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Maryland 26-0081711
(State or other jurisdiction of (IRS employer
incorporation or organization) identification number)

560 Mission Street, Suite 2900

San Francisco, CA 94105
(Address of principal executive offices) (Zip Code)
(415) 738-6500

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definitions of accelerated filer, large accelerated filer, non-accelerated filer, and smaller reporting company in Rule 12b-2 of the
Exchange Act.

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~ Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Class Outstanding at July 31, 2009
Common Stock, $.01 par value per share 76,143,995
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ASSETS

Investments in real estate:
Properties:

Land

Acquired ground leases
Buildings and improvements
Tenant improvements

Total investments in properties

DIGITAL REALTY TRUST, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

Accumulated depreciation and amortization

Net investments in properties

Investment in unconsolidated joint venture

Net investments in real estate
Cash and cash equivalents

Accounts and other receivables, net of allowance for doubtful accounts of $2,214 and $2,109 as of June 30,

2009 and December 31, 2008, respectively

Deferred rent

Acquired above market leases, net

Acquired in place lease value and deferred leasing costs, net

Deferred financing costs, net
Restricted cash
Other assets

Total assets

LIABILITIES AND EQUITY
Revolving credit facility
Unsecured senior notes
Mortgage loans

4.125% exchangeable senior debentures due 2026, net of discount
5.50% exchangeable senior debentures due 2029
Accounts payable and other accrued liabilities

Accrued dividends and distributions
Acquired below market leases, net
Security deposits and prepaid rents

Total liabilities

Commitments and contingencies

Equity:
Stockholders Equity:

Preferred Stock: $0.01 par value, 30,000,000 authorized:

Series A Cumulative Redeemable Preferred Stock, 8.50%, $103,500,000 liquidation preference ($25.00 per

share), 4,140,000 issued and outstanding

Table of Contents

June 30,
2009
(unaudited)

$ 341,719
2,742
2,666,148
264,927

3,275,536
(378,523)

2,897,013
8,338

2,905,351
69,316

40,195
122,823
28,503
215,597
21,938
30,676
10,309

$ 3,444,708

$ 32,668
83,000
973,604
163,834
266,400
127,279

69,840
56,719

1,773,344

99,297

December 31,
2008

$ 316,318
2,733
2,467,830
255,818

3,042,699
(302,960)

2,739,739
8,481

2,748,220
73,334

39,108
99,957
31,352
222,389
16,275
45,470
4,940

$ 3,281,045

$ 138,579
58,000
1,026,594
161,901

171,176
26,092

76,660
46,967

1,705,969

99,297
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Series B Cumulative Redeemable Preferred Stock, 7.875%, $63,250,000 liquidation preference ($25.00 per

share), 2,530,000 issued and outstanding 60,502 60,502
Series C Cumulative Convertible Preferred Stock, 4.375%, $175,000,000 liquidation preference ($25.00 per

share), 6,999,955 issued and outstanding 169,067 169,068
Series D Cumulative Convertible Preferred Stock, 5.500%, $345,000,000 liquidation preference ($25.00 per

share), 13,795,500 issued and outstanding 333,472 333,581
Common Stock; $0.01 par value: 125,000,000 authorized, 76,140,807 and 73,306,703 shares issued and

outstanding as of June 30, 2009 and December 31, 2008, respectively 759 732
Additional paid-in capital 1,145,807 1,057,107
Dividends in excess of earnings (196,500) (166,863)
Accumulated other comprehensive loss, net (27,456) (49,503)
Total stockholders equity 1,584,948 1,503,921

Noncontrolling Interests:

Noncontrolling interests in operating partnership 65,600 66,797
Noncontrolling interests in consolidated joint venture 20,816 4,358
Total noncontrolling interests 86,416 71,155
Total equity 1,671,364 1,575,076
Total liabilities and equity $ 3,444,708 $ 3,281,045

See accompanying notes to the condensed consolidated financial statements.
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DIGITAL REALTY TRUST, INC.
CONDENSED CONSOLIDATED INCOME STATEMENTS

(unaudited in thousands, except share data)

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(adjusted) (adjusted)
Operating Revenues:
Rental $ 125,380 $ 97,966 $ 243,469 $ 190,712
Tenant reimbursements 29,544 25,698 60,571 47,485
Other 83 112 101 126
Total operating revenues 155,007 123,776 304,141 238,323
Operating Expenses:
Rental property operating and maintenance 42,301 35,943 84,874 67,624
Property taxes 9,149 8,522 18,360 16,646
Insurance 1,488 1,198 2,944 2,403
Depreciation and amortization 49,183 39,591 95,487 78,744
General and administrative 10,040 9,686 20,142 18,469
Other 2 285 309
Total operating expenses 112,161 94,942 222,092 184,195
Operating income 42,846 28,834 82,049 54,128
Other Income (Expenses):
Equity in earnings of unconsolidated joint venture 741 173 1,857 331
Interest and other income 403 407 646 1,062
Interest expense (22,495) (14,956) (41,432) (30,158)
Tax expense (292) (726) (728) (815)
Loss from early extinguishment of debt (182) (182)
Net income 21,203 13,550 42,392 24,366
Net income attributable to noncontrolling interests (831) (354) (1,624) (593)
Net income attributable to Digital Realty Trust, Inc. 20,372 13,196 40,768 23,773
Preferred stock dividends (10,101) (10,102) (20,202) (18,360)
Net income available to common stockholders $ 10,271 $ 3,094 $ 20,566 $ 5,413
Net income per share available to common stockholders:
Basic $ 0.13 $ 0.05 $ 0.27 $ 0.08
Diluted $ 0.13 $ 0.05 $ 0.27 $ 0.08
Weighted average common shares outstanding:
Basic 76,121,380 65,889,122 75,416,483 65,660,354
Diluted 76,851,202 68,068,600 75,806,481 67,563,963

See accompanying notes to the condensed consolidated financial statements.
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DIGITAL REALTY TRUST, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited in thousands)

Three months ended

June 30,
2009 2008

(adjusted)
Net income $21,203 $ 13,550
Other comprehensive income (loss):
Foreign currency translation adjustments 31,359 2,821
Increase (decrease) in fair value of interest rate swaps 1,091 5,635
Reclassification to interest expense from interest rate swaps 1,233 174
Comprehensive income 54,886 22,180
Comprehensive income attributable to noncontrolling interests (3,143) (1,125)
Comprehensive income attributable to Digital Realty Trust, Inc. $51,743 $ 21,055

Table of Contents

See accompanying notes to the condensed consolidated financial statements.

Six months ended

June 30,
2009 2008

(adjusted)

$42,392 $ 24,366
23,375 12,910
(1,200) 3,501
1,465 (179)
66,032 40,598
(3,217) (2,075)
$62,815 $ 38,523
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DIGITAL REALTY TRUST, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities
Equity in earnings of unconsolidated joint venture

Distributions from unconsolidated joint venture

Write-off of net assets due to early lease terminations

Depreciation and amortization of buildings and improvements, tenant improvements and acquired ground
leases

Amortization of share-based unearned compensation

Allowance for doubtful accounts

Amortization of deferred financing costs

Write-off of deferred financing costs, included in net loss on early extinguishment of debt
Amortization of debt discount/premium

Amortization of acquired in place lease value and deferred leasing costs
Amortization of acquired above market leases and acquired below market leases, net
Changes in assets and liabilities:

Restricted cash

Accounts and other receivables

Deferred rent

Deferred leasing costs

Other assets

Accounts payable and other accrued liabilities

Security deposits and prepaid rents

Net cash provided by operating activities

Cash flows from investing activities:

Acquisitions of properties

Deposits paid for acquisitions of properties

Receipt of value added tax refund

Refundable value added tax paid

Change in restricted cash

Improvements to investments in real estate
Improvement advances to tenants

Collection of advances from tenants for improvements
Purchase of joint venture partners interests

Net cash used in investing activities

Table of Contents

Six Months Ended
June 30, 2008

June 30, 2009
$ 42,392

(1,857)
2,000
285

74,632
4,455
105
3,557

1,719
20,855
(4,257)

13,398
(3,515)
(22,397)
(4,633)
156
2,373
14,214

143,482

(19,105)

6,884
(5,327)

733
(245,594)
(2,355)

3,616

(261,148)

$

24,366

(331)
1,290
309

53,699
3918
(220)
2,743
182
1,197
25,046
(5,416)

4,649
(625)
(16,671)
(3,352)

1,181
(17,099)
(1,512)

73,354

(68,595)
(100)
9,149
(11,544)
(723)
(249,402)
(16,692)
16,433
(610)

(322,084)
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DIGITAL REALTY TRUST, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

(unaudited in thousands)

Cash flows from financing activities:

Borrowings on revolving credit facility

Repayments on revolving credit facility

Borrowings on unsecured senior notes

Proceeds from mortgage loans

Principal payments on mortgage loans

Proceeds from 5.5% exchangeable senior debentures

Change in restricted cash

Payment of loan fees and costs

Capital contributions received from noncontrolling interests in joint venture
Gross proceeds from the sale of common stock

Gross proceeds from the sale of preferred stock

Common stock offering costs paid

Preferred stock offering costs paid

Proceeds from exercise of stock options

Payment of dividends to preferred stockholders

Payment of dividends to common stockholders and distributions to noncontrolling interests in operating
partnership

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information:

Cash paid for interest, including amounts capitalized

Cash paid for taxes

Supplementary disclosure of noncash investing and financing activities:

Change in net assets related to foreign currency translation adjustments

(Decrease) increase in accounts payable and other accrued liabilities and other assets, respectively, related to
increase in fair value of interest rate swaps

Noncontrolling interests in operating partnership redeemed for or converted to shares of common stock
Assumption of mortgage loans

