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TO OUR SHAREHOLDERS

THE ROAD AHEAD

These are incredibly challenging times. As shareholders,
we have all experienced a significant decrease in the
value of our investment in ProLogis. It is fair to wonder
how we got here, and how we plan to manage for the

road ahead.

In hindsight, the company took on a tremendous
amount of development, particularly in the last two
years, driven by growth in international trade and
strong demand across our global markets. However,
when credit markets abruptly shut down and global
economies contracted sharply, we were faced with
a large pipeline of properties under development
and not yet leased that were largely financed on
our balance sheet. This situation required us to act
quickly fo reduce both the level of risk and debt in

our business.

First and foremost, we had a change in the CEO role.
| would like fo thank Jeff Schwariz for leading us into
international markets and growing our business in
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ways unimaginable 10 years ago. He accomplished

a great deal during his 14 years with ProLogis.
Unfortunately, for the foreseeable future, we have had
fo put our expansion plans on hold as most companies
are doing in this economic environment. Today, we
are making the tough operational and financial
choices necessary to ensure we weather this storm
and preserve our market leadership position. We will
operate this company with a different mindset moving
forward - one that focuses on our balance sheet and
the conservation of capital. With this focus, our senior
management team implemented a plan in November

to reposition the company for long-term growth.

Action Plan

We are managing our business not just for the
current environment but in anticipation of global
economies continuing to be soft through the
remainder of the year. We have established a goal

to de-leverage our balance sheet by $2 billion by



ProLogis Defined Funds from Operations

(per share) (in billions)
$4.61
$3.69 $3.68* $6.42
$2.76
2006 2007 2008 2006 2007

*Excludes significant non-cash items
of $3.00 in 2008

the end of 2009 and hope to outperform that target.
Our plan calls for refinancing and renegotiating debt
both on ProLogis’ balance sheet and in our property
funds. We are targeting regional portfolio sales and
shrinking our development pipeline through a halt in
both new development and dispositions of properties
fo funds. We also are retaining capital through reduced
spending and a lower cash dividend level. In this
report, we will detail the initiatives we have already
implemented, as well as those we continue to pursue.

Reducing Risk

We will minimize the risk in our business by reducing
the size of our development pipeline while shifting
toward a larger base of wholly owned properties.
Beginning in the fourth quarter, we eliminated

all but pre-committed development starts and

land acquisitions for the foreseeable future and, if
necessary, will continue to maintain this posture
throughout 2009.

Total Revenue™

*As reported in FFO; includes development
disposition proceeds
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Total Assets Owned, Managed
and Under Development™

(in billions)
$34.86
$31.61
$5.84
$2417
2008 2006 2007 2008

*Does not include China operations or Japan
fund interests that we sold in February 2009;
includes 100% of unconsolidated investees

We also have reduced our exposure to emerging
markefs by exiting China and closing our offices in
India and the Gulf Cooperation Council countries, as
well as postponing our early stage efforts in Brazil.
We will evaluate re-entry info these markets at some
point in the future, but for now, we are intent on
strengthening our core business in markets where

we have a significant presence, while mitigating

risk and reducing costs. We have redeployed some

of the ProLogis team members associated with the
closed offices into other regions, thereby retaining the
expertise necessary fo re-establish an emerging market

presence as conditions permit.

In February, we sold our China operations and our

20 percent interest in our Japan property funds for
$1.3 billion plus assumed liabilities. This was not an
easy decision; however, it was the right decision given
the challenges of the current capital environment.
The transaction enabled us to retain our current



development pipeline in Japan and our operations in
South Korea, while providing a substantial infusion of

cash fo pay down debt and improve our liquidity.

We have trimmed our overhead structure to reflect
the current level of business activity and our outlook
for lower near-term earnings. Unfortunately, we have
had fo reduce our workforce in order fo achieve our
objective of a 20 to 25 percent decrease in general
and administrative expenses. This is in no way a
reflection of the work done by our associates. The
ProLogis team is the best in the industry, and | am

grateful for everyone’s hard work and contributions.

Even though we are facing difficult times, ProLogis
associates delivered outstanding results, achieving
record total leasing in 2008. We continued to raise
the sustainability bar in our industry, introducing green
warehouse initiatives in the United States and the
United Kingdom and being included in the Global and
North America Dow Jones Sustainability Indexes. We
also made progress on our renewable energy goals
with rooffop solar installations in France, Germany,
Japan and the United States.

4

Prologis :

While we must make changes to our business

in the near term, | am confident we will continue fo
develop and grow our platform when market conditions
improve, albeit in a more conservative manner. As a
Wall Street analyst noted in response fo our action
plan, “Only execution can overcome the sum of all
fears.” This has become our mantra. | can assure you
that the entire management team and our board

are committed to de-risking and de-leveraging our
business and rebuilding for the future.

Thank you for your support.

Walter C. Rakowich
Chief Executive Officer
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DE-RISKING

SIGNIFICANT PROGRESS

We are making significant progress in our efforts to
mitigate risk by reducing the size of our development
pipeline, actively growing our Investment Management
business and focusing on our core operations.

Supported by continued strong markets at the start of
2008, we had planned to begin $4.4 to $4.8 billion of
new development during the year. At the onset of the
calamitous events in the financial markets that began
in late 2008, we immediately halted plans for all new
development and stopped more than $500 million of
pre-construction developments in progress, ending
the year with just over $2 billion of starts. In the fourth
quarter, we reduced our development pipeline by
more than a third — from $8 billion to $5 billion - due
fo the reduction in construction activity, the sale of
our China operations and contributions of developed
properties into the property funds in our Investment
Management business.
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Third-party logistics  :
providers look fo us to
provide flexible space in
key distribution markets

around the world.

For the last decade, equity commitments from property
fund investors in our Investment Management
business have represented a dedicated source

of capital for the acquisition of our fully leased
developments. Historically, we confributed our newly
developed and leased properties info these funds,
using the proceeds to develop new properties, while
refaining an ownership interest in the funds and
earning management fees. In this way, we grew our
development business and assets under management

in the property funds.

Today, our focus has shifted. In the fourth quarter of
2008, we contributed properties valued at $1.2 billion
to our funds in North America, Europe and Japan.

We are using those proceeds to complete existing
development projects and pay down debt. In the
current climate, where commercial property valuations
have declined and access to credit continues fo be
challenging, our third-party fund investors also have



shifted their focus. We are working closely with our
fund partners to ensure we meet their objectives and
provide mutually beneficial solutions. As a result of
changes in our fund investor preferences and a decline
in development profit margins, our strategy is to retain
much of our remaining global development portfolio
on our balance sheet as income-producing assets —
no different than the income-producing assets we have
owned for years. By continuing to own these buildings,
we also improve the geographic diversity of our wholly

owned portfolio.

Focus On Core

In concert with all these initiatives, we are
concentrating on our core business — owning and
managing industrial facilities while providing superior
customer service, both in our direct-owned and
property fund portfolios. As part of the China operations

sale, we exited the retail business in China and,
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likewise, are evaluating our plans going forward for our
U.S. and European mixed-use and retail businesses.

The industrial property sector is one of the lowest-risk
property types. It experiences much less variability

in occupancies throughout business cycles and

has some of the lowest capital maintenance and
customer turnover costs. Due fo the recent downturn,
construction of new competitive distribution facilities
has dropped, thus tightening supply. We recognize
that industrial fundamentals are softening, and we
anticipate further decreases in occupancies and

rent levels. Therefore, we are increasing the focus

of our marketing efforts on leasing and emphasizing
the priority of customer service to reduce downtime,
generate revenue and enhance our already above-
average customer retention. While we are bracing for
a fough year, we believe our strong relationships with
our diversified and stable customer base will help

mitigate our risk.
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DE-LEVERAGING

REDUCED DEBT

We have already made significant progress toward
our goal of reducing balance sheet debt by $2 billion.
In 2008, we sold or contributed a total of $4.9 billion
of properties to third parties or fo ProLogis property
funds. Roughly $1.3 billion of this amount was
completed in the fourth quarter, generating proceeds
that were used to reduce debt and complete

properties begun prior fo our halt in new construction.

The sale of our China operations and our 20 percent
interest in our Japan funds in the beginning of 2009
generated another $1.3 billion of cash proceeds

that will be used fo reduce debt. In addition, we have
earmarked another $1.3 to $1.5 billion of industrial
properties for potential sale to third parties or for
contribution fo our property funds this year. We expect
fo generate this additional near-term liquidity both
from our development portfolio and from the sale of

assefs we have owned for a longer period of time.
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While the size of these portfolio sales may seem
dramatic, we remain one of the world’s largest providers
of distribution space with the most geographically
diverse portfolio of properties. From this vantage
point, we retain full capability to meet our customers’
requirements globally, offering them the flexibility,
availability and commitment to sustainability and
customer service for which we are widely recognized.
With successful completion of these sales and
contributions, we will emerge a stronger company
with a more conservatively financed base that we can

build upon as market conditions improve.

Opportunities

Also in the fourth quarter of 2008, we successfully
repurchased approximately $310 million of bonds
due in November 2010 af a 30 percent discount o
par value. This allowed us to reduce upcoming
balance sheet maturities at attractive pricing. Given
the continued dislocation in the credit markefs, we



DE-LEVERAGING

may seek fo take advantage of similar opportunities
as they arise and when capital conditions warrant. In
the current environment, we will also look at retiring
debt through secured debt financings and from

cash flow.

