index to Financial Statements and Schedules
hereof arefiled as part of this report.
2. Financia Statement Schedules
The financia statements schedules listed in the accompanying Index to Financial Statements and
Schedules are filed as part of this report.
3. Exhibits
See Index to Exhibits contained herein.
b. Reports on Form 8-K

The Company filed a Current Report on Form 8-K dated November 29, 2000 (filed November 30, 2000),
pursuant to Item 5, which filed certain exhibits relating to the Company’s public offering of Depositary
Shares Each Representing 1/1,000 of a Share of Equity Stock, Series A.

Exhibits:

See Index to Exhibits contained herein.

Financial Statement Schedules

Not applicable.
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32

3.3

3.4

35

3.6

3.7

3.8

3.9

3.10

311

3.12

3.13

PUBLIC STORAGE, INC.
INDEX TO EXHIBITS

(Items 14(a)(3) and 14(c))

Restated Articles of Incorporation. Filed with Registrant’s Registration Statement No. 33-54557 and
incorporated herein by reference.

Certificate of Determination for the 10% Cumulative Preferred Stock, Series A. Filed with
Registrant’ s Registration Statement No. 33-54557 and incorporated herein by reference.

Certificate of Determination for the 9.20% Cumulative Preferred Stock, Series B. Filed with
Registrant’ s Registration Statement No. 33-54557 and incorporated herein by reference.

Amendment to Certificate of Determination for the 9.20% Cumulative Preferred Stock, SeriesB. Filed
with Registrant’ s Registration Statement No. 33-56925 and incorporated herein by reference.

Certificate of Determination for the 8.25% Convertible Preferred Stock. Filed with Registrant’s
Registration Statement No. 33-54557 and incorporated herein by reference.

Certificate of Determination for the Adjustable Rate Cumulative Preferred Stock, Series C. Filed with
Registrant’ s Registration Statement No. 33-54557 and incorporated herein by reference.

Certificate of Determination for the 9.50% Cumulative Preferred Stock, SeriesD. Filed with
Registrant’s Form 8-A/A Registration Statement relating to the 9.50% Cumulative Preferred Stock,
Series D and incorporated herein by reference.

Certificate of Determination for the 10% Cumulative Preferred Stock, Series E.  Filed with
Registrant’'s Form 8-A/A Registration Statement relating to the 10% Cumulative Preferred Stock,
Series E and incorporated herein by reference.

Certificate of Determination for the 9.75% Cumulative Preferred Stock, Series F. Filed with
Registration’s Form 8-A/A Registration Statement relating to the 9.75% Cumulative Preferred Stock,
Series F and incorporated herein by reference.

Certificate of Determination for the Convertible Participating Preferred Stock. Filed with Registrant’s
Registration Statement No. 33-63947 and incorporated herein by reference.

Certificate of Amendment of Articles of Incorporation, Filed with Registrant’s Registration Statement
No. 33-63947 and incorporated herein by reference.

Certificate of Determination for the 8-7/8% Cumulative Preferred Stock, Series G. Filed with
Registration’s Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing
1/1,000™ of a Share of 8-7/8% Cumulative Preferred Stock, Series G and incorporated herein by
reference.

Certificate of Determination for the 8.45% Cumulative Preferred Stock, Series H. Filed with
Registrant’s Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing
1/1,000" of a Share of 8.45% Cumulative Preferred Stock, Series H and incorporated herein by
reference.
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3.14

3.15

3.16

3.17

3.18

3.19

3.20

321

3.22

3.23

3.24

3.25

3.26

3.27

3.28

Certificate of Determination for the Convertible Preferred Stock, Series CC. Filed with Registrant’s
Registration Statement No. 333-03749 and incorporated herein by reference.

Certificate of Correction of Certificate of Determination for the Convertible Participating Preferred
Stock. Filed with Registrant's Registration Statement No. 333-08791 and incorporated herein by
reference.

Certificate of Determination for 8-5/8% Cumulative Preferred Stock, Series |. Filed with Registrant’s
Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a
Share of 8-5/8% Cumulative Preferred Stock, Series | and incorporated herein by reference.

Certificate of Amendment of Articles of Incorporation. Filed with Registrant’s Registration Statement
No. 333-18395 and incorporated herein by reference.

Certification of Determination for Equity Stock, Series A. Filed with Registrant’s Form 10-Q for the
quarterly period ended June 30, 1997 and incorporated herein by reference.

Certificate of Determination for Equity Stock, Series AA. Filed with Registrant’s Form 10-Q for the
quarterly period ended September 30, 1999 and incorporated herein by reference.

Certificate Decreasing Shares Constituting Equity Stock, Series A. Filed with Registrant’s Form 10-Q
for the quarterly period ended September 30, 1999 and incorporated herein by reference.

Certificate of Determination for Equity Stock, Series A. Filed with Registrant’s Form 10-Q for the
quarterly period ended September 30, 1999 and incorporated herein by reference.

Certification of Determination for 8% Cumulative Preferred Stock, Series J. Filed with Registrant’s
Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a
Share of 8% Cumulative Preferred Stock, Series J and incorporated herein by reference.

Certificate of Correction of Certificate of Determination for the 8.25% Convertible Preferred Stock.
Filed with Registrant’ s Registration Statement No. 333-61045 and incorporated herein by reference.

Certification of Determination for 8-1/4% Cumulative Preferred Stock, Series K. Filed with
Registrant’s Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing
1/1,000 of a Share of 8-1/4% Cumulative Preferred Stock, Series K and incorporated herein by
reference.

Certificate of Determination for 8-1/4% Cumulative Preferred Stock, Series L. Filed with Registrant’s
Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a
Share of 8-1/4% Cumulative Preferred Stock, Series L and incorporated herein by reference.

Certificate of Determination for 8.75% Cumulative Preferred Stock, Series M. Filed with Registrant’s
Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a
Share of 8.75% Cumulative Preferred Stock, Series M and incorporated herein by reference.

