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CUMULATIVE TOTAL RETURN

PS Business Parks Inc SP 500 Index and NAREIT Equity Index

December 31 2007 December 31 2012
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_____________________
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NAREIT Equity Index
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12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12

12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12

PS Business Parks Inc $100.00 87.95 $102.41 $117.68 $120.90 $145.53

SP 500 Index $100.00 63.00 79.67 91.68 93.61 108.59

NARElTEquitylndex $100.00 62.27 79.70 $101.98 $110.42 $132.18

The graph set forth above compares the yearly change in the cumulative total shareholder return on the Common Stock of the Company

for the five-year period ended December 31 2012 to the cumulative total return of the Standard Poors 500 Stock Index SP 500

Index and the National Association of Real Estate Investment Trusts Equity Index NAREIT Equity Index for the same penod total

shareholder return equals price appreciation plus dividends The stock price performance graph assumes that the value of the

investment in the Companys Common Stock and each Index was $100 on December 31 2007 and that all dividends were reinvested

The stock price performance shown in the graph is not necessarily indicative of future price performance



TO OIJR SHAREHOLDERS

PSBPositioned for an EmergingRecovery

Nearly four
years

after the historical economic crisis of 2008 more indications are

emerging that broader base of positive economic conditions are at hand which will

have particular advantages to PS Business Parks PSB In 2012 several elements

of recovery surfaced including employment growth new business creation

an improving housing recovery and strong corporate profits More specific

to our industry these factors have taken commercial occupancy levels to

multi-year highs There are fewer vacant buildings across many markets and

minimal new inventory has been built In essence the supply-and-demand ratio

has begun to shift in favor of owners The strategies PSB has deployed over this

multi-year slow growth post-crisis period have positioned the Company for

exceptional opportunities The leadership team at PSB which now has combined

average tenure with the Company in excess of decade is battle tested and even more

importantly equipped to deliver superior results due to the unique attributes of our

platform PSB is not only successful survivor of an environment that has disabled

many competitors it is well positioned to thrive in whatever form of emerging

recovery is at hand Here are number of reasons why am so encouraged

by the opportunities ahead for PSB as we reflect on 2012 and enter into 2013

Our Customers PSBs priority is to own and operate properties that cater to users

who appreciate the advantages of locating their businesses in multi-building

business park environment With portfolio comprised of over 28 million

square feet throughout 102 business parks PSBs average customer occupies just

over 5000 square feet We view this as strategic sweet spot and focus our primary

efforts to serve customers who some characterize as management intensive due to

their smaller size PSBs customer base which is now comprised of over 4600 entities

is spread across wide array of industries true cross section of the American

business community There is vibrant flow of real estate demand within business
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weighted average occupancy Due to an average lease term of just over three years

PSB has the ability to mark to market lease rates at faster clip than owners focused

on larger users who typically sign much longer term leases The statistics tied to

this metric are becoming more favorable in 2011 cash rent spreads decreased 8.3%

while in 2012 they decreased 6.2% as we now are releasing into pool of

transactions signed in the depths of the 2008 to 2011 market correction These

previously reduced rental rates are now being reset to improving market rates on both

new and renewing lease transactions All told 2012 leasing activity took Same Park

NOT positive for the first time in four
years to 0.7% The statistics look favorable

heading into 2013 with 27% of our leased portfolio expiring and with many markets

beginning to post higher rental rates

Investments Beginning in 2010 and through 2012 PSB acquired approximately

nine million square feet deploying approximately $900 million in capital of

well located assets On top of these investments we expended another

$45 million to reposition and lease these properties typically re-tooling buildings

to accommodate smaller multi-tenancy with spaces that are made-ready

for occupancy These properties have been characterized as value-add due

to their inferior in-place occupancy and revenue levels when acquired PSBs

strategy has been to invest in underperforming assets that are well matched to

our operational strengths reposition them if necessary to size that meets our

customer size and then aggressively lease them Particular focus was placed in

Washington D.C office assets and Austin flex assets in 2010 and Northern

California industrial and flex assets in 2011 Tn 2012 we acquired approximately

one million square feet in Seattle industrial assets and another 226000

square feet in Austin flex assets with both of these markets showing

promise The mixture of office flex and industrial assets acquired over the

last three years has been dictated by the value opportunity we have uncovered

knowing that in any of the three product types we have the ability to deliver

strong investment returns once the assets are repositioned and occupancy

is stabilized The over-arching goal is to meet or exceed the typical levels
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preferred equity from 7.0% to 6.1% saving approximately $5 million in annual

distribution costs Also our fixed charge coverage ratio remained very healthy

at 3.lx which is in the upper tier of any publicly traded REIT It is quite

admirable to have such strong balance sheet with the macro financial

pressures that many other entities public and private face

Conclusion

For the reasons noted we remain optimistic that PSB is well positioned to

continue to deliver exceptional shareholder returns In 2012 the Company

produced total return to shareholders of 20% the strongest level since 2006

In the coming year and beyond the factors that should reward our efforts include

improving market conditions and employment growth driven by strong

corporate performance and continued small business development In

addition PSB is standout when we choose to acquire assets with our

uncompromised balance sheet and proven efficient due diligence processes

while still adhering to consistent historical underwriting and investment

hurdles that lead to enhanced net asset value Most importantly we are at an

advantage due to the quality and dedication of our team members at every

level PSB employees take pride in outperforming markets embracing the

challenges of ever changing markets and customer demands while once again

finding ways to deliver respectable shareholder returns

Thank you for your confidence in our abilities

Sincerely

Joseph Russell Jr

President and Chief Executive Officer

March 15 2013



Computation of Diluted Funds from Operations FF0 and
Funds Available for Distribution FAIY
Unaudited in thousands except per share amounts

For the Years Ended December 31

2012 2011

Computation of Diluted Funds from Operations FFOl
Net income allocable to common shareholders 19805 52162
Adjustments

Gain on sale of real estate facilities 935 2717
Depreciation and amortization 109494 84682
Net income allocable to noncontrolling

interests common units 5970 5543
Net income allocable to restricted stock unit holders 138 127

FF0 allocable to common and dilutive shares 134472 149797

Weighted average common shares
outstanding 24234 24516

Weighted average common OP units outstanding 7305 7305

Weighted average
restricted stock units outstanding 107 64

Weighted average common share equivalents outstanding 89 83

Total common and dilutive shares 31735 31968

FF0 per common and dilutive share 4.24 4.69

Computation of Funds Available for Distribution FAD2
FF0 allocable to common and dilutive shares 134472 149797

Adjustments

Recurring capital improvements 8394 8173
Tenant improvements 34236 27292
Lease commissions 7244 8089
Straight-line rent 2686 1228
Non-cash stock compensation expense 5434 1965

In-place lease adjustment 501 843

Tenant improvement reimbursements net of lease incentives 1315 769
Non-cash distributions related to the redemption of preferred equity 17316
Gain on repurchase of preferred equity net of issuance costs 7389

FAD 103848 99665

Distributions to common and dilutive shares 55678 56005

Distribution payout ratio 53.6% 56.2%

Funds From Operations FF0 is computed in accordance with the White Paper on FF0 approved by the Board of Governors of

the National Association of Real Estate Investment Trusts NARF.IT The White Paper defines FF0 as net income computed in

accordance with generally accepted accounting principles GAAP before depreciation amortization gains or losses on asset dispositions

net income allocable to noncontrolling interests common units net income allocable to restricted stock unit holders impairment

charges and nonrecurring items FF0 should be analyzed in conjunction with net income However FF0 should not be viewed as

substitute for net income as measure of operating performance or
liquidity as it does not reflect depreciation and amortization costs or

the level of
capital expenditure and leasing costs necessary to maintain the operating performance of the Companys properties which arc

significant
economic costs and could materially impact the Companys results from operations Other REITs may use different methods

for calculating FF0 and accordingly the Companys FF0 may not be comparable to other real estate companies

Funds Available for Distribution FAD is computed by adjusting consolidated FF0 for recurring capital improvements
which the Company defines as those costs incurred to maintain the assets value tenant improvements lease commissions

straight_line rent stock compensation expense amortization of lease incentives and tenant improvement reimbursements

in-place lease adjustment and the effect of redemption/repurchase of preferred equity Like FF0 the Company considers FAD to

be useful measure for investors to evaluate the operations and cash flows of REIT FAD does not represent net income or cash

flow from operations as defined by GAAP
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PART

ITEM BUSINESS

Forward-Looking Statements

Forward-looking statements are made throughout this Annual Report on Form 10-K For this purpose any

statements contained herein that are not statements of historical fact may be deemed to be forward-looking

statements Without limiting the foregoing the words may believes anticipates plans expects

seeks estimates intends and similar expressions are intended to identify forward-looking statements

There are number of important factors that could cause the results of the Company to differ materially from

those indicated by such forward-looking statements including but not limited to changes in general

economic and business conditions decreases in rental rates or increases in vacancy rates/failure to renew or

replace expiring leases tenant defaults the effect of the recent credit and financial market conditions

our failure to maintain our status as REIT the economic health of our tenants increases in operating

costs casualties to our properties not covered by insurance the availability and cost of capital

increases in interest rates and its effect on our stock price other factors discussed under the heading Item

IA Risk Factors In light of the significant uncertainties inherent in the forward-looking statements included

herein the inclusion of such information should not be regarded as representation by us or any other person that

our objectives and plans will be achieved Moreover we assume no obligation to update these forward-looking

statements to reflect actual results changes in assumptions or changes in other factors affecting such forward-

looking statements except as required by law

The Company

PS Business Parks Inc PSB is fully-integrated self-advised and self-managed real estate investment

trust REIT that owns operates acquires and develops commercial properties primarily multi-tenant flex

office and industrial parks PS Business Parks L.P the Operating Partnership is California limited

partneiship
which owns directly or indirectly substantially all of our assets and through which we conduct

substantially all of our business PSB is the sole general partner of the Operating Partnership and as of

December 2012 owned 76.9% of the common partnership units The remaining common partnership units

are oned by Public Storage PS PSB as the sole general partner of the Operating Partnership has full

exclusive and complete responsibility and discretion in managing and controlling the Operating Partnership

Unless otherwise indicated or unless the context requires otherwise all references to the Company we us
our and similar references mean PS Business Parks Inc and its subsidiaries including the Operating

Partnership

As of December 31 2012 the Company owned and operated 28.3 million rentable square
feet of

commercial space comprising 102 business parks located in eight states Arizona California Florida Maryland

Oregon Texas Virginia and Washington The Company focuses on owning concentrated business parks which

provide the Company with the greatest flexibility to meet the needs of its customers The Company also manages

1.2 million rentable square feet on behalf of PS

J-Iistorv of 1/ic Company The Company was formed in 1990 as California corporation under the name

Public Storage Properties Xl Inc In March 17 1998 merger with American Office Park Properties Inc

AOPP the Merger the Company acquired the commercial property business operated by AOPP and was

renamed PS Business Parks Inc Prior to the Merger in January 1997 AOPP was reorganized to succeed to

the commercial property business of PS becoming fully integrated self-advised and self-managed REIT



From January 2010 through December 2012 the Company has acquired 9.1 million square feet of multi-

tenant flex office and industrial parks for an aggregate purchase price of $907.6 million The table below reflects

the assets acquired during this period in thousands

Purchase Square Occupancy at

Property Date Acquired Location Price Feet December 31 2012

Austin Flex Buildings December 20 Austin Texas 1.900 226 86

21 20i Busi less Park July 2012 Kent Valley Washington 37550 958 50.74

Total 2012 Acquisitions 52.45 1.184 57.4

Northern Cal lornia Portfolio December 2011 Fast Bay California $520300 5.334 86.3
Royal Ted October 2111 Las Colinas Texas 2.835 80 00.0
MICC enter 22 August 20 Miami Florida 3.525 46 33.34

Warren Building June 21 Tysons Corner Virginia 27.100 141 88.24

Total 2011 Acquisitions 8553460 5.600 86.1

Westpark Business Campus December 2010 Tysons Corner Virginia $140000 735 74.74

Tysons Corporate Center July 20 10 Tysons Corner Virginia 35400 270 88.44

Parklawn Business Park June 2010 Rockville Maryland 23430 232 88.04

Austin Flex Portlolio April 2010 Austin Texas 42.901 704 96.6

Shady Groe Executise Center March 2011 Rocks lIe Maryland 60.000 350 92.2

otal 2010 Acquisitions 311731 2291 87
Total 5907641 9.075 82.6

In October 2012 the Company completed the sale of Quail Valley Business Park 66000 square foot flex

park in Houston Texas for
gross sales price of $2.3 million resulting in net gain of $935000

In August 2011 the Company completed the sale of Westchase Corporate Park 177000 square foot flex

park consisting of 13 buildings in Houston Texas for gross sales price of $9.8 million resulting in nd gain

of $2.7 million

In 2010 the Company completed construction of new building within its Miami International Commerce

Center MICC in Miami Florida which added 75.000 square feet of rentable multi-tenant industrial space In

January 2010 the Company completed the sale of 13 1.000 square foot office building located in Houston

Texas The gross sales price was $10.0 million resulting in net gain of $5.2 million

From 1998 through 2009 the Company acquired 15.8 million
square feet of commercial space developed

an additional 500.000 square feet and sold .9 million square feet along with some parcels of land

The Company has elected to be taxed as REIT under the Internal Revenue Code of 1986 as amended the

Code commencing with its taxable year ended December 31 1990 To the extent that the Company continues

to qualify as REIT it will not he taxed with certain limited exceptions on the net income that is currently

distributed to its shareholders

The Companys principal executive offices are located at 701 Western Avenue Glendale California 91201-

2397 The Companys telephone number is 818 244-8080 The Company maintains website with the address

www.pshusinessparks.com The information contained on the Companys website is not part of or

incorporated by reference into this Annual Report on Form 10-K The Company makes available free of charge

through its website its Annual Report on Form 10-K Quarterly Reports on Form l0-Q and Current Reports on

Form 8-K and amendments to these reports as soon as reasonably practicable after the Company electronically

files such material with or furnishes such material to the Securities and Exchange Commission the SEC
Business o/ the Company The Company is in the commercial property business with 102 business parks

consisting of multi-tenant flex industrial and office space The Company owns 14.9 million square feet of flex

space Tue Company defines flex space as buildings that are configured with combination of warehouse and

office space and can be designed to fit wide variety of uses The warehouse component of the flex space has

number of rises including light manufacturing and assembly storage and warehousing showroom laboratory

distribution and research and development activities The office component of flex space
is complementary lo the

warehouse component by enabling businesses to accommodate management and production staff in the same

facility The Company owns 8.4 million square feet of industrial space that has characteristics similar to the

warehouse component of the flex space as well as ample dock access In addition the Company owns 5.0 million

square feet of low-rise office space generally either in business parks that combine office and flex space or in

submarkets where the market demand is more ollice focused



The Companys commercial properties typically Consist of business parks with low-rise buildings ranging

from one to 48 buildings per park located on parcels of various sizes and comprising from approximately 12000

to 3.3 million aggregate square feet of rentable space Facilities are managed through either on-site management

or offices central to the facilities Parking is generally open but in some instances is covered The ratio of parking

spaces to rentable square
feet ranges from two to six per thousand square feet depending upon the use of the

property and its location Office
space generally requires greater parking ratio than most industrial uses The

Company may acquire properties that do not have these characteristics

The tenant base for the Companys facilities is diverse The portfolio can be bifurcated into those facilities

that service small to medium-sized businesses and those that service larger businesses Approximately 34.2% of

in-place rents from the portfolio are derived from facilities that serve small to medium-sized businesses

property in this facility type is typically divided into units ranging in size from 500 to 4999 square feet and

leases generally range
from one to three years The remaining 65.8% of in-place rents from the portfolio are

derived from facilities that serve larger businesses with units greater than or equal to 5.000 square feet The

Company also has several tenants that lease space in multiple buildings and locations The U.S Government is

the largest tenant with multiple leases encompassing approximately 870000 square feet or of the

Companys annualized rental income

The Company currently owns properties in eight states and it may expand its operations to other states or

reduce the number of states in which it operates Properties are acquired or both income and potential capital

appreciation there is no limitation on the amount that can be invested in any specific property Although there

are no restrictions on our ability to expand our operations into foreign markets we currently operate solely within

the United States and have no foreign operations

The Company owns land which may he used for the development of commercial properties The Company

owns approximately 6.4 acres of such land in Northern Virginia 11.5 acres in Portland Oregon and 10.0 acres in

Dallas Texas as of December 31 2012

Operating Partnership

The properties in which the Company has an equity interest generally are owned by the Operating

Partnership Through this organizational structure the Company has the ability to acquire interests in additional

properties in transactions that could defer the contributors tax consequences by causing the Operating

Partnership to issue equity interests in return for interests in properties

The Company is the sole general partner of the Operating Partnership As of December 2012 the

Company owned 76.9% of the common partnership units of the Operating Partnership and the remainder of such

common partnership units were owned by PS The common units owned by PS may be redeemed by PS Irom

time to time subject to the provisions of our charter for cash or at our option shares of our common stock on

one-for-one basis Also as of December 31 2012 in connection with the Companys issuance of publicly traded

Cumulative Preferred Stock the Company owned 35.4 million preferred units of the Operating Partnership of

various series with an aggregate redemption value of $885.0 million with terms substantially identical to the

terms of the publicly traded depositary shares each representing 1/1.000 of share of 5.750% to 6.875%

Cumulative Preferred Stock of the Company

As the general partner of the Operating Partnership the Company has the exclusive responsibility under the

Operating Partnership Agreement to manage and conduct the business of the Operating Partnership The Board

of Directors directs the affairs of the Operating Partnership by managing the Companys affairs The Operating

Partnership is responsible for and pays when due its share of all administrative and operating expenses of the

properties it owns



The Companys interest in the Operating Partnership entitles it to share in cash distributions from and the

profits and losses of the Operating Partnership in proportion to the Companys economic interest in the

Operating Partnership apart from tax allocations of profits and losses to take into account pre-contribution

property appreciation or depreciation The Company since 1998 has paid per share dividends on its common
and preferred stock that track on one-for-one basis the amount of per unit cash distributions the Company
receives from the Operating Partnership in respect of the common and preferred partnership units in the

Operating Partnership that are owned by the Company

Cost Allocation and Administrative Services

Pursuant to cost sharing and administrative services agreement the Company shares costs with PS for

certain administrative services These services include investor relations legal corporate tax and information

systems Under this agreement costs are allocated to the Company in accordance with its proportionate share of

these costs These allocated costs totaled $441000 $442000 and $543000 for the
years ended December 31

2012 2011 and 2010 respectively

Common Officers and Directors with PS

Ronald Havncr Jr Chairman of the Company is also the Chairman of the Board Chief Executive

Officer and President of PS Gary Pruitt an independent director of the Company is also trustee of PS The

Company engages additional executive personnel who render services exclusively for the Company However it

is expected that certain officers of PS will continue to render services for the Company as requested pursuant to

the cost sharing and administrative services agreement

Property Management

The Company manages commercial properties owned by PS which are generally adjacent to self-storage

facilities.for management fee of 5% of the gross revenues of such properties in addition to reimbursement of

direct costs The property management contract with PS is for seven-year term with the agreement

automatically extending for an additional one-year period upon each one-year anniversary of its commencement

unless cancelled by either party Either party can give notice of its intent to cancel the agreement upon

expiration of its current term Management fee revenue derived from this management contract with PS totaled

$649000 $684000 and $672000 for the years ended December 31 2012 2011 and 2010 respectively

PS also provides property management services for the self-storage component of two assets owned by the

Company These self-storage facilities located in Palm Beach County Florida operate under the Public

Storage name Either the Company or PS can cancel the property management contract upon 60 days notice

Management fee expenses under the contract were $55000 $52000 and $48000 for the years ended

December 31 2012 2011 and 2010 respectively

Management

Joseph Russell Jr leads the Companys senior management team Mr Russell is President and Chief

Executive Officer of the Company The Companys senior management includes John Petersen Executive

Vice President and Chief Operating Officer Edward Stokx Executive Vice President and Chief Financial

Officer Maria Hawthorne Executive Vice President East Coast Trenton Groves Vice President and

Corporate Controller Coby Holley Vice President Pacific Northwest Division Robin Mather Vice

President Southern California Division William McFaul Vice President Washington Metro Division

Ross Parkin Vice President Acquisitions and Dispositions Eddie Ruiz Vice President and Director of

Facilities Viola Sanchez Vice President Southeast Division Richard Scott Vice President Northern

California Division Eugene Uhlman Vice President Construction Management and David Vicars Vice

President Midwest Division



REIT Structure

If certain detailed conditions imposed by the Code and the related Treasury Regulations are met an entity

such as the Company that invests principally in real estate and that others ise would he taxed as corporation

may elect to be treated as REIT The most important consequence to the Company of being treated as REIT

for federal income tax purposes is that the Company can deduct dividend distributions including distributions on

pie brred stock to its shareholders thus effectively eliminating the double taxation al the corporate and

shareholder levels that typically resLilts when corporation eariis income and distributes that income to

shareholders in the form ol di\ idends

The Company believes that it has operated and intends to contulue to operate in such manner as to

qual dy as REIT tinder the Code hut no assurance can he giveil that it ill at all times so qualify To the extent

that the Company continLies to qLialify as REIT it will not he taxed tb certain limited exceptions on the

taxable income that is distributed to its shareholders

Operating Strategy

The Company believes its operating acquisition and finance strategies combined with its diversified

10itll io produces lo risk stable growth business niodel The Companys primary objective is to grow

shareholder aluc Key elements of the Companys growth strategy include

Maxiniie Net Cash F/on 0/ Existing Properties The Company seeks to maximize the net cash flow

generated by its properties by maximizing average occupancy rates ii achieving the highest possible levels

of realized monthly i-cuts ier occupied square hot and iii controlling its operating cost structure by improving

operating efficiencies and economies of scale The Company believes that its experienced propert\ management

personnel and comprehensive systems combined with increasing economics of scale enhance the Conipanys

ability to meet these goals The Company seeks to increase occupancy rates and realized monthl\ rents per

sqiare
ftot by providing its field personnel with incentives to lease space to credit tenants and to maximize the

return on investment in each lease transaction The Company seeks to maximize its cash flow by controlinig

capital expenditures associated with maintaining and releasing space by acquiring and owning properties with

easily reconfigured space
that appeal to wide range of tenants

Focus on Targeted Markets The Company intends to continue investing in markets that have characteristics

which enable them to be competitive economically The Company believes that markets with some combination

of above average population growth job growth higher education levels and personal income will produce better

overall economic returns The Company targets individual properties in high barrier to entry markets that are

close to critical infrastructure middle to high income housing universities and have easy access to major

ran sport ati on arteries

Reduce Capital LjeiuhiInres and increase Occupaiuv Rates by Priding Flexible Picerties and

Aitacliimg Di iers itled Tenant Base By fecusing on properties with easily reconi igtirahle piice the Cmpany

believes it can ofler facilities that appeal to wide range of potential tenants which aids in reducing the capital

expenditures associated with releasing space The Company believes this property lexihilit also allows it to

better serve existing tenants by accommodating expansion and contraction needs In addition the Company

believes that diversified tenant base combined with flexible parks helps it maintain occupancy rates enabling

it to attract greater number of potential users to its space

Provide Snperior Jivpemtv Managenient The Conipany seeks to provide superior
level of service to its

tenants in order to maintain occupancy and increase rental rates as well as miniiiuize cnistonier turnover The

Companys property management offices are located onsite or regionally providing tenants with convenient

access to management and helping the Company maintain its properties and convey sense of quality order and

security The Company has significant experience in acquiring properties managed by others and thereafter

improving tenant satislaction occupancy levels renewal iates and rental income by implementing established

tenant service programs



Financing Strategy

The Companys primary objective in its financing strategy is to maintain financial flexibility and low risk

capital structure Key elements of this strategy are

Retain Operating Cash Flow The Company seeks to retain significant funds after funding its distributions

and capital improvements for additional investments During the years ended December 31 2012 and 2011 the

Company distributed 1.4% and 37.4% respectively of its funds from operations FF0 to common

shareholders/unit holders FF0 is computed in accordance with the White Paper on FF0 approved by the Board

of Governors of the National Association of Real Estate Investment Trusts NAREIT The White Paper

defines FF0 as net income computed in accordance with U.S generally accepted accounting principles

GAAP before depreciation amortization gains or losses on asset dispositions net income allocable to

noncontrolling interests common units net income allocable to restricted stock unit holders impairment

charges and nonrecurring items FF0 is non-GAAP financial measure and should be analyzed in conjunction

with net income However FF0 should not be viewed as substitute for net income as measure of operating

performance as it does not reflect depreciation and amortization costs or the level of capital expenditure and

leasing costs necessary to maintain the operating performance of the Companys properties which are significant

economic costs and could materially impact the Companys results of operations Other REITs may use different

methods for calculating FF0 and accordingly the Companys FF0 may not be comparable to other real estate

companies funds from operations See Item Managements Discussion and Analysis of Financial Condition

and Results of Operations Liquidity and Capital Resources Non-GAAP Supplemental Disclosure Measure

Funds from Operations for reconciliation of FF0 and net income allocable to common shareholders and for

information on why the Company presents FF0

Perpetual Prefrred Stock/Units The primary source of leverage in the Companys capital structure is

perpetual preferred stock or equivalent preferred units in the Operating Partnership This method of financing

eliminates interest rate and refinancing risks as the dividend rate is fixed and the stated value or capital

contribution is not required to be repaid In addition the
consequences

of defaulting on required prelØrred

distributions are less severe than with debt The preferred shareholders may elect two additional directors if six

quarterly distributions go unpaid whether or not consecutive

Throughout this Form 10-K we use the term preferred equity to mean both the preferred stock issued by

the Company including the depositary shares representing interests in that preferred stock and the preferred

partnership units issued by the Operating Partnership and the term preferred distributions to mean dividends

and distributions on the preferred stock and preferred partnership units

Debt Financing The Company from time to time has used debt financing to facilitate real estate

acquisitions and other capital allocations The primary source of debt the Company has historically relied upon to

provide short-term capital is its $250.0 million unsecured line of credit the Credit Facility In addition during

2011 in connection with its $520.0 million portfolio acquisition in Northern California the Company obtained

$250.0 million unsecured three-year term loan and assumed $250.0 million mortgage note

Access to Capital The Company targets minimum ratio of FF0 to combined fixed charges and preferred

distributions paid of 3.0 to 1.0 Fixed charges include interest expense Preferred distributions include amounts

paid to preferred shareholders and preferred Operating Partnership unit holders For the year ended December 31

2012 the FF0 to combined fixed charges and preferred distributions paid ratio was 3.1 to 1.0 excluding the

charge for the issuance costs related to the redemptions of preferred equity The Company believes that its

financial position enables it to access capital to finance future growth Subject to market conditions the

Company may add leverage to its capital structure

Competition

Competition in the market areas in which many of the Companys properties are located is significant and

has from time to time reduced the occupancy levels and rental rates of and increased the operating expenses of

certain of these properties Competition may be accelerated by any increase in availability of funds for

investment in real estate Barriers to entry are relatively low for those with the necessary capital and the



Company competes for property acquisitions and tenants with entities that have greater financial resources than

the Company Sublease space and unleased developments are expected to continue to provide competition among

operators in certain markets in which the Company operates While the Company will have to respond to market

demands management believes that the combination of its ability to offer variety of options within its business

parks and the Companys financial stability provide it with an opportunity to compete favorably in its niarkets

The Companys properties compete for tenants with similar properties located in its markets primarily on

the basis of location rent charged services provided and the design and condition of improvements The