Accrual for additions to investments in real estate and tenant improvement advances included in accounts payable

and accrued expenses

Allocation of purchase price of properties to:
Investments in real estate

Acquired above market leases

Acquired below market leases

Acquired in place lease value and deferred leasing costs
Accounts payable and other accrued liabilities

Security deposits and prepaid rents
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Six Months Ended
June 30, June 30,
2009 2008
$ 223,946 $ 297,066
(328,732) (308,372)

25,000
37,809
(102,274) (7,594)
266,400
663 427
(8,873) (867)
16,384 6,525
83,750
334,650
(519) (76)
(556)
505 1,506
(20,202) (18,360)
(80,209) (67,207)
113,648 237,142
(4,018) (11,588)
73,334 31,352
$ 69,316 $ 19,764
$ 38,093 $ 34,784
489 601
$ 23,375 $ 12,910
(1,200) 3,501
2,252 6,679
(2,836)
52,621 69,452
19,105 67,868
440
(3,104)
3,493
(38)
(64)

10



Cash paid for acquisition of properties
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See accompanying notes to the consolidated financial statements.
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19,105

$ 68,595
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DIGITAL REALTY TRUST, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2009 and 2008
(unaudited)
1. Organization and Description of Business

Digital Realty Trust, Inc. through its controlling interest in Digital Realty Trust, L.P. (the Operating Partnership) and the subsidiaries of the
Operating Partnership (collectively, we or the Company) is engaged in the business of owning, acquiring, developing, redeveloping and
managing technology-related real estate. The Company is focused on providing Turn-Key Datacenter™ and Powered Base BuildingsM
datacenter solutions for domestic and international tenants across a variety of industry verticals ranging from information technology and
Internet enterprises, to manufacturing and financial services. As of June 30, 2009, our portfolio consisted of 75 properties, excluding one
property held as an investment in an unconsolidated joint venture, of which 62 are located throughout North America and 13 are located in
Europe. Our properties are diversified in major markets where corporate datacenter and technology tenants are concentrated, including the
Chicago, Dallas, Los Angeles, New York/New Jersey, Northern Virginia, Phoenix, San Francisco and Silicon Valley metropolitan areas in the
U.S. and the London, Dublin, Paris and Amsterdam markets in Europe. The portfolio consists of Internet gateway and corporate datacenter
properties, technology manufacturing properties and regional or national headquarters of technology companies.

The Operating Partnership was formed on July 21, 2004 in anticipation of our initial public offering (IPO) on November 3, 2004 and
commenced operations on that date. As of June 30, 2009, we own a 92.8% common interest and a 100% preferred interest in the Operating
Partnership. As general partner, we have control over the Operating Partnership. The limited partners of the Operating Partnership do not have
rights to replace us as the general partner nor do they have participating rights, although they do have certain protective rights.

2. Summary of Significant Accounting Policies
(a) Principles of Consolidation and Basis of Presentation

The accompanying interim condensed consolidated financial statements include all of the accounts of Digital Realty Trust, Inc., the Operating
Partnership and the subsidiaries of the Operating Partnership. Intercompany balances and transactions have been eliminated.

Property interests contributed to the Operating Partnership by our predecessor, Global Innovation Partners, LLC (GI Partners) in exchange for
Operating Partnership units have been accounted for as a reorganization of entities under common control in a manner similar to a pooling of
interests. Accordingly, the contributed assets and assumed liabilities were recorded at the predecessor s historical cost basis. Property interests
acquired from third parties for cash or units are accounted for using purchase accounting.

The accompanying interim condensed consolidated financial statements are unaudited, but have been prepared in accordance with U.S. generally
accepted accounting principles (U.S. GAAP) for interim financial information and in compliance with the rules and regulations of the United
States Securities and Exchange Commission. Accordingly, they do not include all of the disclosures required by U.S. GAAP for complete
financial statements. In the opinion of management, all adjustments necessary for a fair presentation have been included. All such adjustments
are considered to be of a normal recurring nature, except as otherwise indicated. The results of operations for the interim periods are not
necessarily indicative of the results to be obtained for the full fiscal year. We have evaluated all subsequent events through August 6, 2009, the
date the financial statements were issued. These condensed consolidated financial statements should be read in conjunction with the audited
consolidated financial statements and the notes thereto included in our annual report on Form 10-K for the year ended December 31, 2008.
Certain prior period amounts have been adjusted to conform to the current period presentation, including changes resulting from the adoption of
FSP APB 14-1 and SFAS No. 160 on January 1, 2009, as discussed later in this Note 2.

(b) Cash Equivalents

For the purpose of the condensed consolidated statements of cash flows, we consider short-term investments with original maturities of 90 days
or less to be cash equivalents. As of June 30, 2009, cash equivalents consist of investments in money market instruments.

(c) Share Based Compensation

Table of Contents 12
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We account for share based compensation using the fair value method of accounting. The estimated fair value of the stock options granted by us

is being amortized on a straight-line basis over the vesting period of the stock options. The estimated fair value of the long-term incentive units
and Class C Units (discussed in note 8) granted by us is being amortized on a straight-line basis over the expected service period.
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For share based compensation awards with performance conditions, we estimate the fair value of the award for each of the possible performance
condition outcomes and amortize the compensation cost based on management s projected performance outcome. In the instance management s
projected performance outcome changes prior to the final measurement date, compensation cost is adjusted accordingly.

(d) Income Taxes

We have elected to be treated and believe that we have operated in a manner that has enabled us to qualify as a Real Estate Investment Trust
(REIT) under Sections 856 through 860 of the Internal Revenue Code of 1986, as amended (the Code). As a REIT, we generally are not required
to pay federal corporate income and excise taxes on our taxable income to the extent it is currently distributed to our stockholders.

However, qualification and taxation as a REIT depends upon our ability to meet the various qualification tests imposed under the Code,
including tests related to annual operating results, asset composition, distribution levels and diversity of stock ownership. Accordingly, no
assurance can be given that we will be organized or be able to operate in a manner so as to qualify or remain qualified as a REIT. If we fail to
qualify as a REIT in any taxable year, we will be subject to federal income tax (including any applicable alternative minimum tax) on our
taxable income at regular corporate tax rates.

Even if we qualify for taxation as a REIT, we are taxed in certain states in which we operate. Our consolidated taxable REIT subsidiaries are
subject to both federal and state income taxes to the extent there is taxable income. We are also taxed in foreign countries where we operate that
do not recognize U.S. REITs under their respective tax laws. Accordingly, we recognize and accrue income taxes for taxable REIT subsidiaries,
certain states and foreign jurisdictions, as appropriate.

We assess our significant tax positions for all open tax years and determine whether we have any material unrecognized liabilities in accordance
with Financial Accounting Standard Board Interpretation Number 48, Accounting for Uncertainty in Income Taxes, (FIN 48). We record these
liabilities when it is more likely than not, based on the technical merits, that the position will be sustained upon examination. As of June 30,
2009, we had no such liabilities. We classify interest and penalties on tax liabilities from significant uncertain tax positions as interest expense
and operating expense, respectively, in our condensed consolidated statements of operations. For the three and six months ended June 30, 2009
and 2008, we had no such interest or penalties.

See Note 6 for further discussion on taxes.

(e) Presentation of Transactional-based Taxes

We account for transactional-based taxes on a net basis.
(f) Asset Retirement Obligations

We record accruals for estimated retirement obligations as required by Statement of Financial Accounting Standards ( SFAS ) No. 143,
Accounting for Asset Retirement Obligations and FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations . The

amount of asset retirement obligations relates primarily to estimated asbestos removal costs at the end of the economic life of properties that

were built before 1984. As of June 30, 2009 and December 31, 2008, the amount included in accounts payable and other accrued liabilities on

our condensed consolidated balance sheets was approximately $1.5 million, and the equivalent asset is recorded at $1.3 million, net of

accumulated depreciation.

(g) Assets and Liabilities Measured at Fair Value

SFAS No. 157, Fair Value Measurements ( SFAS No. 157 ) defines fair value, establishes a framework for measuring fair value, and expands
disclosures about fair value measurements. SFAS No. 157 applies to reported balances that are required or permitted to be measured at fair value
under existing accounting pronouncements; accordingly, the standard does not require any new fair value measurements of reported balances.
However, the FASB issued FASB Staff Positions ( FSP ) 157-1, 157-2 and 157-3, which impacted our initial adoption of SFAS 157. FSP 157-1
amends SFAS 157 to exclude FASB No. 13, Accounting for Leases, and its related interpretive accounting pronouncements that address leasing
transactions, while FSP 157-2 delays the effective date of SFAS 157 for all nonfinancial assets and nonfinancial liabilities, except those that are
recognized or disclosed at fair value in the financial statements on a recurring basis, until fiscal years beginning after November 15, 2008. In
accordance with FSP 157-2, we adopted the provisions of FAS 157 to non-financial assets and non-financial liabilities on January 1, 20009.

FSP 157-3 clarified the application of SFAS 157 by demonstrating how the fair value of a financial asset is determined when the market for that
financial asset is inactive. FSP 157-3 was effective upon issuance in October 2008, including prior periods for which financial statements had

not been issued. We adopted FSP FAS No. 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability
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Have Significantly Decreased and Identifying Transactions That Are Not Orderly ( FSP FAS No. 157-4 ) in the second quarter of 2009. FSP FAS
No. 157-4 clarifies the methodology to be used to determine fair value when there is no active market or
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where the price inputs being used represent distressed sales. FSP FAS No. 157-4 also reaffirms the objective of fair value measurement, as stated
in FAS No. 157, which is to reflect how much an asset would be sold for in an orderly transaction. It also reaffirms the need to use judgment to
determine if a formerly active market has become inactive, as well as to determine fair values when markets have become inactive. The adoption
of FSP FAS No. 157-4 did not have a material impact on our condensed consolidated financial statements.