Certificate of Determination for Equity Stock, Series AAA. Filed with Registrant’s Current Report on
Form 8-K dated November 15, 1999 and incorporated herein by reference.

Certification of Determination for 9.5% Cumulative Preferred Stock, Series N. Filed with Registrant’s

Annual Report on Form 10-K for the year ended December 31, 1999 and incorporated herein by
reference.
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3.29

3.30

331

3.32

3.33

3.34

3.35

3.36

3.37

3.38

10.1

10.2

10.3

10.4

10.5

Certification of Determination for 9.125% Cumulative Preferred Stock, Series O. Filed with
Registrant’s Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2000 and
incorporated herein by reference.

Certificate of Determination for 8.75% Cumulative Preferred Stock, Series P. Filed with Registrant’s
Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2000 and incorporated herein
by reference.

Certificate of Determination for 8.600% Cumulative Preferred Stock, Series Q. Filed with Registrant’s
Form 8-A/A Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a
Share of 8.600% Cumulative Preferred Stock, Series Q and incorporated herein by reference.

Bylaws, as amended. Filed with Registrant’s Registration Statement No. 33-64971 and incorporated
herein by reference.

Amendment to Bylaws adopted on May 9, 1996. Filed with Registrant’s Registration Statement No.
333-03749 and incorporated herein by reference.

Amendment to Bylaws adopted on June 26, 1997. Filed with Registrant’s Registration Statement No.
333-41123 and incorporated herein by reference.

Amendment to Bylaws adopted on January 6, 1998. Filed with Registrant’s Registration Statement
No. 333-41123 and incorporated herein by reference.

Amendment to Bylaws adopted on February 10, 1998. Filed with Registrant’s Current Report on Form
8-K dated February 10, 1998 and incorporated herein by reference.

Amendment to Bylaws adopted on March 4, 1999. Filed with Registrant’s Current Report on Form 8-
K dated March 4, 1999 and incorporated herein by reference.

Amendment to Bylaws adopted on May 6, 1999. Filed with Registrant’s Form 10-Q for the quarterly
period ended March 31, 1999 and incorporated herein by reference.

Second Amended and Restated Management Agreement by and among Registrant and the entities
listed therein dated as of November 16, 1995. Filed with PS Partners, Ltd.’s Annual Report on Form
10-K for the year ended December 31, 1996 and incorporated herein by reference.

Amended Management Agreement between Registrant and Public Storage Commercial Properties
Group, Inc. dated as of February 21, 1995. Filed with Registrant’s Annual Report on Form 10-K for
the year ended December 31, 1994 and incorporated herein by reference.

Loan Agreement between Registrant and Aetna Life Insurance Company dated as of July 11, 1988.
Filed with Registrant’s Current Report on Form 8-K dated July 14, 1988 and incorporated herein by
reference.

Amendment to Loan Agreement between Registrant and Aetna Life Insurance Company dated as of
September 1, 1993. Filed with Registrant’'s Annual Report on Form 10-K for the year ended
December 31, 1993 and incorporated herein by reference.

Second Amended and Restated Credit Agreement by and among Registrant, Wells Fargo Bank,
National Association, as agent, and the financial ingtitutions party thereto dated as of February 25,
1997. Filed with Registrant’s Registration Statement No. 333-22665 and incorporated herein by
reference.
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10.6

10.7*

10.8*

10.9*

10.10

10.11

10.12**

10.13

10.14

10.15

10.16

10.17

Note Assumption and Exchange Agreement by and among Public Storage Management, Inc., Public
Storage, Inc., Registrant and the holders of the notes dated as of November 13, 1995. Filed with
Registrant’ s Registration Statement No. 33-64971 and incorporated herein by reference.

Registrant’s 1990 Stock Option Plan. Filed with Registrant’s Annual Report on Form 10-K for the
year ended December 31, 1994 and incorporated herein by reference.

Registrant’s 1994 Stock Option Plan. Filed with Registrant’s Annual Report on Form 10-K for the
year ended December 31, 1997 and incorporated herein by reference.

Registrant’s 1996 Stock Option and Incentive Plan. Filed herewith.

Deposit Agreement dated as of December 13, 1995, among Registrant, The First National Bank of
Boston, and the holders of the depositary receipts evidencing the Depositary Shares Each Representing
1/1,000 of a Share of 8-7/8 Cumulative Preferred Stock, Series G. Filed with Registrant’s Form 8-A/A
Registration Statement relating to the Depositary Shares Each Representing 1/1000" of a Share of 8-
7/8 Cumulative Preferred Stock, Series G and incorporated herein by reference.

Deposit Agreement dated as of January 25, 1996, among Registrant, The First National Bank of
Boston, and the holders of the depositary receipts evidencing the Depositary Shares Each Representing
1/1,000 of a Share of 8.45% Cumulative Preferred Stock, Series H. Filed with Registrant’s Form 8-
A/A Registration Statement relating to the Depositary Shares Each Representing 1/1000™ of a Share of
8.45% Cumulative Preferred Stock, Series H and incorporated herein by reference.

Employment Agreement between Registrant and B. Wayne Hughes dated as of November 16, 1995.
Filed with Registrant's Annual Report on Form 10-K for the year ended December 31, 1995 and
incorporated herein by reference.

Deposit Agreement dated as of November 1, 1996, among Registrant, The First National Bank of
Boston, and the holders of the depositary receipts evidencing the Depositary Shares Each Representing
1/1,000 of a Share of 8-5/8% Cumulative Preferred Stock, Series |. Filed with Registrant’s Form 8-
A/A Registration Statement relating to the Depositary Shares Each Representing 1/1000™ of a Share of
8-5/8% Cumulative Preferred Stock, Series | and incorporated herein by reference.