Company believes it possesses several distinguishing characteristics that enable it to compete effectively in the

flex ofltce and industrial space markets The Company believes its personnel are among the most experienced in

these real estate markets The Companys facilities al-c part of comprehensive system encompassing

standardized procedures and integrated reporting and information networks The Company believes that the

significant operating and financial experience of its executive officers and directors combined with the

Companys capital structure national investment scope geographic diversity and economies of scale should

enable the Company to compete effectively

Investments in Real Estate Facilities

As of December 31 2012 the Company owned and operated 28.3 million rentable square feet comprised of

102 business parks in eight states compared to 27.2 million rentable square feet at December 2011

Summary of Business Model

The Company has diversified portfolio It is diversified geographically in eight stales and has diversified

customer mix by size and industry concentration The Company believes that this diversification combined with

conservative financing strategy focus on markets with strong demographics for growth and our operating

strategy gives the Company business model that mitigates risk and provides strong long4erm growth

opportu nities

Restrictions on Transactions with Affiliates

The Companys Bylaws provide that the Company may engage in transactions with affiliates proided that

purchase or sale transaction with an affiliate is approved by majority of the Companys independent

directors and ii fair to the Company based on an independent appraisal or fairness opinion

Borrowings

As of December 2012 the Company had outstanding mortgage notes payable of $268 million

compared to S282.l million at December 31 2011 The decrease in outstanding mortgage notes payable was due

to the repayment of $13.2 million mortgage note in November 2012 Subsequent to December 31 2012 the

Company repaid two mortgage notes payable totaling $18.1 million See Notes and to the consolidated

financial statements for summary of the Companys outstanding borrowings as of December 31 2012

The Company has line of credit the Credit Facility with Wells Fargo Bank National Association

Wells Fargo which expires on August 2015 The Credit Facility has borrowing limit of $250.0 million

The rate of interest charged on borrowings is equal to rate ranging from the London Interbank Offered Rate

LI BOR plus 1.00% to LIBOR plus .85% depending on the Companys credit ratings Currently the

Companys rate under the Credit Facility is LIBOR plus 1.10% In addition the Company is reqLnred to pay an

annLlal facility fee ranging from 0.1 SC/c to 0.45% of the borrowing limit depending oil the Companys credit

ratings currently 0.1 5Y The Company had no halaiice outstanding on the Credit Facility at December 31

2012 The Company had $185.0 million outstanding on the Credit Facility at an interest rate of 1.41% at

December 2011 The Company had $791000 and SI million of unamortized commitment fees as of

December 31 2012 and 2011 respectively The Credit Facility requires the Company to meet certain covenants

with which the Company was in compliance at December 2012 and 201 Interest on outstanding borrowings

is payable monthly



In connection with the Northern California Portfolio acquisition described in Note the Company entered

into term loan on December 20 2011 with Wells Fargo as Administrative Agent the Term Loan Pursuant

to the Term Loan the Company borrowed $250.0 million for three year term through December 2014 The

maturity date of the Term Loan Agreement can be extended by one year at the Companys election Interest on

the amounts borrowed under the Term Loan accrues based on an applicable rate ranging from LIBOR plus

to LIBOR plus 2.25% depending on the Companys credit ratings Currently the Companys rate under the Term

Loan is LIBOR plus 1.20% The Company had $200.0 million outstanding on the Term Loan at an interest rate

of 1.41% at December 31 2012 and $250.0 million outstanding at an interest rate of .50% at December 31

2011 The Company had $383000 and $729000 of unamortized commitment fees as of December 31 2012 and

2011 respectively The covenants and events of default contained in the Credit Facility are incorporated ini.o the

Term Loan by reference and the Term Loan is cross-defaulted to the Credit Facility The Term Loan ctn he

repaid in full or part at any time prior to its maturity without penalty

On February 2011 the Company entered into an agreement with PS to borrow $121.0 million with

maturity date of August 2011 at an interest rate of LIBOR plus 085C% The Company repaid in full the note

payable to PS upon maturity

The Company has broad powers to borrow in furtherance of the Companys objectives The Company has

incurred in the past and may incur in the future both short-term and long-term indebtedness to facilitate real

estate acquisitions and other capital allocations

Employees

As of December 31 2012 the Company employed 161 individuals primarily personnel engaged in properly

operations

Insurance

The Company believes that its properties are adequately insured Facilities operated by the Company have

historically been covered by comprehensive insurance including fire earthquake liability and extended

coverage
from nationally recognized carriers

Environmental Matters

Compliance with laws and regulations relating to the protection of the environment including those

regarding the discharge of material into the environment has not had any material effect upon the capital

expenditures earnings or competitive position of the Company

Substantially all of the Companys properties have been subjected to Phase environmental reviews Such

reviews have not revealed nor is management aware of any probable or reasonably possible environmental costs

that management believes would have material adverse effect on the Companys business assets or results of

operations nor is the Company aware of any potentially material environmental liability See Item IA Risk

Factors for additional information

ITEM 1A RISK FACTORS

In addition to the other information in our Annual Report on Form 10-K you should ccnsider the risks

described below that we believe may be material to investors in evaluating the Company This section contains

forward-looking statements and in considering these statements you should refer to the qualifications and

limitations on our forward-looking statements that are described in Item Business Forward-Looking

Statements



Since our business consists primarily of acquiring and operating real estate we are subject to the risks

related to the ownership and operation of real estate that can adversely impact our business and financial

condition

The value of our investments may be reduced hr general risks of real estate ownership Since we derive

substantially all of our income from real estate operations we are subject the general risks of acquiring and

owning real estate-related assets including

changes in the national state and local economic climate and real estate conditions such as oversupply

of or reduced demand for commercial real estate space and changes in market rental rates

how prospective tenants perceive the attractiveness convenience and safety of our properties

difficulties in consummating and financing acquisitions and developments on advantageous terms and

the failure of acquisitions and developments to perform as expected

our ability to provide adequate management maintenance and insurance

natural disasters such as earthquakes hurricanes and floods which could exceed the aggregate limits

of our insurance coverage

the expense of periodically renovating repairing and re-letting spaces

the impact of environmental protection laws

compliance with federal state and local laws and regulations

increasing operating and maintenance costs including property taxes insurance arid utilities if these

increased costs cannot be passed through to tenants

adverse changes in tax real estate and zoning laws and regulations

increasing competition from other commercial properties in our market

tenant defaults and bankruptcies

tenants right to sublease space and

concentration of properties leased to non-rated private companies with uncertain financial strength

Certain significant costs such as mortgage payments real estate taxes insurance and maintenance

generally are not reduced even when propertys rental income is reduced In addition environmental and tax

laws interest rate levels the availability of financing and other factors may affect real estate values and property

income Furthermore the supply of commercial space fluctuates with market conditions

If our properties do not generate sufficient income to meet operating expenses including any debt service

tenant improvements lease commissions and other capital expenditures we may have to borrow additional

amounts to cover fixed costs and we may have to reduce our distributions to shareholders

There is significant competition among commercial properties Many other commercial properties compete

with our properties for tenants Some of the competing properties may be newer and better located than our

properties Competition in the market areas in which many of our properties are located is significant and has

affecied our occupancy levels rental rates and operating expenses We also expect that new properties will be

built in our markets In addition we compete with other buyers many of which are larger than us for attractive

commercial properties Therefore we may not be able to grow as rapidly as we would like

We mar encounter significant delays and
expense in reletting vacant space or ne mar not be able to melet

space at existing rates in each case resulting in losses of income When leases expire we may incur expenses in

retrofitting space
and we may not be able to re-lease the space on the same tenns Certain leases provide tenants

with the right to terminate early if they pay fee As of December 2012 our properties generally had lower

vacancy rates than the average for the markets in which they are located and 2040 leases representing 29.0cf of

the leased square footage of our total portfolio or 27.7% of annualized rental income are scheduled to expire in
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2013 While we have estimated our Cost of renewing leases that expire in 2013 our estimates could he wrong It

we are unable to re-lease space promptly if the terms are significantly less lavorable than anticipated or if the

costs arc higher xc may have to reduce our distributions to shareholders

Tenant de/iul1s and bankruptcies may reduce our cash flow cimicl distributions We may have difficulty

collecting from tenants in default particularly if they declare bankruptcy This could affect our cash flow and our

ability to fund distributions to shareholders Since many of our tenants are non-rated private companies this risk

may he enhanced There is inherent uncertainty in tenants ability to continue paying rent if they are in

bankruptcy

We niav he adversely affrcted if casualties to our properties are not covered by insurance We could suffer

uninsured losses or losses in excess of our insurance policy limits for occurrences such as earthquakes or

hurricanes that adversely affect us or even result in loss of the property Approximately 3944 of our properties

are located in California and are generally in areas that are subject to risks of earthquake related damage We

might still remain liable on any mortgage debt or other unsatisfied obligations related to that property

The illiquiditv of our real estate investments may prevent us from adjurting our port/oho to respond to

market chanes There may be delays and difficulties in selling real estate Therefore we cannot easily change

our portfolio when economic conditions change Also REIT tax laws may impose negative consequences if we

sell properties held for less than four years

We may be adversely ci/ jc1ed by changes in laws Increases in income and service taxes may reduce our

cash flow and ability to make expected distributions to our shareholders Our properties re also subject to

various federal state and local regulatory requirements such as state and local fire and safety codes If we rail to

comply with these reqLiirements governmental authorities could fine us or courts could award damages against

us We believe our properties comply with all significant legal requirements However these requirements could

change in way that would reduce our cash flow and ability to make distributions to shareholders

We may incur signijwant environmental remediation costs Asan owner and operator of real properties

under various federal state and local environmental laws we are required to clean up spills or other releases of

hazardous or toxic substances on or from our properties Certain environmental laws impose liability whether or

not the owner or buyer knew of or was responsible for the presence of the hazardous or toxic substances In

some cases liability may not he limited to the value of the property The presence
of these substances or the

failure to properly remediate any resulting contamination whether froni environmental or microbial issues also

may adversely affect our ability to sell lease operate or encumber our facilities for purposes of borrowing

We have conducted preliminary environmental assessments of most of our properties and conduct these

assessments in connection with property acquisitions to evaluate the environmental condition of and potential

environmental liabilities associated with our properties These assessments generally consist of an investigation

of environmental conditions at the property not including soil or groundwater sampling or analysis if

appropriate as well as review of available information regarding the site and publicly available data regarding

conditions at other sites in the vicinity In connection with these property assessments our operations and recent

property acquisitions we have become aware that prior operations or activities at some properties or from nearby

locations have or may have resulted in contamination to the soil or groundwater at these properties
In

circumstances where our environmental assessments disclose potential or actual contamination we may attempt

to obtain indemnifications and in appropriate circumstances we obtain limited environmental insurance in

connection with the properties acquired hut we cannot assure you that such protections will be sufficient to cover

actual future liabilities nor that our assessments have identified all such risks Although we cannot provide any

assurance based on the preliminary environmental assessments we are not aware of any environmental

contamination of our facilities material to our overall business financial condition or results of operations

There has been an increasing number of claims and litigation against owners and managers of rental

properties relating to moisture infiltration which can result in mold or other property damage When we receive

complaint concerning moisture infiltration condensation or mold problems and/or become aware that an air

quality concern exists we implement corrective measures in accordance with guidelines and protocols we have

developed with the assistance of outside experts We seek to work proactively with our tenants to resolve
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moisture infiltration and mold-related issues subject to our contractual limitations on liability for such claims

However we can give no assurance that material legal claims relating to moisture inliltration and the presence

of or exposure to mold will not arise in the future

Property taxes can increase and cause decline in yields on invesl/nenls Each of our properties is subject to

real property taxes which could increase in the future as property tax rates change and as our properties are assessed

or reassessed by tax authorities Recent local government shortfalls in tax revenue may cause pressure to increase

tax rates or assessment levels or impose new taxes Such increases could adversely impact our profitability

We must comply with the Americans with Disabilities Act and fire and atitv regulations which can require

significant expenditures All our properties must comply with the Americans with Disabilities Act and with

related regulations the ADA The ADA has separate compliance requirements for public accommodations

and commercial facilities but generally requires that buildings be made accessible to persons with disabilities

Various state laws impose similar requirements failure to comply with the ADA or similar state laws could

lead to government imposed fines on us and/or litigation which could also involve an award of damages to

individuals affected by the non-compliance In addition we must operate our properties in compliance with

numerous local fire and safety regulations building codes and other land use regulations Compliance with these

requirements can require us to spend substantial amounts of money which would reduce cash otherwise

available for distribution to shareholders Failure to comply with these requirements could also affect the

marketability of our real estate facilities

We incur liability from tenant and employment-related claims From time to time we have to make

monetary settlements or defend actions or arbitration to resolve tenant or employment-related claims and

disputes

Global economic conditions adversely affect our business financial condition growth and access to capital

There continues to be global economic uncertainty elevated levels of unemployment reduced levels of

economic activity and it is uncertain as to when economic conditions will improve These negative economic

conditions in the markets where we operate facilities and other events or factors that adversely affect demand for

commercial real estate could continue to adversely affect our business To the extent that turmoil in the financial

markets returns or intensifies it has the potential to materially affect the value of our properties the availability

or the terms of financing and may impact the ability of our customers to enter into new leasing transactions or

satisfy rental payments under existing leases The uncertainty and pace of an economic
recovery could also affect

our operating results and financial condition as follows

Debt and Equity Markets Our results of operations and share price arc sensitive to volatility in the credit

markets The commercial real estate debt markets have experienced volatility as result of various factors

including the tightening of underwriting standards by lenders and credit rating agencies This has resulted in

lenders increasing the cost for debt financing Should the overall cost of borrowings increase either by increases

in the index rates or by increases in lender spreads we will need to factor such increases into the economics of

our acquisitions In addition the state of the debt markets could have an effect on the overall amount of capital

being invested in real estate which may result in price or value decreases of real estate assets and affect our

ability to raise capital

Our ability to issue preferred shares or obtain other sources of capital such as borrowing has been in the

past and may in the future be adversely affected by challenging credit market conditions The issuance of

perpetual preferred securities historically has been significant source of capital to grow our business We
believe that we have sufficient working capital and capacity under our credit facilities and our retained cash flow

from operations to continue to operate our business as usual and meet our current obligations However if we
were unable to issue preferred shares or borrow at reasonable rates that could limit the earnings growth that

might otherwise result from the acquisition and development of real estate facilities

Valuations Market volatility has made the valuation of our properties more difficult There may be

significant uncertainty in the valuation oir in the stability of the value of our properties which could result in

substantial decrease in the value of our properties As result we may not be able to recover the carrying amount

of our properties which may require us to recognize an impairment charge in earnings
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The acquisition of existing properties is significant component of our long-term growth strategy and

acquisitions of existing properties are subject to risks that may adversely affect our growth and financial

results

We acquire existing properties either in individual transactions or portfolios offered by other commercial

real estate owners In addition to the general risks related to real estate described above we are also subject to the

following risks which may jeopardize our realization of benefits from acquisitions

Any fiuilure to manage acquisitions and other significant transactions to achieve anticipated results and to

successf dlv integrate acquired operations into our existing business could negative/v impact our financial

results To fully realize anticipated earnings from an acquisition we must successfully integrate the property into

our operating platform Failures or unexpected circumstances in the integration process such as failure to

maintain existing relationships with tenants and employees due to changes in processes standards or

compensation arrangements or circumstances we did not detect during due diligence could jeopardize

realization of the anticipated earnings

During 2012 we acquired 1.2 million square feet for an aggregate purchase price of $52.5 million We

continue to seek to acquire and develop multi-tenant flex industrial and office properties where they meet our

criteria all of which we believe will enhance our future financial performance and the value of our portfolio Our

belief however is subject to risks uncertainties and other factors many of which are forward-looking arid are

uncertain in nature or are beyond our control including the risks that our acquisitions and developments may not

perform as expected that we may be unable to quickly integrate new acquisitions and developments into our

existing operations and that any costs to develop projects or redevelop acquired properties may exceed

estimates As of December 31 2012 the aggregate occupancy of the assets acquired in 2012 was 57.4% If we

are unable to lease the vacant square footage of these properties in reasonable period of time we may riot be

able to achieve our objective of enhancing value Further we face significant competition for suitable acquisition

properties from other real estate investors including other publicly traded real estate investment trusts and

private institutional investors As result we may be unable to acquire additional properties we desire or the

purchase price for desirable properties may be significantly increased

In addition some of these properties may have unknown characteristics or deficiencies or may not

complement our portfolio of existing properties We may also finance future acquisitions and developments

through combination of borrowings proceeds from equity or debt offerings by us or the Operating Partnership

and proceeds from property divestitures These financing options may not be available when desired or required

or may he more costly than anticipated which could adversely affect our cash flow Real property development

is subject to number of risks including construction delays complications in obtaining necessary zoning

occupancy and other governmental permits cost overruns financing risks and the possible inability to meet

expected occupancy and rent levels If any of these problems occur development costs for project may

increase and there may be costs incurred for projects that are not completed As result of the foregoing some

properties may be worth less or may generate less revenue than or simply not perform as well as we believed at

the time of acquisition or development negatively affecting our operating results Any of the foregoing risks

could adversely affect our financial condition operating results and cash flow and our ability to pay dividends

on and the market price of our stock In addition we may be unable to successfully integrate and effectively

manage the properties we do acquire and develop which could adversely affect our results of operations

Acquired properties are subject to property tax reappraisals which may increase our property tax expense

Facilities that we acquire are subject to property tax reappraisal which can result in substantial increases to the

ongoing property taxes paid by the seller The reappraisal process is subject to judgment of governmental

agencies regarding estimated real estate values and other factors and as result there is significant degree of

uncertainty in estimating the property tax expense of an acquired property In connection with future or recent

acquisitions of properties if our estimates of property taxes following reappraisal are too low we may not realize

anticipated earnings from an acquisition
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We would incur adverse tax consequences if we fail to qualify as REIT

Our carl /lou would he reduced
if ite Jail to qua/ifs as REIT While we believe that we have qualifled

since 1990 to he taxed as REIT and will continue to he so qualified cannot he certain To continue to

qualify as REIT we need to satisfy certain requirements under the federal income tax laws relating to our

income assets distributions to shareholders and shareholder base In this regard the share ownership limits in

oir articles of incorporation do not necessarily ensure that our shareholder base is sufficiently diverse for us to

quali% as REIT For any year we fail to qualify as REIT we would he taxed at regular corporate tax rates on

our taxable income unless certain relief provisions apply Taxes would reduce our cash available for distributions

to shareholders or for reinvestment which could adversely affect us and our shareholders Also we would not he

allowed to elect REIT status for five years after we fail to qualify unless certain relief pros isions apply

We may need to borrow funds to meet our REIT distribution requirements To qualify as REIT we must

generally distribute to our shareholders 90% of our taxable income Our incoille consists primarily of our share of

our Operating Partnerships income We intend to make sufficient distributions to qualify as REIT and

otherwise avoid corporate tax However differences in timing between income and expenses and the need to

make nondeductible expenditures such as capital improvements and principal payments on debt cOLild force us to

borrow funds to make necessary shareholder distributions

PS has significant influence over us

At December 31 2012 PS owned 23.9% of the outstanding shares of the Companys common stock and

23.1% of the outstanding common units of the Operating Partnership 00.0% of the common units not owned by

the Company Assuming issuance of the Companys common stock upon redemption of its partnership units PS

would own 41.5% of the outstanding shares of the Companys common stock In addition the PS Business Parks

name and logo is owned by PS and licensed to the Company under non-exclusive royalty-free license

agreement The license can he terminated by either party for any reason with six months written notice Ronald

Havner Jr the Companys chairman is also Chairman of the Board Chief Executive Officer and President of

PS Consequently PS has the ability to significantly influence all matters submitted to vote of our shareholders

including electing directors changing our articles of incorporation dissolving and approving other extraordinary

transactions such as mergers and all matters requiring the consent of the limited partners of the Operating

Partnership PSs interest in such matters may differ from other shareholders In addition PSs ownership iiay

make it more difficult for another party to take over our Company without PSs approval

Provisions in our organizational documents may prevent changes in control

Our articles general/v proluhit an person from owning more than 7% of our shares Our articles of

incorporation restrict the number of shares that may he owned by any other person and the partnership

agreement of our Operating Partnership contains an anti-takeover provision No shareholder other than PS and

certain other specified shareholders may own more than 7% of the outstanding shares of our common stock

unless our board of directors waives this limitation We imposed this limitation to avoid to the extent possible

concentration of ownership that might jeopardize our ability to qualify as REIT This limitation however also

makes change of control much more difficult if not impossible even if it may he favorable to our public

shareholders These provisions will prevent future takeover attempts not supported by PS even if majority of

our public shareholders consider it to he in their best interests as they would receive premium for their shares

er market value or for other reasons

Our board can set the terms of certain securitie.r stithoui shareholder approsal Our board of directors is

authorized without shareholder approval to issue up to 50.0 million shares of preferred stock and up to

100.0 million shares of equity stock in each case in one or more series. Our hoard has the right to set the terms of

each of these series of stock Consequently the hoard could set the terms ot series of stock that could make it

difficult if not impossible for another party to take over our Company even if it might he favorable to our public

shareholders Our articles of incorporation also contain other
provisions

that could have the same effect We can

also cause our Operating Partnership to issue additional interests for cash or in exchange for property
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The partnership agreement our Operating Partnership restricts mergers The partnership agreement of

our Operating Partnership generally provides that we may not merge or engage in similar transaction unless the

limited partners of our Operating Partnership are entitled to receive the same proportionate payments as our

shareholders In addition we have agreed not to merge unless the merger would have been approved had the

limited partners
been able to vote together with our shareholders which has the effect of increasing PSs

influence over us due to PSs ownership of operating partnership units These provisions may make it more

difficult tor us to merge with another entity

Our Operating Partnership poses additional risks to us

Limited partners of our Operating Partnership including PS have the right to vote on certain changes to the

partnership agreement They may vote in way that is against the interests of our shareholders Also as general

partner of our Operating Partnership we are required to protect the interests of the limited partners of the

Operating Partnership The interests of the limited partners and of our shareholders may differ

We depend on external sources of capital to grow our Company

We are generally required under the Internal Revenue Code to distribute at least 90% of our taxable income

Because of this distribution requirement we may not be able to fund future capital needs including any

necessary building and tenant improvements from operating cash flow Consequently we may need to rely on

third-party sources of capital to fund our capital needs We may not be able to obtain the financing on favorable

terms or at all Access to third-party sources of capital depends in part on general market conditions the

markets perception of our growth potential our current and expected future earnings our cash flow arid the

market price per share of our common stock If we cannot obtain capital from third-party soLirces we niay not he

able to acquire properties when strategic opportunities exist satisfy any debt service obligations or niake cash

distributions to shareholders

We are subject to laws and governmental regulations and actions that affect our operating results and

financial condition

Our business is subject to regulation under wide variety of U.S federal state and local laws regulations

and policies including those imposed by the SEC the Sarbanes-Oxley Act of 2002 the Dodd-Frank Wall Street

Reform and Consumer Protection Act and New York Stock Exchange as well as applicable labor laws Although

we have policies and procedures designed to comply with applicable laws and regulations.fiilLire to comply with

the various laws and regulations may result in civil and criminal liability fines and penalties increased costs of

compliance and restatement of our financial statements

There can also he no assurance that in
response to current economic conditions or the eLirrent political

environrilent or otherwise laws and regulations will not be implemented or changed in ways that adversely affect

our operating results and financial condition such as recently adopted legislation that expands health care

coverage costs or facilitates union activity or federal legislative proposals to otherwise increase operating costs

Terrorist attacks and the possibility of wider armed conflict may have an adverse impact on our business

and operating results and could decrease the value of our assets

Terrorist attacks and other acts of violence or war could have material adverse impact on our business and

operatina results There can be no assurance that there will not he further terrorist attacks against the U.S

Attacks or armed conflicts that directly impact one or more of our properties could significantly affect our ability

to operate those properties and thereby impair our operating results Further we may not have insurance

coverage for losses caused by terrorist attack Such insurance may not be available or if it is available and we

decide to obtain such terrorist coverage the cost for the insurance may be significant in relationship to the risk

overall In addition the adverse effects that such violent acts and threats of future attacks could have on the U.S

economy could sinìilarly have material adverse effect on our business and results of operations Finally further

terrorist acts could cause the U.S to enter into wider armed conflict which could further impact our business

and operating results
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Developments in California may have an adverse impact on our business and financial results

We are headquartered in and approxiniately 39.4% of our properties are located in California which like

many other state and local jurisdictions is facing severe budgetary prohlenm and deficits Actions have been and

may continue to be taken in response to these problems such as increases in ppclty taxes changes to sales taxes

or other governmental efforts to raise revenues could adversely impact our business and results of operations

ITEM lB UNRESOLVED STAFF COMMENTS

None
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ITEM PROPERTIES

As of December 31 2012 the Company owned 102 business parks consisting of geographically diverse

portfolio of 28.3 million rentable square feet of commercial real estate which consists of 14.9 million square
feet

of flex space 8.4 million square feet of industrial space and 5.0 million square
feet of office space concentrated

primarily in eight states consisting of California Virginia Florida Texas Maryland Washington Oregon and

Arizona The weighted average occupancy rate throughout 2012 was 89.0% and the realized rent per square foot

was 14.05

The following table reflects the geographical diversification of the 102 business parks owned by the

Company as of December 2012 the type of the rentable square footage and the weighted average occupancy

rates throughout 2012 except as set forth below all of the properties are held in fee simple interest in

ilouvau/s except iiuiiiher qi business parks

Weighted

Number of Average

Business
Rentable Square Footage

Occupancy

Slate Parks Flex Industrial Office Total Rate

Californal 48 5356 4618 1167 11141 87.4%

Virginia
17 1947 2218 4165 88.1%

Florida 1074 2631 12 3717 95.7%

Texas 18 3255 231 3486 93.2%

Maryland 970 1382 2352 87.3%

Washington
493 958 28 1479 73.8%

Oregon 1126 188 1314 89.2%

Arizona 679 679 90.7%

Total 102 14900 8.438 4995 28333 89.0%

The Company has 5.4 million square feet 5.1 million square
feet in California and 307000 square

feet in

Florida which serves as collateral to mortgage notes payable For more information see Note to the

consolidated financial statements

The Company owns two properties that are subject to ground leases in Las Colinas Texas expiring in 2019

and 2020 each with one 10
year

extension option

We cLirrently anticipate that each of the properties listed above will continue to be used for its cLirrent

ptirpose Competition exists in each of the market areas in which these properties are located

The Company has no plans to change the current use of its properties The Company typically renovates its

properties in connection with the re-leasing of space to tenants and expects that it will pay
the costs of such

renovations from rental income The Company has risks that tenants will default on leases and declare

bankruptcy Management believes these risks are mitigated through the Companys geographic diversity and

diverse tenant base

The Company evaluates the performance of its business parks primarily based on net operating income

NOl NOl is defined by the Company as rental income as defined by GAAP less cost of operations as defined

by GAAP excluding depreciation and amortization The Company uses NOl and its components as measurement

of the perRrmance of its commercial real estate Management believes that these financial measures provide them

as well as the investor the most consistent measurement on comparative basis of the performance of the

commercial real estate and its contribution to the value of the Company Depreciation and amortization have been

excluded from NOI as they are generally not used in determining the value of commercial real estate by

management or the investment community Depreciation and amortization are generally not used in determining

value as they consider the historical costs of an asset compared to its current value therefore to understand the

effect of the assets historical cost on the Companys results investors should look at GAAP financial measures

such as total operating costs including depreciation and amortization The Companys calculation of NOI may not

he comparable to those of other companies and should not be used as an alternative to measures of performance

calculated in accordance with GAAP As part of the table below we have reconciled total NO to income from

continuing operations which we consider the most directly comparable financial measure calculated in accordance

with GAAP The following information illustrates rental income cost of operations and NOT generated by the