SFAS No. 157 emphasizes that fair value is a market-based measurement, not an entity-specific measurement. Therefore, a fair value
measurement should be determined based on the assumptions that market participants would use in pricing the asset or liability. As a basis for
considering market participant assumptions in fair value measurements, SFAS No. 157 establishes a fair value hierarchy that distinguishes
between market participant assumptions based on market data obtained from sources independent of the reporting entity (observable inputs that
are classified within Levels 1 and 2 of the hierarchy) and the reporting entity s own assumptions about market participant assumptions
(unobservable inputs classified within Level 3 of the hierarchy).

Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting entity has the ability to
access. Level 2 inputs are inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly or
indirectly. Level 2 inputs may include quoted prices for similar assets and liabilities in active markets, as well as inputs that are observable for
the asset or liability (other than quoted prices), such as interest rates, foreign exchange rates, and yield curves that are observable at commonly
quoted intervals. Level 3 inputs are unobservable inputs for the asset or liability, which is typically based on an entity s own assumptions, as
there is little, if any, related market activity. In instances where the determination of the fair value measurement is based on inputs from different
levels of the fair value hierarchy, the level in the fair value hierarchy within which the entire fair value measurement falls is based on the lowest
level input that is significant to the fair value measurement in its entirety. The reporting entity s assessment of the significance of a particular
input to the fair value measurement in its entirety requires judgment, and considers factors specific to the asset or liability.

(h) Management s Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates made. On an
on-going basis, we evaluate our estimates, including those related to acquiring, developing and assessing the carrying values of our real estate
properties, accrued liabilities, performance-based equity compensation plans, and qualification as a REIT. We base our estimates on historical
experience, current market conditions, and various other assumptions that are believed to be reasonable under the circumstances. Actual results
may vary from those estimates and those estimates could vary under different assumptions or conditions.

(i) Newly Adopted Significant Accounting Policies

In May 2008, the FASB issued Staff Position Accounting Principles Board 14-1, Accounting for Convertible Debt Instruments That May Be
Settled in Cash upon Conversion Including Partial Cash Settlement ( FSP APB 14-1 ). FSP APB 14-1 requires the issuer of certain convertible
debt instruments that may be settled in cash (or other assets) upon conversion to separately account for the liability (debt) and equity (exchange
option) components of the instrument in a manner that reflects the issuer s nonconvertible debt borrowing rate. The equity component of the
convertible debt will be included in the paid-in capital section of stockholders equity and the value of the equity component will be treated as a
discount for purposes of accounting for the debt component of the debt security. The resulting debt discount will be accreted as additional
interest expense over the non-cancellable term of the instrument using the effective interest method. FSP APB 14-1 is effective for fiscal years,
and interim periods within those fiscal years, beginning after December 15, 2008, with early adoption not permitted. Retrospective application is
required for all periods presented.

The Company has currently outstanding its 4.125% exchangeable senior debentures due 2026 that are impacted by FSP APB 14-1. Upon the
original issuance of this debt instrument in 2006, the Company recorded the debentures as a liability in accordance with applicable accounting
standards at that time. To adopt FSP APB 14-1, effective January 1, 2009, the Company estimated the fair value, as of the date of issuance, of its
exchangeable senior debentures as if the instrument was issued without the exchange option. The difference between the fair value and the
principal amount of the debt instrument was $18.9 million. This amount was retrospectively recorded as a debt discount and as a component of
equity as of the issuance date in August 2006. The discount is being amortized over the expected five-year life of the debentures resulting in
non-cash increase to interest expense in historical and future periods.

The implementation of FSP APB 14-1 has resulted in a decrease to net income and earnings per share for all periods presented; however, there is
no effect on our cash interest payments. As a result of this accounting change:
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The original debt discount of $18.9 million was recognized as a reduction to the carrying value of the debentures on the condensed
consolidated balance sheets as of December 31, 2008 with a corresponding increase to additional paid-in capital of $17.5 million and
an increase to noncontrolling interests of $1.4 million.

10
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The deferred financing costs associated with the debentures were allocated to the liability and equity components in proportion to the
allocation of proceeds resulting in a $0.7 million reduction to deferred financing costs and a corresponding decrease to additional
paid-in capital.

The debt discount amortization through December 31, 2008 was $8.3 million which resulted in an increase to the carrying value of
the debentures on the condensed consolidated balance sheets as of December 31, 2008 with a corresponding increase to dividends in
excess of earnings of $5.6 million, a decrease to noncontrolling interests in Operating Partnership of $0.9 million and an increase in
buildings and equipment of $1.8 million as discussed below.

Interest expense for the three and six months ended June 30, 2008 includes an additional $0.9 million and $1.8 million of interest
expense related to the amortization of the debt discount.

As of December 31, 2008, buildings and improvements were increased by $1.8 million as discussed above as a result of additional
capitalized interest generated by amortization of debt discount.

Diluted earnings per common share for the three months ended June 30, 2008 remained unchanged and for the six months ended

June 30, 2008 was reduced by approximately $0.02 per share.
In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements ( SFAS 160 ). This statement
requires noncontrolling interests (previously referred to as minority interests) to be treated as a separate component of equity, not as a liability or
other item outside of permanent equity. SFAS 160 applies to the accounting for noncontrolling interests and transactions with noncontrolling
interest holders in consolidated financial statements and is effective for periods beginning on or after December 15, 2008. Earlier application is
prohibited. SFAS 160 also modifies the presentation of net income by requiring earnings and other comprehensive income to be attributed to
controlling and noncontrolling interests. SFAS 160 is applied prospectively to all noncontrolling interests, including those that arose before the
effective date, except that comparative prior period information must be recast to classify noncontrolling interests in equity and provide other
disclosures required by SFAS 160. The adoption of SFAS 160 resulted in the reclassification of (i) minority interests in consolidated joint
ventures and minority interests in Operating Partnership from the mezzanine section to noncontrolling interests in consolidated joint venture and
noncontrolling interests in Operating Partnership, a component of permanent equity on our condensed consolidated balance sheets and (ii) the
reclassification of minority interest expense to net income attributable to noncontrolling interests, on our condensed consolidated income
statements. See Note 7(b) for additional discussion of our noncontrolling interests in Operating Partnership.

In addition, FASB Emerging Issues Task Force Topic No. D-98, Classification and Measurement of Redeemable Securities ( EITF D-98 ), was
updated in March 2008 to clarify its application to noncontrolling interests with embedded redemption features after the adoption of SFAS 160.
Those March 2008 updates to EITF D-98 are effective for fiscal years, and interim periods within those years, beginning on or after

December 15, 2008. Pursuant to EITF D-98, as updated, securities that are redeemable for cash or other assets at the option of the holder, not
solely within the control of the issuer, must be classified outside of permanent equity. This would result in certain noncontrolling interests being
classified outside of permanent equity in the consolidated balance sheets. The Company makes this determination based on the terms in
applicable agreements, specifically in relation to redemption provisions. Additionally, with respect to noncontrolling interests for which the
Company has a choice to settle the contract by delivery of its own shares, the Company considered the guidance in EITF 00-19 Accounting for
Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company s Own Stock to evaluate whether the Company controls the
actions or events necessary to issue the maximum number of shares that could be required to be delivered under share settlement of the contract.
The adoption of the March 2008 updates to EITF D-98 did not have a material impact on our condensed consolidated financial statements.

In December 2007, the FASB issued SFAS No. 141R, Business Combinations ( SFAS 141R ). This statement amends SFAS 141 and provides
revised guidance for recognizing and measuring assets acquired and liabilities assumed in an acquisition. This statement also requires that
transaction costs in an acquisition within the scope of SFAS 141R be expensed as incurred. SFAS 141R applies prospectively to business
combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. Accordingly, any acquisitions we engaged in were recorded and disclosed according to SFAS 141 until January 1, 2009. The adoption of
SFAS 141R did not have a material impact on our condensed consolidated financial statements for the three and six months ended June 30,

2009.

In April 2009, the FASB issued FSP No. 141R-1 Accounting for Assets Acquired and Liabilities Assumed in a Business Combination That
Arise from Contingencies ( FSP 141R-1 ). FSP 141R-1 amends the provisions in SFAS 141R for the initial recognition and measurement,
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subsequent measurement and accounting, and disclosures for assets and liabilities arising from contingencies in business combinations. FSP
141R-1 eliminates the distinction between contractual and non-contractual contingencies, including the initial recognition and measurement
criteria in Statement 141R and instead carries forward most of the provisions in SFAS 141 for acquired contingencies. FSP 141R-1 is effective
for contingent assets and contingent liabilities acquired in business combinations for which the acquisition date is on or after the beginning of the
first annual reporting period beginning on or after December 15, 2008. We expect FSP 141R-1 will have an impact on our condensed
consolidated financial statements, but the nature and magnitude of the specific effects will depend upon the nature, term and size of the acquired

contingencies.
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In April 2008, the FASB issued FSP No. 142-3, Determination of the Useful Life of Intangible Assets ( FSP 142-3 ), which amends the guidance
about estimating the useful lives of recognized intangible assets and requires additional disclosures related to renewing or extending the terms of
recognized intangible assets under SFAS 142. FSP 142-3 is effective for financial statements issued for fiscal years, and interim periods within

those fiscal years, beginning after December 15, 2008. The adoption of FSP 142-3 did not have a material impact on our condensed consolidated
financial statements.