During 2008, we obtained a total of $5.1 billion of
debt at the property fund level.This included replacing
existing debt of $3.1 billion at comparable rates. We
also established warehouse lines of credit in two of
our property funds with total capacity of $1.7 billion.
These lines of credit allow the funds fo use bridge
financing following contributions until longer-term,
secured financing can be put in place. In spite

of the difficult credit markets, we believe our strong
relationships with our lenders will serve us well as

we address upcoming maturities.
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Flexibility

At the end of the year, we had $3.2 billion outstanding
under our global lines of credit, with about $1.1 billion
of remaining capacity and $175 million in cash. Given
our plans fo significantly reduce our development
spending, combined with anticipated proceeds from
asset sales and contributions, we will look to lower the
total commitment available under our global lines of
credit. We already have begun discussions with our
banks and believe this reduction in commitment will
allow us to extend the maturity of our global lines of
credit beyond October 2010, giving us greater flexibility

during these turbulent economic times.
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REBUILDING

BACK TO BASICS

What will ProLogis look like when we emerge from
this market turmoil? While no one can be certain

of the duration of this downturn or what the lasting
effects will be, we can be cerfain about this — we

will continue to be a global enterprise, focused on
our core industrial business, growing our Investment
Management business and resuming development

in markets with strong underlying demand when
conditions warrant. Most importantly, we will do this in

a more conservative manner with a lower level of debt.

Despite the current disruption in global economies,
the long-term business drivers that support the need
for global distribution space will continue. We expect
that low-cost manufacturing will continue to shift

fo places where labor is relatfively inexpensive, and
containerized shipping will continue to grow, supported
by the steady trend toward more liberalized trade.

We have positioned ProLogis to take advantage of

these long-term trends. By offering a global portfolio,
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leveraging our industry-leading reputation for quality
and customer service and maintaining an extensive
land bank fo support customers’ development
requirements, we have established ourselves as a
partner of choice for companies that need high-quality
distribution space in key logistics markets around

the world. For our customers, distribution centers in
the right global markets will continue to be critical to

maintaining efficient, low-cost logistics operations.

Additionally, many companies need to overhaul and
optimize their supply chain networks to make them
more competitive in a global environment. This, in turn,
drives demand for distribution facilities in locations
that minimize transportation costs and provide for high
levels of service to end users. Increasingly, it makes
more sense for customers to lease from a facilities
provider rather than owning their own distribution

centers, since leasing provides customers with



Our land positions in

key logistics markets will

support customer-driven

growth when market  *

conditions improve. .

more flexibility to reconfigure their networks

in response to changing market conditions.

New Approach

We expect to eventually resume development as

a complement to our property operations because
there will continue to be a need for more efficient
distribution centers globally. In doing so, we will create
refurns on our land bank and leverage our strong
internal development expertise. We may develop
within joint ventures and property funds and with less

of our overall capital invested fo reduce risk. We will

have a greater focus on build-to-suit, or pre-committed,

development and will engage in more development-
for-fee business. We also expect to re-establish a
presence in emerging markets when the time is right,
as they will continue to have a prominent role in the

growth of global trade.
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We plan to further expand our Investment
Management business to take advantage of the
distressed situations that inevitably arise following
dramatic market dislocation. As markets stabilize,
private equity will return to real estate, attracted by
its stable cash flows and inflation protection. In that
environment, we expect to leverage our strong private

equity relationships fo raise new funds.

Finally, we plan to expand the renewable energy aspect
of our sustainability initiative by leasing rooftop space
to utilities and independent power producers. In 2008,
we managed construction of two large installations in
the United States — a 2.4 megawatt system in California
and a 1.1 megawatt system in Oregon — demonstrating
we can extend our core leasing business in innovative
ways, creating new customers and new revenue

streams from the same assets at virtually no risk.



PROLOGIS BOARD

Walter C. Rakowich

Stephen L. Feinberg

George L. Fotiades
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William D. Zollars

Andrea M. Zulberti

J.André Teixeira
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FINANCIAL PERFORMANCE

Clearly, 2008 was the most challenging period in recent
history from a financial perspective. Despite these
challenges, we reported funds from operations, excluding
significant non-cash items (FFO), of $3.68 per share, in
line with our full-year expectations. However, we incurred
net, non-cash charges of $811 million, primarily reflecting
dramatic declines in market values of real estate assets.
The net charges included a gain of approximately

$91 million related to the successful repurchase of

a portion of our bonds maturing in 2010.

At the end of 2008, we had nearly $1.25 billion of
liquidity between cash on hand and availability under
our global lines of credit. The sale of our China
operations and our interest in our Japan funds increased
this liquidity by $1.3 billion, and we plan to complete
asset sales and/or contributions of another $1.3 fo
$1.5 billion in 2009.These expected total proceeds of
$2.6 to $2.8 billion will be partially offset by remaining
costs to complete our development pipeline and our
co-investment in property funds, putting us on track fo
reduce our direct debt by approximately $2 billion by
the end of 2009.

For 2009, we currently expect to achieve FFO of between
$1.85 and $2.05 per share.The major assumptions
behind this decrease from 2008 are: a decline in average
occupancies; a significantly lower level of development
gains resulting from decreased property valuations; and
an increase in non-cash interest expense associated with
the required change in accounting for our convertible

bonds; partially offset by anficipated growth in our
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share of returns and fees from our Investment

Management business.

Our challenge and our opportunity for future growth is
to generate income from the $3.0 billion of unleased
developments and $2.5 billion of land that we currently
hold on our balance sheet. We are highly focused on
increasing the leasing in our development pipeline,
continuing fo right-size the company and finding ways
o monetize our land bank, all of which over time will

enhance our core earnings growth rate.

While we believe the ability to generate FFO is incredibly
important, it is not our primary focus in 2009. In this
economic environment, generating liquidity, actively
addressing upcoming debt maturities and positioning
the company to thrive as markets improve are our

highest priorities.

Finally, our board announced an expected $1.00 per
share common dividend rate for 2009. In the first quarter,
we declared a $0.25 per share dividend, which we

paid in cash. Whether to pay dividends in cash or in a
combination of cash and stock is one of the most hotly
debated topics among REIT management teams today.
There is no right or wrong answer; however, we have
generated significant liquidity in the last few months and
believe our shareholders invested with an expectation of
a cash dividend. Our current intent is to pay our regular
dividends in cash, but given the turmoil in credit markets
and the overall economy, we plan to review our position

on this issue on a quarterly basis in 2009.

We look forward to keeping you apprised of our progress.

Lt £t

William E. Sullivan
Chief Financial Officer
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Certain statements contained in this discussion or elsewhere in this report may be deemed “forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995 and Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Words and phrases such
as “expects”, “anticipates”, “intends”, “plans”, “believes”, “seeks”, “estimates”, “designed to achieve”,
variations of such words and similar expressions are intended to identify such forward-looking statements,
which generally are not historical in nature. All statements that address operating performance, events or
developments that we expect or anticipate will occur in the future — including statements relating to rent and
occupancy growth, development activity and changes in sales or contribution volume or profitability of
developed properties, economic and market conditions in the geographic areas where we operate and the
availability of capital in existing or new property funds — are forward-looking statements. These statements are
not guarantees of future performance and involve certain risks, uncertainties and assumptions that are difficult
to predict. Although we believe the expectations reflected in any forward-looking statements are based on
reasonable assumptions, we can give no assurance that our expectations will be attained and therefore, actual
outcomes and results may differ materially from what is expressed or forecasted in such forward-looking
statements. Many of the factors that may affect outcomes and results are beyond our ability to control. For
further discussion of these factors see “Item 1A. Risk Factors” in this annual report on Form 10-K. All

LLINNT3

references to “we”, “us” and “our” refer to ProLogis and our consolidated subsidiaries.

PART 1
ITEM 1. Business

ProLogis is a leading global provider of industrial distribution facilities. We are a Maryland real estate
investment trust (“REIT”) and have elected to be taxed as such under the Internal Revenue Code of 1986, as
amended (the “Code”). Our world headquarters is located in Denver, Colorado. Our European headquarters is
located in the Grand Duchy of Luxembourg with our European customer service headquarters located in
Amsterdam, the Netherlands. Our primary office in Asia is located in Tokyo, Japan.

Our Internet website address is www.prologis.com. All reports required to be filed with the Securities and
Exchange Commission (the “SEC”) are available or may be accessed free of charge through the Investor
Relations section of our Internet website as soon as reasonably practicable after we electronically file such
material with, or furnish it to, the SEC. Our Internet website and the information contained therein or
connected thereto are not intended to be incorporated into this Annual Report on Form 10-K. Our common
shares trade under the ticker symbol “PLD” on the New York Stock Exchange.

We were formed in 1991, primarily as a long-term owner of industrial distribution space operating in the
United States. Over time, our business strategy evolved to include the development of properties for
contribution to property funds in which we maintain an ownership interest and the management of those
property funds and the properties they own. Originally, we sought to differentiate ourselves from our
competition by focusing on our corporate customers’ distribution space requirements on a national, regional
and local basis and providing customers with consistent levels of service throughout the United States.
However, as our customers’ needs expanded to markets outside the United States, so did our portfolio and our
management team. Today we are an international real estate company with operations in North America,
Europe and Asia. Our business strategy is to integrate international scope and expertise with a strong local
presence in our markets, thereby becoming an attractive choice for our targeted customer base, the largest
global users of distribution space, while achieving long-term sustainable growth in cash flow.

Industrial distribution facilities are a crucial link in the modern supply chain, and they serve three primary
purposes for supply-chain participants: (i) ensure accurate and seamless flow of goods to their appointed
destinations; (ii) function as processing centers for goods; and (iii) enable companies to store enough inventory
to meet surges in demand and to cushion themselves from the impact of a break in the supply chain.