Companys total portfolio in 2012 2011 and 2010 by state and by property classifications As result of

acquisitOfls
and dispositions certain properties were not held for the full year
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The Companys calculation of NOT may not he coniparahic to those of othei cul1ipanie and should not he used as an aiternat to measure of

performance in accordance with CJAAP The tables below also include reconciliation of NOl to the most comparable amounts based on GAAP in
i/iou sOfl/S

For the ear Fnded December 31 2012 for the Year Ended December 31 201 hii the car Fndcd December 2010

Flex Office Industrial iota Flex Office Industrial Total lex Office Industrial lotal

Rental Income

California 62618 18.550 $33210 $114378 48014 $18557 8517 75088 49601 $20561 8.096 78.258

Virginia 36126 48096 84222 32.829 42.030 74.859 33464 25665 59129
Florida 10686 206 20.649 31.541 10592 235 20250 31.077 10228 216 20.076 30.520

Texas 32.878 1.297 34175 30.867 1.308 32175 27.898 1265 29.163

Maryland 15.470 33495 48.965 20098 32783 52.881 17.218 29.762 46980
\\ ashington 7628 521 1.338 9.487 7.894 589 8.483 7.738 552 8290
Oregon 14659 3399 18058 14029 3.210 17239 15094 3.049 18143
Arizona 5722 5722 5655 5.655 5793 5793

Total 185787 104267 56494 346548 169978 97404 30075 297.457 167034 79.805 29.437 276.276

Cost of Operations

California 20069 7878 9.583 37530 14748 7799 2151 24698 14.732 8.015 1.745 24492

30
Virginia 8745 17396 26 141 8761 16.420 25.181 8.381 8.665 17.046

Florida 3913 173 6.057 10.143 3975 165 6.033 10173 3752 134 6.041 9.927

Texas 11224 410 11.634 10687 339 11026 10.253 335 10.588

Maryland 4741 11.058 15799 5182 11.261 16.443 5.160 10.036 15.196

Washington 2.380 195 675 3.250 2.420 201 2.621 2.438 193 2.631

Oregon 5.650 1.412 7.062 5626 1.415 7.041 5.326 1.393 6.719

Arizona 2549 2.549 2734 2.734 2.749 2749

Total 59.27 38.112 16.725 114108 54133 37.261 8523 99.917 52.791 28436 8.121 89.348

NOl
California 42.549 10672 23.627 76848 33.266 10.758 6.366 50.390 34.869 12.546 6.351 53.766

VirgInia 27.381 30.700 58.081 24.068 25.610 49.678 25.083 17.000 42.083

Florida 6.773 33 14.592 21398 6.617 70 14217 20.904 6.476 82 14035 20593
Texas 21654 887 2254 20.180 969 21.149 17645 930 18.575

Maryland 10.729 22.437 33.166 14.916 2l.52 36438 12.058 19.72 31.784

Washington 5.248 326 663 6.237 5.474 388 5.862 5.300 359 5.659

Oregon 9.009 1987 10.996 8.4t3 1.795 10.198 9.768 1.656 11.424

Arizona 3.173 3.173 2.921 2.921 3.044 044

Total l26.5l6 66.155 $39769 $232440 5115.845 $60143 $21552 $197541 $114243 $51369



Property net operating income

Facility management fees

interest and other income

Depreciation and amortization

General and administrative

Interest expense

Income troni continuing operations

For The Years Ended December 31

2912 2011 2010

232440 $197540 $186928

684 672

22 333

8439 78.354

9036 965

________
5455 3534

99563 $96394

The table below sets forth information with respect to occupancy and rental rates of the Company total

portfolio for each of the last five years including discontinued operations

2012
__________ __________ __________ __________

Weighted average occupancy rate 89.0%

Reil ized rent per square
loot $14.05

Exclude lease huyout payments of $1.8 million and $2.9 million for the years ended December 31 202 and

20 respectively

Th following table set forth the lease expirations for all assets in continuing operations as of December

2012 in tlousunds

ITEM LEGAL PROCEEDINGS

Lease Expirations as of December 31 2012

We are not presently subject to material litigation nor to our knowledge is any material litigation

threatened against us other than routine actions for negligence and other claims and administrative proceedings

arising in the ordinary course of business some of which are expected to be covered by liability insurance or

third party indemnifications and all of which collectively we do not expect to have material adverse ettect on

our financial condition results of operations or liquidity

ITEM MINE SAFETY DISCLOSURES

Not applicable

The following table is provided to reconcile NO to consolidated income from continuing operations as

determi red by GA AP in iliousnnds

Portfolio Information

649

241

109398

8.9 19

20618

94395

2011

89.2%

$15.10

2010

90.8%

$14.96

2009

90.5%

$15.45

2008

93.5

$15.50

Percent of

Rentable Square Annualized Rental Annualized Rental

Number of Footage Subject to Income Under Income Represented

Year of lease Expiration Tenants Expiring Leases Expiring Leases by Expiring I.eascs

2013 2040 736 $100891 27.7%

2014 1218 5632 78989 21.7%

2015 713 4349 59679 16.4%

2016 290 3147 47.173 13.0%

2017 IS 2188 31007 8.5%

2018 60 755 15861 4.4Y

2019 25 784 8648 2.4%

2020 17 457 7.812 2.1%

2021 14 290 4.882 1.3%

2022 18 248 6169 .7%

Thereafter
176 3056 ft89i

Total 4.598 25387 $364167 100.0%



PART II

ITEM MARKET FOR REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER
MA TTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Price of the Registrants Common Equity

The common stock of the Company trades on the New York Stock Exchange under the symbol PSB
The following table sets forth the high and low sales prices of the common stock on the New York Stock

Exchange for the applicable periods

As of February IS 2013 there were 395 holders of record of the common stock

Dividends

Holders of common stock are entitled to receive distributions when as and if declared by the

Companys Board of Directors out of any funds legally available for that purpose The Company is

required to distribute at least 90% of its taxable income prior to the filing of the Companys tax return to

maintain its REIT status for federal income tax purposes It is managements intention to
pay distributions

of not less than these required amounts

Distributions paid per share of common stock for the years ended December 31 2012 and 2011

amounted to $1.76 per year The Board of Directors has established distribution policy intended to

maximize the retention of operating cash flow and distribute the amount required for the Company to

maintain its tax status as REIT

Issuer Repurchases of Equity Securities

The Companys Board of Directors
previously authorized the repurchase from time to time of up to

6.5 million shares of the Companys common stock on the open market or in privately negotiated
transactions During the three months ended December 31 2012 there were no shares of the Companys
common stock repurchased As of December 31 2012 the Company has 1614721 shares available for

purchase under the program The program does not expire Purchases will be made subject to market

conditions and other investment opportunities available to the Company

Securities Authorized for Issuance Under Equity Compensation Plans

The
equity compensation plan information is provided in Item 12

Three Months Ended

March3l20l1

June 30 2011

September 30 2011

December 31 2011

March3l20l2

June 30 2012

September 30 2012

Iecember3l 2012

Holders

Range

High Low

$63.16 $55.63

$61.10 $52.13

$59.49 $46.39

$56.87 $46.19

$65.60 $55.55

$69.59 $63.90

$71.72 $63.66

$68.05 $63.24
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ITEM SELECTED FINANCIAL DATA

The following sets forth selected consolidated financial and operating information on historical basis of

the Company The following information should be read in conjunction with the consolidated financial

statements and notes thereto of the Company included elsewhere in this Form 10-K Note that historical results

from 2011 through 2008 were reclassified to conform to 2012 presentation for discontinued operations Sec Note

to the consolidated financial statements included elsewhere in this Form 10-K for discussion of income from

discontinued operations

For The Years Ended December 31

2012 2011 2010 2009 2008

In thousands except per share data

Revenues

Rental income $346548 $297457 $276276 $268551 $278763

Facility management fees 649 684 672 698 728

Total operating revenues 347197 298141 276948 269249 279491

Expenses

Cost of operations 114108 99917 89348 84771 86143

Depreciation and amortization 109398 84391 78.354 83892 98648

General and administrative 8919 9036 965 6202 8099

Total operating expenses 232425 193344 177353 174865 192890

Other income and expenses

Interest and other income 241 221 333 536 1457

Interest expense 20618 5455 3534 3552 3952

Total other income and expenses 20377 5234 3201 3016 2495

Income from continuing operations 94395 99563 96394 91368 84106

Discontinued operations

Income from discontinued operations 42 360 475 .483 1.241

Gain on sale of real estate facility 935 2717 5153 1.488

Total discontinued operations
977 3077 5628 2971 1.241

Net income 95372 $102640 $102022 94.339 $85347

Net income allocation

Net income allocable to noncontrolling interests

Noncontrolling interests common units 5970 15543 11594 19730 8296

Noncontrolling interests preferred units 323 6991 5103 2569 7007

Total net income allocable to noncontrolling

interests 6293 8552 16.697 17161 15303

Net income allocable to PS Business

Parks Inc

Preferred shareholders 69136 41799 46214 17440 4663

Restricted stock unit holders 138 127 152 325 235

Common shareholders 19805 52162 38959 59413 23.179

Total net income allocable to PS Business Parks

Inc 89079 94088 85325 77178 70.044

Net income 95372 $102640 $102022 94339 $85347
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For The Years Ended December 31

Per Common Share

Cash Distributions

Net income basic

Net income diluted

Weilited average common shares basic

Weighted average common shares diluted

Balance Sheet Data

Fotal assets

Total debt

Equity

PS Business Parks Inc.s shareholders equity

Preferred stock

..ill iiion stock

Nonconirol ling interests

lre fe rred units

IToninon units

Other lata

Net cash provided by operating activities

Net cash Lised in investing activities

Net cash used in provided by flnancing

acavites

Fund trot operations

Square footage owned at end of period

1.76 1.76 1.76 .76 1.76

0.82 2.13 1.59 2.70 1.13

0.81 2.12 1.58 2.68 1.12

24.234 24.516 24.546 21998 20.443

24.323 24.599 24.687 22.128 20.618

Funds Irom
operations FF0 is computed in accordance with the White Paper on FF0 approved by the

Board of Governors of NAREIT The White Paper defines FF0 as net income computed in accordance with

3AAP before depreciation amortization gains or losses on asset dkpositions net income allocable to

rioncontrolling interests common units net income allocable to restncted stock unit holders impairment

charges and nonrecurring items FF0 should be analyzed in conjunction with net income However FF0
should not be viewed as substintte for net income as measure of operating pertorniatice or liquidity as it

does not reflect depreciation and amortization costs or the level of capital expenditure and leasing costs

necessary to maintain the operating performance of the Companys properties which are significant

economic costs and could materially impact the Companys results of operations Other REITs nay use

different niethods lor calculating FF0 and accordingly the Companys FF0 may not he comparable to that

of other real estate companies See Item Managenient Discussion and Analysis of Financial Condition

and Restilts of Operations Liquidity and Capital Resources Funds from iperations lor

reconciliation of FF0 and net income allocable to common shareholders and tor information on why the

Company piesents FF0

2012 2011 2011 2009 2008

In thousands except per share data

$2.1 51.817 $2.138.6I9 $1621057 51.564822 $1 .49323
468.102 717084 144.511 52887 59308

885000 598.546 508546 626.046 706250

560.689 580.659 594.982 589.633 414.564

5.583 53.418 73.418 94.750

168.572 175.807 176.179 176.540 148.023

209.127 180.620 177.116 179.625 189337

115.729 337.1065 326.623 26.956 35192

95.495 156.40

34.472 49.797

28333 27215

53656
124.420

.791

545

163074

19.556

134171
131.558

19.556



ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATiONS

The following discussion and analysis of the results of operations and financial condition should be read in

conjunction with the selected financial data and the Companys consolidated financial statements and notes

thereto included elsewhere in the Form 10-K

Overview

As of December 31 2012 the Company owned and operated 28.3 million rentable square
feet of multi-

tenant flex industrial and office properties located in eight states

The Company focuses on increasing profitability and cash flow aimed at maximizing shareholder value The

Company strives to maintain high occupancy levels while increasing rental rates when market conditions allow

although the Company may decrease rental rates in markets where conditions require The Company also

acquires properties it believes will create long-term value and from time to time disposes of properties which no

longer fit within the Companys strategic objectives or in situations where the Company believes it can optimize

cash proceeds Operating results are driven primarily by income from rental operations and are therefore

substantially influenced by rental demand for
space

within our properties and our markets which impacts

occupancy and rental rates

During 2012 the Company executed leases comprising 8.0 million square feet of space including

4.4 million square feet of renewals of existing leases and 3.6 million square
feet of new leases Overall the

Company experienced decrease in rental rates when comparing new rental rates to outgoing rental rates of

6.2% See further discussion of operating results below

Critical Accounting Policies and Estimates

Our accounting policies are described in Note to the consolidated financial statements included in this

Form 10-K We believe our most critical accounting policies relate to revenue recognition property acquisitions

allowance for doubtful accounts impairment of long-lived assets depreciation accruals of operating expenses

and accruals for contingencies each of which we discuss below

Revenue Recognition The Company must meet four basic criteria before revenue can he recognized

persuasive evidence of an arrangement exists the delivery has occurred or services rendered the fee is fixed

or determinable and collectability is reasonably assured All leases are classified as operating leases Rental

income is recognized on straight-line basis over the terms of the leases Straight-line rent is recognized for

all tenants with contractual fixed increases in rent that are not included on the Companys credit watch list

Deferred rent receivable represents
rental revenue recognized on straight-line basis in excess of billed

rents Reimbursements from tenants for real estate taxes and other recoverable operating expenses are

recognized as rental income in the period the applicable costs are incurred Property management fees are

recognized in the period earned

Property Acquisitions The Company records the purchase price of acquired properties to land

buildings and improvements and intangible assets and liabilities associated with in-place leases including

tenant improvements unamortized lease commissions value of above-market and below-market leases

acquired in-place lease values and tenant relationships if any based on their respective estimated fair

values Acquisition related costs are expensed as incurred

In determining the fair value of the tangible assets of the acquired properties management considers

the value of the properties as if vacant as of the acquisition date Management must make significant

assumptions in determining the value of assets acquired and liabilities assumed Using different assumptions

in the recording of the purchase cost of the acquired properties would affect the timing of recognition of the

related revenue and expenses Amounts recorded to land are derived from comparable sales of land within

the same region Amounts recorded to buildings and improvements tenant improvements and unamortized

lease commissions are based on current market replacenient costs and other market rate information
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The value recorded to the above-market or below-market in-place lease values of acquired properties is

determined based upon the present value using discount rate which reflects the risks associated with the

acquired leases of the difference between the contractual rents to be paid pursuant to the ioplace leases

and ii managements estimate of fair market lease rates for the corresponding in-place leases measured over

period equal to the remaining non-cancelable term of the lease The amounts recorded to above-market or

below-market leases are included in other assets or other liabilities in the accompanying consolidated balance

sheets and are amortized on straightline basis as an increase or reduction of rental income over the

remaining non-cancelable term of the respective leases

Allowance tar Doubifid Accounts Rental revenue from our tenants is our principal source of revenue

We monitor the collectahility of our receivable balances including the deferred rent receivable on an

ongoing basis Based on these reviews we maintain an allowance for douhifLil accounts br estimated losses

resulting from the possible inability of our tenants to make required rent payments to us Tenant receivables

and deferred rent receivables are carried net of the allowances for uncollectible tenant receivables and

deferred rent As discussed below determination of the adequacy of these allowances requires significant

judgments and estimates Our estimate of the required allowance is subject to revision as the factors

discussed below change and is sensitive to the effect of economic and market conditions on our tenants

Tenant receivables consist primarily of amounts due for contractual lease payments reimbursements of

common area maintenance expenses property taxes and other
expenses recoverable from tenants

Deterniination of the adequacy of the allowance for uncollectible current tenant receivables is performed

using methodology that incorporates specific identification aging analysis an overall evaluation of the

historical loss trends and the culTent economic and business environment The specific identification

methodology relies on factors such as the age and nature of the receivables the payment history and

linancial condition of the tenant the assessment ot the tenants ability to meet its lease obligations and the

status of negotiations of any disputes with the tenant The allowance also includes reserve based on

historical loss trends not associated with
any specific tenant This reserve as well as the specific

identification reserve is reevaluated quarterly based on economic conditions and the current business

environ iiient

DefeiTed rent recvahle represents the amount that the cumulative straight-line rental income recorded

to date exceeds cash rents hilled to date under the lease agreement Given the long-term nature of these

types of receivables determination of the adequacy of the allowance for unhilled deterred rent receivable is

based primarily on historical loss experience Management evaluates the allowance for unbilled deferred

rent receivable using specific identification methodology for significant tenants designed to assess their

financial condition and ability to meet their lease obligations

Impairment of Long-Lived As.cets The Company evaluates property br potential impairment

whenever events or changes in circumstances indicate that its carrying amount may not he recoverable On

quarterly basis we evaluate our entire portfolio for impairment based on cLirrent operating information In

the event that these periodic assessments reflect that the carrying amount of property exceeds the sum of

the undiscounted cash flows excluding interest that are expected to result from the use and eventual

disposition of the property the Company would recognize an impairment loss to the extent the carrying

amount exceeded the estimated fair value of the property The estimation of expected future net cash flows

is inherently uncertain and relies on subjective assumptions dependent upon future and current market

conditions and events that affect the ultimate value of the property Management must make assumptions

related to the property such as future rental rates tenant allowances operating expenditures property taxes

capital improvements occupancy levels and the estimated proceeds generated from the future sale of the

property These assumptions could differ materially from actual results in future periods Our intent td hold

properties over the long-term directly decreases the likelihood of recording an impairment loss If our

strategy changes or if market conditions otherwise dictate an earlier sale date an impairment loss could he

recognized and such loss could be material
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Depreciation We compute depreciation on our buildings and improvements using the straight-line

method based on estimated useful lives generally ranging from five to 30 years significant portion of the

acquisition cost of each property
is recorded to building and building components The recording of the

acquisition cost to building and building components as well as the determination of their useful lives are

based on estimates If we do not appropriately record to these components or we incorrectly estimate the

useful lives of these components our computation of depreciation expense may not appropriately reflect the

actual impact of these costs over future periods which will affect net income In addition the net book

value of real estate assets could be overstated or understated The statement of cash flows however would

not be affected

Accruals of Operating Expenses The Company accrues for property tax expenses performance

bonuses and other operating expenses each quarter based on historical trendsnd anticipated disbursements

If these estimates are incorrect the timing and amount of expense recognized will be affected

Accruals fr Contingencies The Company is exposed to business and legal liability risks with respect

to events that may have occurred but in accordance with GAAP has not accrued for such potential liabilities

because the loss is either not probable or not estimable Future events could result in such potential losses

becoming probable and estimable which could have material adverse impact on our financial condition or

results of operations

Effect of Economic Conditions on the Companys Operations During 2012 while certain markets

reflected signs of improved occupancy overall the Company continued to experience decreases in new rental

rates over expiring rental rates on executed leases as result of slow recovery of economic conditions

combined with continued competitive conditions within the commercial real estate environment The rate of

decrease eased from 8.3% for the year ended December 31 2011 to 6.2/c for the year ended December 31 2012

Although it is uncertain what impact economic conditions and competition will have on the Companys future

ability to maintain existing occupancy levels and rental rates management believes that the decrease in rental

rates on lease transactions could negatively impact rental income for 2013 CuiTent and future economic

conditions may continue to have significant impact on the Company potentially resulting in further reductions

in occupancy and rental rates

The Company historically has experienced low level of write-offs of uncollectable rents however there is

inherent uncertainty in tenants ability to continue paying rent and meet their full lease obligation The table

below summarizes the impact to the Company from tenants inability to pay rent or continue to meet their lease

obligations in thousands

For The Years Ended

December 31

2012 2011 2010

Annual write offs of uncollectible rent 1115 $1172 $1464

AnnLial write offs as percentage
of annual rental income 0.3% 0.4% 0.5%

Square footage of leases terminated prior to scheduled expiration due to business

failures/bankruptcies
57 536 572

Accelerated depreciation expense
related to unamortized tenant improvements and

lease commissions associated with early terminations $1 .493 $1 .370 82.779

As of February 22 2013 the Company had 30000 square
feet of leased space occupied by tenants that are

protected by Chapter 11 of the U.S Bankruptcy Code From time to time tenants contact us requesting early

termination of their lease reduction in space under lease or rent deferment or abatement At this time the

Company cannot anticipate what impact if any the ultimate outcome of these discussions will have on our future

operating results

Company Performance amid Effect of Economic Conditions on Primary Markets The Companys

operations are substantially concentrated in 10 regions During the year ended December 2012 initial rental

rates on new and renewed leases within the Companys overall portfolio decreased 6.2% over expiring rents an

improvement from decline of 8.3% for the year ended December 31 2011 The Companys Same Park defined

below occupancy rate at December 31 2012 was 92.7% compared to 92.6% at December 31 201 The
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Companys overall occupancy rate at December 31 2012 was 89.5% compared to 88.9% at December 30 2011

Each of the 10 regions in which the Company owns assets is subject to its OWU unique market influences See

Supplemental Property Data and Trends below for more information on regional operating data

Growth of the Companys Operations from Acquisitions and Dispositions of Properties The Company is

focused on maximizing cash flow from its existing portfolio of properties by looking for opportunities to expand

its presence in existing and new markets through strategic acquisitions The Company may from time to time

dispose of non-strategic assets that do not meet this criterion The Company has historically maintained low-

leverage-level approach intended to provide the Company with the greatest l.vel of flexibility for future growth

On December 19 2012 the Company acquired three multi-tenant flex buildings in Austin Texas

aggregating 226000 square feet for purchase price of $14.9 million In connection with this purchase the

Company received $592000 credit for committed tenant improvements and lease commissions On July 24
2012 the Company acquired 958.000

square foot industrial park consisting of eight single-story buildings

located iii Kent Valley Washington br purchase price of $37.6 million

As of December 31 2012 the blended occupancy rate of the II assets acquired from 2010 through 2012

was 82.6% compared to blended occupancy rate of 75.1% at the time of acquisition As of December 31 2012
the Company had 1.6 million

square feet of vacancy spread over these 11 acquisitions which we believe provides

the Company with considerable
opportunity to generate additional rental income given that the Companys Same

Park assets in these same submarkets have weighted occupancy of 94.97 at December 31 2012 The table

below contains the assets acquired from 2010 through 2012 in thousands

Square Occupancy at Occupancy at

Property 1ate Acquired Location Purchase Price Feet Acquisition December 31 2012

Austin Flex Bnikliiigs December 2012 Austin Texas 14.914 226 116.1% 116.1%

2th Business Park July 2012 Kent \ulIe Washington 37554 958 52.3% 50.7%

Northern Calilornia Portloho Deceniher 101 East Hay California 521111 5.334 82.2% 86.3%
Royal Tech October 211 t.as Colinas Texas 2.1135 81 10% 100.0%
MiCC Center 22 Auust 21 Miami Florida 3.525 46 33.3% 33.3%
Warren Huildine June 2111 sons Corner Viiginia 27 114 140 68.0% 88.2%

Westpark Business Campus December 2110 Tysons Corner Virginia 140.00 735 .9% 74.7%

Tysons Corporate Center Juli loll Tvsons oilier Virginia 35414 271 47.0% 88.4%

Parklav ii Business Park Jnne 211 Rocks lie Maryland 23.434 232 70.6% 88.0%

Austin Flex Portlolio
April Austin Texas 4298 704 88.0% 96.6%

Shadi lirose Executive Ce ister \iaicli 211 Rocks lIe Maryland 61384 35 73.5% 92.2%

Total $907640 9075 75.1% 82.6%

In 2010 the Company also conipleted construction on parcel of land within MICC in Miami Florida

which added 75000 square feet of rentable small tenant industrial space

In October 2012 the Company completed the sale of Quail Valley Business Park 66000 square foot flex

park in Houston Texas for
gross sales price of $2.3 million resulting in net gain of $935000

In August 2011 the Company completed the sale of Westchase Corporate Park 177000 square foot flex

park consisting of 13 buildings in Houston Texas..for gross sales price of $9.8 million resulting in net gain

of $2.7 million

In January 2010 the Company completed the sale of 13 1.000 square foot office building located in

Houston Texas for gross sales price of $10.0 million resulting in net gain of $5.2 million

Scheduled Lease Expirations In addition to the 3.0 million
square

feet or 10.5% of space available in our

total portfolio as of December 2012 2040 leases representing 29.0% of the leased square footage of our total

porliolio or 27.7% of annualized rental income are scheduled to expire in 2013 Our ability to re-lease available

space will depend upon market conditions in the specific submarkets in which our properties are located We
cannot predict with certainty the rate at which expiring leases will be re-leased
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Impact of Inflation Although inflation has not been significant in recent years it remains potential actor

in our economy and the Company continues to seek ways to mitigate its potential impact substantial portion

of the Companys leases require tenants to pay operating expenses including real estate taxes utilities and

insurance as well as increases in common area expenses partially reducing the Companys exposure to inflation

Concentration of Portfolio by Region The table below reflects the Conipany square footage Ironi

continuing operations based on regional concentration as of December 31 201 in thousands

Percent of

Square Square 2012 Percent

Region Footage Footage NOt of NOt

California

Northern California 7.153 25.3Y 42.286

Sauthern California 3988 14.1 34.562 l4.9%

Virginia
4.165 l4.7X 58.081 25.0Y

Fbi ida 3.717 13.1 21398

Texas

Northern Texas 1769 6.2Y 11940 5.1

Southern Texas 1.717 6.1 11.601 4.5

Maivlaiid 2352 534 33.166 l4.3%

Washington
1.479 5.2/ 6237 2.74

Oreuon 1314 4.6C/ 10.996 474

Ari 679 2.44 3.173 L44

Total 28.333 l00.0 232.440 lOOjg/

Reconciliation of NO to income from continuing operations

Total NOt .5 232.440

Other income and expenses

Facilities nianagement fees 649

Interest and other income
241

Interest expense
20.618

Depreciation and amortization 109398

General and administrative 8.919

Income mom continuing operations
94.395

Concentration oJCredit Risk by Industry The information below depicts the industry concentration of our

tenant base as of December 31 2012 The Company analyzes this concentration to minimize significant industry

exposure risk

Percent of

Annualized

Industry
Rental Income

BLisiness services
5.2Yr

Health services
11.14

Government lO.6Y

Computer hardware software and related services .2c4

Warehouse distribution transportation and logistics
9.1

Insarance and financial services

Engineering and construction
5.8Y

Retail food and automotive

Communications
4.7Y

Aeospace/defense products and services
3.34

Electronics
334

Home furnishings
.3%

Educational services

Other

Foi at
00.04
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The information below depicts the Companys top 10 customers by annualized rental income as of

December 31 2012 in thousands

Percent of

Annualized Annualized
Tenants

Square Footage Rental Income1 Rental Income

U.S Government 870 $21461 6.1%

Lockheed Martin Corporation 176 4953 .4%

KaiserPermanente 199 4191 1.2%

Level Communications LLC 197 3765 1.1%

Keeco LLC 460 2972 0.8%

Luminex Corporation 171 2571 0.7%

Wells Fargo 118 2233 0.6%

Salient Federal Solutions Inc 58 1818 0.5%

Welch Allyn Protocol Inc 103 1655 0.5%

Investorplace Media LLC 1626 ft5%

Total 2398 $47245 13.4%

For leases expiring prior to December 31 2013 annualized rental income
represents income to be

received under existing leases from January 2013 through the date of expiration

Comparison of 2012 to 2011

Results of Operations Net income for the year ended December 31 2012 was $95.4 million compared to