We adopted SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities-an amendment of FASB Statement No. 133

( SFAS 161 ) on January 1, 2009 as required by the standard. SFAS 161 requires enhanced disclosure of derivatives and hedging activities in
order to improve the transparency of financial reporting. Under SFAS 161, entities are required to provide enhanced disclosures relating to:

(a) how and why an entity uses derivative instruments; (b) how derivative instruments and related hedge items are accounted for under SFAS
No. 133, Accounting for Derivative Instruments and Hedging Activities ( SFAS 133 ), and its related interpretations; and (c) how derivative
instruments and related hedged items affect an entity s financial position, financial performance, and cash flows. SFAS 161 is applied
prospectively to all derivative instruments and non-derivative instruments that are designated and qualify as hedging instruments and related
hedged items accounted for under SFAS 133 for all financial statements issued for fiscal years and interim periods beginning with our current
fiscal year. See Note 9 for the related disclosures. The adoption of SFAS 161 did not have a material impact on our condensed consolidated
financial statements.

In June 2008, the FASB issued FSP Emerging Issues Task Force Issue No. 03-6-1, Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities. ( FSP EITF 03-6-1 ). FSP EITF 03-6-1 addresses whether instruments granted in share-based
payment transactions are participating securities prior to vesting and, therefore, need to be included in the earnings allocation in computing
earnings per share under the two-class method. FSP EITF 03-6-1 affects entities that accrue dividends on share-based payment awards during

the awards service period when the dividends do not need to be returned if the employees forfeit the award. FSP EITF 03-6-1 was effective for
fiscal years beginning after December 15, 2008. The adoption of the FSP EITF 03-6-1 did not have an impact on our condensed consolidated
financial statements.

We adopted SFAS No. 165, Financial Accounting Standards No. 165, Subsequent Events ( SFAS 165 ) in the second quarter of 2009. SFAS 165
establishes the accounting for and disclosure of events that occur after the balance sheet date but before financial statements are issued or are
available to be issued. It requires the disclosure of the date through which an entity has evaluated subsequent events and the basis for that date

(that is, whether that date represents the date the financial statements were issued or were available to be issued). See note 2(a), Principles of
Consolidation and Basis of Presentation for the related disclosures. The adoption of SFAS 165 did not have a material impact on our condensed
consolidated financial statements.

In May 2009, the FASB issued Staff Position No. FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments,
which requires disclosures about fair value of financial instruments in quarterly reports as well as in annual reports. This statement applies to
certain investments and long-term debt and is effective beginning second quarter 2009. SFAS 157, Fair Value Measurements clarifies the
definition of fair value for financial reporting, establishes the framework for measuring fair value and requires additional disclosures about the
use of fair value measurements. See note 10 for further discussion.

In April 2009, the FASB issued FSP No. FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments,
( FSP 115-2 ). FSP 115-2 amends the other-than-temporary impairment guidance for debt securities to make the guidance more operational and to
improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities. FSP 115-2 is effective for interim
and annual periods ending after June 15, 2009. FSP 115-2 did not have a material impact on our condensed consolidated financial statements.

(j) Accounting Pronouncements Issued But Not Yet Adopted

In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R) ( SFAS 167 ). SFAS 167 amends FIN 46(R) as
follows: a) to require an enterprise to perform an analysis to determine whether the enterprise s variable interest or interests give it a controlling
financial interest in a variable interest entity, identifying the primary beneficiary of a variable interest entity, b) to require ongoing reassessment

of whether an enterprise is the primary beneficiary of a variable interest entity, rather than only when specific events occur, c) to eliminate the
quantitative approach previously required for determining the primary beneficiary of a variable interest entity, d) to amend certain guidance for
determining whether an entity is a variable interest entity, e) to add an additional reconsideration event when changes in facts and circumstances
pertinent to a variable interest entity occur, f) to eliminate the exception for troubled debt restructuring regarding variable interest entity
reconsideration, and g) to require advanced disclosures that will provide users of financial statements with more transparent information about

an enterprise s involvement in a variable interest entity. SFAS 167 is effective for the first annual reporting period that begins after November 15,
2009. Earlier adoption is prohibited. Management does not believe adoption of SFAS 167 will have a material effect on our financial statements.
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In June 2009, the FASB issued Statement No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles ( SFAS 168 ). SFAS 168 will become the single source of authoritative nongovernmental U.S. generally accepted

accounting principles ( GAAP ), superseding existing FASB, American Institute of Certified Public Accountants ( AICPA ), Emerging Issues Task
Force ( EITF ), and related accounting literature. SFAS 168 reorganizes the thousands of GAAP pronouncements into roughly 90 accounting

topics and displays them using a consistent structure. Also included is relevant U.S. Securities and Exchange Commission guidance organized

using the same topical structure in separate sections. SFAS 168 will be effective for financial statements issued for reporting periods that end

after September 15, 2009. All future references to authoritative accounting literature in our financial statements subsequent to adoption of this
standard will be references in accordance with SFAS 168.

3. Properties Acquired During the Six Months Ended June 30, 2009

We acquired the following real estate property during the six months ended June 30, 2009:

Purchase Price
Location Metropolitan Area Date Acquired (in millions)
Loudoun Exchange IT ® Northern Virginia ~ May 15,2009  $ 20.3

(1) Represents vacant land which is not included in our operating property count.

13
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4. Debt

A summary of outstanding indebtedness as of June 30, 2009 and December 31, 2008, respectively, is as follows (in thousands):

Properties

Mortgage loans:

Secured Term Debt (1)(2)

350 East Cermak Road (2)

3 Corporate Place (2)

200 Paul Avenue 1-4 (2)

2045 & 2055 LaFayette Street (2)
Mundells Roundabout

600 West Seventh Street

2323 Bryan Street (2)

34551 Ardenwood Boulevard 1-4
(2)

1100 Space Park Drive (2)

150 South First Street (2)

114 Rue Ambroise Croizat (5)
1500 Space Park Drive (2)

2334 Lundy Place (2)

Unit 9, Blanchardstown Corporate
Park (5)

6 Braham Street

1201 Comstock Street

Paul van Vlissingenstraat 16
Chemin de 1 Epinglier 2
Gyroscoopweg 2E-2F (10)

1125 Energy Park Drive

731 East Trade Street

Revolving credit facility
Unsecured senior notes
Unsecured senior notes ~ Series B
Unsecured senior notes  Series C
4.125% exchangeable senior
debentures due 2026

5.50% exchangeable senior
debentures due 2029

Mundells Roundabout construction
loan

Series A

Total principal outstanding
Unamortized discount on 4.125%
exchangeable senior debentures
due 2026

Unamortized premium 1125 Energy

Park Drive, 731 East
Trade Street and 1500 Space Park
Drive mortgages

Total indebtedness

Table of Contents

Interest Rate at June 30, 2009

5.65%
1-month LIBOR + 2.20%
6.72%
5.74%
5.93%
3-month GBP LIBOR + 1.20%
5.80%
6.04%

5.95%
5.89%
6.30%
3-month EURIBOR + 1.35%
6.15%
5.96%

3-month EURIBOR + 1.35%
3-month GBP LIBOR + 0.90%
1-month LIBOR + 3.50%
3-month EURIBOR + 1.60%
3-month EURIBOR + 1.50%
3-month EURIBOR + 1.50%
7.62%

8.22%

Various
7.00%
9.32%
9.68%

4.125%
5.50%

1-month GBP LIBOR + 1.75%

(3)(6)

(6)

(6)

(6)
(6)
(6)
(6)
(6)
(6)
11

(12)

Maturity Date

Nov. 11, 2014
Jun. 9, 2009
Aug. 1, 2011
Oct. 8, 2015
Feb. 6, 2017

Nov. 30, 2013

Mar. 15, 2016
Nov. 6, 2009

Nov. 11, 2016
Dec. 11, 2016
Feb. 6, 2017
Jan. 18, 2012
Oct. 5,2013
Nov. 11, 2016

Jan. 18, 2012
Apr. 10, 2011
Jun. 24, 2012
Jul. 18, 2013
Jul. 18, 2013
Oct. 18, 2013
Mar. 1, 2032
Jul. 1, 2020

Aug. 31, 2010
Jul. 24, 2011
Nov. 5, 2013
Jan. 6, 2016

Aug. 15, 2026
Apr. 15, 2029

Nov. 30, 2013

“

©)

(12)

(14)

(15)

Principal
Outstanding
June 30, 2009

$ 145,288

80,000
78,574
67,664
70,503(8)
56,179
54,629

55,000
55,000
53,044
44,528(7)
42,806
40,000

38,284(7)
21,566(8)
18,100
15,028(7)
10,914(7)
9,567(7)
9,270
5419

971,363

32,668(13)

25,000
33,000
25,000

172,500

266,400

1,525,931

(8,666)

2,241

$ 1,519,506

Principal Outstanding
December 31,

2008

146,486
96,573
80,000
79,336
68,000

56,814
55,048

55,000
55,000
53,288
44,564(7)
43,708
40,000

38,315(7)
19,239(8)

15,041(7)

10,923(7)
9,575(7)
9,335
5,520

981,765

138,579(13)
25,000
33,000

172,500

42,374(8)

1,393,218

(10,599)

2,455

1,385,074
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(1) This amount represents six mortgage loans secured by our interests in 36 NE 2nd Street, 3300 East Birch Street, 100 & 200 Quannapowitt
Parkway, 300 Boulevard East, 4849 Alpha Road, and 11830 Webb Chapel Road. Each of these loans is cross-collateralized by the six
properties.
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(2) The respective borrower s assets and credit are not available to satisfy the debts and other obligations of affiliates or any other person.

(3) This is the weighted average interest rate as of December 31, 2008. The first note, in a principal amount of $77.3 million, bears interest at a
rate of 1-month LIBOR + 1.375% per annum and the second note, in a principal amount of $19.3 million, bears interest at a rate of
1-month LIBOR + 5.5% per annum. These notes were repaid in full in March 2009.

(4) Two one-year extensions are available, which we may exercise if certain conditions are met.

(5) These loans are also secured by a 4.0 million letter of credit. These loans are cross-collateralized by the two properties.

(6) We have entered into interest rate swap or interest rate cap agreements as a cash flow hedge for interest generated by these US LIBOR,
EURIBOR and GBP LIBOR based loans. See note 9 for further information.