At December 31, 2008, our total portfolio of properties owned, managed and under development, including
direct-owned properties and properties owned by property funds and joint ventures that we manage, and
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excluding properties held for sale, consisted of the following properties in North America, Europe and Asia,
broken down as follows:

Number of
Properties Square Feet
(in thousands)
Square feet owned, managed and under development:
Direct owned:
Industrial properties:
Operating PropPerties . . . . . v v v v oo 1,297 195,710
Properties under development . . ......... ... . ... 65 19,837
Retail and mixed use properties . .............. ... .. ... ... . . ..., 34 1,404
Total direct owned . . .. ... .. 1,396 216,951
Investment management-industrial properties . ................. .. .. ..... 1,339 297,665
Total properties owned and under management. . .. .................uuu.... 2,735 514,616

Business Strategy

Recently, the global financial markets have been undergoing pervasive and fundamental disruptions, which
began to impact us late in the third quarter of 2008. As the global credit crisis worsened in the fourth quarter,
it was necessary for us to modify our business strategy. As such, we discontinued most of our new
development and acquisition activities in order to focus on our core business of owning and managing
industrial properties. Narrowing our focus has allowed us to take the necessary steps toward reducing our debt
and maximizing liquidity and cash flow. We believe our current business strategy, coupled with the following
objectives for both the near and long-term, will position us to take advantage of business opportunities upon
the stabilization of the global financial markets.

Near-term objectives:
e Simplify our business model and focus on our core business;
e Complete the development and leasing of properties currently in our development portfolio;

e Manage our core portfolio of industrial distribution properties to maintain and improve our net operating
income stream from these assets;

e Provide exceptional customer service to our current and future customers;

e Generate liquidity through contributions of properties to our property funds and through sales to third
parties;

e Reduce our debt at December 31, 2009 by $2 billion from our debt levels at September 30, 2008, through
debt retirements; utilizing proceeds from property contributions and dispositions and other possible means,
such as buying back outstanding debt and issuing additional equity;

e Recast our global line of credit; and

e Reduce our general and administrative expenses through various cost savings initiatives, including
reductions in workforce.

Longer-term objectives:
e Employ a conservative growth expansion model;

e Develop industrial properties utilizing a portion of our existing land parcels, which we will hold for long-
term direct investment, or otherwise monetize our land holdings through dispositions; and

e Grow the property funds by utilizing the property fund structure for the development of properties and the
opportunistic acquisition of properties from third parties.
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During the fourth quarter of 2008, we took the following steps that we believe will position us to accomplish
the objectives identified above:

e Appointed a new Chief Executive Officer;
e Reduced our expected annual distribution rate from $2.07 to $1.00 per common share;

e Halted the start of substantially all new development activity, other than those we were contractually
committed to complete;

e Entered into a binding contract to sell our China operations and our 20% equity interest in the Japan
property funds for $1.3 billion of cash. This transaction closed in February 2009 with the receipt of
$500 million that was used to pay down debt. The remaining proceeds will be funded upon satisfactory
completion of year-end financial statement audits of certain entities. In the event that the audits reflect a
material disparity from the unaudited information previously furnished, the buyer will have the option to
unwind the transaction. (See Note 21 to our Consolidated Financial Statements in Item 8);

e Purchased $310 million aggregate principal of our senior notes for $217 million in cash;

* Received proceeds of $1.3 billion from the contribution or sale of properties to unconsolidated property
funds or third parties; and

e Implemented a reduction in workforce (“RIF”) plan that, along with other initiatives, will reduce our gross
general and administrative expenses on a prospective basis by approximately $100 million in 2009.

Our Operating Segments

The following discussion of our business segments should be read in conjunction with “Item 1A. Risk
Factors”, our property information presented in “Item 2. Properties”, “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and Note 19 to our Consolidated Financial
Statements in Item 8.

Our business was previously organized into three reportable business segments: (i) direct owned (previously
called property operations); (ii) investment management; and (iii) development or CDFS business. Due to
recent economic conditions, we have modified our business strategy and, as a result, we will no longer
perform the investment and development activities within our CDFS business segment. As a result, we
transferred all of our real estate and other assets that were in our development pipeline to our direct owned
segment and we transferred our investments in industrial and retail joint ventures to our investment
management segment. The discussion that follows discusses the segments as they were through 2008, as well
as what we expect them to be on a prospective basis. Our China operations, which were sold in February
2009, are presented as held for sale at December 31, 2008 and not included in the discussion that follows.

Operating Segments — Direct Owned

Our direct owned segment represents the long-term ownership of industrial properties. Our investment strategy
in this segment focuses primarily on the ownership and leasing of industrial and retail properties in key
distribution markets. We consider these properties to be our Core Properties. Also included in this segment are
real estate properties that were previously acquired or developed within our CDFS business segment and that,
because changes in our business strategy, were transferred to this segment due to our current intent to hold and
operate these assets on a long-term basis. These include operating properties that we previously developed
with the intent to contribute to an unconsolidated property fund. We now refer to these properties as
Completed Development Properties. We also have industrial properties that are currently under development
and land available for development that are part of this segment, the majority of which we plan to hold and
use in this segment.
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Investments

At December 31, 2008, the following properties are in the direct owned segment (square feet and investment
in thousands):

Investment
(before depreciation)

Number of Square at December 31, Leased

Properties Feet/Acres 2008 Percentage
Core Properties . . .................. 1,191 156,351 square feet $8,284,011 92.2%
Completed Development Properties . . . . . 140 40,763 square feet $3,031,449 43.5%
Properties under development . ........ 65 19,837 square feet $1,163,610 37.2%
Land held for development . .......... — 10,134 acres $2,481,216 n/a

These properties are located in North America, Europe and Asia.

In the near term, we may occasionally acquire a property for this segment, generally to satisfy certain tax
requirements that may arise due to the previous sale of a property.

Results of Operations

We earn rent from our customers, including reimbursement of certain operating costs, under long-term
operating leases (with an average lease term of six to seven years at December 31, 2008). The revenue in this
segment decreased in 2008 primarily due to the contribution of properties to property funds, offset partially by
increases in occupancy levels within our development properties. However, due to current market challenges,
leasing activity has slowed and rental revenues generated by the lease-up of newly developed properties have
not been adequate to completely offset the loss of rental revenues from property contributions. We expect our
total revenues from this segment will decrease in 2009 due to the contributions and dispositions of properties
we made in 2008 and may make in 2009. We intend to grow our revenue in the remaining properties primarily
through increases in occupied square feet in our Completed Development Properties and properties currently
under development. The costs of our property management function for both our direct-owned portfolio and
the properties owned by the property funds and managed by us are reported in rental expenses in the direct
owned segment. As the portfolio of properties we manage has continued to grow, the related property
management expenses have increased causing a decrease in margins and profitability in this segment (offset by
increases in the investment management segment).

Market Presence

At December 31, 2008, our 1,331 operating properties in this segment aggregating 197.1 million square feet
were located in 40 markets in North America (33 markets in the United States, 6 markets in Mexico and

1 market in Canada), 29 markets in Europe (Belgium, the Czech Republic, France, Germany, Hungary, Italy,
the Netherlands, Poland, Romania, Slovakia, Spain, Sweden and the United Kingdom) and 6 markets in Asia
(Japan and South Korea). Our largest markets for this segment in North America (based on our investment in
the properties) are Atlanta, Chicago, Dallas/Fort Worth, Inland Empire, Los Angeles, New Jersey and

San Francisco (East Bay). Our largest investment in Europe is in the United Kingdom and our largest
investment in Asia is in Japan. Our 65 properties under development at December 31, 2008 aggregated

19.8 million square feet and were located in 8 markets in North America, 23 markets in Europe and 3 markets
in Asia. At December 31, 2008, we owned 10,134 acres of land with an investment of $2.5 billion and located
in North America (6,400 acres, $1.1 billion investment), Europe (3,614 acres, $1.1 billion investment) and
Asia (120 acres, $0.3 billion investment). See further detail in “Item 2. Properties”.

Competition

The existence of competitively priced distribution space available in any market could have a material impact
on our ability to rent space and on the rents that we can charge. To the extent we wish to acquire land for
future development of properties in our direct owned segment, we may compete with local, regional, and
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national developers. We also face competition from other investment managers in attracting capital for our
property funds to be utilized to acquire properties from us or third parties.

We believe we have competitive advantages due to (i) our ability to quickly respond to customer’s needs for
high-quality distribution space in key global distribution markets; (ii) our established relationships with key
customers serviced by our local personnel; (iii) our ability to leverage our organizational structure to provide a
single point of contact for our global customers; (iv) our property management and leasing expertise; (v) our
relationships and proven track record with current and prospective investors in the property funds; (vi) our
global experience in the development and management of industrial properties; (vii) the strategic locations of
our land positions; and (viii) our personnel who are experienced in the land acquisition and entitlement
process.

Property Management

Our business strategy includes a customer service focus that enables us to provide responsive, professional and
effective property management services at the local level. To enhance our management services, we have
developed and implemented proprietary operating and training systems to achieve consistent levels of
performance and professionalism and to enable our property management team to give the proper level of
attention to our customers. We manage substantially all of our operating properties.

Customers

We have developed a customer base that is diverse in terms of industry concentration and represents a broad
spectrum of international, national, regional and local distribution space users. At December 31, 2008, in our
direct owned segment, we had 2,815 customers occupying 157.3 million square feet of industrial and retail
space. Our largest customer and 25 largest customers accounted for 1.9% and 11.8%, respectively, of our
annualized collected base rents at December 31, 2008.