$102.6 million for the year ended December 2011 Net income allocable to common shareholders for the year
ended December 31 2012 was $19.8 million compared to $52.2 million for the year ended December 31 2011
Net income per common share on diluted basis was $0.81 for the year ended December 31 2012 compared to

$2.12 for the year ended December 31 2011 based on weighted average diluted common shares outstanding of

24323.000 and 24599000 respectively The decrease in net income allocable to common shareholders was

primarily due to the net impact of non-cash distributions and gains relating to preferred equity transactions and
increases in depreciation and amortization interest expense and preferred equity distributions partially offset by
an increase in net operating income

In order to evaluate the performance of the Companys portfolio over comparable periods management

analyzes the operating performance of properties owned and operated throughout both periods herein referred to

as Same Park The Company defines Same Park to include all operating properties owned or acquired prior to

January 2010 Operating properties that the Company acquired subsequent to January 2010 are referred to as

Non-Same Park For the year ended December 31 2012 and 2011 the Same Park facilities constitute

19.2 million rentable square feet representing 67.7% of the 28.3 million square feet in the Companys portfolio

as of December31 2012
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The following table presents the operating results of the Companys properties for the
years

ended

December 31 2012 and 2011 in addition to other income and expense items affecting income from continuing

operations in thousands except per square foot data

For The Years Fnded

December 31

2012 2011 Change

Rental income

Same Park 19.2 million rentable square feet 255086 $256080 0.4%

Non-Same Park 9.2 million rentable square feet 91462 41 377 121 .0%

Total rental income 346548 297457 16.5%

Cost of
operations

Same Park 82920 83997 1.3%

Non-Same Park 31188 15.920 95.9%

Total cost of operations 114 108 99917 14.2%

Net operating income

Same Park 172166 172083

Non-Same Park 60274 25457 136.8%

Total net operating income 232440 197540 17.7%

Other income and expenses

Facility management fees 649 684 5.1%
Interest and other income 241 221 9.0%

Interest expense 20618 5455 278.0%

Depreciation and amortization 109398 84391 29.6%

General and administrative 8569 5969 43.6%

Acquisition transaction costs 350 3.067 88.6%

Income from continuing operations 94395 99563 5.2%

Same Park gross margin 67.3% 66.8% 0.7%

Same Park weighted average occupancy 92.1% 91 .2% 1.0%

Non-Same Park weighted average occupancy 1.9% 75.3% 8.8%

Same Park realized rent per square
foot 14.34 14.47 0.9%

See above for definition of Same Park Includes lease buyout payment of $1.8 million recorded in the

fourth quarter of 2012 associated with 39000 square foot lease in Virginia which terminated as of

December 25 2012 and lease buyout payment of $2.9 million recorded in the third quarter of 2011

associated with 53000 square foot lease in Maryland which terminated as of August 2011 Excluding

the lease buyout payments noted above rental income from the Same Park portfolio increased slightly

while net operating income from the Same Park portfolio increased 0.7% for the year ended December 31

2012 over 2011

Net operating income NOT is an important measurement in the commercial real estate industry for

determining the value of the real estate generating the NOl See Item Properties above for more

information on NOI The Companys calculation of NOl may not be comparable to those of other

companies and should not be used as an alternative to measures of performance in accordance with GAAP

Same Park gross margin is computed by dividing Same Park NOT by Same Park rental income excluding the

lease buyout payments recorded in 2012 and 2011 noted above

Same Park realized rent per square foot represents the Same Park rental income earned per occupied square

foot excluding the lease buyout payments recorded in 2012 and 2011 noted above
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Supplemental Property Data and Trends NO from continuing operations
is summarized for the years

ended December 2012 and 2011 by region below See Item Properties above for more iiilorrnation on

NOl including why the Company presents NOL and how the Company uses NOL The Companys calculation of

NO may not he comparable to those of other companies and should not he used as an alternative to nieasures of

pe rhirinance calculated in accordance with GAAP

The following table summarizes the Same Park operating results by region or the eirs ended

December 31 2012 and 2011 In addition the table reflects the comparative Impact on the overall rental income

cost ol operations and NOt from properties that have been acquired since JanUary 2010 and the ulipact of such

is included in NonSame Park facilities in the table below As part of the table below we have reconciled total

NOI to income from continuing operations in thousanda

Reconciliation of NOl to income

from continuing operations

total NOt
Ic

232.44 97.54 7.70

her rcorne and expenses
Fai ties management tees 64
Interest and other income 24

lntcrext expense 20.6

Depreciation and amorli.ation 1398
General and administrative 8.919

tncoriie horn continuing operations 894.395

ost ccl 051 of

Renlal Income Rental Income Operation. cerahicnn.

December 31 December 31 Increase December Iecenmhcr 31

2012 2011 Decrease 21112 2011

xlii clii

Increase tree uSer Icreniber 31 increase

Dec rc.msr 2012 21111 DecreaseRegiomi

Saur Par

Noi them Cali tornia

Southern .alit0rnia

ill 111

linda

Nor thei Texas

Southern texas

Mar\ laud

\\ohirrnton

regi In

.\rroIlI

Iota name Park

NonSame Park

Northern Cati ornia

nvirgir ii

Florida

Northern Texas

Southern texas

MaI-\ arid

\kachIriu1tori

Total 851Same Park

19.498 19.524 0.108 671 1.871 7.30 13.127 12.653 371%

52.343 54329 3.70 7.78 7431 2.I 34.562 36.89k 6.314

59.57 55.1 SF4 6.899 7.000 0.6 42671 38.103 12.01%

30.756 30407 1.10 9.725 9.8 21 1.1r 21.0 20578 2.20

16.784 16.482 .814 5.564 5.598 061 11220 10.814 3.11%

8414 7951 5.80 2.967 2.668 5.447 5.283

35792 4t898 2.51 1.427 12.196 6.3 24365 28.701 IS
8149 8.483 3.90 2.575 2.621 1.81 5.574 5.862 4.90

18.058 17.239 4.80 7.062 7.141 .314 10996 11.19S 781%

5.722 5.655 .214 2.549 2.74 16.814 3.173 2.92 5.614

255.086 256.080 .414 82.920 83.997 172.166 72383

42537 1235 3314.30 3.378 397 14260.8 29 59 838 3.379.60

24652 19.747 24.80 9.242 8.172 13.10 15.411 .575 33.11%

785 671 17.20 41 344 II 51 367 316 12.60

1.003 1000% 283 76 171.414 720 76 1147.40

7.974 7.742 3.00 2.820 2.684 5.1 51 54 5058 94

13173 1983 9.914 4.372 4.247 19 8811 776 13.81%

1.338 10.00 675 11110 663 ._ 100.01

91.462 41.377 121.00 31.188 15.92 95914 60174 25.457 136.80

1346.548 1297.457 16.50 51 14.108 899917 4.10 132.4.41 819754 17.70

684

221

5.455

1411
136

99.563

5j4
11/4

278 14

21614

520
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The following table summarizes Same Park weighted average occupancy rates and realized rent per square

foot by region for the years
ended December 31 2012 and 2011 Realized rent per square foot for Virginia and

Total Same Park excludes $1.8 million of lease buyout payment for the year ended December 2012 Realized

rent per square foot for Maryland and Total Same Park excludes $2.9 million of lease huyout payment for the

year
ended December 31 2011

Weighted Average Occupancy Rates Realized Rent Per Square Foot

Region
2012 2011 Change 2012 2011 Change

Northern California 91.4% 90.0% 1.6% $11.73 $11.93 l.7C/

Southern California 90.9% 89.6% 1.5% $14.45 $15.21 5.0%

Virginia
93.2% 92.3% l.0C/c $20.53 $19.77 3.8c%

Florida 96.4% 96.8% 0.4% $8.87 $8.73 1.6%

Northern Texas 93.4% 91.8% 1.7% $10.63 $10.62 0.1%

Southern Texas 91.8% 90.9% 1.0% $11 .65 $11 4.99k

Maryland 86.6% 88.5% 2.1% $23.38 $24.29 3.7%

Washington 91.4% 93.6% 2.4% $17.24 $17.40 0.9%

Oregon 89.2% 82.8% 7.7% $15.41 $15.84 2.7%

Arizona 90.7% 89.5% 1.3% $9.29 $9.31 0.2%

Total Same Park 92.1% 91.2% 1.0% $14.34 $14.47 0.9%

Rental Income Excluding the lease buyout payments noted above rental income increased $50.2 million

from $294.6 million for the year ended December 31 20110 $344.8 million for the year
ended December 31

2012 as result of $50.1 million increase in rental income from Non-Same Park facilities combined with an

increase in rental income from the Same Park portfolio of $109000 due to an increase in occupancy rates

partially offset by decrease in rental rates Including the lease buyout payments rental income increased $49

million Ironi $297.5 million for the year ended December 31 2011 to $346.5 million for the year ended

December 31 2012 as result of $50.1 million increase in rental income from Non-Same Park facilities

partially offset by $994000 decrease in rental income from the Same Park portfolio

Facility Management Fees Facility management fees derived from PS account for small portion of the

Companys net income During the year
ended December 31 2012 $649000 of revenue was recognized from

facility management fees compared to $684000 for the year ended December 31 2011

Cost of Operations Cost of operations for the year ended December 31 2012 was $114.1 million compared

to $99.9 million for the year ended December 31 2011 an increase of $14.2 million or 14.2% as result of an

increase in cost of operations from Non-Same Park facilities of $15.3 million partially offset by $1.1 million

decrease from the Same Park portfolio The decrease in Same Park cost of operations was driven by decreases in

repairs and maintenance and utility costs partially offset by increases in payroll and benefit and insurance costs

Depreciation and Amortization Expense Depreciation and amortization expense was $109.4 million for

the year ended December 2012 compared to $84.4 million for the year ended December 2011 The

increase was primarily due to depreciation relating to 2011 property acquisitions

General and Administrative Expenses For the year ended December 31 2012 general and administrative

expenses
decreased $117000 or .3% over 2011 as result of decrease in acquisition transactions costs due to

lower volume of acquisitions Excluding the acquisition transaction costs general and administrative expenses

increased $2.6 niillion or 43.6% compared to 2011 as result of an increase in non-cash stock compensation

expense from the amortization of long-term incentive plan which commenced January 201

Interest Expense Interest expense was $20.6 million for the year ended December 31 2012 compared to

$5.5 million for the year ended December 31 2011 The increase was primarily
attributable to interest expense

on the term loan and mortgage note assumption related to the Northern California Portfolio acquisition in

December 211 combined with borrowings on the Credit Facility described below

Gain on Sale of Real Estate Facility Included in total discontinued operations is the gain on the sale of

Quail Valley Business Park 66000 square foot flex park in Houston Texas for gross
sales price of $2.3

million resulting in net gain of $935000 during October 2012
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In August 2011 the Company completed the sale of Westchase Corporate Park 177000 square loot flex

park consisting of 13 buildings in Houston Texas for gross sales price of $9.8 million resulting in net gain

of $2.7 million

Net Income Allocable to Noncontrolling Interests Net income allocable to noncontrolling interests reflects

the net income allocable to equity interests in the Operating Partnership that are not owned by the Company Net

income allocable to noncontrolling interests was $6.3 million of allocated income $323000 allocated to

preferred unit holders and $6.0 millidn of income allocated to common unit holders for the year ended

December 31 2012 compared to $8.6 million $7.0 million of loss allocated to preferred unit holders and $15.5

million allocated to common unit holders for the year ended December 31 2011 Included in net income

allocable to noncontrolling interests for the year ended December 31 2011 was $7.4 million loss allocated to

preferred unit holders resulting from the repurchase by the Company of preftrred units at an amount less than the

carrying value partially offset with $1.7 million of income allocated to common unit holders due to the net gain

on the repurchases of preferred units The decrease in net income allocable to noncontrolling interests for the

year was primarily due to the net impact of non-cash distributions and gain relating to preferred equity

transactions and increases in depreciation and amortization interest expense and preferred eqLlity di.trihutions

partially offset by an increase in net operating income

Comparison of 2011 to 2010

Results of Operations Net income for the year ended December 31 2011 was $02.6 million compared to

$102.0 million for the
year ended December 2010 Net income allocable to common shareholders fir the year

ended December 31 2011 was $52.2 million compared to $39.0 million for the year ended December 31 2010

Net income
per common share on diluted basis was $2 12 for the year ended December 2011 compared to

$1.58 for the
year ended December 31 2010 based on weighted average dilLited conimon shares outstanding of

24599000 and 24687000 respectively The increase in net income allocable to common shareholders was

primarily result of an increase in net operating income and lower distributions resulting from the reduction of

preferred equity outstanding partially offset by the change in gain on the sale of real estate facility combined

with increases in interest and depreciation expense primarily related to property acquisitions

For the years ended December 31 2011 and 2010 the Same Park facilities constitute 19.2 million rentable

square feet representing 70.8 of the 27.1 million square feet in the Companys portfolio as of December 31
2011
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The following table presents the operating results of the Companys properties for the years ended

December 31 2011 and 2010 in addition to other income and
expense items affecting income from continuing

operations in thousands except per square foot data

For The Years Ended

December 31

2011 2010 Change

Rental income

Same Park 19.2 million rentable square feet $256.08 $260822 .8%

Non-Same Park 8.0 million rentable square feet 41377 15.454 167.77

Total rental income 297457 276276 7.7%

Cost of operations

Same Park 83.997 83576 0.5%

Non-Same Park 15920 5772 75.8%

Total cost of operations 99.917 89.348 II .8%

Net operating income

Same Park 172083 177.246 2.9%
Non-Same Park 25 .457 9.682 62.9

Total net operating income 197.540 186928 5.7%

Other income and expenses

Facility management fees 684 672 1.8%

Interest and other income 221 333 33.6%
Interest

expense 5.455 3.534 54.4%

Depreciation and amortization 84391 78354 7.7%

General and administrative 5969 6.389 6.6%

Acquisition transaction costs 3067 3262 6.0%

Income from continuing operations 99563 96.394 3.3%

Same Park gross margin 66.8% 68.0% 1.8%
Same Park weighted average occupancy 91.2% 1.6% 0.4%
Non-Same Park weighted average occupancy 75.3% 77.9% 3.3%
Same Park realized rent per square foot 14.47 14.84 2.5%

See above for definition of Same Park Include lease buyout payment of $2.9 million recorded in the

third quarter of 2011 associated with 53000 square foot lease in Maryland which terminated as of

August 31 2011 Excluding the $2.9 million of lease buyout payment noted above rental income and net

operating income from the Same Park portfolio decreased 2.9% and 4.5% respectively for the year ended

December 31 2011 over 2010

Net operating income NOI is an important measurement in the commercial real estate industry for

determining the value of the real estate generating the NOT See Item Properties above for more

information on NOl The Companys calculation of NOl may not be comparable to those of other

companies and should not be used as an alternative to measures of performance in accordance with GA

Same Park
gross margin is computed by dividing Same Park NOI by Same Park rental income excluding the

lease huyout payment recorded in 2011 noted above

Same Park realized rent per square foot represents the Same Park rental income earned per occupied square

foot excluding the lease huyout payment recorded in 2011 noted above

Supplemental Property Data and Trends NOT from continuing operations is summarized for the years

ended December 31 2011 and 2010 by region below The Companys calculation of NOl may not he comparable

to those of other companies and should not be used as an alternative to measures of performance calculated in

accordance with GAAP
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Region

Northern all torn

Southern Tahi ornia

honda

Northern Texas

Southet Texas

Nlar\ Land

Washington

Oregon

Ariona

Total Same Park

Weighted Average Occupancy Rates

For The Years Ended December 31

2011 2010

90.04 89.77

89.67 92.5%

92.3C/r 92.7%

96.87 95.6

91.8% 9.t7ii

90.9C/ 87.37

88.57 91.4%

936C/ 90.47

82.11/r 83.77

89.5% 86.7%

91.2% 91.67

684

22

5.455

14.391

9036

99567

672

333

3534
78 .3 54

965

96394

Realized Rent Per Square Foot

For The Years Ended December 31

2011 2010

$11.93 $12.15

115.2 $15.85

$19.77 $20.34

8.73 8.84

SI 0.62 $1 174

SI $10.92

$24.29 $24.03

17.41 $17.6

515.84 516.51

9.3 9.84

514.47 $14.84

.87

33.67

54.47

7.77

6.47

3.37

Change

1.8%

41%
2.87

.27

.77

5.47

2.5%

Rental Rentl

Income Income

December 31 Iecernher 31

2011 2011

Cost of Cost ot

Operations Operation

Increase Iecemher 31 Iecemher 31

Decrease 2011 2011

The following table summarizes the Same Park operating results by region for the years ended

December 31 2011 and 2010 In addition the table reflects the comparative impact on the overall rental income

Cost ol operations and NOl from properties that have been acquired since January 2010 and the impact of such

is included in Non-Same Park facilities in the table below As part of the table below we have reconciled total

NOl ho income from continuing operations lit thousands

MI OI
increase Iecemher 31 Ieeeniber 31 Increase

Region
Decrease 2011 2011 Decrease

Same Park

Nonihern California 19.524 19.820 11.57 6.17 6831 0.6/ 2.653 299 2.671

Sotil here alilornia 54.329 58438 7.07 17.43 17.662 .37 36899 40.776 9.5%

Virg him 55 12 56.932 3.27 7.009 16079 5.87 38.113 40.857 6.77

Florida 30407 3397 0.07 9.829 9.864 0.-V% 20.578 20537 1.2%

Noi hem Fexas 16.482 16664 1.1% 5598 572 10884 11944 0.5%

Soffihern Texas 7.95 7.302 6.17 2668 2.916 0.67 5.213 4.56 7.07

Marvlwtd 40898 38.843 5.37 12196 2.336 1.1% 28.702 26.507 8.377

Wadiiitgton 8.483 8.291 2.37 2.62 2.63 0.471 5862 5.659 3.614

Orenon 17.239 18143 5.07 7.041 6719 4.87 11191 1.424 0777

Ariona 5655 5793 2.4% 2.734 2.749 05771 2.921 3.044 4.07

Total Same Park 256.08 260.822 .877 83.997 83.576 1.577 172.183 177.246 2.9/7

NonSante Park

Noohern CaiLornia 1235 100.07 397 10107 138 00.07

Vim iiiit 9747 2.197 798.877 8172 966 746.077 1.575 123 840.37

Floridt 670 123 444.777 344 63 446.0% 326 60 443.37

Nor here Tas 76 111.0% 76 100.071

Southern Fexas 7.742 4.997 54.9% 2684 1.882 42.67 5058 IS 62.47

Mar\ktnd 11.983 8137 47.37 4247 2.86 48.477 7.736 5.276 46.677

Total Nott-Samc Park 41377 15.454 67.777 15.92 5772 75.87 25457 9.682 62.97

Total 297457 $276276 7.7% $99917 $89348 .877 $197541 $186928 5777

Reconciliation of NOl to income

from continuing operations

Total NOl

Ot her neonte and expenses

Ii ties management lees

Interest and other income

Interest expense

Deprec at on and amorti alt Ott

General and adm ti strati xc

ti nie toni conti it
It ing operations

The following table summarizes Same Park weighted average occupancy rates and realized rent per square

loot by region for the years ended December 201 and 2010 Realized rent per square
foot for Maryland and

Total Same Park excludes $2.9 million of lease buyout payment

197540 86.928

Change

1.34

3.1%

0.4%
.3%

4.17

3.27
3.57

3.27

0.4%
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Rental Income Excluding the lease buyout payment noted above rental income increased $18.3 million

from $276.3 million for the year ended December 31 2010 to $294.6 million for the year ended December 31

2011 as result of $25.9 million increase in rental income from Non-Same Park facilities partially offset by

$7.6 million decrease in rental income from the Same Park portfolio primarily due to decreases in rental and

occupancy rates Including the lease buyout payment rental income increased $21.2 million from $276.3 million

for the year ended December 31 2010 to $297.5 million for the year ended December 31 2011 as result of

$25.9 million increase in rental income from Non-Same Park facilities partially offset by $4.7 million decrease

in rental income from the Same Park portfolio

Facility Management Fees Facility management fees derived from PS account for small portion of the

Companys net income During the year ended December 31 2011 $684000 of revenue was recognized from

facility management fees compared to $672000 for the year ended December 31 2010

Cost of Operations Cost of operations for the year ended December 31 2011 was $99.9 million compared

to $89.3 million for the year ended December 31 2010 an increase of $10.6 million or 11.8% as result of

increases in cost of operations from Non-Same Park facilities of $10.1 million and Same Park of $421000 The

increase in Same Park cost of operations was due to increases in utility costs and repairs and maintenance costs

partially offset by decrease in payroll and benefit costs

Depreciation and Amortization Expense Depreciation and amortization expense was $84.4 million for the

year ended December 31 2011 compared to $78.4 million for the year
ended December 31 2010 The increase

was primarily due to depreciation from 2011 and 2010 property acquisitions

General and Administrative Expenses For the year ended December 2011 general and administrative

expenses decreased $615000 or 6.4% over 2010 as result of decrease in payroll and benefit costs and

reduction in professional fees related to legal fees paid during the first quarter of 2010 Additionally general and

administrative expenses
for the year ended December 31 2011 were further reduced due to decrease in

acquisition transactions costs The Company incurred and expensed acquisition transaction costs of $3.1 million

and $3.3 million for the years
ended December 31 2011 and 2010 respectively

Interest and Other Income Interest and other income reflect earnings on cash balances in addition to

miscellaneous income items Interest income was $22000 for the year
ended December 31 2011 compaied to

$198000 for the year ended December 31 2010 The decrease was primarily attributable to lower average cash

balances in 2011 Average cash balances and effective interest rates for the year ended December 31 2011 were

$12.7 million and 0.2% respectively compared to $111.7 million and 0.2% respectively for the year ended

December 31 2010

Interest Expense Interest expense was $5.5 million for the year ended December 31 2011 compared to

$3.5 million for the year
ended December 31 2010 The increase was primarily attributable to an increase in

borrowings on the Credit Facility interest on the Term Loan and mortgage note assumption related to the

Northern California Portfolio acquisition

Gain on Sale of Real Estate Facility Included in total discontinued operations is the gain on the sale of

Wesichase Corporate Park 177000 square foot flex park consisting of 13 buildings in Houston Texas for

gross
sales price of $9.8 million resulting in net gain of $2.7 million during August 2011

In .lanuary 2010 the Company completed the sale of 131000 square foot office building located in

Houston Texas for gross sales price of $10.0 million resulting in net gain of $5.2 million

Net Income Allocable to Noncontrolling Interests Net income allocable to noncontrolling interests reflects

the net income allocable to equity interests in the Operating Partnership that are not owned by the Company Net

income allocable to noncontrolling interests was $8.6 million $7.0 million of loss allocated to preferred unit

holders and $15.5 million of income allocated to common unit holders br the year
ended December 31 2011

compared to $16.7 million of allocated income $5.1 million allocated to preferred unit holders and $11.6 million

allocated to common unit holders for the year ended December 31 2010 Included in net income allocable to

noncontrolling interests for the year ended December 31 2011 was $7.4 million loss allocated to preferred unit

holders resulting from the repurchase by the Company of preferred units at an amount less than the carrying

value partially offset with $1.7 million of income allocated to common unit holders due to the net gain on the
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repurchases of preferred units The decrease in net income allocable to noncontrolling interests was result of

decrease in cash distributions as resuItof the preferred equity transactions partially offet by an increase in net

operating income from Non-Same Park facilities

Liquidity and Capital Resources

Cash and cash equivalents increased $7.9 million from $5.0 million at December 31 2011 to $2.9 million

at December 31 2012 for the reasons noted below

Net cash provided by operating activities for the years ended Deceniber 2112 and 2011 was $209
million and $180.6 million respectively The increase of $28.5 million in net cash provided by operating
activities for the year ended December 31 2012 compared to the same period in 2011 was prirnaril due to an

increase in net operating income of $34.9 million Management believes that the Companys internally generated

net cash provided by operating activities will be sufficient to enable it to meet its operating expenses capital

improvements debt service requirements and distributions to shareholders

Net cash used in investing activities was $105.7 million and $337.1 million for the years ended

December 31 2012 and 2011 respectively The change was primarily due to decrease in cash paid of $246.7

million for acquisitions partially offset by an increase in capital improvements of $8.4 million The Company
paid $51.0 million for the acquisitions in Washington and Texas in 2012 compared to $297.7 million for

acquisitions in Virginia Florida Texas and California in 2011

Net cash used in financing activities was $95.5 million for the year ended December 31 2012 compared to

net cash provided by financing activities of $156.4 million for the year ended December 31 2011 The $25 .9

million increase in cash used was primarily due to decrease in borrowings of $402.0 million and an increase in

debt repayment of $169.8 million as the Company repaid the balance on its Credit Facility in full reduced the

balance on its Term Loan by $50.0 million and repaid mortgage note payable of $13.2 million partially offset

with net equity transactions of $324.6 million

As described in Item Business Borrowings the Company has $250.0 million credit facility and

$250 million term loan The Company had no balance outstanding on the credit facility at 2012
The Company had $185.0 million

outstanding on the Credit Facility atan interest rate of l.4lc% at December 31
2011 The Company had $200.0 million outstanding on the Term Loan at an interest rate of .41% at

December 31 2012 and $250.0 million outstanding at an interest rate of 1.5ff/c at December 31 2011

The Companys preferred equity outstanding increased to 26.0% of its market capitalization during the year
ended December 31 2012 primarily due to decrease in outstanding unsecured debt combined with the issuance

of preferred stock in 2012 As of December 31 2012 the Company had three fixed-rate mortgage notes totaling

$268.1 million and an outstanding balance on the Term Loan of $200.0 million which collectively represented
13.7% of its total market capitalization The Company calculates market capitalization by adding the

liquidation preference of the Companys outstanding preferred equity principal value of the Companys
outstanding debt and the total number of common shares and common units outstanding at December 31
2012 multiplied by the closing price of the stock on that date The weighted average interest rate for the mortgage
notes is 5.46%

per annum The Company had 23.0% of its properties in terms of net book value encumbered at

December 31 2012

The Company focuses on retaining cash for reinvestment as we believe that this provides the greatest level

of financial flexibility While operating results have been negatively impacted by the slow economic conditions

we believe it is likely that as the economy recovers and operating fundamentals improve additional increases in

distributions to the Companys common shareholders will he required Going forward the Company will

continue to monitor its taxable income and the corresponding dividend requirements

Issuance of Preferred Stock On September 14 2012 the Company issued $230.0 million or 9.2 million

depositary shares each representing 1/1000 of share of the 5.75% Cumulative Preferred Stock Series at

$25.00
per depositary share

On May 14 2012 the Company issued $350.0 million or 14.0 million depositary shares each representing
1/1000 of share of the 6.00% Cumulative Preferred Stock Series at $25.00 per depositary share
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On January 18 2012 the Company issued $230.0 million or 9.2 million depositary shares each representing

1/1000 of share of the 6.45% Cumulative Preferred Stock Series at $25.00 per depositary share

On October IS 2010 the Company issued $75.0 million or 3.0 million depositary shares each representing

1/1000 of share of the 6.875% Cumulative Preferred Stock Series at $25.00 per depositary share

Note Payable to Affiliate On February 2011 the Company entered into an agreement with PS to borrow

$121.0 million with maturity date of August 2011 at an interest rate of LIBOR plus 0.85% The Company

repaid in full the note payable to PS upon maturity Enterest
expense under this note payable was $664000 for

the
year ended December 2011

Redemption of Preferred Equity On October 2012 the Company completed the redemption of its 6.70%