(7) Based on exchange rate of $1.41 to 1.00 as of June 30, 2009 and $1.40 to 1.00 as of December 31, 2008.

(8) Based on exchange rate of $1.65 to £1.00 as of June 30, 2009 and $1.46 to £1.00 as of December 31, 2008.

(9) A one-year extension is available, which we may exercise if certain conditions are met.

(10) This loan is also secured by a 1.3 million letter of credit.

(11) If the loan is not repaid by March 1, 2012, the interest rate increases to the greater of 9.62% or the then treasury rate plus 2%.

(12) The interest rate under our revolving credit facility equals either (i) US LIBOR, EURIBOR and GBP LIBOR (ranging from 1- to 6-month
maturities) plus a margin of between 1.10% and 2.00% or (ii) the greater of (x) the base rate announced by the lender and (y) 1/2 of 1% per
annum above the federal funds rate, plus a margin of between 0.100% 1.000%. In each case, the margin is based on our total leverage ratio.
We incur a fee ranging from 0.125% to 0.20% for the unused portion of our unsecured revolving credit facility.

(13) Balances as of June 30, 2009 and December 31, 2008 are as follows (balances, in thousands):

Balance as of Weighted-average Balance as of Weighted-average
Denomination of Draw June 30, 2009 interest rate December 31, 2008 interest rate
UsS ($) $ 25,000 1.41% $ 92,000 1.79%
Euro ( ) 7,668(a) 2.01% 8,701(a) 4.05%
British Sterling (£) 37,878(b) 3.55%
Total $ 32,668 1.55% $ 138,579 2.41%
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(a) Based on exchange rate of $1.41 to 1.00 as of June 30, 2009 and $1.40 to 1.00 as of December 31, 2008.

(b) Based on exchange rate of $1.65 to £1.00 as of June 30, 2009 and $1.46 to £1.00 as of December 31, 2008.

(14) The holders of the debentures have the right to require the Operating Partnership to repurchase the debentures in cash in whole or in part
for a price of 100% of the principal amount plus accrued and unpaid interest on each of August 15, 2011, August 15, 2016 and August 15,
2021. We have the right to redeem the debentures in cash for a price of 100% of the principal amount plus accrued and unpaid interest
commencing on August 18, 2011.

(15) The holders of the debentures have the right to require the Operating Partnership to repurchase the debentures in cash in whole or in part
for a price of 100% of the principal amount plus accrued and unpaid interest on each of April 15, 2014, April 15, 2019 and April 15, 2024.
We have the right to redeem the debentures in cash for a price of 100% of the principal amount plus accrued and unpaid interest
commencing on April 18, 2014.
As of June 30, 2009, our revolving credit facility had a total capacity of $720.0 million and matures in August 2010, subject to two one-year
extension options exercisable by us. The bank group is obligated to grant extension options provided we give proper notice, we make certain
representations and warranties and no default exists under the revolving credit facility. As of June 30, 2009, borrowings under the revolving
credit facility bore interest at a blended rate of 1.41% (US Dollar) and 2.01% (Euro), which are based on 1-month US LIBOR and 1-month
EURIBOR, respectively, plus a margin of 1.10%. The margin can range from 1.10% to 2.00%, depending on our Operating Partnership s total
overall leverage. The revolving credit facility has a $485.0 million sub-facility for multicurrency advances in British Pound Sterling, Canadian
Dollars, Euros, and Swiss Francs. We intend to use available borrowings under the revolving credit facility to, among other things, finance the
acquisition of additional properties, fund tenant improvements and capital expenditures, fund development and redevelopment activities and to
provide for working capital and other corporate purposes. As of June 30, 2009, approximately $32.7 million was drawn under this facility, and
$13.2 million of letters of credit were issued.

The credit facility contains various restrictive covenants, including limitations on our ability to incur additional indebtedness, make certain
investments or merge with another company, and requirements to maintain financial coverage ratios as well as a pool of unencumbered assets. In
addition, except to enable us to maintain our status as a REIT for federal income tax purposes, we are not permitted during any four consecutive
fiscal quarters to make distributions with respect to common stock or other equity interests in an aggregate amount in excess of 95% of Funds
From Operations, as defined, for such period, subject to certain other adjustments. As of June 30, 2009, we were in compliance with all of the
covenants.
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Some of our mortgage loans are subject to prepayment lock-out periods. The terms of the following mortgage loans contain prepayment lock-out
periods through the dates listed below:

Loan Date
34551 Ardenwood Boulevard 1-4 July 2009
200 Paul Avenue 1-4 November 2010

During the three months ended June 30, 2009 and 2008, we capitalized interest of approximately $2.1 million and $4.7 million, respectively and
for the six months ended June 30, 2009 and 2008, we capitalized interest of approximately $5.2 million and $9.4 million, respectively.

4.125% Exchangeable Senior Debentures due 2026

On August 15, 2006, the Operating Partnership issued $172.5 million of its 4.125% exchangeable senior debentures due August 15, 2026 (the
2006 Debentures). Costs incurred to issue the 2006 Debentures were approximately $5.4 million, net of the amount allocated to the equity
component of the debentures. These costs are being amortized over a period of five years, which represents the estimated term of the 2006
Debentures, and are included in deferred financing costs, net in the consolidated balance sheet. The 2006 Debentures are general unsecured
senior obligations of the Operating Partnership and rank equally in right of payment with all other senior unsecured indebtedness of the
Operating Partnership.

Interest is payable on August 15 and February 15 of each year beginning February 15, 2007 until the maturity date of August 15, 2026. The 2006
Debentures bear interest at 4.125% per annum and contain an exchange settlement feature, which provides that the 2006 Debentures may, under
certain circumstances, be exchangeable for cash (up to the principal amount of the 2006 Debentures) and, with respect to any excess exchange
value, into cash, shares of our common stock or a combination of cash and shares of our common stock at an exchange rate that was initially
30.6828 shares per $1,000 principal amount of 2006 Debentures. The exchange rate on the 2006 Debentures is subject to adjustment for certain
events, including, but not limited to, certain dividends on our common stock in excess of $0.265 per share per quarter (the reference dividend ).
Effective March 12, 2009, the exchange rate has been adjusted to 31.0370 shares per $1,000 principal amount of 2006 Debentures as a result of
the aggregate dividends in excess of the reference dividend that we declared and paid on our common beginning with the quarter ended
December 31, 2006 and through the quarter ended March 31, 2009.

Prior to August 18, 2011, the Operating Partnership may not redeem the 2006 Debentures except to preserve its status as a REIT for U.S. federal
income tax purposes. On or after August 18, 2011, at the Operating Partnership s option, the 2006 Debentures are redeemable in cash in whole or
in part at 100% of the principal amount plus unpaid interest, if any, accrued to, but excluding, the redemption date, upon at least 30 days but not
more than 60 days prior written notice to holders of the 2006 Debentures.

The holders of the 2006 Debentures have the right to require the Operating Partnership to repurchase the 2006 Debentures in cash in whole or in
part on each of August 15, 2011, August 15, 2016 and August 15, 2021, and in the event of a designated event, for a repurchase price equal to
100% of the principal amount of the 2006 Debentures plus unpaid interest, if any, accrued to, but excluding, the repurchase date. Designated
events include certain merger or combination transactions, non-affiliates becoming the beneficial owner of more than 50% of the total voting
power of our capital stock, a substantial turnover of our company s directors within a 12-month period and our ceasing to be the general partner
of the Operating Partnership. Certain events are considered Events of Default, which may result in the accelerated maturity of the 2006
Debentures, including a default for 30 days in payment of any installment of interest under the 2006 Debentures, a default in the payment of the
principal amount or any repurchase price or redemption price due with respect to the 2006 Debentures and the Operating Partnership s failure to
deliver cash or any shares of our common stock within 15 days after the due date upon an exchange of the 2006 Debentures, together with any
cash due in lieu of fractional shares of our common stock.

In addition, the 2006 Debentures are exchangeable (i) prior to July 15, 2026, during any fiscal quarter after the fiscal quarter ended

September 30, 2006, if the closing sale price of the Company s common stock for 20 or more trading days in a period of 30 consecutive trading
days ending on the last trading day of the immediately preceding fiscal quarter exceeds 130% of the exchange price in effect on the last trading
day of the immediately preceding fiscal quarter, (ii) prior to July 15, 2026, during the five business day period after any five consecutive trading
day period in which the average trading price per $1,000 principal amount of 2006 Debentures was equal to or less than 98% of the product of
the closing sale price of the common stock during such period, multiplied by the applicable exchange rate, (iii) if we call the 2006 Debentures
for redemption and (iv) any time on or after July 15, 2026.

We have entered into a registration rights agreement whereby we agreed to register the shares of common stock which could be issued in the
future upon exchange of the 2006 Debentures. We filed the shelf registration statement with the U.S. Securities and Exchange Commission in
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The following table provides additional information about the 2006 Debentures as of the date presented pursuant to requirements under FSP
APB 14-1:

4.125% Exchangeable Senior

Debentures due 2026
June 30,

($ and shares in thousands, except conversion prices) 2009 December 31, 2008
Carrying amount of the equity component $ 18,280 $ 18,280
Principal amount of the liability component $ 172,500 $ 172,500
Unamortized discount of the liability component $ 8,666 $ 10,599
Net carrying amount of the liability component $ 163,834 $ 161,901
Remaining amortization period of discount 25 months (a)
Conversion price $ 32.22 (a)
Number of shares to be issued upon conversion (b) 17 (a)
The amount by which the if-converted value exceeds the principal amount (b) $ 626 (a)
Effective interest rate on liability component 6.75% (a)
Non-cash interest cost recognized for 2009 period $ 1,933 (a)
Cash interest cost recognized for 2009 period $ 3,558 (a)

(a) Data not required by FSP APB 14-1.