Employees

We employ 1,480 persons in our entire business. Our employees work in three countries in North America
(840 persons), in 13 countries in Europe (490 persons) and in 2 countries in Asia (150 persons). Of the total,
we have assigned 890 employees to our direct owned segment and 80 employees to our investment
management segment. We have 510 employees who work in corporate positions who are not assigned to a
segment who may assist with segment activities. We believe our relationships with our employees are good.
Our employees are not organized under collective bargaining agreements, although some of our employees in
Europe are represented by statutory Works Councils and benefit from applicable labor agreements. Our China
operations are held for sale as of December 31, 2008 and the 240 employees in China are not included in the
information above.

Future Plans

Our current business plan allows for the limited expansion of operating properties as necessary to: (i) address
the specific expansion needs of customers; (ii) enhance our market presence in a specific country, market or
submarket; (iii) take advantage of opportunities where we believe we have the ability to achieve favorable
returns; and (iv) monetize our existing land positions through pre-committed development of industrial
properties to hold and use in this segment. In addition, we expect to complete the development and leasing of
our properties under development. As of December 31, 2008, we had 65 properties under development with a
current investment of $1.2 billion and a total expected investment, when completed and leased, of $1.9 billion.
These properties were 37.2% leased at December 31, 2008.

In 2009, we intend to fund our investment activities in the direct owned segment, depending on market
conditions and other factors, primarily with operating cash flow from this segment, borrowings under existing
credit facilities, equity issuances and proceeds from contributions and dispositions of properties. In the future,
depending on market conditions and the capital available from our fund partners, we may contribute Core
Properties and/or Completed Development Properties to the property funds or sell to a third party.
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Operating Segments — Investment Management

The investment management segment represents the investment management of unconsolidated property funds
and certain joint ventures and the properties they own. We utilize our investment management expertise to
manage the property funds and certain joint ventures and we utilize our leasing and property management
expertise to manage the properties owned by these entities. We report the property management costs, for both
our direct owned segment and the properties owned by the property funds, in rental expenses in the direct
owned segment and we include the fund management costs in general and administrative expenses.

Our property fund strategy:

e allows us, as the manager of the property funds, to maintain and expand our market presence and customer
relationships;

e allows us to maintain a long-term ownership position in the properties;
» allows us to earn fees for providing services to the property funds; and

e provides us an opportunity to earn incentive performance participation income based on the investors’
returns over a specified period.

Historically, our property fund strategy has also:

e allowed us to realize a portion of the profits from our development activities by contributing our stabilized
development properties to property funds (profits are recognized to the extent of third party ownership in
the property fund); and

» provided diversified sources of capital.

Although we may continue to make contributions of properties to the property funds, due to the current market
conditions, including increasing capitalization rates, we do not expect to recognize gains at the level we have
in the past. See further discussion in “Operating Segments — CDFS Business” below.

Investments

As of December 31, 2008, we had investments in and advances to 17 property funds totaling $2.0 billion with
ownership interests ranging from 20% to 50%. These investments are in North America — 12 aggregating
$941.7 million; Europe — 2 aggregating $634.6 million; and Asia — 3 aggregating $381.7 million. These
property funds own, on a combined basis, 1,336 distribution properties aggregating 296.9 million square feet
with a total entity investment (not our proportionate share) in operating properties of $24.7 billion. Also
included in this segment are certain industrial and retail joint ventures, which we manage and that own 3
operating properties with 0.7 million square feet located in North America and Europe.

In December, we entered into a binding agreement to sell our 20% equity investments in our property funds in
Japan to our fund partner. Our investments in the Japan property funds aggregated $359.8 million. These
property funds owned 70 properties totaling 27.0 million square feet. In this same agreement, we agreed to
sell our China operations, which include our investments in a property fund and joint ventures, which are
classified as held for sale as of December 31, 2008 and are not included above.

Results of Operations

We recognize our proportionate share of the earnings or losses from our investments in unconsolidated
property funds and certain joint ventures. In addition to the income recognized under the equity method, we
recognize fees and incentives earned for services performed on behalf of these entities and interest earned on
advances to these entities, if any. We provide services to these entities, such as property management, asset
management, acquisition, financing and development. We may also earn incentives from our property funds
depending on the return provided to the fund partners over a specified period. We expect any future growth in
income recognized to result from growth in existing property funds, primarily from properties the funds
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acquired from us in 2008 and may acquire, from us or third parties, in the future, as well as the formation of
future funds.

Market Presence

At December 31, 2008, the property funds on a combined basis owned 1,336 properties aggregating

296.9 million square feet located in 44 markets in North America (Canada, Mexico and the United States), 35
markets in Europe (Belgium, the Czech Republic, France, Germany, Hungary, Italy, the Netherlands, Poland,
Slovakia, Spain, Sweden, and the United Kingdom) and 10 markets in Asia (Japan and South Korea). The
industrial and retail joint ventures included in this segment are located in the United States and the United
Kingdom and operate 3 industrial properties with 0.7 million square feet.

Competition

As the manager of the property funds, we compete with other fund managers for institutional capital. As the
manager of the properties owned by the property funds, we compete with other industrial properties located in
close proximity to the properties owned by the property funds. The amount of rentable distribution space
available and its current occupancy in any market could have a material effect on the ability to rent space and
on the rents that can be charged by the fund properties. We believe we have competitive advantages as
discussed above in “Operating Segments — Direct Owned”.

Property Management

We manage the properties owned by unconsolidated investees utilizing our leasing and property management
experience from the employees who are in our direct owned segment. Our business strategy includes a
customer service focus that enables us to provide responsive, professional and effective property management
services at the local level. To enhance our management services, we have developed and implemented
proprietary operating and training systems to achieve consistent levels of performance and professionalism and
to enable our property management team to give the proper level of attention to our customers.

Customers

As in our direct owned segment, we have developed a customer base in the property funds and joint ventures
that is diverse in terms of industry concentration and represents a broad spectrum of international, national,
regional and local distribution space users. At December 31, 2008, our unconsolidated investees, on a
combined basis, had 2,052 customers occupying 284.6 million square feet of distribution space. The largest
customer and 25 largest customers of our unconsolidated investees, on a combined basis, accounted for 3.8%
and 29.3%, respectively, of the total combined annualized collected base rents at December 31, 2008. In
addition, in this segment we consider our fund partners to also be our customers. As of December 31, 2008,
we partnered with 41 institutional investors, several of which invest in multiple funds.

Employees

The property funds generally have no employees of their own. Employees in our direct owned segment are
responsible for the management of the properties owned by the property funds. We have assigned 80 additional
employees directly to the management of the property funds in our investment management segment. We have
510 employees who work in corporate positions and are not assigned to a segment who may assist with these
activities as well.

Future Plans

We expect to continue to increase our investments in property funds, although at a slower pace than in the
past. We expect to achieve these increases through the existing property funds’ acquisition of properties from
us, as well as from third parties. We expect the fee income we earn from the property funds and our
proportionate share of net earnings of the property funds will increase as the size and value of the portfolios
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owned by the property funds grows and as more equity is deployed in the funds. We will continue to explore
our options related to both new and existing property funds.

Operating Segments — CDFS Business

Given the challenges that we are facing in this current economic environment and the corresponding changes
we have made to our business strategy, we do not expect to have a CDFS business segment in 2009. As of
December 31, 2008, all of the assets and liabilities that were in this segment have been transferred to our two
remaining segments. We transferred all of our real estate and other assets that were in our development
pipeline to our direct owned segment. Our investments in certain joint ventures were transferred to our
investment management segment. As noted above, we may contribute Completed Development Properties
and/or Core Properties to the property funds or sell to third parties, although these will no longer be reported
in our CDFS business segment. Through the end of 2008, this segment primarily included the contribution of
industrial properties we had developed or acquired with the intent to contribute to a property fund in which we
had an ownership interest and acted as manager. At December 31, 2008, we had no investments remaining in
this segment.

Other

We have other segments that do not meet the threshold criteria to disclose as a reportable segment. At
December 31, 2008, these operations include primarily the management of land subject to ground leases.

Our Management

Our executive management team consists of:

¢  Walter C. Rakowich, Chief Executive Officer

¢ Ted R. Antenucci, Chief Investment Officer

e Edward S. Nekritz, General Counsel and Secretary

e William E. Sullivan, Chief Financial Officer

Mr. Rakowich also serves as a member of our Board of Trustees (the “Board”).

In addition to the leadership and oversight provided by our executive management team, our investments and
operations are overseen by Charles E. Sullivan, Head of Global Operations, John R. Rizzo, Managing Director
of Global Development, Larry Harmsen, Managing Director for North America Capital Deployment, Ralf
Wessel, Managing Director Global Investment Management, Silvano Solis, Regional Director — Mexico, Gary
E. Anderson, Europe President, Philip Dunne, Europe Chief Operating Officer and Chief Financial Officer and
Mike Yamada, Japan Co-President. Further, in the United States, two individuals lead each of our five regions
(Central, Midwest, Northeast/Canada, Pacific and Southeast), one of whom is responsible for operations and
one of whom is responsible for capital deployment. In Europe, each of the four regions (Northern Europe,
Central Europe, Southern Europe and the United Kingdom) are led by either one or two individuals
responsible for operations and capital deployment. John P. Morland is Managing Director of Global Human
Resources.

Throughout 2008, Masato Miki served as our Japan Co-President. With the sale of our property fund
investments in Japan, Mr. Miki is expected to become an employee of the buyer.