Cumulative Preferred Stock Series at its par value of $132.3 million The Company reported the excess of the

redemption amount over the carrying amount of $3.8 million equal to the original issuance costs as reduction

of net income allocable to common shareholders and unit holders for the year ended December 31 2012

On June 15 2012 the Company completed the redemption of its 7.00% Cumulative Preferred Stock Series

at its par value of $158.5 million and its 6.875% Cumulative Preferred Stock Series at its par value of $68.6

million The Company reported the excess of the redemption amount over the carrying amount of $8 million

equal to the original issuance costs as reduction of net income allocable to common shareholders and unit

holders for the year ended December 2012

On June 2012 the Company redeemed 223300 units of its 7.125% Series Cumulative Redeemable

Preferred Units for $5.6 million The Company reported the excess of the redemption amount over the carrying

amount of $149000 equal to the original issuance costs as reduction of net income allocable to common
shareholders and unit holders for the year ended December 31 2012

During February 2012 the Company completed the redemption of its 7.20% Cumulative Preferred Stock

Series at its par value of $79.6 million and its 7.375% Cumulative Preferred Stock Series at its par value

of $84.6 million The Company reported the excess of the redemption amount over the carrying amount of $5.3

million equal to the original issuance costs as reduction of net income allocable to common shareholders and

unit holders for the year ended December 31 2012

On November 2010 the Company completed the redemption of its 7.60% Cumulative Preferred Stock

Series at its aggregate par value of $48.4 million The Company reported the excess of the redemption amount

over the carrying amount of $1.6 million equal to the original issuance costs as reduction of net income

allocable to common shareholders and unit holders for the year ended December 2010

On May 12 2010 the Company completed the redemption of its 7.950% Series Cumulative Redeemable

Preferred Units at its aggregate par value of $20.0 million and on Jtine 2010 the Company completed the

redemption of its 7.950% Ctimulative Preferred Stock Series at its aggregate par value of $54.1 million in

each case together with accrued dividends In connection with these redemptions the Company reported the

excess of the redemption amount over the carrying amount of $2.4 million equal to the original issuance costs

as reduction of net income allocable to common shareholders and unit holders for the year ended December 31
2010

Repurchase of Preferred Equity In February 2011 the Company paid an aggregate of $39.1 million to

repurchase 10.000 units of its 7.50% Series Cumulative Redeemable Preferred Units and 203400 units of its

6.55% Series Cumulative Redeemable Preferred Units for weighted average purchase price of $20.43 per

unit The aggregate par value of the repurchased preferred units was $47.8 million which generated gain of

$7.4 million net of original issuance costs of $1.4 million which was added to net income allocable to common

shareholders and unit holders for the year ended December 31 2011

Repurchase of Common Stock The Companys Board of Directors previously authorized the repurchase

from time to time of up to 6.5 million shares of the Companys common stock on the open market or in privately

negotiated transactions During the year ended December 31 2011 the Company repurchased 591500 shares of

common stock at an aggregate cost of $30.3 million or an average cost per share of $51.14 Since inception of the

program the Company has repurchased an aggregate of 4.9 million shares of common stock at an aggregate cost
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of $183.9 million or an average cost per
share of $37.64 Under existing hoard authorizations the Company can

repurchase an additional 1.6 million shares No shares of common stock were repurchased under this program

during the years ended December 31 2012 or 2010

Mortgage Note Repayment Subsequent to December 31 2012 the Company repaid two mortgage notes

payable totaling $18.1 million In November 2012 the Company repaid $1 3.2 million on mortgage note with

stated interest rate of 5.73%

In 2011 the Company repaid two mortgage notes payable of $18.2 million with weighted average stated

interest rate ol 7.26Y

Capital Expenditures During the
years

ended December 2012 2011 and 2010 the Company expended

$49.9 million $43.6 million and $28.7 million respectively in recurring capital expenditures or St .80 $1.98

and SI .40 per weighted average square foot owned respectively The Company defines recurring capital

expenditures as those necessary to maintain and operate its commercial real estate at its current economic value

lenant improvement amounts exclude those amounts reimbursed the tenant Nonrecurring capital

improvements include property renovations and expenditures related to repositioning acquisitions The following

table depicts capital expenditures ii theuswu/s

For the Years Ended 1ecernber 31

2012 2011 2010

Recurring capital expenditures

Capital improvements 8394 8.173 8.536

Tenant improvements 34236 27292 15372

Lease commissions 7244 8.089 4.761

Fotal recurring capital expenditures 49874 43.554 28.669

Nonrecurring capital improvements 6.898 _4.813
10.884

lotal capital expenditures 56772 $48367 539.553

Capital expenditures on per square foot owned basis are as follows

For the Years Fnded lecniher 31

2012 2011 2010

Recurring capital expenditures

Capital improvements 0.30 $0.37 $0.42

Fenant improvements .24 .24 0.75

Lease commissions 0.26 0.37 0.23

Total recurring capital expenditures
.8t .98 .40

Nonrecurring capital improvements 0.25 0.22 0.53

Total capital expenditures $2.05 $2.20 $L93

1-or the year ended December 31 2012 recurring capital expenditures increased $6.3 million or 14.5%

over the same period in 2011 primarily due to several significant tenant improvement projects within the Same

Park Portfolio combined with an increase in Non-Same Park recurring capital expenditures as result of lease up

of assets

Distributions The Company has elected and intends to qualify as RUT for federal income tas pin-poses

In order to maintain its status as REIT the Company must meet among other tests sources of income share

ownership and certain asset tests As REIT the Company is not taxed on that portion of its taxable income that

is distributed to its shareholders provided that at least 90% of its taxable income is distributed to its shareholders

prior to the tiling of its tax return

The Companys funding strategy has been to primarily use permanent capital including common and

preferred stock along with internally generated retained cash flows to meet its liquidity needs In addition the

Company may sell properties that no longer meet its investment criteria From time to time the Company may
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use its Credit Facility or other forms of debt to facilitate real estate acquisitions or other capital allocations The

Company targets minimum ratio of FF0 to combined fixed charges and preferred distributions of 3.0 to 1.0

Fixed charges include interest expense Preferred distributions include amounts paid to preferred shareholders

and preferred Operating Partnership unit holders For the year ended December 31 2012 the FF0 to fixed

charges and preferred distributions coverage ratio was 3.1 to .0 excluding the charge for the issuance costs

related to the redemption of preferred equity

Non-GAAP Supplemental Disclosure Measure Funds from Operations Management believes that FF0

is useful supplemental measure of the Companys operating performance The Company computes FF0 in

accordance with the White Paper on FF0 approved by the Board of Governors of NAREIT The White Paper

defines FF0 as net income computed in accordance with GAAP before depreciation amortization gains or

losses on asset dispositions net income allocable to noncontrolling interests common units net income

allocable to restricted stock unit holders impairment charges and nonrecurring items Management believes that

FF0 provides useful measure of the Companys operating performance and when compared year over year

reflects the impact to operations from trends iii occupancy rates rental rates operating costs development

activities general and administrative expenses and interest costs providing perspective not immediately

apparent from net income

FF0 should be analyzed in conjunction with net income However FF0 should not be viewed as

substitute for net income as measure of operating performance or liquidity as it does not reflect depreciation

and amortization costs or the level of capital expenditure and leasing costs necessary to maintain the operating

performance of the Companys properties which are significant economic costs and could materially affect the

Companys results of operations

Management believes FF0 provides useful information to the investment community about the Companys

operating performance when compared to the performance of other real estate companies as FF0 is generally

recognized as the industry standard for reporting operations of REITs Other REITs may use different methods

for calculating FF0 and accordingly our FF0 may not be comparable to other real estate companies

FF0 for the Company is computed as follows in thousands

For The Years Ended December 31

2012 2011 2010 2009 2008

Net income allocable to common

shareholders 19.805 52162 38959 59413 23179

Gain on sale of land and real estate

facility 935 2717 5153 1488
Depreciation and amortizationl 109494 84682 78.868 85094 99848

Net income allocable to noncontrolling

interests common units 5970 15543 11594 19730 8296

Net income allocable to restricted stock unit

holders 138 127 152 325 235

Consolidated FF0 allocable to common and

dilutive shares 134472 149797 124420 163074 131558

FF0 allocated to noncontrolling interests

common units 31041 34319 28.450 40472 34443

FF0 allocated to restricted stock unit

holders 455 301 374 726 730

FF0 allocated to common shares $102976 $115177 95596 $121876 96.385

Includes depreciation from discontinued operations

FF0 allocable to common and dilutive shares decreased $15.3 million for the year ended December 31

2012 respectively compared to the same periods in 2011 The decrease was primarily due to the net impact of

preferred equity transactions noted above and increases in interest expense preferred equity distributions

partially offset by an increase in net operating income
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Related Party Transactions At December 2012 PS owned 23.9% of the oLitstanding shares of the

Companys common stock and 23.1% of the outstanding common units of the Operating Partnership 100.0% of

the common units not owned by the Company Assuming issuance of the Companys common stock upon

redemption of its partnership units PS would own 41.5% of the outstanding shares of the Companys common

stock Ronald Havner Jr. the Companys chairman is also the Chairman of the Board Chief Executive

Officer and President of PS Gary Pruitt an independent director of the Company is also trustee of PS

Pursuant to cost sharing and administrative services agreement the Company shares costs with PS for

certain administrative services These costs totaled $441000 in 2012 which were allocated to PS in accordance

with methodology intended to fairly allocate those costs In addition the Company provides property

management services for properties owned by PS for management fee of sC/c of the gross revenues of such

properties in addition to reimbursement of direct costs These managenlent fee revenues recognized under

management contract with PS totaled $649000 in 201 PS also provides property management services for the

self-storage component of two assets owned by the Company for fee of 6% of the gross revenues of such

properties in addition to reimbursement of certain costs Management fee expense recognized under the

management contract with PS totaled $55000 for the year ended December 31 2012

On February 2011 the Company entered into an agreement with PS to borrow $121.0 million with

illaturity date of August 2011 at an interest rate of LIBOR plus 0.85% The Company repaid in full the note

payable to PS upon maturity Interest expense under this note payable was $664000 for the year ended

December 31 2011

The PS Business Parks name and logo is owned by PS and licensed to the Company under non-exclusive

royalty-tree license agreement The license can he terminated by either party for any reason with sixmonths

written notice

O.tiBalaizce SheetArrangeinents The Company does not have
any

ofi -balance sheet arrangements

Contractual Obligations The table below summarizes projected payments due under our contractual

obligations as of December 2012 in thousands

Payments Due by Ieriod

Contractual Obligations Total Less than year -3 sears years More than years

Mortgage notes payable principal

and interest $321902 $32151 27258 $262493

Credit Facility principal

Term Loan principal 200000
_____

200.000

Total $521902 $32151 5227.258 $262493

Company is scheduled to pay cash dividends of $54.2 million
per year on its prefeiTed equity outstanding as

of December 31 2012 Dividends are paid when and if declared by the Companys Board of Directors and

accumulate if not paid Shares and units of preferred equity are redeemable by the Company in order to preserve

its shtus as REIT and are also redeemable five years after issuance

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

To limit the Companys exposure to market risk the Company principally finances its operations and

growth with permanent equity capital consisting of either common or preferred stock The Company from time

to time will use debt financing to facilitate acquisitions In connection with the Northern California Portfolio

acquisition the Company assumed $250.0 million mortgage note and obtained $250.0 million term loan As

result ot the acquisition the Companys debt as percentage of total equity based on hook values was 29.OYi as

of December 31 2012

The Conipanys market risk sensitive instruments include mortgage notes of $268 million and the

outstanding balance on the Term Loan of $200.0 million as of December 31 2012 All of the Companys

mortgage notes hear interest at fixed rates with weighted average fixed rate of 5.46% at December 31 2012

The Term Loan bears interest at variable rates which is currently LIBOR plus .20/ See Notes 2.5 and to
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consolidaied financial statements for terms valuations and approximate principal maturities of the mort1age

notes payable Credit Facility and Term Loan as of December 2012 Based on borrowing rates currently

available to the Company the difference between the carrying amount of debt and its fair value is insignificant

ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARYDATA

The financial statements of the Company at December 31 2012 and 2011 and for the years ended

December 31 2012 2011 and 2010 and the report of Ernst Young LLP Independent Registered Public

Accounting Firm thereon and the related financial statement schedule are included elsewhere herein Refetence

is made to the Index to Consolidated Financial Statements and Schedules in Item 15

ITEM CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

Not Applicable

ITEM 9A CONTROLS AND PROCEDURES

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

The Companys management with the participation of the Companys Chief Executive Officer and Chief

Financial Officer evaluated the effectiveness of the Companys disclosure controls and procedures as defined in

Rules 13a-l5e and 15d-l5e under the Securities Exchange Act of 1934 as amended the Exchange Act as

of December 31 2012 Management recognizes that any
controls and procedures no matter how well designed

and operated can provide only reasonable assurance of achieving their objectives and management necessarily

applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures Based on the

evaluation of the Companys disclosure controls and procedures as of December 31 2012 the Companys Chief

Executive Officer and Chief Financial Officer concluded that as of such date the Companys disclosure controls

and procedures were effective at the reasonable assurance level

Managements Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial

reporting as such term is defined in Rules l3a-l5f and 15d-15f of the Exchange Act Under the supervision

and with the participation
of our management including our Chief Executive Officer and Chief Financial Officer

we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the

framework in Internal Control-Integrated Franieuork issued by the Committee on Sponsoring Organizations of

the Treadway Commission Based on our evaluation under the framework in Internal Control-integraled

Franiework our management concluded that our internal control over financial reporting was effective as of

December 31 2012

The effectiveness of the Companys internal control over financial reporting as of December 31 2012 has

been audited by Ernst Young LLP an independent registered public accounting firm as stated in their report

which is included herein

Changes in Internal Control Over Financial Reporting

There have not been any changes in our internal control over financial reporting as such term is defined in

Rules a-15f and 15d-l5f under the Exchange Act during the fourth quarter of 2012 that have materially

affected or are reasonably likely to materially affect our internal control over financial reporting
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of

PS Business Parks Inc

We have audited PS Business Parks Inc internal control over financial
reporting as of December 31 2012

based on criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission the COSO criteria PS Business Parks Inc management is

responsible for maintaining effective internal control over financial
reporting and for its assessment of the

effectiveness of internal control over financial reporting included in the accompanying Managements Report on
Internal Control over Financial Reporting Our responsibility is to express an opinion on the Companys internal

control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board United States Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects Our
audit included obtaining an understanding of internal control over financial reporting assessing the risk that

material weakness exists testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk and performing such other procedures as we considered

necessary in the circumstances We
believe that our audit provides reasonable basis for our opinion

companys internal control over financial
reporting is

process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting
includes those policies and procedures that pertain to the maintenance of records that in reasonable detail
accurately and fairly reflect the transactions and dispositions of the assets of the Company provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in

accordance with generally accepted accounting principles and that receipts and expenditures of the Company are

being made only in accordance with authorizations of management and directors of the Company and
provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or

disposition of the Companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect
misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

In our opinion PS Business Parks Inc maintained in all material
respects effective internal control over

financial reporting as of December 31 2012 based on the COSO criteria

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board
United States the consolidated balance sheets of PS Business Parks Inc as of December 31 2012 and 2011
and the related consolidated statements of income shareholders

equity and cash flows for each of the three

years in the period ended December 31 2012 and our report dated February 22 2013 expressed an unqualified
opinion thereon

Is Ernst Young LLP

Los Angeles California

February 22 2013
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ITEM 9B OTHER iNFORMATION

None

PART III

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item with respect to directors is hereby incorporated by relrence to the

material appearing in the Companys definitive proxy
statement to be flied in connection with the annual

shareholders meeting to be held in 2013 the Proxy Statement under the caption Election of Directors

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

Joseph Russell Jr. age 53 has been President since September 2002 and was named Chief Executive

Officer and elected as Director in August 2003 Mr Russell joined Spieker Partners in 1990 and became an

officer of Spieker Properties when it went public as REIT in 1993 Prior to its merger with Equity Office

Properties EOP in 2001 Mr Russell was President of Spieker Properties Silicon Valley Region from 1999

to 2001 Mr Russell earned Bachelor of Science degree from the University of Southern California and

Masters of Business Administration from the Harvard Business School Prior to entering the commercial real

estate business Mr Russell spent approximately six years
with IBM in various marketing positions Mr Russell

has been member and past
President of the National Association of Industrial and Office Parks Silicon alley

Chapter Mr Russell is also member of the Board of Governors of NAREIT

John Petersen age 49 has been Executive Vice President and Chief Operating Officer since he joined

the Company in December 2004 Prior to joining the Company Mr Petersen was Senior Vice President San

Jose Region for Equity Office Properties from July 2001 to December 2004 responsible for 11.3 million square

flet of niultitenant olf ice industrial and RD space
in Silicon Valley Prior to EOP Mr Petersen was Senior

Vice President with Spieker Properties from 1995 to 2001 overseeing the growth of that companys portfolio in

San Jose through acquisition and development of nearly three million square feet Mr Petersen is graduite of

The Colorado College in Colorado Springs Colorado and was recently the President of National Association of

Industrial and Office Parks Silicon Valley Chapter

Edward Stokx age 47 certified public accountant has been Chief Financial Officer and Secretary of

the Company since December 2003 and Executive Vice President since March 2004 Mr Stokx has overall

responsibility for the Companys finance and accounting lunctions In addition he has responsibility for

executing the Companys financial initiatives Mr Stokx joined Center Trust developer owner and operator
of

retail shopping centers in 1997 Prior to his pronlotion to Chief Financial Officer and Secretary in 2001 he

served as Senior Vice President Finance and Controller After Center Trusts merger in January 2003 with

another public REIT Mr Stokx provided consulting services to various entities Prior to joining Center Trust

Mr Stokx was with Deloitte and Touche from 1989 to 1997 with focus on real estate clients Mr Stokx earned

Bacheor of Science degree in Accounting from Loyola Marymount University

Maria I-lawthorne age 53 was promoted to Executive Vice President East Coast ol the Company in

February 2011 Ms Hawthorne served as Senior Vice President from March 2004 to February 2011 with

responsibility for property operations on the East Coast which includes Virginia Maryland and Florida From

June 2001 through March 2004 Ms Hawthorne was Vice President of the Company responsible br property

operations in Virginia From July 1994 to June 2001 Ms Hawthorne was Regional Manager of the Company

in Virginia From August 1988 to July 1994 Ms Hawthorne was General Manager Leasing Director and

Propert Manager for American Office Park Properties Ms Hawthorne earned Bachelor of Arts Degree in

International Relations from Pomona College

Inbormation required by this iteni with respect to the nominating process
the audit committee and the audit

committee financial expert is hereby incorporated by reference to the material appearing
in the Proxy Statement

under the caption Corporate Governance and Board Matters
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Information required by this item with respect to code of ethics is hereby incorporated by reference to the

material appearing in the Proxy Statement under the caption Corporate Governance and Board Matters We
have adopted code of ethics that applies to our principal executive olficer principal hnancial officer and

principal accounting officer which is available on our website at ww.pshusinessparks.eorn The information
contained on the Companys website is not part of or incorporated by reference into this Annual Report on
Forni 10-K Any amendments to or waivers of the code of ethics granted to the Companys executive officers or
the controller will be published promptly on our website or by other appropriate means in accordance with SEC
rules

Information
required by this item with respect to the compliance with Section 16a is hereby incorporated

by reference to the material appearing in the Proxy Statement under the caption Section 16a Beneficial

Ownership Reporting Compliance

ITEM 11 EXECUTIVE COMPENSATION

The information required by this item is hereby incorporated by refirenee to the material appearing in the

Proxy Statement under the captions Corporate Governance and Board Matters Executive Compensation
Corporate Governance and Board Matters Compensation Committee Interlocks and Insider Participation
and Report of the Compensation Committee

ITEM 12 SECURITY OWNERSHIP OF CERTAiN BENEFiCIAL OWNERS AND MAN.4GEMENT AND
REL4 TED STOCKHOLDER MATTERS

The information required by this item with respect to security ownership of certain beneficial owners and

management is hereby incorporated by reference to the material appearing in the Proxy Statement under the

captions Stock Ownership of Certain Beneficial Owners and Management

The following table sets forth information as of December 31 2012 on the Companys equity compensation
plans

Number of Securities Weighted- Number of Securities
to be issued Upon Aserage Remaining Available for

Exercise of Exercise Price of Future Issuance under
Outstanding Outstanding Equity Compensation

Options Options Plans Excluding
Warrants and Warrants and Securities Reflected in

Plan Category
Rights Rights Column

Equity compensation plans approved by

security holders 507663 $53.65 975040
Equity compensation plans not approved by

security holders
_______

Total 507663 $53.65 975040

Amounts include restricted stock units

ITEM 13 CERTAIN REL4 TIONSHIPS AND RELA TED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

The information required by this item is hereby incorporated by reference to the material appearing in the

Proxy Statement under the captions Corporate Governance and Board Matters and Certain Relationships and
Related Transactions

ITEM 14 PRINCiPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is hereby incorporated by reference to the material appearing in the

Proxy Statement under the captions Ratification of Independent Registered Public Accountants
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PART IV

ITEM 15 EXHIBITS AND FINANCIAL STA TEMENT SCHEDULES

Financial Statements

The financial statements listed in the accompanying Index to Consolidated Financial Statements and

Schedules are filed as part of this report

Financial Statements Schedule

The tnancial statements schedule listed in the accompanying Index to Consolidated Financial

Statements and Schedules are filed as part
of this report

Exhibits

The exhibits listed in the Exhibit Index immediately preceding such exhibits are filed with or

incorporated by reference in this report

Exhibits

The exhibits listed in the Exhibit Index immediately preceding such exhibits are filed with or

incorporated by reference in this report

Financial Statement Schedules

Not applicable
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PS BUSINESS PARKS INC

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS ANt SCHEDULES
Item 15al and Item 15a2

Page

Report of Independent Registered Public Accounting Firm 47

Consolidated balance sheets as of December31 2012 and 2011

Consolidated statements of income br the years ended December 2012 2011 and 2010 49
Consolidated statements of equity for the years ended December 31 2012 2011 and 2010

Consolidated statements of cash flows for the years ended December 31 201 2011 and 2010
Notes to consolidated financial statements

Schedule

III Real estate and accumulated depreciation 72

All other schedules have been omitted since the required inforniation 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 REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of

PS Business Parks Inc

We have audited the accompanying consolidated balance sheets of PS Business Parks Inc is of

December 31 2012 and 2011 and the related consolidated statements of income shareholders equity and cash

flows for each of the three years
in the period ended December 31 2012 Our audits also included the financial

statement schedule listed in the Index at Item 15a These financial statements and financial statement schedule

are the responsibility
of the Companys management Our responsibility is to express an opinion on these

financial statements and financial statement schedule based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight

Board 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 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
reasonable basis tr

our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects

the consolidated financial position
of PS Business Parks Inc at December 31 2012 and 2011 arLd the

consolidated results of its operations
and its cash flows for each of the three years

in the period ended

December 31 2012 in conformity with U.S generally accepted accounting principles Also in our opinion the

related financial statement schedule when considered in relation to the basic financial statements taker as

whole presents fairly in all material respects
the information set forth therein

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States PS Business Parks Inc.s internal control over financial reporting as of December 31 2012

based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring

Organiations of the Treadway Commission and our report dated February 22 2013 expressed an unqualified

opinion thereon

Is Ernst Young LLP

Los Angeles California

February 22 2013
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PS BUSINESS PARKS INC

CONSOLIDATED BALANCE SHEETS

December 31

793.352

2.235.448

3028.800

942.639

2.086161

6829

2.092.990

4.754

25329

15.861

$2151817

69.454

200.000

268102

537.556

242

537.091

967.783

944427

.445.689

772573

155 772

2.928345

845.700

2.082645

1218

6.829

2.090.692

3.198

23388

16.361

$2138.6 19

60.940

85000

250.000

282084

778.024

240

534.322

878704

832607

1.179.205

5.583

75.807

181.390

1.360595

52.138619

See accompanying notes

2012 2011

In thousands evcept share

data

2883 4980

ASSETS
Cash and cash equivalents

Real estate facilities at cost

Land

Buildings and improvements

Accumulated depreciation

Properties held for disposition net

Land held for development

Rent receivable

Deferred rent receivable

Other assets

Total assets

LIABILITIES AND EQUITY
Accrued and other liabilities

Credit facility

Term loan

Mortgage notes payable

Total liabilities

Commitments and contingencies

Equity

PS Business Parks Inc.s shareholders equity

Preferred stock $0.01 par value 50000.000 shares authorized 35400 and

23942 shares issued and outstanding at December 31 2012 and 2011
respectively

onmon stock $0.01 par value 100000.00 shares authorized 24.298475 and

24.128184 shares issued and
outstanding at December 31 2012 and 2011

respectively

Paid-in capital

Cumulative net income

Cumulative distributions

Total PS Business Parks Inc.s shareholders equity

Noncontrol Ii ng interests

Preferred units

Common units

Fotal noncontrolling interests

Total
eqLuty

Total liabilities and equity

885.000 598546

168.572

l68 .5 72

1.6 1426

$2 IS 18 17
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PS BUSINESS PARKS INC

CONSOLIDATED STATEMENTS OF INCOME

For The Years Ended December 31

2012 2011 2010

In thousands except per share data

Revenues

Rental income $346548 $297457 $26.276

Facility management fees
649 684 672

Total operating revenues 347197 298141 276948

Expense

Cost of operations
114108 99917 89348

Depreciation and amortization 109398 84391 78.34

General and administrative 8919 9036 9651

Total operating expenses
232425 193344 177353

Other income and expenses

Interest and other incoflie 241 221 333

interest expense
20618 5455 3534

Toal other income and expenses 20377 5234 3201

income from continuing operations
94395 99563 96394

Discontinued operations

income from discontinued operations
42 360 475

Gain on sale of real estate facilities 935 2717 5153

Total discontinued operations
977 3077 5.628

Net income 95372 $102640 $102022

Net income allocation

Net income allocable to noncontrolling interests

Noncontrolling interests comnion units 5.970 15543 11594

Ncncontrolling interests preferred units 323 6.991 5103

Total net income allocable to noncontroiling interests 6293 8552 16697

Net income allocable to PS Business Parks Inc

Preferred shareholders 69136 41.799 46214

Restricted stock unit holders 138 127 152

Common shareholders 19805 52162 38959

Total net income allocable to PS Business Parks Inc 89079 94088 _85325

Net income 95.372 $102640 $102022

Net income per common share basic

Continuing operations
0.79 2.03 1.41

Discontinued operations
0.03 0.10 0.18

Net income 0.82 2.13 1.59

Net income per common share diluted

Continuing operations
0.78 2.02 1.40

Discontinued operations
0.03 0.10 0.18

Net income 0.8i 2.12 1.58

Weighted average common shares outstanding

Basic 24234 24.5 16 _24546

Diluied 24323 24599 24.687

See accompanying notes
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PS BUSINESS PARKS INC

CONSOLIDATED STATEMENTS OF EQUITY

04
000

100

626 46
S.OOO

flY 700

09

.96
-7 TI

Business Parks inc.s

Shareholders

Fquit6

Noncontrolling

Interests

otal

quits

t.I6 679 749.068 SI 466
TI

0.SIO II 00
68 7Si 0000

778
OIl 01

4.671 177

69 00

81
907

46

90
.882

07

10 461
00

1.218

Preferred Stock Common Stock
Paid-tn

Shares mount Shares mount Capital Net Income

umulatise

Distributions

Balances at Deccmher 31 2049
In

5048

thousands

5699 91

except share data

IssUance iii pref en bc flet of Uiflc costs

Redemption of
preferred stock net of Issnalice cost

Redemption of
prefert ed units net of issuince cost

Esercise of stock
options

Stock compensation net

Net income

487
484

582

780

.1

568 94

.4841

Di so ihutions

Prefeired stock

Common stock
4-770 42 711 70

Noncontiollin interests

dj ustment to noiiconti olIlil intel ests in uiidenI inc operatin

pantneiship

-74 TI Th4

OIlY

17

90

264
17

Bnatflemntber3l.24110 94 7984f 84616
Repurchase of prefei red units net of issuance cosis