(b) In accordance with FSP APB 14-1, we are required to disclose the conversion price and the number of shares on which the aggregate
consideration to be delivered upon conversion is determined (principal plus excess value). Our exchangeable senior debentures require the
entire principal amount to be settled in cash, and at our option, any excess value above the principal amount may be settled in cash or
common shares. Based on the June 30, 2009 closing share price of our common shares and the conversion price in the table above, the
excess value was approximately $626,000; accordingly, approximately 17,000 common shares would be issued if these securities were
settled on this date and we elected to settle the excess value in shares of our common stock.

5.50% Exchangeable Senior Debentures due 2029

On April 20, 2009, the Operating Partnership issued $266.4 million of its 5.50% exchangeable senior debentures due April 15, 2029 (the 2009
Debentures). Costs incurred to issue the 2009 Debentures were approximately $7.8 million. These costs are being amortized over a period of five
years, which represents the estimated term of the 2009 Debentures, and are included in deferred financing costs, net in the consolidated balance
sheet. The Debentures are general unsecured senior obligations of the Operating Partnership and rank equally in right of payment with all other
senior unsecured indebtedness of the Operating Partnership.

Interest is payable on October 15 and April 15 of each year beginning October 15, 2009 until the maturity date of April 15, 2029. The 2009
Debentures bear interest at 5.50% per annum and may be exchanged for shares of our common stock at an exchange rate that was initially
23.2558 shares per $1,000 principal amount of 2009 Debentures. The exchange rate on the Debentures is subject to adjustment for certain
events, including, but not limited to, certain dividends on our common stock in excess of $0.33 per share per quarter (the reference dividend ).
Due to the fact that the exchange feature for the 2009 Debentures must be settled in the common stock of the Company, FSP APB 14-1 does not

apply.

Prior to April 18, 2014, the Operating Partnership may not redeem the Debentures except to preserve its status as a REIT for U.S. federal income
tax purposes. On or after April 18, 2014, at the Operating Partnership s option, the Debentures are redeemable in cash in whole or in part at 100%
of the principal amount plus unpaid interest, if any, accrued to, but excluding, the redemption date, upon at least 30 days but not more than 60
days prior written notice to holders of the Debentures.

The holders of the 2009 Debentures have the right to require the Operating Partnership to repurchase the Debentures in cash in whole or in part

on each of April 15, 2014, April 15, 2019 and April 15, 2024, and in the event of a designated event, for a repurchase price equal to 100% of the
principal amount of the Debentures plus unpaid interest, if any, accrued to, but excluding, the repurchase date. Designated events include certain
merger or combination transactions, non-affiliates becoming the beneficial owner of more than 50% of the total voting power of our capital

stock, a substantial turnover of our company s directors within a 12-month period without the approval of existing members and our ceasing to be
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the general partner of the Operating Partnership. Certain events are considered Events of Default, which may result in the accelerated maturity of
the 2009 Debentures, including a default for 30 days in payment of any installment of interest under the 2009 Debentures, a default in the

payment of the principal amount or any repurchase price or redemption price due with respect to the 2009 Debentures and the Operating
Partnership s failure to deliver shares of our common stock within 15 days after the due date upon an exchange of the 2009 Debentures, together
with any cash due in lieu of fractional shares of our common stock.
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We have entered into a registration rights agreement whereby we must register the shares of common stock which could be issued in the future
upon exchange. If we fail to file a shelf registration statement with the U.S. Securities and Exchange Commission within 270 days of the closing
of the offering of the Debentures, and such registration statement is not declared effective within such 270-day period, for the first 90 days
following such failure, the annual interest rate of the Debentures will increase to 5.75% per annum until the registration statement is declared
effective. Thereafter, the annual interest rate of the Debentures will increase to 6.00% per annum until the registration statement is declared
effective.

5. Income per Share

The following is a summary of basic and diluted income per share (in thousands, except share and per share amounts):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(adjusted) (adjusted)
Net income available to common stockholders $ 10,271 $ 3,094 $ 20,566 $ 5,413
Weighted average shares outstanding basic 76,121,380 65,889,122 75,416,483 65,660,354
Potentially dilutive common shares:
Stock options 195,699 289,866 185,826 277,924
Class C Units (2005 Grant) 899,170 893,622
Excess exchange value of 4.125% exchangeable senior debentures
due 2026 534,123 990,442 204,172 732,063
Weighted average shares outstanding - diluted 76,851,202 68,068,600 75,806,481 67,563,963
Income per share:
Basic $ 0.13 $ 0.05 $ 0.27 $ 0.08
Diluted $ 0.13 $ 0.05 $ 0.27 $ 0.08

On or after July 15, 2026, the 2006 Debentures may be exchanged at the then applicable exchange rate for cash (up to the principal amount of
the 2006 Debentures) and, with respect to any excess exchange value, into cash, shares of our common stock or a combination of cash and
shares of our common stock. The 2006 Debentures are also exchangeable prior to July 15, 2026, but only upon the occurrence of certain
specified events. During the three and six months ended June 30, 2009 and 2008, the weighted average common stock price exceeded the strike
price as of June 30, 2009 and 2008 of $32.22 and $32.59 per share, respectively. Therefore, using the treasury method, 534,123 and 990,442
shares of common stock contingently issuable upon settlement of the excess exchange value were included as potentially dilutive common
shares in determining diluted earnings per share for the three months ended June 30, 2009 and 2008, respectively and 204,172 and 732,063
shares of common stock for the six months ended June 30, 2009 and 2008, respectively

We have excluded the following potentially dilutive securities in the calculations above as they would be antidilutive or not dilutive:

Six Months Ended
Three Months Ended June 30, June 30,
2009 2008 2009 2008
Weighted average of common Operating Partnership units not owned by us 5,877,187 6,464,455 5,861,814 6,604,180
Potentially dilutive outstanding stock options 514,626 584,753 514,626 588,004
Potentially dilutive 5.50% Senior Exchangeable Debentures due 2029 4,901,812 2,464,447
Potentially dilutive outstanding Class C Units (2007 Grant) 685,036 750,724 685,036 750,724
Potentially dilutive Series C Cumulative Convertible Preferred Stock 3,614,777 3,614,800 3,614,777 3,614,800
Potentially dilutive Series D Cumulative Convertible Preferred Stock 8,215,221 8,217,900 8,215,221 6,628,803

23,808,659 19,632,632 21,355,921 18,186,511
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6. Income Taxes

We have elected to be taxed as a REIT and believe that we have complied with the REIT requirements of the Code as of June 30, 2009. As a
REIT, we are generally not subject to corporate level federal income and excise taxes on taxable income to the extent it is currently distributed to
our stockholders. Since inception, we have distributed 100% of our taxable income and we intend to do so for the tax year ending December 31,
2009. As such, no provision for federal income taxes has been included in the accompanying interim condensed consolidated financial
statements for the three and six months ended June 30, 2009 and 2008.

18

Table of Contents 32



Edgar Filing: Digital Realty Trust, Inc. - Form 10-Q

Table of Conten

As a REIT, we are subject to local and state taxes in certain states where we operate. We are also subject to foreign income taxes in countries
that do not recognize U.S. REITs under their respective tax laws. Income taxes for these jurisdictions are accrued, as necessary, for the three and
six months ended June 30, 2009 and 2008.

We have elected taxable REIT subsidiary (TRS) status for some of our consolidated subsidiaries. In general, a TRS may provide services that
would otherwise be considered impermissible for REITs and hold assets that we cannot hold directly. Income taxes for TRS entities are accrued,
as necessary, for the three and six months ended June 30, 2009.
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7. Equity
(a) Stockholders and Noncontrolling Interests Equity

The following table presents a reconciliation of the carrying amount of equity for the period indicated ($ in thousands):

Noncontrolling
Accumulated NoncontrollingInterests
Number Dividends Accumulated Interests in
of Additional in Other Total in Consolidated Total
Preferred Common Common Paid-in Excess of ComprehensivStockholders Operating JointNoncontrolling Total
Stock Shares Stock Capital Earnings  Loss, net Equity  Partnership Venture Interests Equity

Balance as of

January 1,2009  $ 662,448 73,306,703 $ 732 $ 1,057,107 $ (166,863) $ (49,503) $ 1,503,921 $ 66,797 $ 4,358 $ 71,155 $ 1,575,076
Conversion of

units to common

stock 196,267 2 2,250 2,252 (2,252) (2,252)
Issuance of
restricted stock 102,482

Gross proceeds

from sale of

common stock 2,500,000 25 83,725 83,750 83,750

Common stock

offering costs (519) (519) (519)

Exercise of stock

options 32,653 505 505 505

Amortization of

unearned

compensation

regarding share

based awards 4,455 4,455 4,455

Conversion of

series C and D

preferred stock (110) 2,702 110

Dividends

declared on

preferred stock (20,202) (20,202) (20,202)

Dividends and

distributions on

common stock and

common and

incentive units (50,203) (50,203) (3,914) (3,914) (54,117)

Reclassification of

vested share based

awards (1,826) (1,826) 1,826 1,826

Contributions to

consolidated joint

venture 16,384 16,384 16,384

Net income 40,768 40,768 1,550 74 1,624 42,392

Other

comprehensive

income - foreign

currency

translation

adjustments 21,795 21,795 1,580 1,580 23,375

Other

comprehensive

income - fair value

of interest rate

swaps (1,111) (1,111) (89) (89) (1,200)
1,363 1,363 102 102 1,465
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Other
comprehensive
income -
reclassification of
other
comprehensive
income to interest
expense

Balance as of
June 30, 2009 $ 662,338 76,140,807 $ 759 $ 1,145,807
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$ (196,500) $ (27,456) $ 1,584,948 $ 65,600 $ 20,816 $ 86,416 $ 1,671,364
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(b) Noncontrolling Interests in Operating Partnership