Limited Partnership Agreement of PSAF Development Partners, L. P. between PSAF Development,
Inc. and the Limited Partner dated as of April 10, 1997. Filed with Registrant’s Form 10-Q for the
quarterly period ended March 31, 1997 and incorporated herein by reference.

Deposit Agreement dated as of August 28, 1997 among Registrant, The First National Bank of Boston,
and the holders of the depositary receipts evidencing the Depositary Shares Each Representing 1/1,000
of a Share of 8% Cumulative Preferred Stock, Series J.  Filed with Registrant’'s Form 8-A/A
Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a Share of 8%
Cumulative Preferred Stock, Series J and incorporated herein by reference.

Agreement of Limited Partnership of PS Business Parks, L. P. dated as of March 17, 1998. Filed with
PS Business Parks, Inc.’s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 1998
and incorporated herein by reference.

Deposit Agreement dated as of January 19, 1999 among Registrant, BankBoston, N. A. and the holders
of the depositary receipts evidencing the Depositary Shares Each Representing 1/1,000 of a Share of 8-
1/4% Cumulative Preferred Stock, Series K. Filed with Registrant’'s Form 8-A/A Registration
Statement relating to the Depositary Shares Each Representing 1/1,000 of a Share of 8-1/4%
Cumulative Preferred Stock, Series K and incorporated herein by reference.
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10.18

10.19

10.20

10.21*

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

Agreement and Plan of Merger among Storage Trust Realty, Registrant and Newco Merger Subsidiary,
Inc. dated as of November 12, 1998. Filed with Registrant’s Registration Statement No. 333-68543
and incorporated herein by reference.

Amendment No. 1 to Agreement and Plan of Merger among Storage Trust Realty, Registrant, Newco
Merger Subsidiary, Inc. and STR Merger Subsidiary, Inc. dated as of January 19, 1999. Filed with
Registrant’ s Registration Statement No. 333-68543 and incorporated herein by reference.

Amended and Restated Agreement of Limited Partnership of Storage Trust Properties, L. P., dated as
of March 12, 1999. Filed with Registrant’s Form 10-Q for the quarterly period ended June 30, 1999
and incorporated herein by reference.

Storage Trust Realty 1994 Share Incentive Plan. Filed with Storage Trust Realty’s Annua Report on
Form 10-K for the year ended December 31, 1997 and incorporated herein by reference.

Amended and Restated Storage Trust Realty Retention Bonus Plan effective as of November 12, 1998.
Filed with Registrant’ s Registration Statement No. 333-68543 and incorporated herein by reference.

Deposit Agreement dated as of March 10, 1999 among Registrant, Bank Boston, N.A. and the holders
of the depositary receipts evidencing the Depositary Shares Each Representing 1/1,000 of a Share of 8-
1/4% Cumulative Preferred Stock, Series L. Filed with Registrant’'s Form 8-A/A Registration
Statement relating to the Depositary Shares Each Representing 1/1,000 of a Share of 8-1/4%
Cumulative Preferred Stock, Series L and incorporated herein by reference.

Note Purchase Agreement and Guaranty Agreement with respect to $100,000,000 of Senior Notes of
Storage Trust Properties, L.P. Filed with Storage Trust Realty’s Annual Report on Form 10-K for the
year ended December 31, 1996 and incorporated herein by reference.

Deposit Agreement dated as of August 17, 1999 among Registrant, Bank Boston, N.A. and the holders
of the depositary receipts evidencing the Depositary Shares Each Representing 1/1,000 of a Share of
8.75% Cumulative Preferred Stock, Series M. Filed with Registrant’'s Form 8-A/A Registration
Statement relating to the Depositary Shares Each Representing 1/1,000 of a Share of 8.75%
Cumulative Preferred Stock, Series M and incorporated herein by reference.

Limited Partnership Agreement of PSAC Development Partners, L.P. among PS Texas Holdings, Ltd.,
PS Pennsylvania Trust and PSAC Storage Investors, L.L.C. dated as November 15, 1999. Filed with
Registrant’s Current Report on Form 8-K dated November 15, 1999 and incorporated herein by
reference.

Agreement of Limited Liability Company of PSAC Storage Investors, L.L.C. dated as of November
15, 1999. Filed with Registrant’s Current Report on Form 8-K dated November 15, 1999 and
incorporated herein by reference.

Deposit Agreement dated as of January 14, 2000 among Registrant, BankBoston, N.A. and the holders
of the depositary receipts evidencing the Depositary Shares Each Representing 1/1,000 of a Share of
Equity Stock, Series A. Filed with Registrant’s Form 8-A/A Registration Statement relating to the
Depositary Shares Each Representing 1/1,000 of a Share of Equity Stock, Series A and incorporated
herein by reference.

Amended and Restated Agreement of Limited Partnership of PSA Institutional Partners, L.P. among
PS Texas Holdings, Ltd. and the Limited Partners dated as of March 29, 2000. Filed with Registrant’s
Annual Report on Form 10-K for the year ended December 31, 1999 and incorporated herein by
reference.



10.30

10.31*

10.32

11

12

23

Amended and Restated Agreement of Limited Partnership of PSA Institutional Partners, L.P. among
PS Texas Holdings, Ltd. and the Limited Partners dated as of August 11, 2000. Filed with Registrant’s
Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2000 and incorporated herein
by reference.

Registrant’'s 2000 Non-Executive/Non-Director Stock Option and Incentive Plan. Filed with
Registrant’ s Registration Statement No. 333-52400 and incorporated herein by reference.

Deposit Agreement dated as of January 19, 2001 among Registrant, Fleet National Bank and the
holders of the depositary receipts evidencing the Depositary Shares Each Representing 1/1,000 of a
Share of 8.600% Cumulative Preferred Stock, Series Q. Filed with Registrant's Form 8-A/A
Registration Statement relating to the Depositary Shares Each Representing 1/1,000 of a Share of
8.600% Cumulative Preferred Stock, Series Q and incorporated herein by reference.

Statement Re Computation of Earnings Per Share. Filed herewith.