Repuicliase of common stock

Lsc cisc ut bock optiolt

Stock
coitipeitation net

Net iflconie

04 76t .196S
It

116
I8

2969
49 94

4.IS
918

05
218

Dish ihutions

Piefenred bock

94.088 10

Cotttitton stock
799 99 799i

Noitcontruillin interests

\dju tmenl to noncoittiollin mteicst iii under mc
uipeiitinc

par tile chip

i46 .146

689

15 64

.69

.146
264

Balances at December 31 2111 876
Issuance ot ef ci red stock net of suanc cost

.617 II 20 101 60.69

Redemption piefenneci sto net sumcc di
784 59

Rccleniptuuuu of
pielei el units nn ii issuance cost

40 546

seici eof tuck opium
Siok

cnitnipd nation net

Net mcouuc

149

Ott

807

-785

97
80

Di ii Olin
000711

ocd uo

uninuuun tuck
169 96

Noncuinttiihnintne

\dpn mciii nulncunU ii itic nni is
iii open it

pU tile shI1

42 684
1190

i4664iit

Balances at December 31 2012 -7.40

947

40
94

698 46
110

-7 46

IS 184

14 45

-748

6S9

-74 -7

608
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PS BUSINESS PARKS INC

CONSOLIDATED STATEMENTS OF CASH FLOWS

56772
51.022

2.065

105.729

154.000

339000
50.000

828
13154
784392

5907

523.546

5583

51969
12856

174
42684

95495

7.903

4.980

12.883

84.682

843

769
215

2717
1.965

3.074

2735

77980

80.620

48.367

297738
8.999

337.106

85.000

250000

121 000

93.000

121.000

1.032

18.180

1.050

39087
30.252

41.799
12.856

398
43046

156.400

86

4.980

78868

57

603
285

5.153
2.116

2.809

2389

75.094

177.116

39553
296.25

9.18

326.623

93.000

1091

72.513

7.783

102.500

20.000

42.730

12856
4.52

43.254

53.656

233.163

238.229

5066

For The Years Ended leceinher 31

2012 2011 2010

In thousands

Cash flows from operating activities

Net income 95372 102640 102022

Adjustments to reconcile net income to net cash provided by operating

act iv it Cs

Depreciation and amortization expense
109494

Inplace lease adjustment
501

Tenant improvement reimbursements net of lease incentives 1315
Amortization of mortgage note premium

Gain on sale of real estate facilities 935
Stock compensation 5434

Increase in receivables and other assets 5.025

Increase decrease in accrued and other liabilities 5601
______________ _________

Total adjustments 113755
_____________ ________

Net cash provided by operating
activities 209127

___________

Cash flows from investing activities

Capital improvements to real estate facilities

Acquisition of real estate facilities

Proceeds from sale of real estate facilities
______________ _________

Net cash used in investing activities
_____________ _____________ ________

Cash flows from financing activities

Borrowings on credit facility

Borrowings on term loan

Note payihle 10 affiliate

Repayment of borrowings on credit facility

Repayment of borrowings on term loan debt

Repayment of note payable to affiliate

Principal payments on nlortgagc notes payable

Repayment of mortgage note payable

Net proceeds from the issuance of preferred stock

Proceeds from the exercise of stock options

Redemption/repurchase of preferred stock

Redemption/repurchase of preferred units

Repurchase of comnion stock

Distributions paid to preferred shareholders

Distributions paid to noncontrolling interests common units

Dktributions paid to noncontrolling interests preferred units

Distributions paid to common shareholders

Net cash used in provided by financing activities

Net increase decrease in cash and cash equivalents

Cash arid cash equivalents at the beginning of the year

Cash aiid cash equivalents at the end of the year
______________ ______________ ________

Supplemental disclosures

Interest paid
______________ ____________

See accompanying notes
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PS BUSINESS PARKS INC

CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Years Ended December 31

2012 2011 2010

In thousands

Supplemental schedule of non-cash investing and financing activities

Adjustment to noncontrolling interests in underlying operating partnership

Noncontrolling interests common units 349 5.689 901

Paid-in capital 349 5689 901
Gain on repurchase of preferred equity

Preferred units 8.748
Paid-in capital 8748

Issuance costs related to the redemption/repurchase of preferred equity

Cumulative distributions $l7167 $3484
Noncontrolling interestcommon units 149 1.359 582
Paid-in capital 17316 1.359 466

Mortgage note assumed in property acquisition

Real estate facilities $250.000j

Mortgage notes payable 250000
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PS BUSINESS PARKS INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31 2012

Organization and description of business

Organization

PS Business Parks Inc PSB was incorporated in the state of California in 1990 As of December 31

2012 PSB owned 76.9% of the common partnership units of PS Business Parks L.P the Operating

Partnership The remaining common partnership units are owned by Public Storage PS PSB as the sole

general partner
of the Operating Partnership has full exclusive and complete responsibility

and discreton in

managing and controlling the Operating Partnership PSB and the Operating Partnership arc collectively referred

to as the Company

Description of business

The Company is fully-integrated
self-advised and self-managed real estate investment trust RElY that

owns operates acquires and develops commercial properties primarily
multi-tenant flex office and industrial

space As of December 31 2012 the Company owned and operated 28.3 million rentable square
foet of

commercial space
located in eight states The Company also manages .2 million rentable square feet on behalf

of PS

References to the number of properties or square footage are unaudited and outside the scope of the

Companys independent registered public accounting firms audit of the Companys financial statements in

accordance with the standards of the Public Company Accounting Oversight Board United States

Summary of significant accounting policies

Basis of presentation

The accompanying consolidated financial statements include the accounts of PSB and the Operating

Partnership All significant inter-company balances and transactions have been eliminated in the consolidated

financial statements

Noncontrolling Interests

The Companys noncontrolling interests are reported as component of equity separate
from the parents

equity Purchases or sales of equity interests that do not result in change in control are accounted for as equity

transactions In addition net income attributable to the noncontrolling interest is included in consolidated net

income on the face of the income statement and upon gain or loss of control the interest purchased or sold as

well as any interest retained is recorded at fair value with any gain or loss recognized in earnings

Use of estimates

The preparation
of the consolidated financial statements in conformity with U.S generally accepted

accounting principles requires management to make estimates and assumptions that affect the amounts reported

in the consolidated financial statements and accompanying notes Actual results could differ from these

estimates

Allowance for doubtful accounts

The Company monitors the collectability of its receivable balances including the deferred rent receivable on

an ongoing basis Based on these reviews the Company maintains an allowance for doLibtful accounts for

estimated losses resulting from the possible inability of tenants to make contractual rent payments to the

Company provision for doubtful accounts is recorded during each period The allowance for doubtful
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accounts hich represents the cumulative allowances less write-offs of uncollectible rent is netted against tenant
and other receivables on the consolidated balance sheets Tenant receivables are net ol an allowance br
uncollectihlc accounts totaling $400000 at December 31 2012 and 2011

Ij1l /111 11 ii irUiiicii Is

The methods and assumptions used to estimate the fair value of hnancial instruments are described below
The Company has estimated the fair value of financial instruments

using available market inforniation 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 he realized in current niarket exchanges The Company determines the estimated fair value of financial

assets and liabilities utilizing hierarchy of valuation
techniques based on whether the inputs to fair value

measurement are considered to he observable or unobservable in marketplace Observable inputs retlect market
data ohtuned from independent sources while unobservable inputs rellect market assumptions This

hierarchy
requires the use of obserc able market data when available The following is the lair value hierarchy

Ii/ /quoted prices for identical instruments in active markets

Leie/ 2quoted prices for similar instruments in active markets quoted prices for identical or similar
instruments in markets that are not active and model-derived valuations in which significant inputs and
significant value drivers are observable in active markets and

LcieI 3fair value measurements derived from valuation techniques in which one or more significant

inputs or signi licant value drivers are unobservable

Fnancial assets that are exposed to credit risk consist primarily of cash and cash equivalents and
recei ables.he Company considers all highly liquid investments with

remaining maturity of three months or
less at the date of purchase to he cash equivalents Cash and cash equivalents which consist primarily of money
market in estments are only invested in entities with an investment grade rating Receivables are comprised of
balances due Irom large number ol customers Balances that the Conipany expects to become uncollectible are

reserved for or written oil DL1e to the short period to maturity of the Companys cash and cash equivalents
accounts recei able other assets and accrued and other liabilities the carrYing values as presented on the

consolidated balance sheets are reasonabla estimates of fair value

Carrying values of the Companys mortgage notes payable unsecured credit facility and terni loan are

deemed to approximate fair value The characteristics of these financial instruments market data and other

comparati metrics utilized in determining these fair aloes are Level inputs

Real es/ale tar lilies

Real estate facilities are recorded at Cost Costs related to the renovation or improvement of the properties
are capitalized Expenditures for repairs and maintenance are expensed as incurred Expenditures that are

expected to benefit period greater than two years and exceed $2000 are capitalized and depreciated over their

estimated useful life Buildings and improvements are depreciated using the straightline method over their

estimated useful lives which generally range from five to 30 years Transaction costs which include tenant
impro ements and lease commissions in excess of $1000 for leases with terms greater than one year are

capitalized and depreciated over their estimated useful lives Transaction costs less than 1.000 or leases of one
ear or less are expensed as incurred

Pwpertiet lie/ti br /LSpas 11/0/l

An asset is classified as an asset held for disposition when it meets certain requirements which include

among other criteria the approval of the sale of the asset the marketing of the asset for sale and the expectation
by the Company that the sale will likely occur within the next 12 months Upon classification of an asset as held
for

disposition depreciation of the asset is ceased the operating results of the asset are included in discontinued

operations for all periods presented and the net book value of the asset is included on the balance sheet as

properties held for disposition

54



Intangible assets/liabilities

Intangible assets and liabilities include above-market and below-market in-place lease values of acquired

properties based on the present value using an interest rate which reflects the risks associated with the leases

acquired of the difference between the contractual amounts to be paid pursuant to the in-place leases and

ii managements estimate of fair market lease rates for the corresponding in-place leases measured over

period equal to the remaining non-cancelable term of the lease The capitalized above-market and below-market

lease values included in other assets and accrued liabilities in the accompanying consolidated balance sheets are

amortized to rental income over the remaining non-cancelable terms of the respective leases The Company

recorded net amortization reducing rental income of $501000 $843000 and $571000 of intangible assets and

liabilities resulting from the above-market and below-market lease values during the years eiidcd December 31

2012 2011 and 2010 respectively As of Deceniber 31 2012 the value of in-place leases resulted in net

intangible asset of $5.2 million net of $4.7 million of accumulated amortization with weighted average

amortization period of 6.4 years and net intangible liability of $4.7 million net of $3.0 million of accumulated

amortization with weighted average
amortization period of 5.0 years As of December 31 2011 the value of in-

place leases resulted in net intangible asset of $6.9 million net of $2.3 million of accumulated amortization and

net intangible liability of $6.4 million net of $1 .1 million of accumulated amortization

Evaluation of asset impairment

The Company evaluates its assets used in operations for impairment by identifying indicators of impairment

and by comparing the sum of the estimated undiscounted future cash flows for each asset to the assets carrying

value When indicators of impairment are present and the sum of the estimated undiscounted future cash flows is

less than the carrying value of such asset an impairment loss is recorded equal to the difference between the

assets current carrying value and its value based on discounting its estimated future cash flows In addition the

Company evaluates its assets held for disposition for impairment Assets held for disposition are reported at the

lower of their carrying value or fair value less cost of disposition At December 31 2012 the Company did not

consider any assets to be impaired

Asset impairment due to casualty los.r

It is the Companys policy to record as casualty loss or gain in the period the casualty occurs the

differential between the book value of assets destroyed and any insurance proceeds that the Company

expects to receive in accordance with its insurance contracts Potential proceeds from insurance that are subject

to any uncertainties such as interpretation of deductible provisions of the governing agreements the estimation

of costs of restoration or other such items are treated as contingent proceeds and not recorded until the

uncertainties are satisfied

For the years ended December 31 2012 2011 and 2010 no material casualty losses were incurred

Stock compensation

All share-based payments to employees including grants of employee stock options are recognized as stock

compensation in the Companys income statement based on their grant late fair values See Note 10

Revenue and expense recognition

The Company must meet four basic criteria before revenue can be recognized persuasive evidence of an

arrangement exists the delivery has occurred or services rendered the fee is fixed or determinable and

collectability is reasonably assured All leases are classified as operating leases Rental income is recognized on

straight-line basis over the terms of the leases Straight-line rent is recognized for all tenants with contractual

fixed increases in rent that are not included on the Companys credit watch list Deferred rent receivable

represents rental revenue recognized on straight-line basis in excess of billed rents Reimbursements from

tenants for real estate taxes and other recoverable operating expenses are recognized as rental income in the

period the applicable costs are incurred Property management fees are recognized in the period earned
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Costs incurred in connection with leasing primarily tenant improvements and lease commissions are

capitalized and amortized over the lease period

Gains from sales of real estate facilities

The Company recognizes gains from sales of real estate facilities at the time of sale using the full accrual

method provided that various criteria related to the terms of the transactions and any subsequent involvement by

the Company with the properties sold are met If the criteria are not met the Company defers the gains and

recognizes them when the criteria are met or uses the installment or cost recovery methods as appropriate under

the circumstances

General and administrative expenses

General and administrative expenses include executive and other compensation office expense professional

fees acquisition transaction costs state income taxes and other such administrative items

Income taxes

The Company has qualified and intends to continue to qualify as REIT as defined in Section 856 of the

Internal Revenue Code As REIT the Company is not subject to federal income tax to the extent that it

distributes its REIT taxable income to its shareholders REIT must distribute at least 90% of its taxable income

each year In addition REITs are subject to number of organizational and operating requirements If the

Company fails to qualify as REIT in any taxable year the Company will be subject to federal income tax

including any applicable alternative minimum tax based on its taxable income using corporate income tax rates

Even if the Company qualifies for taxation as REIT the Company may he subject to certain state and local

taxes on its income and property and to federal income and excise taxes on its undistributed taxable income The

Company believes it met all organization and operating requirements to maintain its REIT status during 2012
2011 and 2010 and intends to continue to meet such requirements Accordingly no provision for income taxes

has been made in the accompanying consolidated financial statements

The Company can recognize tax benefit only if it is more likely than not that particular tax position

will be sustained upon examination or audit To the extent that the more likely than not standard has been

satisfied the benefit associated with position is measured as the largest amount that is greater than 50% likely

of being recognized upon settlement As of December 2012 the Company did not recognize any tax benefit

for uncertain tax positions

Accounting jhr preferred equity issuance costs

The Company records issuance costs as reduction to paid-in capital on its balance sheet at the time the

preferred securities are issued and reflects the carrying value of the preferred equity at the stated value The

Company records issuance costs as non-cash preferred equity distributions at the time it notifies the holders of

preferred stock or units of its intent to redeem such shares or units
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IVet income allocation

Net income was allocated as follows for the years ended December 31 in thousands

Net income allocable to noncontrolling interests

Noncontrolling interests common units

Continuing operations
5744

Discontinued operations
226

Total net income allocable to noncontrolling interests common

units
5970

Noncontrolling interests preferred
units

Distributions to preferred unit holders
174

Issuance costs related to the redemption of preferred
units 149

Gain on repurchase of preferred units net of issuance costs

Total net income allocable to noncontrolling interests preferred

units ______

Total net income allocable to noncontrolling interests 6293

Net income allocable to PS Business Parks Inc

Preferred shareholders

Distributions to preferred shareholders 969

Issuance costs related to the redemption of preferred
stock 17167

Total net income allocable to preferred shareholders 69136

Restricted stock unit holders

Continuing operations
135

Discontinued operations

Total net income allocable to restricted stock unit holders 138

Common shareholders

Continuing operations
19057

Discontinued operations
748

Total net income allocable to common shareholders 19805

Total net income allocable to PS Business Parks Inc 89079

Net income $95372

2012 2011 2010

14838

705

10307

1287

15543 11594

398 4521

582

7389

6991 5103

8552 16697

41799

41799

42730

3484

46214

121 135

127 152

49796

2366

52162

94088

$102640

34635

4.324

38959

85325

$102022
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PIet income /er comnimion S/lure

Per share amounts are computed using the number of weighted average common shares
outstanding

Diluted weighted average common shares outstanding includes the dilutive effect of stock options and
restricted stock units under the treasury stock method Basic weighted average common shares outstanding
excludes such effect The Companys restricted stock units are participating securities and are included in the

computation of basic and diluted weighted average common shares outstanding The Companys restricted stock
unit holders are paid non-forfeitable dividends in excess of the expense recorded which results in reduction in

net income allocable to common shareholders and unit holders Earnings per share has been calculated as follows
for the

years ended December 31 in thousands except per share amounts

2012

Net income allocable to common shareholders $19805

Weighted average common shares outstanding

Basic weighted average common shares outstanding 24234
Net effect of dilutive stock compensation based on treasury stock

method using average market price 89

Diluted weighted average common shares outstanding 24323

Net income
per common share Basic 0.82

Net income per common share Diluted 0.81

2011 2010

$52162 $38959

24516 24546

83 141

24599 24687

2.13 1.59

2.12 1.58

Options to purchase 51200 92.000 and 78000 shares for the years ended December31 2012 2011 and
2010 respectively were not included in the computation of diluted net income per share because such options
were considered anti-dilutive

Segnicmn reportilig

The Company views its operations as one segment

Rec/lvsifiutjoJs

Certain reclassificatjons have been made to the consclidated financial statements for 2011 and 2010 in order
to conform to the 2012 presentation
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Real estate facilities

The activity in real estate facilities for the years ended December 31 2012 201 and 20 is as lollov ii

thou.vaiJs

Buildings and Accuniulated

Sand Equipment Iepreciation lotal_

Balances at December 31 2009 491.176 $1.5 17596 $702263 $1 .306.509

Acquisition of real estate facilities 71.142 223.428 294.570

Capita improvements net 40.378 40.378

Disposals 9.237 9237

Depreciation expense 78.868 78.868

Transfer to properties held for disposition 160 446 286

Balances at December 2010 18 1.772.005 771.448 .562.875

Acquisition of real estate facilities 210255 344.760 555.0 IS

Capital improvements net 49.624 49624

Disposals 10 50 10 ISO

Depreciation expense
84682 84682

Transfer to properties held for disposition 467 280 187

Balances at December 31 20 772.573 2.155772 845.700 2082.645

Acquisition of real estate facilities 20.779 3062 .40

Capital improvements net 61561 61561

Disposals 12459 12.459

Depreciation expense 109.494 109494

Transfer to properties held for disposition 47 96

Balances at December 31 2012 $793352 $2.235448 $942639 $2086161

The unaudited basis of real estate facilities for federal income tax purposes was approximately $2.0 billion

at December 31 2012 The Company had approximately 23.0Y of its properties in terms of net hook valuc

encumbered by mortgage debt at December 2012

On December 19 2012 the Company acquired three mLilti-tenant hex buildings in Austin Texas

aggregating 226.000 square feet for purchase price of $14.9 niillion In connection with this purchase the

Company received $592000 credit for committed tenant improvements and lease conimissions On July 24

2012 the Company acquired 958000 square foot industrial park consisting of eight single-story buildings

located in Kent Valley Washington for purchase price of $37.6 million Thc Company incurred and cxpensed

acquisition transaction costs of .350000 for the year ended December 2012

On December 20 201 the Company acquired 5.3 million square foot industrial and flex portolio located

in the Northern California Bay Area the Portfolio with concentrations in Oakland Hayward Frcmont

Milpitas San Jose Santa Clara and Sunnyvale for an aggregate purchase price of $520.0 million In connection

with the transaction the Company assumed $250.0 million mortgage note described in Note The Company

also obtained $250.0 million unsecured three-year term loan described in Note
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Ihe following table summarizes the assets acquired and liabilities assumed for the Portfolio acquisition

during the year ended December 2011 in thousands

Land 202131

BLuldings and improvements 320210

Above-market in-place lease value 2372

Below-market in-place lease value 4713

Total purchase price 520000

Mortgage note assumed 250000
Net operating assets acquired and liabilities assumed 5171

Total cash paid 275171

The results of operations of the Portfolio acquired have been included in the Companys consolidated

financial statements since the date of acquisition of December 20 2011 The unaudited pro forma data presented

below assumes that the Portfolio acquisition occurred as of the beginning of the respective periods and includes

pro forma adjustments to increase depreciation expense to reflect the Companys hook basis for buildings and

improvements acquired ii increase amortization expense to reflect the above-market and below-market in-place

lease value acquired and iii increase interest expense to reflect the financing of the Portfolio acquisition related

to the $250.0 million mortgage note assumption borrowings from the term loan and credit facility Rental

income of $42.5 million and 1.2 million related to the Portfolio acquisition for the years ended December 31

2012 and 2011 respectively was reported in the Conipanys consolidated statements of income Net losses of

$7.2 million and $838000 related to the Portfolio acquisition for the years end December 31 2012 and 2011

respectively were reported in the Conipanys consolidated statements of income The net loss includes rental

income less cost of operations depreciation and mortgage note interest The Companys unaudited pro forma

result have been prepared for comparative purposes only and do not purport to be indicative of the results of

operations that would have occurred had the Portfolio acquisition been consummated at the beginning of the

periods presented iii thioILsands except per share alnounis

For The Years Ended

December 31

2011 2010

Pro Forma Revenues $336680 $317770

Pro Forma Net income 95595 91088
Pro Forrna Net income

per common share

Basic 1.91 1.24

DilLited 1.90 1.24

On October 13 2011 the Company acquired an 80000 square foot multi-tenant office building in Las

Colinas Texas for $2.8 million On August 19 2011 the Company acquired 46000 square foot multi-tenant

flex building located within its Miami International Commerce Center in Miami Florida for $3.5 million On

June 2011 the Company acquired 140000 square foot multi-tenant office building known as the Warren

Building located in Tysons Corner Virginia for $27 million In connection with this purchase the Company
receised $298000 credit for committed tenant improvements and leasing commissions The Company incurred

and expensed acquisition transaction costs of $3.1 million for the year ended December 31 2011

On December IS 2010 the Company acquired Westpark Business Campus seven-building multi-tenant

office park aggregating 735.000 square feet in Tysons Corner Virginia for $140.0 million In connection with

this purchase the Company received $1.9 million credit for committed tenant improvements On July 30 2010
the Company acquired two-building multi-tenant office park known as Tysons Corporate Center aggregating

270000 square feet in Tysons Corner Virginia for $35.4 million On June 18 2010 the Company acquired

Parklawn Business Park 232.000 square foot multi-tenant office and flex park located in Rockville Maryland

for $23.4 million On April 2010 the Company acquired portfolio of assets in Austin Texas aggregating

704.000 square feet of multi-tenant flex parks for $42.9 million In connection with this purchase the Company
received $129000 credit for committed tenant improvements On March 16 2010 the Company acquired
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Shady Grove Executive Center 350000 square foot multi-tenant office park located in Rockville Maryland

for $60 million In connection with this purchase the Company received $1.6 million credit for committed

tenant improvements and lease commissions The Company incurred and expensed acquisition transaction costs

of $3.3 million for the year ended December31 2010

The following table summarizes the assets acquired and liabilities assumed during the years ended

December in thousands

2012 2011 2010

Land $20779 210255 71142

Buildings and improvements 30621 344760 223428

Above-market in-place lease value 709 2915 6304

Below-market in-place lease value 251 4768 2348

Total purchase price 51858 553162 298526

Mortgage note assumed 250000

Net operating assets acquired and liabilities assumed 836 5424 2275

Total cash paid $51022 297738 $296251

The purchase price of acquired properties is recorded to land buildings and improvements and intangible

assets and liabilities associated with in-place leases including tenant improvements unamortized lease

commissions value of above-market and below-market leases acquired in-place lease values and tenant

relationships if any based on their respective estimated fair values Acquisition related costs are expensed as

incurred

In determining the fair value of the tangible assets of the acquired properties management considers the

value of the properties as if vacant as of the acquisition date Management must make significant assumptions in

determining the value of assets acquired and liabilities assumed Using different assumptions in the recording of

the purchase cost of the acquired properties would affect the timing of recognition of the related revenue and

expenses Amounts recorded to land are derived from comparable sales of land within the same region Amounts

recorded to buildings and improvements tenant improvements and unamortized lease commissions are based on

current market replacement costs and other market information The amount recorded to acquired in-place leases

is deterniined based on managements assessment of current market conditions and the estimated lease-up

periods for the respective spaces

In 2010 the Company completed construction on parcel of land within the Miami International Commerce

Center in Miami Florida which added 75000 square feet of rentable small tenant industrial space

In October 2012 the Company completed the sale of Quail Valley Business Park 66000 square
foot flex

park in Houston Texas for gross sales price of $2.3 million resulting in net gain of $935000

In August 2011 the Company completed the sale of Westchase Corporate Park 177000 square foot flex

park consisting of 13 buildings in Houston Texas for gross sales price of $9.8 million resulting in net gain

of $2.7 million

In January 2010 the Company completed the sale of 131000 square foot office building located in

Houston Texas for gross sales price of $10.0 million resulting in net gain of $5.2 million
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The following table summarizes the condensed results of operations ol the properties sold during 2012

20 and 2010 in thousands

For the Years Ended 1eeeniher 31

2012 2011 2010

Rental income 281 SI .45 2232

ost ol operations 143 808 1.243

Depreciation 96 29 14

Incoms from discontinued oper itions 42 60 47S

In addition to minimum rental payments tenants reimburse the Company or their pro rata share ol specified

operating expenses which amounted to $61 700 and $852000 for the cars ended December 2011 and

2010 respectively No such amounts were recorded for the year cnded December 201 These amounts are

included as rental income in the table presented above

Leasing activity

The Company leases space in its real estate facilities to tenants primarily under noncancelable leases

generally ranging from one to 10
years Future minimum rental revenues exciLiding recovery ol operat rig

expenses under these leases are as follows as of December 31 2012 in thousands

2013 244595

2014 179923

2015 124246

2016 84.954

2017 55384

Therealler 2496

lotal $781598

In addition to minimum rental payments certain tenants reimburse the Company fur their
pro rata shame of

specified operating expenses Such reimbursements amounted to $71.9 million $59.6 million and $57.2 million

for the years ended December 31 2012 2011 and 2010 respectively These amounts arc included as rental

mcome in the accompanying consolidated statements of income

Leases accounting for 6.1% of total leased square footage are subject to termination options which include

leases accounting for 2.7C/c of total leased square footage having termination options exercisable through

December 31 2013 unaLidited In general these leases provide for termination payments should the termination

options he exercised The above table is prepared assuming such options are not exercised

Bank loans

The Company has line of credit the Credit Facility with Wells Fargo Bank National Association

Wells Fargo which expires on August 2015 The Credit Facility has borrowing limit of $250 million

The rate of interest charged on borrowings is equal to rate ranging from the London Interhank 01 lered Rate

LIBOR plus 1.00% to LIBOR plus 1.85% depending on the Companys credit ratings Currently the

Companys rate under the Credit Facility is LIBOR plus 1.10% In addition the Company is required to pay an

annual facility lee ranging from 0.1 5c% to 0.45% of the borrowing limit depending on the Companys credit

ratings currently 0.15 The Company had no balance outstanding on the Credit Facility at December 31