We maintain a Code of Ethics and Business Conduct applicable to our Board and all of our officers and
employees, including the principal executive officer, the principal financial officer and the principal accounting
officer, or persons performing similar functions. A copy of our Code of Ethics and Business Conduct is
available on our website, www.prologis.com. In addition to being accessible through our website, copies of
our Code of Ethics and Business Conduct can be obtained, free of charge, upon written request to Investor
Relations, 4545 Airport Way, Denver, Colorado 80239. Any amendments to or waivers of our Code of Ethics
and Business Conduct that apply to the principal executive officer, the principal financial officer, or the
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principal accounting officer, or persons performing similar functions, and that relate to any matter enumerated
in Item 406(b) of Regulation S-K, will be disclosed on our website.

Capital Management and Capital Deployment

We have a team of professionals responsible for managing and leasing our properties and those owned by the
property funds that we manage. We have market officers who are primarily responsible for understanding and
meeting the needs of existing and prospective customers in their respective markets. In addition, the market
officers, along with their team of property management and leasing professionals, use their knowledge of local
market conditions to assist the Global Solutions Group in identifying and accommodating those customers
with multiple market requirements and assisting in the marketing efforts directed at those customers. Access to
our national and international resources enhance the market officers’ ability to serve customers in the local
market. The focus of the market officers is on: (i) creating and maintaining relationships with customers,
potential customers and industrial brokers; (ii) managing the capital invested in their markets; (iii) leasing our
properties; and (iv) identifying potential acquisition and development opportunities in their markets.

Capital deployment is the responsibility of a team of professionals who ensure that our capital resources are
deployed in an efficient and productive manner that will best serve our long-term objective of increasing
shareholder value. The team members responsible for capital deployment evaluate acquisition, disposition and
development opportunities in light of market conditions in their respective regions and our overall goals and
objectives. Capital deployment officers work closely with the Global Development Group to, among other
things, create master-planned distribution parks utilizing the extensive experience of the Global Development
Group team members. The Global Development Group incorporates the latest technology with respect to
building design and systems and has developed standards and procedures that we strictly adhere to in the
development of all properties to ensure that properties we develop are of a consistent quality.

We strive to minimize the ecological footprint of our developments worldwide by meeting or exceeding
relevant local or regional green building design standards. All of our future developments in the United States
will comply with the U.S.Green Building Council’s standards for Leadership in Energy and Environmental
Design (LEED®). In the United Kingdom, we are committed to developing any new properties to achieve at
least a “Very Good” rating in accordance with the Building Research Establishment’s Environmental
Assessment Method (BREEAM). In Japan, many of our facilities comply with the Comprehensive Assessment
System for Building Environmental Efficiency (CASBEE). In countries where no green building rating system
exists, we utilize a global standards checklist based on these three leading regional rating systems. In total,
counting all three rating systems, ProLogis has 20 million square feet (1.8 million square meters) of
development registered or certified as green buildings.

Customer Service

The Global Solutions Group’s primary focus is to position us as the preferred provider of distribution space to
large users of industrial distribution space. The professionals in the Global Solutions Group also seek to build
long-term relationships with our existing customers by addressing their distribution and logistics needs. The
Global Solutions Group provides our customers with outsourcing options for network optimization tools,
strategic site selection assistance, business location services, material handling equipment and design consult-
ing services.

Executive and Senior Management

Walter C. Rakowich* — 51 — Chief Executive Officer of ProLogis since November 2008. Mr. Rakowich was
ProLogis’ President and Chief Operating Officer from January 2005 to November 2008 and ProLogis’ Chief
Financial Officer from December 1998 to September 2005. Mr. Rakowich has been with ProLogis in various
capacities since July 1994. Prior to joining ProLogis, Mr. Rakowich was a consultant to ProLogis in the area
of due diligence and acquisitions and he was a principal with Trammell Crow Company, a diversified
commercial real estate company in North America. Mr. Rakowich served on the Board from August 2004 to
May 2008 and was reappointed to the Board in November 2008.
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Ted R. Antenucci* — 44 — Chief Investment Officer since May 2007. Mr. Antenucci was ProLogis’ President
of Global Development from September 2005 to May 2007. From September 2001 to September 2005,

Mr. Antenucci was president of Catellus Commercial Development Corporation, an industrial and retail real
estate company that was merged with ProLogis in September 2005. Mr. Antenucci was with affiliates of
Catellus Commercial Development Corporation in various capacities from April 1999 to September 2001.

Edward S. Nekritz* — 43 — General Counsel of ProLogis since December 1998 and Secretary of ProLogis
since March 1999. Mr. Nekritz oversees legal services, due diligence and risk management for ProLogis.
Mr. Nekritz has been with ProLogis in various capacities since September 1995. Prior to joining ProLogis,
Mr. Nekritz was an attorney with Mayer, Brown & Platt (now Mayer Brown LLP).

William E. Sullivan® — 54 — Chief Financial Officer since April 2007. Prior to joining ProLogis, Mr. Sullivan
was the founder and president of Greenwood Advisors, Inc., a financial consulting and advisory firm focused
on providing strategic planning and implementation services to small and mid-cap companies since 2005.
From 2001 to 2005, Mr. Sullivan was chairman and chief executive officer of SiteStuff, an online procurement
company serving the real estate industry and he continued as their chairman through June 2007.

Gary E. Anderson — 43 — Europe — President since November 2008 and President and Chief Operating
Officer since November 2006 where he is responsible for investment, development, leasing and operations in
the European countries in which ProLogis operates. Mr. Anderson was the Managing Director responsible for
investments and development in ProLogis’ Central and Mexico Regions from May 2003 to November 2006
and has been with ProLogis in various capacities since August 1994. Prior to joining ProLogis, Mr. Anderson
was in the management development program of Security Capital Group, a real estate holding company.

John P. Morland — 50 — Managing Director of Global Human Resources since October 2006, where he is
responsible for strategic human resources initiatives to align ProLogis’ human capital strategy with overall
business activities. Prior to joining ProLogis, Mr. Morland was the Global Head of Compensation at Barclays
Global Investors at its San Francisco headquarters from April 2000 to March 2005.

Charles E. Sullivan * — 51 — Head of Global Operations since February 2009 where he has overall
responsibility for global operations, including property management, leasing, information technology, market-
ing and global customer relationships. Mr. Sullivan was Managing Director of ProLogis with overall
responsibility for operations in North America from October 2006 to February 2009 and has been with
ProLogis in various capacities since October 1994. Prior to joining ProLogis, Mr. Sullivan was an industrial
broker with Cushman & Wakefield of Florida, a real estate brokerage and services company.

Mike Yamada — 55 — Japan Co-President since March 2006, where he is responsible for development and
leasing activities in Japan. Mr. Yamada was a Managing Director with ProLogis from December 2004 to
March 2006 with similar responsibilities in Japan. He has been with ProLogis in various capacities since April
2002. Prior to joining ProLogis, Mr. Yamada was a senior officer of Fujita Corporation, a construction
company in Japan.

* These individuals are our Executive Officers under Item 401 of Regulation S-K.

Environmental Matters

We are exposed to various environmental risks that may result in unanticipated losses that could affect our
operating results and financial condition. A majority of the properties we have acquired were subjected to
environmental reviews by either us or the previous owners. While some of these assessments have led to
further investigation and sampling, none of the environmental assessments has revealed an environmental
liability that we believe would have a material adverse effect on our business, financial condition or results of
operations. See Note 18 to our Consolidated Financial Statements in Item 8 and Item 1A. Risk Factors.

Insurance Coverage

We carry insurance coverage on our properties. We determine the type of coverage and the policy specifica-
tions and limits based on what we deem to be the risks associated with our ownership of properties and other
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of our business operations in specific markets. Such coverage includes property, liability, fire, named
windstorm, flood, earthquake, environmental, terrorism, extended coverage and rental loss. We believe that our
insurance coverage contains policy specifications and insured limits that are customary for similar properties,
business activities and markets and we believe our properties are adequately insured. However, an uninsured
loss could result in loss of capital investment and anticipated profits.

ITEM 1A. Risk Factors

Our operations and structure involve various risks that could adversely affect our financial condition, results of
operations, distributable cash flow and the value of our common shares. These risks include, among others:

Current Events
The recent market disruptions may adversely affect our operating results and financial condition.