Noncontrolling interests in the Operating Partnership relate to the interests that are not owned by us. The following table shows the ownership
interest in the Operating Partnership as of June 30, 2009 and December 31, 2008:

June 30, 2009 December 31, 2008
Number of Percentage of Number of Percentage of
units total units total
The Company 76,140,807 92.8% 73,306,703 92.6%
Noncontrolling interests consist of:
Common units held by third-parties 4,480,549 5.5 4,530,549 5.7
Incentive units held by employees and directors (see note 8) 1,392,021 1.7 1,288,581 1.7
82,013,377 100.0% 79,125,833 100.0%

Limited partners have the right to require the Operating Partnership to redeem part or all of their common units for cash based on the fair market
value of an equivalent number of shares of our common stock at the time of redemption. Alternatively, we may elect to acquire those common
units in exchange for shares of our common stock on a one-for-one basis, subject to adjustment in the event of stock splits, stock dividends,
issuance of stock rights, specified extraordinary distributions and similar events. Pursuant to EITF D-98, we applied the provisions of EITF
00-19 to evaluate whether we control the actions or events necessary to issue the maximum number of shares that could be required to be
delivered under the share settlement of the noncontrolling Operating Partnership common and incentive units. Based on the results of this
analysis, we concluded that the common and incentive Operating Partnership units met the criteria to be classified within equity. As a result, as
of December 31, 2008, we have reclassified the noncontrolling Operating Partnership common and incentive units totaling approximately $65.9
million from the mezzanine section to equity section of our condensed consolidated balance sheet.
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The redemption value of the noncontrolling Operating Partnership common and the vested incentive units was approximately $193.4 million and
$181.9 million based on the closing market price of the Company s common stock on June 30, 2009 and December 31, 2008, respectively.

The following table shows activity for the noncontrolling interests in the Operating Partnership for the six months ended June 30, 2009:

Common Units Incentive Units Total

As of December 31, 2008 4,530,549 1,288,581 5,819,130
Redemption of common units for shares of our common stock o (50,000) (50,000)
Conversion of incentive units held by employees and directors for shares of our

common stock "’ (146,267) (146,267)
Cancellation of incentive units held by employees and directors (20,252) (20,252)
Grant of incentive units to employees and directors 269,959 269,959
As of June 30, 2009 4,480,549 1,392,021 5,872,570

(1) This redemption was recorded as a reduction to noncontrolling interests in Operating Partnership and an increase to common stock and
additional paid in capital based on the book value per unit in the accompanying condensed consolidated balance sheet.
Under the terms of certain third parties (the eXchange parties) contribution agreements signed in the third quarter of 2004, we have agreed to
indemnify each eXchange party against adverse tax consequences in the event the Operating Partnership directly or indirectly sells, exchanges or
otherwise disposes of (whether by way of merger, sale of assets or otherwise) in a taxable transaction any interest in 200 Paul Avenue 1-4 or
1100 Space Park Drive until the earlier of November 3, 2013 and the date on which these contributors or certain transferees hold less than 25%
of the Operating Partnership common units issued to them in the formation transactions consummated concurrently with the IPO. Under the
eXchange parties amended contribution agreement, the Operating Partnership has agreed to make approximately $17.8 million of indebtedness
available for guaranty by the eXchange parties until the earlier of November 3, 2013 and the date on which these contributors or certain
transferees hold less than 25% of the Operating Partnership common units issued to them in the formation transactions consummated
concurrently with the IPO, and we have agreed to indemnify each eXchange party against adverse tax consequences if the Operating Partnership
does not provide such indebtedness to guarantee.

(c) Dividends and Distributions

In 2009, we have declared the following dividends and equivalent distributions on units in our Operating Partnership (in thousands):

Common Stock and

Dividend and Operating Partnership
Date dividend and distribution payable Series A Series B Series C Series D Common and Incentive
distribution declared date Preferred Stock (WPreferred Stock @Preferred Stock ()Preferred Stock 9 Units &
February 24, 2009 March 31, 2009 $ 2,199 $ 1,246 $ 1,914 $ 4,742 $ 27,053
April 28, 2009 June 30, 2009 $ 2,199 $ 1,246 $ 1,914 $ 4,742 $ 27,064
Total $ 4,398 $ 2,492 $ 3,828 $ 9,484 $ 54,117

(1) $2.125 annual rate of dividend per share.

(2)  $1.969 annual rate of dividend per share.
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(3)  $1.094 annual rate of dividend per share.

(4) $1.375 annual rate of dividend per share.

(5) $1.320 annual rate of dividend and distribution per share and unit.

Distributions out of our current or accumulated earnings and profits are generally classified as ordinary income whereas distributions in excess

of our current and accumulated earnings and profits, to the extent of a stockholder s U.S. federal income tax basis in our stock, are generally
classified as a return of capital. Distributions in excess of a stockholder s U.S. federal income tax basis in our stock are generally characterized as
capital gain. Cash provided by operating activities has been sufficient to fund all distributions.
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8. Incentive Plan

Our 2004 Incentive Award Plan provides for the grant of incentive awards to employees, directors and consultants. Awards issuable under the
2004 Incentive Award Plan include stock options, restricted stock, dividend equivalents, stock appreciation rights, long-term incentive units,
cash performance bonuses and other incentive awards. Only employees are eligible to receive incentive stock options under the 2004 Incentive
Award Plan. Initially, we had reserved a total of 4,474,102 shares of common stock for issuance pursuant to the 2004 Incentive Award Plan,
subject to certain adjustments set forth in the 2004 Incentive Award Plan. On May 2, 2007, our stockholders approved the First Amended and
Restated Digital Realty Trust, Inc., Digital Realty Services, Inc. and Digital Realty Trust, L.P. 2004 Incentive Award Plan (the Amended and
Restated 2004 Incentive Award Plan). The Amended and Restated 2004 Incentive Award Plan increases the aggregate number of shares of stock
which may be issued or transferred under the plan by 5,000,000 shares to a total of 9,474,102 shares, and provides that the maximum number of
shares of stock with respect to awards granted to any one participant during a calendar year will be 1,500,000 and the maximum amount that
may be paid in cash during any calendar year with respect to any performance-based award not denominated in stock or otherwise for which the
foregoing limitation would not be an effective limitation for purposes of Section 162(m) of the Code will be $10.0 million.

As of June 30, 2009, 4,058,039 shares of common stock or awards convertible into or exchangeable for common stock remained available for
future issuance under the Amended and Restated 2004 Incentive Award Plan. Each long-term incentive and Class C Unit issued under the
Amended and Restated 2004 Incentive Award Plan will count as one share of common stock for purposes of calculating the limit on shares that
may be issued under the Amended and Restated 2004 Incentive Award Plan and the individual award limit discussed above.

(a) Long Term Incentive Units

Long-term incentive units, which are also referred to as profits interest units, may be issued to eligible participants for the performance of
services to or for the benefit of the Operating Partnership. Long-term incentive units, whether vested or not, will receive the same quarterly per
unit distributions as Operating Partnership common units, which equal per share distributions on our common stock. Initially, long-term
incentive units do not have full parity with common units with respect to liquidating distributions. If such parity is reached, vested long-term
incentive units may be converted into an equal number of common units of our Operating Partnership at any time, and thereafter enjoy all the
rights of common units of our Operating Partnership, including redemption rights.

In order to achieve full parity with common units, long-term incentive units must be fully vested and the holder s capital account balance in
respect of such long-term incentive units must be equal to the capital account balance of a holder of an equivalent number of common units.

(The capital account balance attributable to each common unit is generally expected to be the same, in part because of the amount credited to a
partner s capital account upon their contribution of property to the Operating Partnership, and in part because the partnership agreement provides,
in most cases, that allocations of income, gain, loss and deduction (which will adjust the partners capital accounts) are to be made to the
common units on a proportionate basis. As a result, with respect to a number of long-term incentive units, it is possible to determine the capital
account balance of an equivalent number of common units by multiplying the number of long-term incentive units by the capital account balance
with respect to a common unit.)

A partner s initial capital account balance is equal to the amount the partner paid (or contributed to the Operating Partnership) for its units and is
subject to subsequent adjustments, including with respect to the partner s share of income, gain or loss of the Operating Partnership. Because a
holder of long-term incentive units generally will not pay for the long-term incentive units, the initial capital account balance attributable to such
long-term incentive units will be zero. However, the Operating Partnership is required to allocate income, gain, loss and deduction to the

partners capital accounts in accordance with the terms of the partnership agreement, subject to applicable Treasury Regulations. The partnership
agreement provides that holders of long-term incentive units will receive special allocations of gain in the event of a sale or hypothetical sale of
assets of our Operating Partnership prior to the allocation of gain to the Company or other limited partners with respect to their common units.
The amount of such allocation will, to the extent of any such gain, be equal to the difference between the capital account balance of a holder of
long-term incentive units attributable to such units and the capital account balance attributable to an equivalent number of common units. If and
when such gain allocation is fully made, a holder of long-term incentive units will have achieved full parity with holders of common units. To

the extent that, upon an actual sale or a hypothetical sale of the Operating Partnership s assets as described above, there is not sufficient gain to
allocate to a holder s capital account with respect to long-term incentive units, or if such sale or hypothetical sale does not occur, such units will
not achieve parity with common units.