2012 The Company had $185.0 million outstanding on the Credit Facility at an interest rate ol 1.41 at

December 2011 The Company had $791000 and $1 iiiillion ol unamortized commitment Ices as of

December 31 2012 and 2011 respectively The Credit Facility requires the Coinpail\ to meet certain covenants

with which the Company was in compliance at December 31 2012 and 211 Interest on ouNtanding borrowings

is payable monthly

In connection with the Northern California Portfolio acquisition described in Note the Company entered

iilto term loan on December 20 2011 with Wells Fargo as Administrative Agent the Term
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Loan Pursuant to the Term Loan the Company borrowed $250.0 million for three year term throLigh

December 31 2014 The maturity date of the Term Loan Agreement can be extended by one year at the

Companys election Interest on the amounts borrowed under the Term Loan accrues based on an applicable rate

ranging from LIBOR plus 1.15% to LEBOR plus 2.25% depending on the Companys credit ratings Currently

the Comoanys rate under the Term Loan is LIBOR plus 1.20% The Company had $200.0 million outstanding

on the Term Loan at an interest rate of .41% at December 2012 and $250.0 million outstanding at an interest

rate of 1.50% at December 31 2011 The Company had $383000 and $729000 of unamortized commitment

fees as of December 31 2012 and 2011 respectively The covenants and events of default contained in the Credit

Facility are incorporated into the Term Loan by reference and the Term Loan is cross-defaulted to the Credit

Facility The Term Loan can be repaid in full or part at any time prior to its maturity without penalty

Mortgage notes payable

Mortgage notes payable consist of the following in thousands

5454 mortgage note secured by 4.8 million square feet of commercial

properties with net book value of $448.4 million interest payable

monthly due December 2016

5.52% mortgage note secured by one commercial property with net book

value of $14.7 million principal and interest payable monthly repaid

January 2013

5.68% mortgage note secured by one commercial property with net book

value of $16.4 million principal and interest payable monthly repaid

January 2013

5.73% mortgage note repaid November 2012

Total

1ecember 31 December 31
2012 2011

$250000 $250000

9.036

9066

$268102

9.311

9337

13436

$282084

At December 31 2012 mortgage notes payable had weighted average interest rate of

weighted average maturity of 3.7 years with principal payments as follows in thousands

5.46% and

20l3 18102

2014

2015

2016

Tolal

Noncontrolling interests

As described in Note the Company reports noncontrolling interests within equity in the consolidated

financial statements but separate from the Companys shareholders equity In addition net income allocable to

noncontrolling interests is shown as reduction from net income in calculating net income allocable to common

shareholders

Co/nina partnership units

The Company presents the accounts of PSB and the Operating Partnership on consolidated basis

Ownership interests in the Operating Partnership that can he redeemed for common stock other than PSBs

interest are classified as noncontrolling interests common units in the consolidated financial statements Net

income allocable to noncontrolling interests common units consists of the common units share ot the

consolidated operating results after allocation to preferred units and shares Beginning one year from the date of

admission as limited partner common units and subject to certain limitations described below each limited

partner other than PSB has the right to require the redemption of its partnership interest

250.00

$268102

63



limited partner common units that exercises its redemption nghl will receive cash from the Operating

Partnership in an amount equal to the market value as defined in the Operating Partnership Agreement of the

partnership interests redeemed In lieu of the Operating Partnership redeeming the common units for cash PSB

as general partner has the right to elect to acquire the partnership interest directly from limited partner

exercising its redemption right in exchange for cash in the amount specified above or by issuance of one share of

PSB common stock for each unit of limited partnership interest redeemed

limited partner common units cannot exercise its redemption right if delivery of shares of PSEI common

stock would be prohibited under the applicable articles of incorporation or if the general partner
heliees that

there is risk that delivery of shares of common stock would cause the general partner to no longer qLialIIy as

REIT would cause violation of the applicable securities laws or would result in the Operating Partnership no

longer being treated as partnership for federal income tax purposes

At December 31 2012 there were 7305355 common units owned by PS which are accounted for as

noncontrolling interests On fully converted basis assuming all 7305355 noncontrolling interests common

units were converted into shares of common stock of PSB at December 31 2012 the noneontrolling interests

common units would convert into 23.1% of the shares of common stock then outstanding Combined with PSs

existing common stock ownership on fully converted basis PS has combined ownership of 41 .5% of the

Companys common equity At the end of each reporting period the Company determines the amount of equity

book value of net assets which is allocable to the noncontrolling interest based upon the ownership interest and

an adjustment is made to the noncontrolling interest with corresponding adjustment to paid-in capital to reflect

the noncontrolling interests equity interest in the Company

PreIcrrcd partners/i ip on its

Through the Operating Partnership the Company had the following preferred units outstanding as of

December 31 2012 and 2011

December 31 2012 Iecember 31 2011

Earliest Potential Dividend Units Amount Units Amount

Series Issuance Date Redemption Date Rate Outstanding in thousands Outstanding in thousands

Series December 2005 December 2010 7.l25c- 223.0

Total 22330n S53S

On June 2012 the Company redeemed 223300 units of its 7.125% Series Cumulative Redeemable

Preferred Units for $5.6 million The Company reported the excess of the redemption amount over the carrying

amount of $149000 equal to the original issuance costs as reduction of net income allocable to common

shareholders and unit holders for the year ended December 31 2012

In February 2011 the Company paid an aggregate of $39 million to repurchase 1710.000 units of its

7.50% Series Cumulative Redeemable Preferred Units and 203.400 units of its 6.55% Series Cumulative

Redeemable Preferred Units for weighted average purchase price of $20.43 per
unit The aggregate par value of

the repurchased preferred units was $47.8 million which generated gain of $7.4 million net of original

issuance costs of SI .4 million which was added to net income allocable to common shareholders and unit

holders for the year ended December 2011

On May 12 2010 the Company redeemed 800000 units of its 7.950% Series Cumulative Redeemable

Preferred Units for $20.0 million The Company reported the excess of the redemption amount over the carrying

amount of $582000 equal to the original issuance costs as reduction of net income allocable to common

shareholders and unit holders for the year
ended December 31 2010

Related party transactions

The Operating Partnership manages industrial office and retail facilities for PS These facilities all located

in the United States operate under the Public Storage or PS Business Parks names The PS
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Business Parks name and logo is owned by PS and licensed to the Company under non-exclusive royalty-free

license agreement The license can he terminated by either party for any reason with six nionths written notice

Under the property management contract with PS the Operating Partnership is compensated based Ofl

percentage of the gross revenues of the facilities managed Under the supervision of the property owners the

Operating Partnership coordinates rental policies rent collections marketing activities the purchase of

equipment and supplies maintenance activities and the selection and engagement of vendors suppliers and

independent contractors In addition the Operating Partnership assists and advises the property owners in

establishing policies for the hire discharge and supervision of employees for the operation of these facilities

including property mmagers and leasing billing and maintenance personnel

The property management contract with PS is for sevenyear term with the agreement aLitomatically

extending for an additional oneyear period upon each one-year anniversary of its commencement unless

cancelled by either party Either party can give notice of its intent to cancel the agreement upon expiration of its

current term Management fee revenues under this contract were $649000 $684000 and $672000 for the ears

ended December 31 2012 2011 and 2010 respectively

PS also provides property management services for the self-storage component of two assets owned by the

Company These selfstorage facilities located in Palm Beach County Florida operate under the Public

Storage name

under the property management contract PS is compensated based on percentage of the gross revenues of

the faciliiies managed Under the supervision of the Company PS coordinates rental policies rent collections

marketing activities the purchase of equipment and supplies maintenance activities and the selection and

engagement of vendors suppliers and independent contractors In addition PS is responsible in establishing the

policies for the hire discharge and supervision of employees for the operation of these facilities including on

site managers assistant managers and associate managers

Either the Company or PS can cancel the property management contract upon 60 days notice Management

fee expenses under the contract were $55000 $52000 and $48000 for the years ended December 31 2012

2011 and 2010 respectively

Pursuant to cost sharing and administrative services agreement the Company shares costs with PS for

certain administrative services which are allocated to PS in accordance with methodology intended to fairly

allocate those costs These costs totaled $441.000 $442000 and $543000 for the ears ended December 31

2012 20 and 2010 respectively

The Company had amounts due from PS of $243000 and $205000 at December 31 2012 and 2011

respectively for these contracts as well as for certain operating expenses paid by the Company on behalf of PS

On February 2011 the Company entered into an agreement with PS to borrow SI 21.0 million with

maturity date of August 2011 at an interest rate of LIBOR plus 0.85% The Company repaid in full the note

payable PS upon maturity Interest expense under this note payable was $664000 for the year ended

December 31 2011
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Shareholders equity

Prcfrrcd stock

As of December 31 2012 and 201 the Company had the following series of preferred stock outstanding

1ecembcr 31 2012 Decemher 31 2011

Earliest Potential Dividend Shares Amount Shares Amount
Series Issuance Date Redemption Date Rate Outstanding in thousands Outstanding in thousands

Scrie October 2010 October 2015 6.8754 3.000 75000 3001 75.000

Series January 2012 January 2017 6.45ft7c 9.200 230.000

Seric May 2012 May 2017 6000Ye 4.001 350001

Scric September 2012 September 207 5.75t 9.201 230.000

Series Januar October 2004 January 2009 7.000 6.34 58521

Series April 2004 April 2009 6.8754 2.745 68.626

Series NI May 2005 May 2010 7.2007 3.182 79.55
Series June August 2006 June 2011 7.375Yc 3.384 84.600

Series January 2007 January 2012 6.700 --- 5.290 132.251

Total 35.401 5885.00 23.942 $598546

On October 2012 the Company completed the redemption of its 6.70% Cumulative Preferred Stock

Series at its
par

value of $132.3 million The Company ieported the excess of the redemption amount over the

carrying amount of $3.8 million equal to the original issuance costs as reduction of net income allocable to

common shareholders and unit holders for the year ended December 201

On September 14 2012 the Company issued $230.0 million or 9.2 million depositary shares each

representing 1/1000 of share of the 5.75% Cumulative Preferred Stock Series at $25.00 per depositary

share

On June IS 2012 the Company completed the redemption of its 700 Cumulative Preferred Stock Seiies

at its par value of $158.5 million and its 6.875% Cumulative Preferred Slock Series at its par value of $68.6

million The Company reported the excess of the redemption amount over the carrying amount of $8 million

equal to the original issuance costs as reduction of net income allocable to common shareholders and unit

holders for the year months ended December 31 2012

On May 14 2012 the Company issued $350.0 million or 14.0 million depositary shares each representing

1/1.000 of share of the 6.00% Cumulative Preferred Stock Series at $25.00 per depositary share

During February 2012 the Company completed the redemption of its 7.20% Cumulative Preferred Stock

Series at its par value of $79.6 million and its 7375% Cumulative Preferred Stock Series at its par value

of $84.6 million The Company reported the excess of the redemption amount over the carrying amount of $5.3

million equal to the original issuance costs as reduction of net income allocable to common shareholders and

unit holders for the year ended December 2012

On January 18 2012 the Company issued $230.0 million or 9.2 million depositary shares each representing

1/1.000 of shaie of the 6.45% Cumulative Preferred Stock Series at $25.00 per depositary share

On October 15 2010 the Company issued $75.0 million or 3.0 niilliori depositary shares each representing

1/1.000 of share of the 6875% Cumulative Preferred Stock Series at $25.00 per depositary share

On November 2010 the Company completed the redemption of its 760% Cumulative Preferred Stock

Series at its par value of $48.4 million The Company reported the excess of the redemption amount over the

canying amount of $1.6 million equal to the original issuance costs as reduction of net income allocable to

common shareholders and unit holders for the year ended December 31 2010

On June 2010 the Company completed the redemption of its 7.950 Cumulative Preferred Stock Series

at ils par value of $54.1 million The Company reported the excess of the redemption amount over the

carrying amount of $1.9 million equal to the original issuance costs as reduction of net income allocable to

coninion shareholders and unit holders for the year ended December 31 2010
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The Company paid $52.0 million $41.8 million and $42.7 million in distributions to its preferred

shareholders for the years ended December 2012 2011 and 2010 respectively

Holders of the Companys preferred stock will not be entitled to vote on most matters except under certain

conditions In the event of cumulative
arrearage equal to six quarterly dividends the holders of the preferred

stock will have the right to elect two additional members to serve on the Companys Board of Directors until all

events of default have been cured At December 31 2012 there were no dividends in arrears

Except under certain conditions relating to the Companys qualification as REIT the preferred stock is not

redeemable prior to the previously noted redemption dates On or after the respective redemption dates the

respective series of preferred stock will be redeemable at the option of the Company in whole or in part at

$25.00 per depositary share plus any accrued and unpaid dividends The Company had $28.1 million and $19.7

million ol deferred costs in connection with the issuance of preferred stock as of December 31 2012 and 2011

respectively which the Company will report as additional non-cash distributions upon notice of its intent to

redeem such shares

Coinnion tock

The Companys Board of Directors previously authorized the repurchase from time to time of to

6.5 million shares of the Companys common stock on the open market or in privately negotiated transactions

Iuring the year ended December 31 2011 the Company repurchased 591500 shares of common stock at an

aggregate cost of $30.3 million Since inception of the program the Company has repurchased an aggregate of

4.9 million shares of common stock at an aggregate cost of $183.9 million or an average cost per share of $37.64

Under existing board authorizations the Company can repurchase an additional 1.6 million shares No shares of

common stock were repurchased under this program during the years ended December 2012 and 2010

The Company paid $42.7 million $1.76 per common share $43.0 million $1.76 per common share and

$43.3 million $1.76 per common share in distributions to its common shareholders for the
years ended

December 31 2012 2011 and 2010 respectively The portion of the distributions classified as ordinary income

was 100.0% for the years ended December 2012 2011 and 2010 No portion of the distributions was

classified as long-term capital gain income for the years ended December 31 2012 2011 and 2010 The

percentages in the two preceding sentences are unaudited

Lquiv clock

In addition to common and preferred stock the Company is authorized to issue 100.0 million 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 give 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

10 Stock compensation

PSB has 2003 Stock Option and Incentive Plan the 2003 Plan covering 1.5 million shares of PSBs
common sLock Under the 2003 Plan PSB has granted non-qualified options to certain directors officers and key

employees to purchase shares of PSBs common stock at price not less than the fair market value of the

common stock at the date of grant Additionally under the 2003 Plan PSB has granted restricted stock units to

officers and key employees Effective February 20 2012 PSB has 2012 Equity and Performance-Based

Incentive Compensation Plan the 2012 Plan covering 1.0 million shares of PSBs common stock Under the

2012 Plan PSB has granted non-qualified options to certain directors to purchase shares of PSBs common stock

at price not less than the fair market value of the common stock at the date of grant Additionally under the

2012 Plan PSB has granted restricted shares of common stock to certain directors

Options under the 2003 Plan and 2012 Plan vest over five-year period from the date of grant at the rate of

one fifth per year and expire 10 years after the date of grant Generally restricted stock units granted are subject

to six-year vesting schedule none in year one and 20% for each of the next five
years Certain restricted stock

unit grants are subject to three-year vesting schedule with 33.3% vesting for each of the three years
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The weighted average grant date fair value of options granted in the years
ended December 31 2012 2011

and 2010 were $4.85 per share $5.38 per share and $6.08 per share respectively The Company has calculated

the fair value of each option grant on the date of grant using the Black-Scholes option-pricing model with the

following weighted average assumptions used for grants for the years ended December 31 2012 2011 and 2010

respectively dividend yield of 2.6% 2.9% and 3.3% expected volatility of 13.4% 13.9% and 17.5% expected

life of five years and risk-free interest rates of 0.9% .7% and 2.4%

The estimated grant-date fair value of restricted stock units is recognied as compensation expense over the

applicable vesting period net of estimates for future forfeitures Fair value is determined based upon the closing

trading price of our common shares on the grant date The employer portion of payroll taxes is expensed as

incurred The straight-line attribution rnthod is used with respect to option and restricted stock unit grants that

are earned solely based upon the passage
of time and continued employment Performance based restricted

stock unit grants are amortized using the accelerated attribution method with each vesting amortized separately

over the individual vesting period

The weighted average grant date fair value of restricted stock units granted during the years ended

December 31 2012 2011 and 2010 were $65.14 $51.63 and $54.44 respectively The Company calculated the

fair val Lie of each restricted stock unit grant using the market value on the date of grant

At December 31 2012 there were combined total of 975000 options and restricted stock units authorized

to grant Information with respect to outstanding options and nonvested restricted stock units granted under the

2003 Plan arid 2012 Plan is as follows

Weighted Aggregate

Weighted Average Intrinsic

Number of Average Remaining Value

Options Options Exercise Price Contract Life in thousands

Outstanding at December 31 2009 542752 539.43

Granted 291.000 $52.79

Exercised 243.936 $31 .90

Forfeited 12000 $58.19

Outstanding at December 2010 577816 $48.95

Granted 14000 $60.66

Exercised 24600 $42.67

Forfeited
________

Outstanding at December 31 2011 567.216 $49.51

Granted 44.000 $66.69

Exercised 143043 $41.30

Forte ted 3.600 $6 .05

Outstanding at December 31 2012 454573 $53.41 6.07 Years $5436

Exercisable at December 31 2012 229173 $51.70 4.54 Years $3146
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Number Weighted
of Average Grant

Restricted Stock Units
Units Date Fair Value

Nonvested at December 31 2009 119091 $53.64

Granted
13900 $54.44

Vested 44857 $53.84

Forfeited 2460 $55.90

Nonvested at December 31 2010 85674 $53.60

Granted 8700 $51.63

Vested 29890 $55.88

Forfeited 5260 $52.70

Nonvested at December 31 2011 S9224 $52.24

Granted
17800 $65.14

Vested 20094 $51.36

Forfeited 3840 $53.95

Nonvested at December 31 2012 53090 $55.69

Effective January 2012 the Company entered into performance-based restricted stock unit program the

Senior Management Long-Term Equity Incentive Program for 2012-20 15 LTEIP with selected employees of

the Company Under the LTEIP the Company established targeted restricted stock unit award for selected

employees which would be earned only if the Company achieved defined targets during 2012 to 2015 The first

type of award is an annual award following the end of each of the four years in the program with the award

subject to and based on the achievement of defined targets during the previous year The second type of award is

an award based on achieving defined targets during the cumulative four-year period 2012-2015 In the event the

defined target is not achieved for an annual award the shares allocated for award for such year are added to the

shares that may be received if the four-year target is achieved Both types of restricted stock unit awards vest in

three equal annual installments beginning one year from the date of award Up to approximately 38449 restricted

stock units would be granted for each of the four years assuming achievement was met and up to approximately
12220 restricted stock units would be granted for the cumulative four-year period assuming achievement was

met The target for 201 was not achieved and therefore the shares allocated for 201 were added to the shares

that may be received if the four-year target is achieved Net compensation expense of $3.9 million related to the

LTEIP was recognized during the year ended December 31 2012

Included in the Companys consolidated statements of income for the years ended December 31 2012 2011

and 2010 was $419000 $486000 and $509000 respectively in net compensation expense related to stock

options Net compensation expense of $4.7 million includes $3.9 million from the LTEIP noted above
$920000 and $1.5 million related to restricted stock units was recognized during the years ended December 31
2012 2011 and 2010 respectively

As of December 31 2012 there was $979000 of unamortized compensation expense related to stock

options expected to be recognized over weighted average period of 2.6 years As of December 31 2012 there

was $23.8 million includes $21.6 million from the LTEIP noted above of unamortized compensation expense
related to restricted stock units expected to be recognized over weighted average period of 5.8 years

Cash received from 143043 stock options exercised during the year ended December 31 2012 was $5.9

million Cash received from 24600 stock options exercised for the year ended December 31 2011 was $1.1

million Cash received from 243936 stock options exercised during the year ended December 31 2010 was $7.8

million The aggregate intrinsic value of the stock options exercised during the years ended December 31 2012
2011 and 2010 was $3.4 million $457000 and $5.3 million respectively
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During the year ended December 31 2012 20094 restricted stock units vested in settlement of these units

13248 shares were issued net of shares applied to payroll taxes The aggregate
fair value of the shares vested for

the year ended December 31 2012 was $1 .3 million During the year ended December 31 2011 29890

restricted stock units vested in settlement of these units 8.907 shares crc issued net of shares applied to

payroll taxes The aggregate fair value of the shares vested for the year ended December 31 2011 was $1.7

million During the year ended December 31 2010 44.857 restricted stock units vested in settlement of these

units 27732 shares were issLied net of shares applied to payroll taxes The aggregate
fair value of the shares

vested for the year ended December 31 2010 was $2.4 million

In May of 2004 the shareholders of the Company approved the issuance of
up to 70.000 shares of common

stock under the Retirement Plan for Non-Employee Directors the Director Plan Under the Director Plan the

Conipany grants 1000 shares of common stock for each year
served as director up to maximum of 5.000

shares issued upon retirement In December of 2011 the Director Plan was amended to increase the maximum

shares from 5000 shares to 7.000 shares .000 shares of common stock for each year
served asa director

Beginning in 2012 all grants of common stock to directors were under the 2012 Plan The Company recognizes

conipensation expense
with regards to grants to be issued in the future under the Director Plan As result

included in the Companys consolidated statements of income was S287.000 $559000 and $153000 in

compensation expense fcr the years ended December 31 2012 2011 and 2010 respectively As of Deceniber 31

2112 2011 and 2010 there was $1.2 million 5514.000 and $339000 respectively of unamortized

compensation expense related to these shares In April 2012 the Company issued 14000 shares to Iwo directors

upon retirement with an aggregate fair value of $956000 In January 2f the Company issued 5.000 shares to

director upon retirement with an aggregate fair value of $290000 No shares were issued during the years

eiided December 31 2010

11 Supplementary quarterly financial data unaudited

Three Months Ended

March 31 june 30 September 30 lecember 31

2012 2012 2012 2012

In thousands except per share data

$84677 $85627 $87020 $89224

S28l 15 $27717 $29294 $28982

3467 1410 5172 9760

0.14 0.06 ft21 0.40

0.14 0.06 $0.21 0.40

March 31 june 30
2011 2011

lii thousands

$73461 $72970

$25655 $24156

$16562 811374

Revenues

Cost of operations

Net income allocable to common shareholders

Net income per share

Basic

Diluted

RevenLies

Cost of operations

Net income allocable to common shareholders

Net income per share

Basic

Diluted

Three Months Ended

September 30 December 31
2011 2011

except per share data

$76463 $74563

$24778 $25328

$15A44 8801

0.67 0.46 0.63 0.36

0.67 0.46 Sft63 0.36
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12 Commitments and contingencies

Substantially all of the Companys properties have been subjected to Phase environmental reviews Such

reviews have not revealed nor is management aware ol any probable or reasonably possible environmental costs

that management believes would have material adverse effect on the Coinpanys business assets or results of

operations nor is the Company aware of any potentially material environmental liability

Other than routine litigation and administrative proceedings arising in the ordinary course of business the

Company currently is neither subject to any other material litigation nor to managements knowledge any

material litigation currently threatened against the Company

13 40 1K Plan

The Company has 401K savings plan the Plan in which all eligible employees may participate The

Plan provides for the Company to make matching contributions to all eligible employees up to 49 of their annual

salary dependent on the employees level of participation For the years
ended December 31 2012 2011 and

2010 $345000 $328000 and $297.000 respectively was charged as expense
related to this plan
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PS BUSINESS PARKS INC
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the Registrant

has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized

Dated February 22 2013

PS BUSINESS PARKS INC

By
Is Joseph Russell Jr

Joseph Russell Jr

President and Chief Executive Officer

Pursuant to the requirements 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

/s Ronad Havner Jr Chairman of the Board February 22 13

Ronald Havner Jr

Is Joseph Russell Jr President Director and Chief February 22 2013
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Executive Officer principal

executive officer

Is Edward Stokx Chief Financial Officer principal February 22 2013

Edward Stokx
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Jennifer Holden Dunbar

Is James Kropp Director February 22 .2 13

James Kropp
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Sara Grootwassink Lewis

s/MkThael McGee Director February 22 2013
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Is Gary Pruitt Director February 22 2013

Gary Pruitt

Is Peter Schultz Director February 22 2013

Peter Schultz
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PS BUSINESS PARKS INC

EXHIBIT INDEX

Items 15a3 and 15b

Resti ted Articles of Incorporation Filed with Registrants Registi alion Statement on Form S-3 SEC
File No 333-78627 and incorporated herein by reference

3.2 Restated Bylas as amended Filed with Registrants Quarterly Report on Form 0Q br the quarter
ended March 201 SEC File No 001 10709 and incorporated herein by reference

33 Certificate ol Determination of Preferences of 5753 Series Cuinulatis Redeemable Preferred

Stock of PS Business Parks Inc Filed with Recistrant Quarterl Report on Form 0Q for the

quarter ended September 30 1999 SEC File No 001 0709 and incorporated herein by reference

3.4 Certificate of Determination ol Preferences of 8.8753 Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Quarterly Report on Form 0Q for the

quarter ended September 30 1999 SEC File No 001-10709 and incorporated herein by reference

3.5 Amendment to Certificate of Determination of Preferences of 8.8753 Series Cumulative

Redeemable Preferred Stock of PS Busniess Parks Inc Filed ith Recistrants Quarterly Report on

hrnl 0Q for the quarter ended September 30 1999 SEC File No 001 10709 and incorporated
herein by reference

3.6 Certificate of Determination ot Preferences of 8.8753 Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Quarterly Report on Form 0Q for the

quarter ended June 30 2000 SEC File No 001 10709 and incorporated herein by reference

3.7 Certificate of Deterniinaiion of Preferences of 9.503 Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report on Form 8-K dated May
2001 SEC File No 001 10709 and incorporated herein by reference

3.8 Amendment to Certificate of Determination of Preferences of 9.503 Series Cumulative Redeemable

Preferred Stock of PS Business Parks Inc Filed with Registrants QLiarterly Report on Form 0Q fer

the quarter ended September 30 2001 SEC File No 001- 10709 and incorporated herein by reference

3.9 Certificate of Determination of Preferences of V4Y Series Cumulati Redeemable Preferred Stock

of PS Business Parks Inc Filed with Registrants Quarterly Report on Form 0Q for the quarter

ended September 30 2001 SEC File No 00 10709 and incorporated herein by reference

10 Certificate of Determination of Preferences of 8.753 Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Fi led with Registrants Current Report on Forni 8-K dated January
18 2002 SEC File No 001 10709 and incorporated herein by reference

Certificate of Determination of Preferences of 7.953 Series Cumulative Redeemable Preferred

Stock of PS BLismiless Parks Inc Filed with Registrani.s Annual Report on Form 10-K for the year
ended December 2003 SEC File No 001 -10709 and incorporated herein by reference

12 Certificate of Determination of Preferences of 7.003 Series Cunulative Redeemable Preferred

Stock of PS Business Parks Inc filed with Registrants Current Report on Form 8K dated January 16

2004 SEC File No 001 10709 and incorporated herein by reference

3.13 Certificate of Determination of Preferences of 6.8753 Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report on Forni 8K dated March

2004 and incorporated herein by reference

3.14 Certificate of Determination of Preferences of 7.503 Series Cumulative Redeemable Preferred Stock

of PS Business Parks Inc Filed with Registrants Quarterly Report on Form 0Q for the
quarter

ended June 30 2004 SEC File No 001-10709 and incorporated herein by reference

IS Certificate of Determination of Pref erences of 7.9503 Series Limulative Redeemable Preferred