The global financial markets have been undergoing pervasive and fundamental disruptions. The continuation or
intensification of such volatility may lead to additional adverse impact on the general availability of credit to
businesses and could lead to a further weakening of the U.S. and global economies. To the extent that turmoil in
the financial markets continues and/or intensifies, it has the potential to materially affect the value of our properties
and our investments in our unconsolidated investees, the availability or the terms of financing that we and our
unconsolidated investees have or may anticipate utilizing, our ability and that of our unconsolidated investees to
make principal and interest payments on, or refinance, any outstanding debt when due and/or may impact the
ability of our customers to enter into new leasing transactions or satisfy rental payments under existing leases. The
current market disruption could also affect our operating results and financial condition as follows:

e Debt and Equity Markets — Our results of operations and share price are sensitive to the volatility of the
credit markets. The commercial real estate debt markets are currently experiencing volatility as a result of
certain factors, including the tightening of underwriting standards by lenders and credit rating agencies and
the significant inventory of unsold collateralized mortgage backed securities in the market. Credit spreads
for major sources of capital have widened significantly as investors have demanded a higher risk premium,
resulting in lenders increasing the cost for debt financing. Should the overall cost of borrowings increase,
either by increases in the index rates or by increases in lender spreads, we will need to factor such
increases into the economics of our acquisitions, developments and property contributions and dispositions.
This may result in lower overall economic returns and a reduced level of cash flow, which could potentially
impact our ability to make distributions to our shareholders and to comply with certain debt covenants. In
addition, the recent dislocations in the debt markets have reduced the amount of capital that is available to
finance real estate, which, in turn: (i) limits the ability of real estate investors to benefit from lower real
estate values; (ii) has slowed real estate transaction activity; and (iii) may result in an inability to refinance
debt as it becomes due, all of which may reasonably be expected to have a material adverse impact on
revenues, income and/or cash flow from the acquisition and operations of real properties and mortgage
loans. In addition, the state of the debt markets could have an impact on the overall amount of capital
being invested in real estate, which may result in price or value decreases of real estate assets and impact
the ability to raise equity capital for us and within our unconsolidated investees.

e Valuations — The recent market volatility will likely make the valuation of our properties and those of our
unconsolidated investees more difficult. There may be significant uncertainty in the valuation, or in the
stability of the value, of our properties and those of our unconsolidated investees, that could result in a
substantial decrease in the value of our properties and those of our unconsolidated investees. As a result,
we may not be able to recover the current carrying amount of our properties, our investments in our
unconsolidated investees and/or goodwill, which may require us to recognize an impairment charge in
earnings in addition to the charges we recognized in the fourth quarter of 2008. Additionally, certain of the
fees we generate from our unconsolidated investees are dependent upon the value of the properties held by
the investees or the level of contributions we make to the investees. Therefore, if property values decrease
or our level of contributions decrease, certain fees paid to us by our unconsolidated investees may also
decrease.

13


%%TRANSMSG*** Transmitting Job: D66096 PCN: 013000000 ***%%PCMSG|13     |00010|Yes|No|02/27/2009 01:16|0|0|Page is valid, no graphics -- Color: N|


e Government Intervention — The pervasive and fundamental disruptions that the global financial markets
are currently undergoing have led to extensive and unprecedented governmental intervention. Such
intervention has in certain cases been implemented on an “emergency” basis, suddenly and substantially
eliminating market participants’ ability to continue to implement certain strategies or manage the risk of
their outstanding positions. It is impossible to predict what, if any, additional interim or permanent
governmental restrictions may be imposed on the markets and/or the effect of such restrictions on us and
our results of operations. There is a high likelihood of significantly increased regulation of the financial
markets that could have a material impact on our operating results and financial condition.

General Real Estate Risks

General economic conditions and other events or occurrences that affect areas in which our properties are
geographically concentrated, may impact financial results.

We are exposed to the general economic conditions, the local, regional, national and international economic
conditions and other events and occurrences that affect the markets in which we own properties. Our operating
performance is further impacted by the economic conditions of the specific markets in which we have
concentrations of properties. Approximately 24.3% of our direct owned operating properties (based on our
investment before depreciation) are located in California. Properties in California may be more susceptible to
certain types of natural disasters, such as earthquakes, brush fires, flooding and mudslides, than properties
located in other markets and a major natural disaster in California could have a material adverse effect on our
operating results. We also have significant holdings (defined as more than 3.0% of our total investment before
depreciation in direct owned operating properties), in certain markets located in Atlanta, Chicago, Dallas/

Fort Worth, New Jersey, Japan and the United Kingdom. Our operating performance could be adversely
affected if conditions become less favorable in any of the markets in which we have a concentration of
properties. Conditions such as an oversupply of distribution space or a reduction in demand for distribution
space, among other factors, may impact operating conditions. Any material oversupply of distribution space or
material reduction in demand for distribution space could adversely affect our results of operations, distribut-
able cash flow and the value of our securities. In addition, the property funds and joint ventures in which we
have an ownership interest have concentrations of properties in the same markets mentioned above, as well as
Pennsylvania, Reno, France and Poland and are subject to the economic conditions in those markets.

Real property investments are subject to risks that could adversely affect our business.
Real property investments are subject to varying degrees of risk. While we seek to minimize these risks
through geographic diversification of our portfolio, market research and our property management capabilities,

these risks cannot be eliminated. Some of the factors that may affect real estate values include:

* local conditions, such as an oversupply of distribution space or a reduction in demand for distribution space
in an area;

e the attractiveness of our properties to potential customers;

e competition from other available properties;

e our ability to provide adequate maintenance of, and insurance on, our properties;

e our ability to control rents and variable operating costs;

e governmental regulations, including zoning, usage and tax laws and changes in these laws; and
* potential liability under, and changes in, environmental, zoning and other laws.
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Our investments are concentrated in the industrial distribution sector and our business would be adversely
affected by an economic downturn in that sector or an unanticipated change in the supply chain dynamics.

Our investments in real estate assets are primarily concentrated in the industrial distribution sector. This
concentration may expose us to the risk of economic downturns in this sector to a greater extent than if our
business activities were more diversified.

Our real estate development strategies may not be successful.

We have developed a significant number of industrial properties since our inception. In late 2008, we scaled
back our development activities in response to current economic conditions. Although, we do expect to pursue
development activities in the future, our near- term strategy is to complete and lease the buildings currently in
development and lease the properties we have recently completed. As of December 31, 2008, we had 140
Completed Development Properties that were 43.5% leased (23.0 million square feet of unleased space) and
we had 65 industrial properties that were under development that were 37.2% leased (12.5 million square feet
of unleased space). As of December 31, 2008, we had approximately $885.4 million of costs remaining to be
spent related to our development portfolio to complete the development and lease the space in these
properties.

Additionally as of December 31, 2008, we had 10,134 acres of land with a current investment of $2.5 billion
for potential future development of industrial properties or other commercial real estate projects or for sale to
third parties. Within our land positions, we have concentrations in many of the same markets as our operating
properties. Approximately 16.8% of our land (based on the current investment balance) is in the United
Kingdom. During 2008, we recorded impairment charges of $194.2 million, predominantly in the United
Kingdom, due to the decrease in current estimated fair value of the land and increased probability that we will
dispose of certain land parcels rather than develop as previously planned. We will look to monetize the land in
the future through sale to third parties, development of industrial properties to own and use or sale to an
unconsolidated investee for development, depending on market conditions and other factors.

We will be subject to risks associated with such development and disposition activities, all of which may
adversely affect our results of operations and available cash flow, including, but not limited to:

 the risk that we may not be able to lease the available space in our properties under development or
recently completed developments at rents that are sufficient to be profitable;

 the risk that we will decide to sell certain land parcels and we will not be able to find a third party to
acquire such land or that the sales price will not allow us to recover our investment, resulting in additional
impairment charges;

e the risk that development opportunities explored by us may be abandoned and the related investment will
be impaired;

 the risk that we may not be able to obtain, or may experience delays in obtaining, all necessary zoning,
building, occupancy and other governmental permits and authorizations;

¢ the risk that due to the increased cost of land our activities may not be as profitable, especially in certain
land constrained areas;

e the risk that construction costs of a property may exceed the original estimates, or that construction may
not be concluded on schedule, making the project less profitable than originally estimated or not profitable
at all; including the possibility of contract default, the effects of local weather conditions, the possibility of
local or national strikes and the possibility of shortages in materials, building supplies or energy and fuel
for equipment; and

» the risk that occupancy levels and the rents that can be earned for a completed project will not be sufficient
to recover our investment.
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Our business strategy to provide liquidity to reduce debt by contributing properties to property funds or dispos-
ing of properties to third parties may not be successful.

Our ability to contribute or sell properties on advantageous terms is affected by competition from other owners
of properties that are trying to dispose of their properties, current market conditions, including the capitaliza-
tion rates applicable to our properties, and other factors beyond our control. The property funds or third parties
who might acquire our properties may need to have access to debt and equity capital, in the private and public
markets, in order to acquire properties from us. Should the property funds or third parties have limited or no
access to capital on favorable terms, then contributions and distributions could be delayed resulting in adverse
effects on our liquidity, results of operations, distributable cash flow, debt covenant ratios and on the value of
our securities.

We may acquire properties, which involves risks that could adversely affect our operating results and the value
of our securities.

We may acquire industrial properties in our direct owned segment. The acquisition of properties involves risks,
including the risk that the acquired property will not perform as anticipated and that any actual costs for
rehabilitation, repositioning, renovation and improvements identified in the pre-acquisition due diligence
process will exceed estimates. There is, and it is expected there will continue to be, significant competition for
properties that meet our investment criteria as well as risks associated with obtaining financing for acquisition
activities.

Our operating results and distributable cash flow will depend on the continued generation of lease revenues
from customers.

Our operating results and distributable cash flow would be adversely affected if a significant number of our
customers were unable to meet their lease obligations. We are also subject to the risk that, upon the expiration
of leases for space located in our properties, leases may not be renewed by existing customers, the space may
not be re-leased to new customers or the terms of renewal or re-leasing (including the cost of required
renovations or concessions to customers) may be less favorable to us than current lease terms. In the event of
default by a significant number of customers, we may experience delays and incur substantial costs in
enforcing our rights as landlord. A customer may experience a downturn in its business, which may cause the
loss of the customer or may weaken its financial condition, resulting in the customer’s failure to make rental
payments when due or requiring a restructuring that might reduce cash flow from the lease. In addition, a
customer may seek the protection of bankruptcy, insolvency or similar laws, which could result in the rejection
and termination of such customer’s lease and thereby cause a reduction in our available cash flow.

Our ability to renew leases or re-lease space on favorable terms as leases expire significantly affects our
business.