Statement Re Computation of Ratio of Earningsto Fixed Charges. Filed herewith.

Consent of Independent Auditors. Filed herewith.

**

Compensatory benefit plan.
Management contract.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended,
the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 16, 2001

PUBLIC STORAGE, INC.

By: /s Harvey Lenkin

Harvey Lenkin, President

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, this report has
been signed below by the following persons on behalf of the Registrant and in the capacities and on the dates

indicated.

Signature

Title

Date

/sl B. Wayne Hughes

B. Wayne Hughes

/s/ Harvey Lenkin

Harvey Lenkin

/s Marvin M. Lotz

Marvin M. Lotz

/s/ B. Wayne Hughes, Jr.

B. Wayne Hughes, Jr.

/s/ John Reyes

John Reyes

/sl Robert J. Abernethy

Robert J. Abernethy

/s Dann V. Angeloff

Dann V. Angel off

/s William C. Baker

William C. Baker

Thomas J. Barrack, Jr.

/s Uri P. Harkham

Uri P. Harkham

/s Daniel C. Staton

Daniel C. Staton

Chairman of the Board, Chief
Executive Officer and Director
(principal executive officer)

President and Director

Senior Vice President and Director

Vice President and Director

Senior Vice President and
Chief Financial Officer
(principal financial officer and principal accounting officer)

Director

Director

Director

Director

Director

Director
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PUBLIC STORAGE, INC.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

AND SCHEDULES
(Item 14 (a))
Page

References
Report of INdependent AUdITONS .......ccvieeeeece st e e e ee e srenns F-1
Consolidated balance sheets as of December 31, 2000 and 1999.........cccoeerermererernennreereseereseereees F-2
For each of the three yearsin the period ended December 31, 2000:
Consolidated Statements Of INCOME ..........coiiiiieereee e et e F-3
Consolidated statements of sharehOlders’ EQUILY .........cooerieieieierenee e e F-4
Consolidated statements Of CaSh FIOWS ... s F-5-F-6
Notes to consolidated finanCial StALEMENLS.........cccoveriirereee e F-7-F-28
Schedule:
[l — Real estate and accumulated dEPreCiation ...........cocceeereereri e F-29 — F-69

All other schedules have been omitted since the required information is not present or not present in amounts
sufficient to require submission of the schedule, or because the information required is included in the consolidated
financial statements or notes thereto.
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders
Public Storage, Inc.

We have audited the accompanying consolidated balance sheets of Public Storage, Inc. as of December 31, 2000 and
1999, and the related consolidated statements of income, shareholders’ equity, and cash flows for each of the three
yearsin the period ended December 31, 2000. Our audits also included the financial statement schedule listed in the
Index at Item 14 (a). These financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financia statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Public Storage, Inc. at December 31, 2000 and 1999, and the consolidated results
of its operations and its cash flows for each of the three years in the period ended December 31, 2000, in conformity
with accounting principles generally accepted in the United States. Also, in our opinion, the related financial

statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in
all material respects the information set forth therein.

ERNST & YOUNG LLP
Los Angeles, California

February 23, 2001
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PUBLIC STORAGE, INC.

CONSOLIDATED BALANCE SHEETS

December 31, 2000 and 1999

(amountsin thousands, except share data)

Cash and €ash eQUIVAIENES.........coiiiieeeeie e
Real estate facilities, at cost:

Investment in real estate entitieS ..........ccvvereenercree e
INtaNQiDIE @SSALS, NEL .....c..eieieeie e
Mortgage notes receivable from affiliates. ...
OFNEN BSSELS ...ttt bt

LIABILITIESAND SHAREHOLDERS EQUITY

N0 1S3 7= V7= o = TS
Distributions payable............coeieiiiiiicececree e
Accrued and other [1abilItieS.........coeieririeee e
TOtal HHEDIHTHIES ...
Minority interest:
Preferred partnership INTEreStS.... oo
(@1 0= TSP RRR
Commitments and contingencies
Shareholders’ equity:
Preferred Stock, $0.01 par value, 50,000,000 shares authorized, 11,141,100
sharesissued and outstanding, at liquidation preference:
Cumulative Preferred Stock, issued in SEries........covovreevnnrceneeneennns
Common Stock, $0.10 par value, 200,000,000 shares authorized, 123,703,874
sharesissued and outstanding (126,697,023 at December 31, 1999)..........
Equity Stock, Series A, $0.01 par value, 200,000,000 shares authorized,
5,635.602 shares issued and outstanding (none issued and outstanding at
December 31, 1999)......ccciiviirireeeereee e
Class B Common Stock, $0.10 par value, 7,000,000 shares authorized and
RS o [T R
Paid-iN CAPITAL .......eeeeeeiee e
CUMUIELIVE NEL INCOIME.........oitiiiiitieieieee et
Cumulative distributions Paid...........ccooeierineneneneree e
Total shareholders’ EqUItY.........coeieiirineneee e

Total liabilities and shareholders’ equity ..........ccccveerenienienieeneenne.