Stock of PS Business Parks Inc Fi led with Registrants Current Report Oil Form 8K dated June 24
2004 SEC File No 00110709 and incorporated herein by reference

Certificate of Ietermination of Prefeiences of 7.603 Series uniulati ye Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report Form 8-K dated August 23
2004 SEC File No 00110709 and incorporated herein by reference
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3.17 Certificate of Correction of Certificate of Determination of Preferences for the 7.00% Cumulative

Preferred Stock Series 1-1 of PS Business Parks Inc Filed with Registrants Current Report on Form

8-K dated October 18 2004 SEC File No 001-10709 and incorporated herein by reference

18 Amendment to Certificate of Determination of Preferences for the 7.00% Cumulative Preferred Stock

Series of PS Business Parks Inc Filed with Registrants Current Report on Form 8-K dated October

18 2004 SEC File No 001-10709 and incorporated herein by reference

19 Certificate of Determination of Preferences of 1/% Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report on Form 8-K dated December

16 2005 SEC File No 001-10709 and incorporated herein by reference

3.20 Certificate of Determination of Preferences of 6.70% Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report on Form 8-K dated January
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3.21 Certificate of Determination of Preferences of 6.55% Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report on Form 8-K dated March 16
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3.22 Certificate of Determination of Preferences of 6.875% Cumulative Preferred Stock Series of PS

Business Parks Inc Filed with Registrants Current Report on Form 8-K dated October 2010 SEC

File No 001-10709 and incorporated herein by reference

3.23 Certificate of Determination of Preferences of 645C% Cumulative Preferred Stock Series of PS

Business Parks Inc Filed with Registrants Current Report on Form 8-K dated January 11 2012 SEC

File No 001-10709 and incorporated herein by reference

3.24 Certificate of Determination of Preferences of 6.00% Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Filed with Registrants Current Report on Form 8-K dated May

2012 SEC File No 00 1-10709 and incorporated herein by reference

3.25 Certificate of Determination of Preferences of 575c/ Series Cumulative Redeemable Preferred

Stock of PS Business Parks Inc Field with Registrants Current Report on Form 8-K dated September

2012 SEC File No 001-10709 and incorporated herein by reference

4.1 Deposit Agreement Relating to 7.00% Cumulative Preferred Stock Series of PS Business Parks

Inc. dated as of January 15 2004 Filed with Registrants Current Report on Form 8-K dated January
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4.2 Deposit Agreement Relating to 6.875% Cumulative Preferred Stock Series of PS Business Parks

Inc. dated as of March 31 2004 Filed with Registrants Current Report on Form 8-K dated March 31
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4.4 Deposit Agreement Relating to 6.875% Cumulative Preferred Stock Series of PS Business Parks
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File No 001-10709 and incorporated herein by reference

4.7 Deposit Agreement Relating to 5.75% Cumulative Preferred Stock Series of PS Business Parks

Inc dated as of September 52012 Filed with Registrants Current Report on Form 8-K dated

September 2012 SEC File No 001-10709 and incorporated herein by reference

10 Amended Managenient Agreement between Storage Equities Inc and Public Storage Commercial

Properties Group Inc dated as of February 21 1995 Filed with PSs Annual Report on Form 10-K for

the year ended December 1994 SEC File No 001-08389 and incorporated herein by reference

77



10.2 Agreement of Limited Partnership of PS Business Parks L.P Filed with Registrants Quarterly Report

on Form l0-Q for the quarter ended June 30 1998 SEC File No 001-10709 and incorporated herein

by reference

0.3 Offer Letter Employment Agreement between Registrant and Joseph Russell Jr dated as of

September 2002 Filed with Registrants Quarterly Report on Form I0-Q for the quarter ended

March 31 2003 SEC File No 001-10709 and incorporated herein by reference

0.4 Form of Indemnity Agreement Filed with Registrants QuarterF Report on Form 0-Q for the quarter

ended March 31 1998 SEC File No 001-1709 and incorporated herein by reference

l0.5 Form of Indemnification Agreement for Executive Officers Filed with Registrants Annual Report on

Form 10-K for the
year ended December 31 2004 SEC File No 001-10709 and incorporated herein

by reference

10.6 Cost Sharing and Administrative Services Agreement dated as of November 16 1995 by and anlong

PSCC Inc and the owners listed therein Filed with Registrants Quarterly Report on Form lO-Q for

the quarter ended March 31 1998 SEC File No 001-10709 and incorporated herein by rehrence

10.7 Amendment to Cost Sharing and Administrative Services Agreement dated as of January 1997 by

and among PSCC Inc and the owners listed therein Filed with Registrants Quarterly Report on Form

0-Q for the quarter ended March 31 1998 SEC File No 001-10709 and incorporated herein by

reference

10.8 Accounts Payable and Payroll Disbursement Services Agreement dated as of January 1997 by and

between PSCC Inc and AOPP LP Filed with Registrants Quarterly Report on Form lO-Q for the

quarter ended March 31 1998 SEC File No 001-10709 and incorporated herein by reference

10.9 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 8.875% Series

Cumulative Redeemable Preferred Units dated as ol April 23 1999 Filed with Registrants

Quarterly Report on Form 0-Q for the quarter ended March 1999 SEC File No 001-10709 and

incorporated herein by reference

10.10 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 9.25% Series

Cumulative Redeemable Preferred Units dated as of April 30 1999 Filed with Registrants

Quarterly Report on Form lO-Q for the quarter ended March 31 1999 SEC File No 001-10709 and

incorporated herein by reference

10.11 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 8.75% Series

Cumulative Redeemable Preferred Units dated as of September 1999 Filed with Registrants

Quarterly Report on Form l0-Q for the quarter ended September 30 1999 SEC File No 001-10709

and incorporated herein by reference

10 12 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 8.87Sf Series

Cumulative Redeemable Preferred Units dated as of September 1999 Filed with Registrants

Quarterly Report on Form 0-Q for the quarter eiided September 30 1999 SEC File No 00- 10709

and incorporated herein by reference

10.13 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to Additional

8.875% Series Cumulative Redeemable Preferred Units dated as of September 23 1999 Filed with

Registrants Quarterly Report on Form l0-Q for the quarter ended September 30 999 SEC File No
001-10709 and incorporated herein by reference

10.14 Amendment to Agreement of Limited Partnership of PS Business Parks I.P relating to 8.875Y Series

Cumulative Redeemable Preferred Units dated as of July 12 2000 Filed with Registrants

Quarterly Report on Form 0-Q for the quarter ended June 30 2000 SEC File No 001- 11709 and

incorporated herein by reference

10.15 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 9.50% Series

Cumulative Redeemable Preferred Units dated as of May 10 2001 Filed with Registrants

Quarterly Report on Form 0-Q for the quarter ended March 31 2001 SEC File No 001-10709 and

incorporated herein by reference

10.16 Amendment No to Amnendnient to Agreement of Limited Partnership of PS Business Parks L.1

relating to 9.50% Series Cumulative Redeemable Preferred Units dated as of June 18 2001 Filed

with Registrants Quarterly Report on Form l0-Q for the quarter ended September 30 2001 SEC File

No 001-10709 and incorporated herein by reference

78



10 17 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 1/4C/ Series

Cumulative Redeemable Preferred Units dated as of September 200 Filed with Registrants

Quarterly Report on Form 0Q for the quarter ended Septeniber 30 2001 SEC File No 00110709

and incorporated herein by reference

10.18 Amendnient to Agreement of Limited Partnership of PS Business Parks L.P relating to 875C% Series

Cumulative Redeemable Preferred Units dated as of January 18 2002 Filed with Registrants

Annual Report on Form 10-K for the year ended December 31 2001 SEC File No 001-10709 and

incorporated herein by reference

10 19 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 7.95Y Series

Cumulative Redeemable Preferred Units dated as of October 30 2002 Filed with Registrants

Annual Report on Form 10K for the year ended December 2003 SEC File No 00110709 and

incorporated herein by reference

10.20 Amendnient to Agreement of Limited Partnership of PS Business Parks L.P relating to 7.00% Series

Cumulative Redeemable Preferred Units dated as of January 16 2004 Filed with Registrants

Annual Report on Form 10-K for the year ended December 2003 SEC File No 001-10709 and

incorporated herein by reference

10.21 Amendnient to Agreement of Limited Partnership of PS Business Parks L.P relating to 6.875% Series

Cumulative Redeemable Preferred Units dated as of April 21 2004 Filed with Registrants

Quarterly Report on Form lOQ for the quarter ended September 30 2004 SEC File No 001-10709

and incorporated herein by reference

10.22 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 7.50% Series

Cumulative Redeemable Preferred Units dated as of May 27 2004 Filed with Registrants

Quarterly Report on Form 0-Q for the quarter ended June 30 204 SEC File No 001-10709 and

incorporated herei ii by reference

10.23 Amendment No to Amendment to Agreement of Limited Partnership of PS Business Parks L.P

relating to 7.50% Series Cumulative Redeemable Preferred Units dated as of June 17 2004 Filed

with Registrants Quarterly Report on Form l0-Q for the quarter ended June 30 2004 SEC File No

001-10709 and incorporated herein by reference

10.24 Aniendmentto Agreement of Limited Partnership of PS Business Parks L.P relating to 795C/ Series

Cumulative Redeemable Preferred Units dated as of June 30 2004 Filed with Registrants Annual

Report on Forni 10-K for the year ended December 31 2004 SEC File No 001-10709 and

incorporated herein by reference

10.25 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 7.60C/c Series

Cumulative Redeemable Preferred Units dated as of August 31 2004 Filed with Registrants

Quarterly Report on Form 0Q for the quarter ended September 30 2004 SEC File No 00110709

and incorporated herein by reference

10.26 Amendment No to Amendnient to Agreement of Limited Partnership of PS Business Parks

relating to 7.00% Series Cumulative Redeemable Preferred Units dated as of October 25 2004

Filed with Registrants Quarterly Report on Form 0-Q for the quarter ended September 30 2004

SEC File No 001-10709 and incorporated herein by reference

10.27 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to /s% Series

Cumulative Redeemable Preferred Units dated as of December 12 2005 Filed with Registrants

Current Report on Form 8-K dated December 16 2005 SEC File No 001-10709 and incorporated

herein by reference

10.28 Amendnient to Agreement of Limited Partnership of PS Btisiness Parks L.P relating to 6.70% Series

Cumulative Redeemable Preferred Units dated as of January 2007 Filed with Registrants

Annual Report on Form 10-K for the year ended December 31 2006 SEC File No 001-10709 and

incorporated herein by reference

10.29 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 6.55% Series

Cumulative Redeemable Preferred Units dated as of March 12 2007 Filed with Registrants

Current Report on Form 8K dated March 16 2007 SEC File No 00110709 and incorporated herein

by reference

79



10.30 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 6.875c Series

RCumulative Redeemable Preferred Units dated as of October 15 2010 Filed with Registrants

Annual Report on Form 10-K for the year ended December 31 2010 SEC File No 001-10709 and

incorporated herein by reference

10.31 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 6.454 Series

Cumulative Redeemable Preferred Units dated as of January 10 2012 Filed with Registrants

Annual Report on Form 10-K for the year ended December 31 2011 SEC File No 001-I 0709 and

incorporated herein by reference

10.32 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 6.00% Series

Cumulative Preferred Units Series dated as of May 14 2012 Filed with Registrants Quarterly

Report on Form l0-Q for the quarter ended June 3J 2012 SEC File No 001-10709 and incorporated

herein by reference

10.33 Amendment to Agreement of Limited Partnership of PS Business Parks L.P relating to 5.75/ Series

Cumulative Preferred Units dated as of September 14 2012 Filed with Registrants Quarterly

Report on Form lO-Q for the quarter ended September 30 2012 SEC File No 001-10709 and

incorporated herein by reference

10.34 Registration Rights Agreement by and between PS Business Parks Inc and GSEP 2005 Realty Corp
dated as of December 12 2005 relating to 7.125% Series Cumulative Redeemable Preferred Units

Filed with Registrants Current Report on Form 8-K dated December 16 2005 SEC File No 001-

10709 and incorporated herein by reference

10.35 Amended and Restated Revolving Credit Agreement dated as of October 29 2002 among PS Business

Parks Wells Fargo Bank National Association as Agent and the Lenders named therein Filed

with Registrants Annual Report on Form 10-K for the year ended December 31 2002 SEC File No

001 10709 and incorporated herein by reference

10.36 Modification Agreement dated as of December 29 2003 Filed with the Registrants Annual Report

on Form 10-K for the year ended December 31 2003 and incorporated herein by reference This

exhibit modifies the Amended and Restated Revolving Credit Agreement dated as of October 29 2002

and filed with the Registrants Annual Report on Form 10-K for the year ended December 31 2002

SEC File No 001-10709 and incorporated herein by reference

10.37 Modification Agreement dated as of January 23 2004 Filed with the Registrants Annual Report on

Form 10-K for the
year ended December 31 2003 and incorporated herein by reference This exhibit

modifies the Modification Agreement dated as of December 29 2003 and filed with the Registrants

Annual Report on Form 10-K for the year ended December 31 2003 SEC File No 001-10709 and

incorporated herein by reference

10.38 Third Modification Agreement dated as of August 2005 Filed with the Registrants Current Report

on Form 8-K dated August 2005 SEC File No 00 1-10709 and incorporated herein by refttence

This exhibit modifies the Modification Agreement dated as of January 23 2004 and filed with the

Registrants Annual Report on Form 10-K for the year ended December 31 2003 SEC File No 001-

10709 and incorporated herein by reference

10.39 Fourth Modification Agreement dated as of July 30 2008 to Amended and Restated Revolving Credit

Agreement dated October 29 2002 Filed with Registrants Current Report on Form 8-K dated

August 2008 SEC File No 001-10709 and incorporated herein by reference

10.40 Fifth Modification Agreement dated as of July 28 2010 to Amended and Restated Revolving Credit

Agreement dated October 29 2002 Filed with Registrants Current Report on Form 8-K dated August

2010 SEC File No 00 1-10709 and incorporated herein by reference

10.41 Promissory Note dated February 2011 Filed with the Registrants Current Report on Form 8-K

dated February 14 2011 SEC File No 00 1-10709 and incorporated herein by reference

10.42 Sixth Modification Agreement dated as of August 32011 to Amended and Restated Revolving Credit

Agreement dated October 29 2002 Filed with Registrants Quarterly Report on Form l0-Q for the

quarter ended June 30 2011 SEC File No 001-10709 and incorporated herein by reference

80



10.43 Loan Agreement dated November 17 2006 between Northern California Industrial Portfolio Inc

Maryland corporation and LaSalle Bank National Association national banking association Filed

with the Registrants Current Report on Form 8-K dated December 20 2011 SEC File No 001-

10709 and incorporated herein by reference

10.44 Credit Agreement dated as of December 20 2011 by and among PS Business Parks L.P

California limited partnership as borrower and Wells Fargo Bank National Association as

Administrative Agent for the Lenders Filed with the Registrants Current Report on Form 8-K dated

December 20 2011 SEC File No 001-10709 and incorporated herein by reference

10.45 Seventh Modification Agreement dated as of December 20 2011 to Amended and Restated

Revolving Credit Agreement dated October 29 2002 Filed with the Registrants Current Report on

Form 8-K dated December 20 2011 SEC File No 001-10709 and incorporated herein by reference

10.46 First Modification Agreement dated December 29 2011 to Credit Agreement dated December 20

2011 by and among PS Business Parks L.P California limited partnership as borrower and Wells

Fargo Bank National Association as Administrative Agent for the Lenders Filed with the

Registrants Current Report on Form 8-K dated January 2012 SEC File No 001-10709 and

incorporated herein by reference

10.47 Registrants 1997 Stock Option and Incentive Plan Filed with Registrants Registration Statement on

Form S-8 SEC File No 333-483 13 and incorporated herein by reference

10.48 Registrants 2003 Stock Option and Incentive Plan Filed with Registrants Registration Statement on

Form S-8 SEC File No 333-104604 and incorporated herein by reference

10.49 Amended and Restated Retirement Plan for Non-Employee Directors Filed with Registrants Annual

Report on Form 10-K for the year ended December 2011 SEC File No 001- 10709 and

incorporated herein by reference

10.50 Form of PS Business Parks Inc Restricted Stock Unit Agreement Filed with Registrants Quarterly

Report on Form l0-Q for the quarter ended September 30 2004 SEC File No 001- 10709 and

incorporated herein by reference

10.51 Form of PS Business Parks Inc 2003 Stock Option and Incentive Plan Non-QLialified Stock Option

Agreement Filed with Registrants Quarterly Report on Form 10-Q for the quarter ended

September 30 2004 SEC File No 001-10709 and incorporated herein by reference

10.52 Form of PS Business Parks Inc 2003 Stock Option and Incentive Plan Stock Option Agreement

Filed with Registrants Quarterly Report on Form l0-Q for the quarter ended September 30 2004

SEC File No 001-10709 and incorporated herein by reference

10.53 Amendment to Form of Director Stock Option Agreement Filed with Registrants Annual Report on

Form 10-K for the year ended December 31 2010 SEC File No 001-10709 and incorporated herein

by reference

10.54 Revised Form of Director Stock Option Agreement Filed with Registrants Annual Report on Form

10-K for the year ended December 31 2010 SEC File No 001-10709 and incorporated herein by

reference

10.55 Registrants 2012 Equity and Performance-Based Incentive Compensation Plan 2012 Plan Filed

with Registrants Quarterly Report on Form lO-Q for the quarter ended March 31 2012 SEC File

No 00 1-10709 and incorporated herein by reference

10.56 Form of Registrants 2012 Plan Non-Qualified Stock Option Agreement Filed with Registrants

Quarterly Report on Form 10-Q for the quarter ended March 31 2012 SEC File No 001-10709 and

incorporated herein by reference

10.57 Form of Registrants 2012 Plan Restricted Stock Unit Agreement Filed with Registrants Quarterly

Report on Form lO-Q for the quarter ended March 31 2012 SEC File No 001-10709 and

incorporated herein by reference

12 Statementre Computation of Ratio of Earnings to Fixed Charges Filed herewith

21 List of Subsidiaries Filed herewith

23 Consent of Independent Registered Public Accounting Firm Filed herewith

81



Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of

2002 Filed herewith

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of

2002 Filed herewith

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 06 of

the Sarbanes-Oxley Act of 2002 Filed herewith

XBRL Instance Document Filed herewith

XBRL Taxonomy Extension Schema Filed herewith

XBRL Taxonomy Extension Calculation Linkbase Filed herewith

XBRL Taxonomy Extension Definition Linkbase Filed herewith

XBRL Taxonomy Extension Label Linkbase Filed herewith

XBRL Taxonomy Extension Presentation Link Filed herewith

31.1

31.2

32.1

101 INS

101 .SCH

101 .CAL

101 .lEF

101 LAB

101 .PRE

Management contract or compensatory plan or arrangement

82



Exhibit 12

PS BUSINESS PARKS INC

STATEMENT RE COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

in thousands except ratio data

2012 20U 2010 2009 2008

Income from continuing operations 94395 99563 $96394 $91368 $84106

Interest expense
20618 5455 3534 3552 3952

Earnings from continuing operations available to

cover fixed charges $115013 $105018 $99928 $94920 $88058

Fixed charges 20618 5455 3534 3552 3952

Preferred stock dividends 69136 41799 46214 17440 46630

Preferred partnership distributions 323 6991 5103 2569 7007

Combined fixed charges and preferred

distributions 90077 40263 $54851 $18423 $57589

Ratio of earnings from continuing operations to

fixed charges 5.6 19.3 28.3 26.7 22.3

Ratio of earnings from continuing operations to

combined fixed charges and preferred

distributions 1.3 2.6 1.8 5.2 1.5

Supplemental disclosure of Ratio of Funds from Operations FF0 to fixed charges

2012 2011 2010 2009 2008

FF0 $134472 $149797 $124420 $163074 $131558

Interest expense 20618 5455 3534 3552 3952

Net income allocable to noncontrolling interests

preferred units 323 6991 5103 2569 7007

Preferred stock dividends 69136 41799 46214 17440 46630

FF0 available to cover fixed charges $224549 $190060 $179271 $181497 $189147

Fixed charges 20618 5455 3534 3552 3.952

Preferred stock dividends 51969 41799 42730 44662 50858

Preferred partnership distributions 174 398 4521 5848 7007

Combined fixed charges and preferred

distributions paid 72761 47652 50785 54062 61817

Ratio of adjusted FF0 to fixed charges 10.9 34.8 50.7 4T9

Ratio of adjusted FF0 to combined fixed

charges and preferred distributions paid 3.1 4.0 3.5 3.4
_____

3.1

Fixed charges include interest expense

Excludes the charge for the issuance costs related to the redemption/repurchase of preferred equity

and the gain on the repurchase of preferred equity



Exhibit 21

List of Subsidiaries

The following sets forth the subsidiaries of the Registrant and their respective states of incorporation

or organization

Name State

American Office Park Properties TPGP Inc California

PSBP QRS Inc California

Hernmore Inc Maryland

AOPP Acquisition Corp Two California

Tenant Advantage Inc California

PS Business Parks L.P California

PSBP Northpointe L.L.C
Virginia

Monroe Parkway L.L.C Virginia

Metro Park L.L.C Delaware

Metro Park II L.L.C Delaware

Metro Park III L.L.C Delaware

Metro Park IV L.L.C Delaware

Metro Park L.L.C Delaware

PS Metro Park L.L.C Maryland

PSB Northern California Industrial Portfolio L.L.C Delaware

PSBP Springing Member LL.C Delaware

PSBP Westwood GP L.L.C Delaware

PSBP Industrial L.L.C Delaware

Miami International Commerce Center Association Inc Florida

REVX-098 L.L.C Delaware

GB L.L.C Maryland

PSBP Meadows L.L.C Delaware

PSBP Meadows Member L.L.C Delaware

PSB Boca Commerce Park L.L.C Delaware

PSB Wellington Commerce Park L.L.C Delaware

PSB Wellington Commerce Park II L.L.C Delaware

PSB Wellington Commerce Park III LL.C Delaware



Exhibit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following Registration Statements

Registration Statement Form S-8 No 333-483 13 of PS Business Parks Inc pertaining to the PS

Business Parks Inc 1997 Stock Option and Incentive Plan

Registration Statement Form S-8 No 33 3-50274 of PS Business Parks Inc pertaining to the PS

401k/Profit Sharing Plan

Registration Statement Form S-8 No 333-104604 of PS Business Parks Inc pertaining to the PS

Business Parks Inc 2003 Stock Option and Incentive Plan

Registration Statement Form S-8 No 333-129463 of PS Business Parks Inc pertaining to the PS

Business Parks Inc Retirement Plan for Non-Employee Directors and

Registration Statement Form S-3 No 333-160104

of our reports dated February 22 2013 with respect to the consolidated financial statements and

related financial statement schedule of PS Business Parks Inc and the effectiveness of internal control

over financial reporting of PS Business Parks Inc included in this Annual Report on Form 10-K of PS

Business Parks Inc for the year ended December 31 2012

/s/ Ernst Young LLP

Los Angeles California

February 22 2013



Exhibit 31.1

CERTIFICATION PURSUANT To

18 U.S.C SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

Joseph Russell Jr certify that

have reviewed this annual report on Form 10-K of PS Business Parks Inc

Based on my knowledge this report does 1101 conta ii an untrue statement ol material fact or 011111

to state material fact necessary to make the statements made in light ol tile circunistances wider which

such statements were made 1101 misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial nilormation included in this

report fairly present in all material respects the financial condition results of operations and cash flows of

the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible bar establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 3a- 15e and 15d- 15e and

internal control over financial reporting as defined in Exchange Act Rules 3a and Sd 15f br the

recistrant and have

Designed such disclosure controls and procedures or caused such disclosure controls and

procedures to be designed under our supervision to ensure that inaicrial ntormation relating to the

registrant including its consolidated subsidiaries is made known to Ls by others ss thin those entities

lartlcuiarly during the period in which this report is being prepared

Designed such internal control over financial reporting or aused such internal control over

financial reporting to be designed under our supervision to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of linancial statements br external purposes

in accordance with generally accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and

presented in this report our conclusions aboLit the effectiveness of the disclosure controls and

piocedures as of the end of the period covered by this report based on such esaluation aiid

Disclosed ill this report any change ni the registrant internal control 0\ er linancial reporting

that occurred during the registrants most recent fiscal quarter the registrants fourth fiscal quarter in

the case of an annual report that has materially aflected or is reasonably ikelv to materially affect

the registrants internal control over financial reporting and

The registrants other certifying officer and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the

registrants hoard of directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal

control over financial reporting which are reasonably likely to adversely affect the registrants ability

to record process summarize and report financial information and

Any fraud whether or not material that involves nianagenlent or other employees WllO ilave

significant role in the registrants internal control over financial reporting

/5/ Joseph Russell Jr

Name Joseph Russell Jr

Title Chieb Executive Officer

Date Fehruar 22 2113



Exhibit 31.2

CERTIFICATION PURSUANT TO
18 U.S.C SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

Edward Stokx certify that

have reviewed this annual report on Form 10-K of PS Business Parks Inc

12 Based on my knowledge this report does not contain any untrue statement of material fact or omit

to state material fact necessary to make the statements made in light of the circumstances under which

such statements were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this

report fairly present in all material respects the financial condition results of operations and cash flows of

the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 3a- 15e and Sd- 15e and

internal control over financial reporting as defined in Exchange Act Rules 3a 15f and l5dI 5f for the

registrant and have

Designed such disclosure controls and procedures or caused such disclcsure controls and

rocedures to be designed under our supervision to ensure that material information relating to the

registrant including its consolidated subsidiaries is made known to us by others within those entities

particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over

inancial reporting to he designed under our supervision to provide reasonable assurance regarding

he reliability of financial reporting and the preparation of financial statements for external flPOSC5

accordance with generally accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and

Dresented in this report our conclusions about the effectiveness of the disclosure controls and

procedures as of the end of the period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control over financial reporting

that occurred during the registrants most recent fiscal quarter the registrants fourth fiscal quarter in

the case of an annual report that has materially affected or is reasonably likely to materially affect

the registrants internal control over financial reporting and

The registrants other certifying officer and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the

registrants hoard of directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal

COntrOl over financial reporting which are reasonably likely to adversely affect the registrants ability

to record process. summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

Is Edward Stokx

Name Edward Stokx

Title Chief Financial Officer

Date February 22 2013



Exhibit 32.1

Certification of CEO and CFO Pursuant to

18 U.S.C Section 1350

as Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form tO-K of PS Business Parks Inc the Company for

the period ending December 31 2012 as filed with the Securities and Exchange Commission on the date

hereof the Report Joseph Russell Jr as Chief Executive Officer of the Company and Edward

Stokx as Chief Financial Officer of the Company each hereby certifies pursuant to 18 U.S.C H50 as

adopted pursuant to 906 of the Sarbanes-Oxley Act of 2002 that to his knowledge

The Report fully complies with the requirements of Section 13a or 15d of the Securities

Exchange Act of 1934 and

The information contained in the Report fairly presents in all material respects the financial

condition and results of operations of the Company

Is Joseph Russell Jr

Name Joseph Russell Jr

Title Chief Executive Officer

Date February 22 2013

Is Edward Stokx

Name Edward Stokx

Title Chief Financial Officer

Date February 22 2013
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to Sections 302 and 906 of

the Sarbanes-Oxley Act of

2002 are filed as exhibits to

our Form 10-K Our Chief

Executive Officers most

recent annual certification to

the New York Stock

Exchange was submitted on

May 2012

The Companys website

www.psbusinessparks.com contains

financial information of interest to

shareholders brokers and others

PS Business Parks Inc is

member and active supporter of the

National Association of Real EsWte

Investment Trusts
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