Our results of operations, distributable cash flow and the value of our securities would be adversely affected if
we were unable to lease, on economically favorable terms, a significant amount of space in our operating
properties. We have 30.2 million square feet of industrial and retail space (out of a total of 157.3 million
occupied square feet representing 16.7% of total annual base rents) with leases that expire in 2009, including
3.9 million square feet of leases that are on a month-to-month basis. In addition, our unconsolidated investees
have a combined 36.5 million square feet of industrial space (out of a total 284.6 million occupied square feet
representing 10.1% of total annual base rent) with leases that expire in 2009, including 6.6 million square feet
of leases that are on a month-to-month basis. The number of industrial and retail properties in a market or
submarket could adversely affect both our ability to re-lease the space and the rental rates that can be obtained
in new leases.
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Real estate investments are not as liquid as other types of assets, which may reduce economic returns to
investors.

Real estate investments are not as liquid as other types of investments and this lack of liquidity may limit our
ability to react promptly to changes in economic or other conditions. In addition, significant expenditures
associated with real estate investments, such as mortgage payments, real estate taxes and maintenance costs,
are generally not reduced when circumstances cause a reduction in income from the investments. Like other
companies qualifying as REITs under the Code, we are only able to hold property for sale in the ordinary
course of business through taxable REIT subsidiaries in order to avoid punitive taxation on the gain from the
sale of such property. While we are planning to dispose of certain properties that have been held for
investment in order to generate liquidity, if we do not satisfy certain safe harbors or if we believe there is too
much risk of incurring the punitive tax on the gain from the sale, we may not pursue such sales.

Our insurance coverage does not include all potential losses.

We and our unconsolidated investees currently carry insurance coverage including property, liability, fire,
named windstorm, flood, earthquake, environmental, terrorism, extended coverage and rental loss as appropri-
ate for the markets where each of our properties and business operations are located. The insurance coverage
contains policy specifications and insured limits customarily carried for similar properties, business activities
and markets. We believe our properties and the properties of our unconsolidated investees, including the
property funds, are adequately insured. However, there are certain losses, including losses from floods,
earthquakes, acts of war, acts of terrorism or riots, that are not generally insured against or that are not
generally fully insured against because it is not deemed economically feasible or prudent to do so. If an
uninsured loss or a loss in excess of insured limits occurs with respect to one or more of our properties, we
could experience a significant loss of capital invested and potential revenues in these properties and could
potentially remain obligated under any recourse debt associated with the property.

We are exposed to various environmental risks that may result in unanticipated losses that could affect our
operating results and financial condition.

Under various federal, state and local laws, ordinances and regulations, a current or previous owner, developer
or operator of real estate may be liable for the costs of removal or remediation of certain hazardous or toxic
substances. The costs of removal or remediation of such substances could be substantial. Such laws often
impose liability without regard to whether the owner or operator knew of, or was responsible for, the release
or presence of such hazardous substances.

A majority of the properties we acquire are subjected to environmental reviews either by us or by the
predecessor owners. In addition, we may incur environmental remediation costs associated with certain land
parcels we acquire in connection with the development of the land. In connection with the merger in 2005
with Catellus Development Corporation (“Catellus”), we acquired certain properties in urban and industrial
areas that may have been leased to, or previously owned by, commercial and industrial companies that
discharged hazardous materials. We establish a liability at the time of acquisition to cover such costs. We
adjust the liabilities as appropriate when additional information becomes available. We purchase various
environmental insurance policies to mitigate our exposure to environmental liabilities. We are not aware of
any environmental liability that we believe would have a material adverse effect on our business, financial
condition or results of operations.

We cannot give any assurance that other such conditions do not exist or may not arise in the future. The
presence of such substances on our real estate properties could adversely affect our ability to sell such
properties or to borrow using such properties as collateral and may have an adverse effect on our distributable
cash flow.
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Risks Related to Financing and Capital

Our operating results and financial condition could be adversely affected if we are unable to make required
payments on our debt or are unable to refinance our debt.

We are subject to risks normally associated with debt financing, including the risk that our cash flow will be
insufficient to meet required payments of principal and interest. There can be no assurance that we will be
able to refinance any maturing indebtedness, that such refinancing would be on terms as favorable as the terms
of the maturing indebtedness, or we will be able to otherwise obtain funds by selling assets or raising equity
to make required payments on maturing indebtedness. If we are unable to refinance our indebtedness at
maturity or meet our payment obligations, the amount of our distributable cash flow and our financial
condition would be adversely affected and, if the maturing debt is secured, the lender may foreclose on the
property securing such indebtedness. Our unsecured credit facilities and certain other unsecured debt bear
interest at variable rates. Increases in interest rates would increase our interest expense under these agreements.
In addition, our unconsolidated investees have short-term debt that was used to acquire properties from us or
third parties and other maturing indebtedness. If these investees are unable to refinance their indebtedness or
meet their payment obligations, it may impact our distributable cash flow and our financial condition.

Covenants in our credit agreements could limit our flexibility and breaches of these covenants could adversely
affect our financial condition.

The terms of our various credit agreements, including our credit facilities and the indenture under which our
senior and other notes are issued, require us to comply with a number of customary financial covenants, such
as maintaining debt service coverage, leverage ratios, fixed charge ratios and other operating covenants
including maintaining insurance coverage. These covenants may limit our flexibility in our operations, and
breaches of these covenants could result in defaults under the instruments governing the applicable indebted-
ness. If we default under our covenant provisions and are unable to cure the default, refinance our
indebtedness or meet our payment obligations, the amount of our distributable cash flow and our financial
condition would be adversely affected.

Federal Income Tax Risks

Failure to qualify as a REIT could adversely affect our cash flows.

We have elected to be taxed as a REIT under the Code commencing with our taxable year ended December 31,
1993. In addition, we have a consolidated subsidiary that has elected to be taxed as a REIT and certain
unconsolidated investees that are REITs and are subject to all the risks pertaining to the REIT structure,
discussed herein. To maintain REIT status, we must meet a number of highly technical requirements on a
continuing basis. Those requirements seek to ensure, among other things, that the gross income and
investments of a REIT are largely real estate related, that a REIT distributes substantially all of its ordinary
taxable income to shareholders on a current basis and that the REIT’s equity ownership is not overly
concentrated. Due to the complex nature of these rules, the available guidance concerning interpretation of the
rules, the importance of ongoing factual determinations and the possibility of adverse changes in the law,
administrative interpretations of the law and changes in our business, no assurance can be given that we, or
our REIT subsidiaries, will qualify as a REIT for any particular period.

If we fail to qualify as a REIT, we will be taxed as a regular corporation, and distributions to shareholders will
not be deductible in computing our taxable income. The resulting corporate income tax liabilities could
materially reduce our cash flow and funds available for reinvestment. Moreover, we might not be able to elect
to be treated as a REIT for the four taxable years after the year during which we ceased to qualify as a REIT.
In addition, if we later requalified as a REIT, we might be required to pay a full corporate-level tax on any
unrealized gains in our assets as of the date of requalification, or upon subsequent disposition, and to make
distributions to our shareholders equal to any earnings accumulated during the period of non-REIT status.
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REIT distribution requirements could adversely affect our financial condition.

To maintain qualification as a REIT under the Code, generally a REIT must annually distribute to its
shareholders at least 90% of its REIT taxable income, computed without regard to the dividends paid
deduction and net capital gains. This requirement limits our ability to accumulate capital and, therefore, we
may not have sufficient cash or other liquid assets to meet the distribution requirements. Difficulties in
meeting the distribution requirements might arise due to competing demands for our funds or to timing
differences between tax reporting and cash receipts and disbursements, because income may have to be
reported before cash is received or because expenses may have to be paid before a deduction is allowed. In
addition, the Internal Revenue Service (the “IRS”) may make a determination in connection with the
settlement of an audit by the IRS that increases taxable income or disallows or limits deductions taken thereby
increasing the distribution we are required to make. In those situations, we might be required to borrow funds
or sell properties on adverse terms in order to meet the distribution requirements and interest and penalties
could apply, which could adversely affect our financial condition. If we fail to make a required distribution,
we would cease to qualify as a REIT.

Prohibited transaction income could result from certain property transfers.

We contribute properties to property funds and sell properties to third parties from the REIT and from taxable
REIT subsidiaries (“TRS”). Under the Code, a disposition of a property from other than a TRS could be
deemed a prohibited transaction. In such case, a 100% penalty tax on the resulting gain could be assessed. The
determination that a transaction constitutes a prohibited transaction is based on the facts and circumstances
surrounding each transaction. The IRS could contend that certain contributions or sales of properties by us are
prohibited transactions. While we do not believe the IRS would prevail in such a dispute, if the IRS
successfully argued the matter, the 100% penalty tax could be assessed against the gains from these
transactions, which may be significant. Additionally, any gain from a prohibited transaction may adversely
affect our ability to satisfy the income tests for qualification as a REIT.

Liabilities recorded for pre-existing tax audits may not be sufficient.

We are subject to pending audits by the IRS and the California Franchise Tax Board of the 1999 through 2005
income tax returns of Catellus, including certain of its subsidiaries and partnerships. We have recorded an
accrual for the liabilities that may arise from these audits. During 2008, we agreed to enter into a closing
agreement with the IRS for the settlement of the 1999-2002 audits and we increased the recorded liability by
$85.4 million for all audits accordingly. See Note 14 to our Consolidated Financial Statements in Item 8. The
finalization of the remaining audits may result in an adjustment in which the actual liabilities or settlement
costs, including interest and potential penalties, if any, may prove to be more than the liability we have
recorded.