See accompanying notes.
F-2

December 31, December 31,
2000 1999

$ 89,467 $ 55,125
1,107,867 1,036,958
3,026,550 2,785,475
4,134,417 3,822,433
(668,018) (533,412)
3,466,399 3,289,021
238,587 140,764
3,704,986 3,429,785
448,928 457,529
185,017 194,326
26,238 18,798
59,305 58,822

$ 4,513,941

$ 4,214,385

$ 156,003 $ 167,338
- 82,086

100,903 89,261
256,906 338,685
365,000 -
167,918 186,600
1,155,150 1,155,150
12,370 12,671
700 700
2,506,736 2,463,193
1,387,061 1,089,973
(1,337,900) (1,032,587)
3,724,117 3,689,100

$ 4,513,941

$ 4,214,385




PUBLIC STORAGE, INC.
CONSOLIDATED STATEMENTSOF INCOME
For each of thethreeyearsin the period ended December 31, 2000
(amountsin thousands, except per share data)

2000 1999 1998
Revenues:
Rental income:
Self-storage faCilities.......cccovveveeieeee e $ 653524 $ 592,619 $ 488,291
Commercial PropertieS......ccveveerererieseseseseeeeseese e 11,341 8,204 23,112
Containerized storage facilities.........ocoevereeieneierece 37,914 27,028 24,466
Equity in earnings of real estate entities............cccceeeieiereeene 36,109 32,183 26,602
Interest and Other INCOME.........oovieciiei e 18,422 16,700 18,614
757,310 676,734 581,085
Expenses:
Cost of operations:
Storage faCilities. .......oceerreerrerreeree s 210,462 184,481 149,376
Commercial PropertieS......ccceeveiererere e 3,826 2,826 7,951
Containerized storage facilities........ccocoveverieeencicrece 37,798 29,509 48,508
Depreciation and amortization ............cccceveeveneniencieneene e 148,967 137,719 111,799
General and adminiStrative..........ccoeeeeeierenene e 21,306 12,491 11,635
INEENESE EXPENSE ...ttt 3,293 7,971 4,507
425,652 374,997 333,776
Income before minority interest and gain on disposition of real
estate and real estate iNVEStMENtS..........covvererienieereese e 331,658 301,737 247,309
Minority interest in income:
Preferred partnership interestS......oovvevvvievevevesceeereese e (24,859) - -
Other Partnership interestS........covvvereenineinereseseseseens (13,497) (16,006) (20,290)
Net income before gain on disposition of rea estate.................... 293,302 285,731 227,019
Gain on disposition of real estate and real estate investments...... 3,786 2,154 -
NEL INCOME......cvinieitiiisirie ettt $ 297,088 $ 287,885 $ 227,019
Net income allocation:
Allocable to preferred shareholders........ooevveveeeieveceseieseenen, $ 100,138 $ 94,793 $ 78375
Allocable to Equity Stock, SerieSA.......cooviiierceneeeee e 11,042 - -
Allocable to common shareholders.........cocoeieiceniieneicnee, 185,908 193,092 148,644
$ 297,088 $ 287,885 $ 227,019
Per common share:
BasiC Net iNCOME PEr ShAr€.......cccveeveeveieeecee e $1.41 $1.53 $1.30
Diluted net iNCOME PEr ShAr€.......cceveveveeeeeereeeeeeeeeeee et $1.41 $1.52 $1.30
Basic weighted average common shares outstanding................... 131,566 126,308 113,929
Diluted weighted average common shares outstanding................ 131,657 126,669 114,357

See accompanying notes.
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PUBLIC STORAGE, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY
For each of thethreeyearsin the period ended December 31, 2000
(Amountsin thousands, except share and per share amounts)

ClassB Total
Preferred Stock Common Common Paid-in Cumulative  Cumulative  Shareholders
Cumulative  Convertible Stock Stock Capita Net Income  Distributions Equity
Balances at December 31, 1997 ......ccocecviveeneneneneneenens $ 868,900 $ 53,308 $ 10511 700 $1903782 $ 575069 $ (563,310) $ 2,848,960
Issuance of Common Stock (10,093,648 shares) ............. - - 1,010 - 293,708 - - 294,718
Conversion of Convertible Preferred Stock into
Common Stock (3,589,552 Shares) .......ccccveeereeeeneennn. - (53,308) 359 - 52,949 - - -
Repurchase of Common Stock (2,819,400 shares).......... - - (282) - (71,974) - - (72,256)
NEL INCOME ..ot - - - - - 227,019 - 227,019
Distributions to shareholders:
Preferred StOCK .......coivivieiireeeseere e - - - - - - (78,375) (78,375)
Common Stock, $0.88 per share.........cocoeevrvrererenreennns - - - - - - (100,726) (100,726)
Balances at December 31, 1998........ccccccvveveeeneneeenenienens 868,900 - 11,598 700 2,178,465 802,088 (742,411) 3,119,340
Issuance of Preferred Stock, net of issuance costs:
Series K (4,600 Shares) .......covvveereenieneieneneesieneene 115,000 - - - (3,723) - - 111,277
SeriesL (4,600 Shares).....ccoevvvereeneeerienieesieneeseesieens 115,000 - - - (3,723) - - 111,277
Series M (2,250 Shares)......oeeevereeneeerienieesienieesee s 56,250 - - - (1,872) - - 54,378
Issuance of Common Stock (15,320,505 shares) ............. - - 1,532 - 402,152 - - 403,684
Repurchase of Common Stock (4,589,427 shares).......... - - (459) - (108,106) - - (108,565)
NEL INCOME ..o - - - - - 287,885 - 287,885
Distributions to shareholders:
Preferred StOCK .......cccvveirireisisesc s - - - - - - (94,793) (94,793)
Common Stock regular distribution, $0.88 per share... - - - - - - (113,297) (113,297)
Common Stock special distribution...........ccoceeeeenenee. - - - - - - (82,086) (82,086)
Balances at December 31, 1999........ccccccvvieveenenieienenienens 1,155,150 - 12,671 700 2,463,193 1,089,973 (1,032,587) 3,689,100
Issuance of Equity Stock, Series A (5,635.602 shares) .... - - - - 113,354 - - 113,354
Issuance of Common Stock (498,451 shares) .................. - - 50 - 11,387 - - 11,437
Repurchase of Common Stock (3,491,600 shares).......... - - (351) - (77,448) - - (77,799)
Costs in connection with issuance of preferred operating
partnership units (See NOte 8) ......cccvvvvvvereeeereeieinns - - - - (3,750) - - (3,750)
NEL INCOME ..o - - - - - 297,088 - 297,088
Distributions to shareholders:
Preferred StOCK .......coovvviereneeeseere e - - - - - - (100,138) (100,138)
Equity Stock, SErieS A ..o - - - - - - (11,042) (11,042)
Common Stock regular distribution, $0.88 per share... - - - - - - (115,460) (115,460)
Common Stock special distribution............ccccevevinee - - - - - - (78,673) (78,673)
Balances at December 31, 2000........ccccecevereerereeneneenens $1,155150 $ - $ 12,370 700 $2,506,736 $1,387,061 $(1,337,900) $ 3,724,117