The term hypothetical sale refers to circumstances that are not actual sales of the Company s assets but that require certain adjustments to the
value of the Operating Partnership s assets and the partners capital account balances. Specifically, the partnership agreement provides that, from
time to time, in accordance with applicable Treasury Regulations, the Operating Partnership will adjust the value of its assets to equal their
respective fair market values, and adjust the partners capital accounts, in accordance with the
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terms of the partnership agreement, as if the Operating Partnership sold its assets for an amount equal to their value. Times for making such
adjustments generally include the liquidation of the Operating Partnership, the acquisition of an additional interest in the Operating Partnership
by a new or existing partner in exchange for more than a de minimis capital contribution, the distribution by the Operating Partnership to a
partner of more than a de minimis amount of partnership property as consideration for an interest in the Operating Partnership, in connection
with the grant of an interest in the Operating Partnership (other than a de minimis interest) as consideration for the performance of services to or
for the benefit of the Operating Partnership (including the grant of a long-term incentive unit), and at such other times as may be desirable or
required to comply with the Treasury Regulations.

During the six months ended June 30, 2009 and 2008, certain employees were granted an aggregate of 148,310 and 95,652 long-term incentive
units, respectively, which, in addition to a service condition, are subject to a performance condition that impacts the number of units ultimately
granted to the employee. The performance condition is based upon our achievement of the respective fiscal years Funds From Operations per
share targets. Upon evaluating the results of the performance condition, the final number of units is determined and such units vest based on
achievement of the service conditions. The service conditions of the awards provide for 20% vesting on each of the first and second
anniversaries of the original grant date and 30% vesting on each of the third and fourth anniversaries of the original grant date provided the
grantee continues employment on each anniversary date. Based on our 2008 FFO per diluted share and unit, as adjusted by our compensation
committee, all of the 2008 long-term incentive units satisfied the performance condition. The grant date fair values, which equal the market price
of our common stock, are being expensed on a straight-line basis over the vesting period of the long-term incentive units, which ranges from
four to five years.

The expense recorded for the three months ended June 30, 2009 and 2008 related to long-term incentive units was approximately $1.2 million
and $0.8 million, respectively and was approximately $2.0 million and $1.2 million for the six months ended June 30, 2009 and 2008,
respectively. We capitalized amounts relating to compensation expense of employees directly engaged in construction and leasing activities of
approximately $0.2 million and $0.3 million for the three and six months ended June 30, 2009, as compared to $0.1 million and $0.2 million for
the three and six months ended June 30, 2008 respectively. Unearned compensation representing the unvested portion of the long-term incentive
units totaled $12.0 million and $7.8 million as of June 30, 2009 and December 31, 2008, respectively. We expect to recognize this unearned
compensation over the next 3.1 years on a weighted average basis.

(b) Class C Profits Interests Units

On May 2, 2007, we granted to each of our named executive officers and certain other officers and employees an award of Class C Units of the
Operating Partnership under the First Amended and Restated 2004 Incentive Award Plan (2007 Grant).

The Class C Units subject to this award will vest based on the achievement of a total shareholder return (which we refer to as the market
condition) as measured on November 1, 2008 (which we refer to as the first measurement date) and May 1, 2010 (which we refer to as the
second measurement date). If:

with respect to the first measurement date, we achieve a total shareholder return equal to at least 18% over a period commencing on
May 2, 2007 and ending on November 1, 2008; and

with respect to the second measurement date, we achieve a total shareholder return equal to at least 36% over a period commencing
on May 2, 2007 and ending on the earlier of May 1, 2010 and the date of a change in control of our company,
the aggregate amount of the 2007 Grant award pool will be equal to 8% of the excess shareholder value, as defined, created during the applicable
performance period, but in no event will the amount of the pool exceed:

$17 million for the first measurement date; or

$40 million (less the amount of the award pool as of the first measurement date) for the second measurement date.
The first and second measurement dates may be accelerated as follows:
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in the event that during any 60 consecutive days ending prior to November 1, 2008, the 2007 Grant award pool, if calculated on each
day during such period, equals or exceeds $17.0 million on each such day, the first measurement date will be accelerated to the last
day of the 60-day period;

in the event that during any 60 consecutive days ending prior to May 1, 2010, the 2007 Grant award pool, if calculated on each day
during such period, equals or exceeds $40.0 million on each such day, the second measurement date will be accelerated to the last
day of the 60-day period; and

upon a change in control of the Company.
Except in the event of a change in control of our company, 60% of the Class C Units that satisfy the applicable market condition will vest at the
end of the three year period subsequent to grant and an additional 1/60th of such Class C Units will vest on the date of each monthly anniversary
thereafter, provided that the employee s service has not terminated prior to the applicable vesting date. The market condition with respect to the
first measurement date was not achieved.
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If the market condition and the other service conditions, as described above, are satisfied with respect to a Class C Unit, the Class C Unit will be
treated in the same manner as the existing long-term incentive units issued by the Operating Partnership, including with respect the conditions
for achieving parity with common units.

To the extent that any Class C Units fail to satisfy the market condition on the measurement dates discussed above, such Class C Units will
automatically be cancelled and forfeited by the employee. In addition, any Class C Units which are not eligible for pro rata vesting in the event
of a termination of the employee s employment due to death or disability or without cause (or for good reason, if applicable) will automatically
be cancelled and forfeited upon a termination of the employee s employment.

In the event that the value of the employee s allocated portion of the award pool that satisfies the market condition equates to a number of Class
C Units that is greater than the number of Class C Units awarded to the executive, we will make an additional payment to the executive in the
form of a number of shares of our restricted stock equal to the difference subject to the same vesting requirements as the Class C Units.

As of June 30, 2009 and December 31, 2008, approximately 751,000 Class C Units related to the 2007 Grant had been awarded to our executive
officers and other employees. The fair value of the 2007 Grant was measured on the grant date using a Monte Carlo simulation to estimate the
probability of the multiple market conditions being satisfied. The Monte Carlo simulation uses a statistical formula underlying the Black-Scholes
and binomial formulas, and such simulation was run approximately 100,000 times. For each simulation, the value of the payoff was calculated at
the settlement date and was then discounted to the grant date at a risk-free interest rate. The expected value of the Class C units on the grant date
was determined by multiplying the average of the values over all simulations by the number of outstanding shares of common stock and
Operating Partnership units. The valuation was performed in a risk-neutral framework, so no assumption was made with respect to an equity risk
premium. Other significant assumptions used in the valuation included an expected term of 36 months, expected stock price volatility of 23%, a
risk-free interest rate of 4.6%, and a dividend growth rate of 5.0 percent. The fixed award limit under the plan is $17 million for the first market
condition and $40 million for the second market condition, and there were 69.2 million shares of common stock and Operating Partnership units
outstanding as of the 2007 grant date. The grant date fair value of these awards of approximately $11.8 million will be recognized as
compensation expense on a straight line basis over the expected service period of five years. The unearned compensation as of June 30, 2009
and December 31, 2008 was $6.1 million and $7.8 million, respectively. As of June 30, 2009 and December 31, 2008, none of the above awards
had vested. We recognized compensation expense related to these Class C Units of $0.5 million and $0.5 million for the three months ended
June 30, 2009 and 2008, respectively, and $0.7 million and $1.0 million for the six months ended June 30, 2009 and 2008. We capitalized
amounts relating to compensation expense of employees directly engaged in construction and leasing activities of $0.1 million and $0.1 million
for the three months ended June 30, 2009 and 2008, respectively, and $0.1 million and $0.2 million for the six months ended June 30, 2009 and
2008, respectively.

(c) Stock Options

The fair value of each option granted under the 2004 Incentive Award Plan is estimated on the date of the grant using the Black-Scholes
option-pricing model. For the three and six months ended June 30, 2009 and 2008, no stock options were granted. The fair values are being
expensed on a straight-line basis over the vesting period of the options, which ranges from four to five years. The expense recorded for the three
months ended June 30, 2009 and 2008 was approximately $0.2 million and $0.3 million, respectively and approximately $0.5 million and $0.6
million for the six months ended June 30, 2009 and 2008, respectively. We capitalized amounts relating to compensation expense of employees
directly engaged in construction and leasing activities of approximately $61,000 and $68,000 for the three months ended June 30, 2009 and
2008, respectively and $122,000 and $112,000 for the six months ended June 30, 2009 and 2008, respectively. Unearned compensation
representing the unvested portion of the stock options totaled $3.0 million and $3.6 million as of June 30, 2009 and December 31, 2008,
respectively. We expect to recognize this unearned compensation over the next 2.6 years on a weighted average basis.
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The following table summarizes the 2004 Incentive Award Plan s stock option activity for the six months ended June 30, 2009:

Six months ended
June 30, 2009

Weighted average
Shares exercise price
Options outstanding, beginning of period 929,011 $ 29.70
Exercised (32,653) 15.49
Cancelled / Forfeited (45,084) 38.77
Options outstanding, end of period 851,274 $ 29.76
Exercisable, end of period 527,153 $ 24.56
The following table summarizes information about stock options outstanding and exercisable as of June 30, 2009:
Options outstanding Options exercisable
Weighted Weighted
average average Weighted
remaining Weighted remaining average Aggregate
Number contractual life average Aggregate Number contractual life  exercise Intrinsic
Exercise price outstanding (years) exercise price Intrinsic Value exercisable (years) price Value
$12.00-13.02 255,997 533 $ 12.03 $ 6,098,133 255,997 533 $ 12.03 $6,098,133
$13.47-14.50 12,500 5.59 14.19 270,738 12,500 559 §$ 14.19 270,738
$20.37-28.09 70,318 6.49 23.41 874,721 32,229 648 $§ 23.40 401,395
$33.18-41.73 512,459 7.73 39.87 226,427 7.71 39.46
851,274 688 $ 29.76 $ 7,243,592 527,153 643 $ 2456 $6,770,266

(d) Restricted Stock

During the six months ended June 30, 2009 and 2008, certain employees were granted an aggregate of 48,815 and 27,859 shares of restricted
stock, respectively. The grant date fair values, which equal the market price of our common stock, are being expensed on a straight-line basis
over the vesting period of the restricted stock, which is four years. During the six months ended June 30, 2009 and 2008, certain employees were
granted an aggregate of 53,909 and 34,822 shares of restricted stock which, in addit