See accompanying notes.
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PUBLIC STORAGE, INC.
CONSOLIDATED STATEMENTSOF CASH FLOWS
For each of thethreeyearsin the period ended December 31, 2000
(amountsin thousands)

2000 1999 1998

Cash flows from operating activities:
INELINCOIMIE ...ttt ettt sttt $ 297,088 $ 287,885 $ 227,019
Adjustments to reconcile net income to net cash provided by
operating activities:
Less gain on disposition of real estate and real estate investments............ (3,786) (2,154)

Depreciation and amortiZation...........ccocevevereneeeeseese e 148,967 137,719 111,799
Depreciation included in equity in earnings of real estate entities............. 21,825 19,721 13,884
Minority iNterest iNINCOME.........cccccevireie s 38,356 16,006 20,290
Total AdJUSIMENES ....c.eoveieerccrre s 205,362 171,292 145,973
Net cash provided by operating activitieS.........cccccoviiiiiiiencenienieee 502,450 459,177 372,992
Cash flows from investing activities:
Principal payments received on mortgage notes receivable...................... 7,650 28,837 46,897
Acquisition of MINOrity INtEIrESES .......cccueviererererereee e (3L,271) (36,846) (22,845)
Notes receivable from affiliates. ..o, (11,400) (30,594) (33,000)
Acquisition of real estate faCilities.........cocooeriiininieie e, (62,938) (26,640) (46,064)
Acquisition cost of business combinations..........cc.cceeeverierieseneseeeseeseeens (66,776) (180,216) (85,883)
Reduction in cash due to the deconsolidation of PS Business
e N D o (==Y o] (=2 - - (11,260)
Investment in containerized storage bUuSINESS.......cccvcveveerevevesese e, - - (2,571)
Investmentsin real estate eNtitieS .......coveveverererieseceere e (75,146) (77,656) (99,934)
CONSITUCHION IN PIrOCESS.....ccviiveeeeceeeeeieseesie e e sseseeseeseeseeseesressesseeseeneensenes (232,918) (109,047) (79,132)
Capital improvementsto real estate facilities .......c.ccooeveveieicnicnicie (33,023) (29,023) (3L,714)
Proceeds from the sale of real estate facilities and real estate
INVESEMENES. ...ttt sttt re e bbb b sae s e e e nean 58,319 12,656 10,275
Net cash used in iNVesting aCtiVItiES.........ccuvvreerereiseeese e (447,503) (448,529) (355,231)
Cash flows from financing activities:
Net paydown on revolving line of credit ........oceveeveeievcvnience s, - - (7,000)
Net proceeds from the issuance of preferred Stock .........cocovverenieeceneenen. - 276,932 -
Net proceeds from the issuance of preferred partnership units.................. 361,250 - -
Net proceeds from the issuance of Equity Stock, SeriesA......cococeeeenen. 68,318 - -
Net proceeds from the issuance of common StOCK.........cccceverererieeienennn. 4,608 10,000 237,860
Repurchase of the Company’s common StocK ..........cccvererenenenieeiienennn. (77,799) (108,565) (72,256)
Principal payments on mortgage notes payable..........ccocooiiiinncecnnnnn. (11,335) (14,088) (15,131)
Distributions paid to shareholders .........cccvvverceceerecre e (343,388) (208,090) (179,101)
Distributions paid to minority iINtErestS........oovvvveveereerceveniese e (45,494) (25,300) (32,312)
Investment by Minority iNtErestS.......cccovveveveseneseeerees e 17,871 61,928 54,809
OLNEN ..o 5,364 435 5,140
Net cash used in finanCiNg actiVitieS.........ccoovveevenecneneree e (20,605) (6,748) (7,992)
Net increase in cash and cash equivalents...........cooevereriicie s 34,342 3,900 9,770
Cash and cash equivalents at the beginning of theyear.............ccocooinieienns 55,125 51,225 41,455
Cash and cash equivalents at the end of theyear ...........cccoovveevveievescceiciennn, $ 89,467 $ 55125 $ 51,225

See accompanying notes.
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PUBLIC STORAGE, INC.
CONSOLIDATED STATEMENTSOF CASH FLOWS

For each of thethreeyearsin the period ended December 31, 2000

(amountsin thousands)

(Continued)

Supplemental schedule of non cash investing and financing activities:
Business combinations (Note 3):
Real estate faCilities.......cooieiiriiereer e
CONSLIUCLION 1N PIOCESS.....cueivereesiesiesieeieeeeie et sre e e e see e e e e
Investment in real estate entitieS........ccvvveeverenencnee s
Mortgage NOteS reCaiVabIE .......ccvieeeeeeecec e
(@107 =S £ OSSR
Accrued and other [iahilitieS .........coevviienrieee e
MINOKILY INEEIrESE.....ecueeeeeeee et nne s
NOLES PAYADI €. e
Effect of the deconsolidation of PS Business Parks (Note 2):
Investmentsin real estate entitieS.........cooeeeeeierere s
Real estate facilities, net of accumulated depreciation.............ccce.e.....
OthEY BSSELS....eeveeerie ettt se e sae e eaas
Accrued and other [iabilitieS.........coeieiiiieieieee e
N[0 =] 7= Y= oS
MINOFILY INEErESE ..o
Acquisition of real estate facilities in exchange for minority interests,
common stock, the assumption of mortgage notes payable, the
cancellation of mortgage notes receivable, the reduction of investment in
real estate entities and Other @SSEtS.........cvevvvrireinie e
Assumption of notes payable in exchange for real estate facilities.............
Other assets given in exchange for real estate facilities........ccooeverenienene
Minority interest (acquired) issued in exchange for the purchase of (sale
of) real estate facilities ... .o
Cancellation of mortgage notes receivable to acquire real estate facilities.
Reduction of investment in real estate entitiesin exchange for real estate
FACHITIES ..t
Disposition of real estate facilitiesin exchange for notes receivable, other
assets, and investment in real estate entitieS........coocvvvvevvieverne e
Notes receivable issued in connection with real estate dispositions............
Other assets received in connection with real estate dispositions...............
Investment in real estate entities..........coocevererieeierere e
Acquisition of minority interest in exchange for common stock.................
Distributions payable............coereiiiin
Cumulative distributions paid ..........cccocovereniiinieee e
I ssuance of Common Stock:
In connection with business combinations. ...........ccccoceivcienincnenne
To acquire MINOrty INTErESES.....ccvvivverereeeee e
Acquire partnership interests in real estate entities..........cccccevcvvevrennene
In connection with conversion of Convertible Preferred Stock............
Issuance of equity stock, Series A in connection with special distribution
to common shareholders and in connection with acquisition of real
EStAE FACHITIES...veeeeere e
Conversion of Convertible Preferred SOCK .......cooeieiiiinininieceeee,

See accompanying notes.
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2000 1999 1998
(82,163)  $(727.925)  $(224,999)
- (11,449) -
14,393 66,334 86,966
- (6,739) -

(183) (3,295) (670)
1,177 23,434 3,793

- 32,201 35,210

- 100,000 -

- - (219,225)

- - 433,446

- - 2,048

- - (10,106)

- - (14,526)

- - (202,897)
(19,281) (55,120) (42,047)

- - 14,526

- 3,800 -

(6,427) - 1,206
- 5,573 2,495
3,144 - 527
20,265 29,675 -
(3,690) (10,460) -

- (3,800)

- (15,415) (17,133)
(22,988) (37,560) (25,460)
(82,086) 82,086 -

- (82,086) -

- 347,223 13,817

6,829 46,461 25,908

- - 17,133

- - 53,308

45,037
- - (53,308)



PUBLIC STORAGE, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000

Description of the business

Public Storage, Inc. (the “Company”) is a California corporation, which was organized in 1980. We
are afully integrated, self-administered and self-managed real estate investment trust (“REIT”) whaose principal
business activities include the acquisition, development, ownership and operation of storage facilities which
offer storage spaces and containers for lease, usually on a month-to-month basis, for personal and business use.
In addition, to a much lesser extent, we have interestsin commercial properties.

In 1996 and 1997, we organized Public Storage Pickup and Delivery, Inc., as a separate corporation
and partnership (the corporation and partnership are collectively referred to as “PSPUD”) to operate storage
facilities that rent portable storage containers to customers for storage in central warehouses. At December 31,
2000, PSPUD had 41 facilitiesin operation in 13 states.

Weinvest in real estate facilities by acquiring wholly owned facilities or by acquiring interests in real
estate entities which also own real estate facilities. At December 31, 2000, we had direct and indirect equity
interests in 1,507 properties located in 38 states, including 1,361 self-storage facilities and 146 commercial
properties. The Company under the “Public Storage” name operates al of the self-storage facilities.

Summary of significant accounting policies

Basis of presentation

The consolidated financial statements include the accounts of the Company and 35 controlled entities
(the “Consolidated Entities’). Collectively, the Company and these entities own a total of 1,253 real estate
facilities, consisting of 1,247 storage facilities and six commercial properties.

At December 31, 2000, we had equity investmentsin 11 limited partnerships in which we do not have
acontrolling interest. These limited partnerships collectively own 114 self-storage facilities, which are managed
by the Company. In addition, we own approximately 42% of the common interest in PS Business Parks, Inc.
(“PSB"), which owns and operates 140 commercia properties. We do not control these entities, accordingly,
our investments in these limited partnerships and PSB are accounted for using the equity method.

From the time of PSB’s formation through March 31, 1998, we consolidated the accounts of PSB in
our financial statements. During the second quarter of 1998, our ownership interest in PSB was reduced below
50% and, accordingly, we ceased to have a controlling interest in PSB. Accordingly, effective April 1, 1998,
we no longer included the accounts of PSB in our consolidated financial statements and have accounted for our
investment using the equity method. For all periods after March 31, 1998, the income statement includes the
Company’s equity in income of PSB. Further, commercia property operations for the periods after March 31,
1998 reflect only the commercial property operations of facilities owned by the Company.

Use of estimates

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

[ncome taxes

For all taxable years subsequent to 1980, the Company qualified and intends to continue to qualify asa
REIT, as defined in Section 856 of the Internal Revenue Code. As a REIT, we are not taxed on that portion of
our taxable income which is distributed to our shareholders provided that we meet certain tests. We believe we
have met these tests during 2000, 1999 and 1998; accordingly, no provision for income taxes has been made in
the accompanying financial statements.
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PUBLIC STORAGE, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000

Financial instruments

The methods and assumptions used to estimate the fair value of financial instruments is described
below. We have estimated the fair value 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 value. Accordingly, estimated fair values 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 debt instruments
purchased with a maturity of three months or less to be cash equivalents.

Due to the short period to maturity of our cash and cash equivalents, accounts receivable, other assets,
and accrued and other liabilities, the carrying values as presented on the consolidated balance sheets are
reasonable estimates of fair value. The carrying amount of mortgage notes receivable approximates fair value
because the aggregate mortgage notes receivable's applicable interest rates approximate market rates for these
loans. A comparison of the carrying amount of notes payable to our estimated fair value is included in Note 7,
“Notes Payable.”

Financial assets that are exposed to credit risk consist primarily of cash and cash equivalents, accounts
receivable, and notes receivable. Cash and cash equivalents, which consist of short-term investments, including
commercial paper, are only invested in entities with an investment grade rating. Notes receivable are
substantially all secured by real estate facilities that we believe are valued in excess of the related note
receivable. Accounts receivable are not a significant portion of total assets and are comprised of a large
number of individual customers.

Real estate facilities
Real estate facilities are recorded at cost. Depreciation is computed using the straight-line method over
the estimated useful lives of the buildings and improvements, which are generally between 5 and 25 years.

Evaluation of asset impairment

In 1995, the Financial Accounting Standards Board issued Statement No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Asset to be Disposed Of” which requires impairment
losses to be recorded on long-lived assets. We annually evaluate long-lived assets (including goodwill), by
identifying indicators of impairment and by comparing the sum of the estimated undiscounted future cash flows
for each asset to the asset’s carrying amount. When indicators of impairment are present and the sum of the
undiscounted cash flows is less than the carrying value of such asset, an impairment loss is recorded equal to the
difference between the asset’s current carrying value and its value based upon discounting its estimated future
cash flows. Statement No. 121 also addresses the accounting for long-lived assets that are expected to be
disposed of. Such assets are to be reported at the lower of their carrying amount or fair value, less cost to sell.
Our evaluations have indicated no impairment in the carrying amount of our assets.

Other assets

Other assets primarily consist of furniture, fixtures, equipment, and other such assets associated with
the containerized storage business as well as accounts receivable, prepaid expenses, and other such assets of the
Company. Included in other assets with respect to the containerized storage business is furniture, fixtures, and
equipment (net of accumulated depreciation) of $28,544,000 and $34,704,000 at December 31, 2000 and 1999,
respectively. Included in depreciation and amortization expense is $4,801,000, $4,915,000, and $4,317,000 in
the years ended December 31, 2000, 1999 and 1998, respectively, of depreciation of furniture, fixtures, and
equipment of the containerized storage business.
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PUBLIC STORAGE, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000

Intangible assets
Intangible assets consist of property management contracts ($165,000,000) and the cost over the fair

value of net tangible and identifiable intangible assets ($67,726,000) acquired. Intangible assets are amortized
straight-line over 25 years. At December 31, 2000 and 1999, intangible assets are net of accumulated
amortization of $47,709,000 and $38,400,000, respectively. Included in depreciation and amortization expense
is $9,309,000 in each of the three fiscal years ended December 31, 2000 with respect to the amortization of
intangible assets.

Revenue and expense recognition

Property rents are recognized as earned. Equity in earnings of real estate entities are recognized based
on our ownership interest in the earnings of each of the unconsolidated real estate entities. Advertising costs of
$11,987,000, $10,160,000 and $14,332,000 for 2000, 1999 and 1998, respectively, were expensed as incurred.

Environmental costs

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

Net income per common share

Basic net income per share is computed using the weighted average common shares (prior to the
dilutive impact of stock options outstanding). Diluted net income per common share is computed using the
weighted average common shares outstanding (adjusted for the dilutive impact of stock options outstanding).
Commencing January 1, 2000, the Company’s 7,000,000 Class B common shares outstanding began to
participate in distributions of the Company’s earnings. Distributions per share of Class B common stock are
equal to 97% of the per share distribution paid to the Company’s regular common shares. As aresult of this
participation in distribution of earnings, for purposes of computing net income per common share, we began to
include 6,790,000 (7,000,000 x 97%) Class B common shares in the weighted average common equivalent
shares for the year ended December 31, 2000. Weighted average shares for the years ended December 31, 1999
and 1998 do not include any shares with respect to the Class B common stock as these shares did not participate
in distributions of the Company’s earnings prior to January 1, 2000. In addition, the inclusion of the convertible
preferred stock (for periods prior to conversion) in the determination of net income per common share has been
determined to be anti-dilutive.

In computing earnings per common share, preferred stock dividends totaling $100,138,000,
$94,793,000 and $78,375,000 for the years ended December 31, 2000, 1999 and 1998, respectively, reduced
income available to common stockholders in the determination of net income alocable to common
stockholders.

Net income allocated to our common shareholders has been further allocated among our two classes of
common stock; our regular common stock and our Equity Stock, Series A. The allocation among each class
was based upon the two-class method. Under the two-class method, earnings per share for each class of
common stock is determined according to dividends declared (or accumulated) and participation rights in
undistributed earnings. Under the two-class method, the Equity Stock, Series A for the year ended December
31, 2000 was allocated approximately $11,042,000 of net income and the remaining $185,908,000 was
allocated to the regular common shares.
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PUBLIC STORAGE, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000

Stock-based compensation

In October 1995, the Financial Accounting Standards Board issued Statement No. 123 “ Accounting for
Stock-Based Compensation” which provides companies an alternative to accounting for stock-based
compensation as prescribed under APB Opinion No. 25 (APB 25). Statement 123 encourages, but does not
require companies to recognize expense for stock-based awards based on their fair value at date of grant.
Statement No. 123 allows companies to continue to follow existing accounting rules (fair value method under
APB 25) provided that pro-forma disclosures are made of what net income and earnings per share would have
been had the new fair value method been used. We have elected to adopt the disclosure requirements of
Statement No. 123 but will continue to account for stock-based compensation under APB 25.

Reclassifications
Certain reclassifications have been made to the consolidated financial statements for 1999 and 1998 in
order to conform to the 2000 presentation.

Business combinations

Mergers
On March 12, 1999, we completed a merger with Storage Trust Realty, Inc. (“Storage Trust”). All the

outstanding stock of Storage Trust was exchanged for 13,009,485 shares of the Company’s common stock and
an additional 1,011,963 shares were reserved for issuance upon conversion of limited partnership units in
Storage Trust's operating partnership. The aggregate acquisition cost of the merger was approximately
$575,676,000, consisting of the issuance of the Company’s common stock of approximately $34