Uncertainties relating to Catellus’ estimate of its “earnings and profits” attributable to C-corporation taxable
years may have an adverse effect on our distributable cash flow.

In order to qualify as a REIT, a REIT cannot have at the end of any REIT taxable year any undistributed
earnings and profits that are attributable to a C-corporation taxable year. A REIT has until the close of its first
full taxable year as a REIT in which it has non-REIT earnings and profits to distribute these accumulated
earnings and profits. Because Catellus’ first full taxable year as a REIT was 2004, Catellus was required to
distribute these earnings and profits prior to the end of 2004. Failure to meet this requirement would result in
Catellus’ disqualification as a REIT. Catellus distributed its accumulated non-REIT earnings and profits in
December 2003, well in advance of the 2004 year-end deadline, and believed that this distribution was
sufficient to distribute all of its non-REIT earnings and profits. However, the determination of non-REIT
earnings and profits is complicated and depends upon facts with respect to which Catellus may have less than
complete information or the application of the law governing earnings and profits, which is subject to differing
interpretations, or both. Consequently, there are substantial uncertainties relating to the estimate of Catellus’
non-REIT earnings and profits, and we cannot be assured that the earnings and profits distribution requirement
has been met. These uncertainties include the possibility that the IRS could upon audit, as discussed above,
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increase the taxable income of Catellus, which would increase the non-REIT earnings and profits of Catellus.
There can be no assurances that we have satisfied the requirement that Catellus distribute all of its non-REIT
earnings and profits by the close of its first taxable year as a REIT, and therefore, this may have an adverse
effect on our distributable cash flow.

There are potential deferred and contingent tax liabilities that could affect our operating results or financial
condition.

Palmtree Acquisition Corporation, our subsidiary that was the surviving corporation in the merger with
Catellus in 2005, is subject to a federal corporate level tax at the highest regular corporate rate (currently
35%) and potential state taxes on any gain recognized within ten years of Catellus’ conversion to a REIT from
a disposition of any assets that Catellus held at the effective time of its election to be a REIT, but only to the
extent of the built-in-gain based on the fair market value of those assets on the effective date of the REIT
election (which was January 1, 2004). Gain from a sale of an asset occurring more than 10 years after the
REIT conversion will not be subject to this corporate-level tax. We do not currently expect to dispose of any
asset of the surviving corporation in the merger if such disposition would result in the imposition of a material
tax liability unless we can affect a tax-deferred exchange of the property. However, certain assets are subject
to third party purchase options that may require us to sell such assets, and those assets may carry deferred tax
liabilities that would be triggered on such sales. We have recorded deferred tax liabilities related to these
built-in-gains. There can be no assurances that our plans in this regard will not change and, if such plans do
change or if a purchase option is exercised, that we will be successful in structuring a tax-deferred exchange.

Other Risks
We are dependent on key personnel.

Our executive and other senior officers have a significant role in our success. Our ability to retain our
management group or to attract suitable replacements should any members of the management group leave is
dependent on the competitive nature of the employment market. The loss of services from key members of the
management group or a limitation in their availability could adversely affect our financial condition and cash
flow. Further, such a loss could be negatively perceived in the capital markets.

Share prices may be affected by market interest rates.

In response to current economic conditions, we reduced the expected annual distribution rate for 2009 to $1.00
per common share. The annual distribution rate on common shares as a percentage of our market price may
influence the trading price of such common shares. An increase in market interest rates may lead investors to
demand a higher annual distribution rate than we have set, which could adversely affect the value of our
common shares.

As a global company, we are subject to social, political and economic risks of doing business in foreign
countries.

We conduct a significant portion of our business and employ a substantial number of people outside of the
United States. During 2008, we generated approximately 70% of our revenue from operations outside the
United States, primarily due to proceeds from contributions of properties to property funds in Europe and
Japan. Circumstances and developments related to international operations that could negatively affect our
business, financial condition or results of operations include, but are not limited to, the following factors:

e (difficulties and costs of staffing and managing international operations in certain regions;
e currency restrictions, which may prevent the transfer of capital and profits to the United States;
e unexpected changes in regulatory requirements;

* potentially adverse tax consequences;
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e the responsibility of complying with multiple and potentially conflicting laws, e.g., with respect to corrupt
practices, employment and licensing;

e the impact of regional or country-specific business cycles and economic instability;

e political instability, civil unrest, drug trafficking, political activism or the continuation or escalation of
terrorist or gang activities (particularly with respect to our operations in Mexico); and

e foreign ownership restrictions with respect to operations in certain foreign countries.

Although we have committed substantial resources to expand our global development platform, if we are
unable to successfully manage the risks associated with our global business or to adequately manage
operational fluctuations, our business, financial condition and results of operations could be harmed.

In addition, our international operations and, specifically, the ability of our non-U.S. subsidiaries to dividend
or otherwise transfer cash among our subsidiaries, including transfers of cash to pay interest and principal on
our debt, may be affected by currency exchange control regulations, transfer pricing regulations and potentially
adverse tax consequences, among other things.

The depreciation in the value of the foreign currency in countries where we have a significant investment may
adversely affect our results of operations and financial position.

We have pursued, and intend to continue to pursue, growth opportunities in international markets where the
U.S. dollar is not the national currency. At December 31, 2008, approximately 47% of our total assets,
excluding our China operations, which were sold in February 2009 and presented as assets held for sale, are
invested in a currency other than the U.S. dollar, primarily the euro, Japanese yen and British pound sterling.
As a result, we are subject to foreign currency risk due to potential fluctuations in exchange rates between
foreign currencies and the U.S. dollar. A significant change in the value of the foreign currency of one or
more countries where we have a significant investment may have a material adverse effect on our results of
operations and financial position. Although we attempt to mitigate adverse effects by borrowing under debt
agreements denominated in foreign currencies and, on occasion and when deemed appropriate, through the use
of derivative contracts, there can be no assurance that those attempts to mitigate foreign currency risk will be
successful.

We are subject to governmental regulations and actions that affect operating results and financial condition.

Many laws and governmental regulations apply to us, our unconsolidated investees and our properties. Changes
in these laws and governmental regulations, or their interpretation by agencies or the courts, could occur,
which might affect our ability to conduct business.

ITEM 1B. Unresolved Staff Comments

None.

ITEM 2. Properties

We have directly invested in real estate assets that are primarily generic industrial properties. In Japan, our
industrial properties are generally multi-level centers, which is common in Japan due to the high cost and
limited availability of land. Our properties are typically used for storage, packaging, assembly, distribution and
light manufacturing of consumer and industrial products. Based on the square footage of our operating
properties in the direct owned segment at December 31, 2008, our properties are 99.3% industrial properties,
including 91.8% of properties used for bulk distribution, 6.6% used for light manufacturing and assembly and
0.9% for other purposes, primarily service centers, while the remaining 0.7% of our properties are retail.

At December 31, 2008, we owned 1,331 operating properties, including 1,297 industrial properties located in
North America, Europe and Asia and 34 retail properties in North America. In North America, our properties
are located in 33 markets in 20 states and the District of Columbia in the United States, 6 markets in Mexico
and 1 market in Canada. Our properties are located in 29 markets in 13 countries in Europe and 6 markets in
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2 countries in Asia. This information excludes our China operations that are classified as held for sale at
December 31, 2008.

Geographic Distribution

For this presentation, we define our markets based on the concentration of properties in a specific area. A
market, as defined by us, can be a metropolitan area, a city, a subsection of a metropolitan area, a subsection
of a city or a region of a state or country.

Properties

The information in the following tables is as of December 31, 2008 for the operating properties, properties
under development and land we own, including 80 buildings owned by entities we consolidate but of which
we own less than 100%. All of these assets are included in our direct owned segment. This includes our
development portfolio of operating properties we recently developed or are currently developing. No individual
property or group of properties operating as a single business unit amounted to 10% or more of our
consolidated total assets at December 31, 2008 or generated income equal to 10% or more of our consolidated
gross revenues for the year ended December 31, 2008. The table does not include properties that are owned by
property funds or other unconsolidated investees which are discussed under “— Unconsolidated Investees”.
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Rentable Investment
No. of  Percentage Square Before
Bldgs. Leased (1) Footage Depreciation Encumbrances (2)
Operating properties owned in the direct owned segment at

December 31, 2008 (dollars and rentable square footage in

thousands):

Industrial properties:

North America — by Country (40 markets) (3):

United States:

Atlanta, Georgia . ... ... .. ... 81 91.80% 12,630 $ 447,178 $ 30,260
Austin, Texas . . . ... .. 16 89.95% 1,095 44,596 —
Central Valley, California . . . . . ....................... 13 84.54% 3,486 172,142 24,611
Charlotte, North Carolina . . . ... ...................... 31 96.79% 3,623 117,300 35,673
Chicago, IIliNOIS . . . .. ... o 86 89.62% 18,660 985,289 158,299
Cincinnati, Ohio . . ... ... . ... ... .. ... 21 87.41% 3,603 106,996 22,504
Columbus, Ohio. . . .. ... ... . . . . 30 87.02% 5,873 221,767 27,353
Dallas/Fort Worth, Texas . . . . . ... ...t 106 86.10% 16,128 644,492 42,919
Denver, Colorado . . . . . ... ... ... 30 93.56% 4,700 234,834 49,717
ElPaso, TeXaS. . . v oot v i ittt e e et e 16 94.87% 2,051 63,578 —
Houston, TeXas . . . . .o oo vttt e e 77 98.12% 7,227 251,459 —
I-81 Corridor, Pennsylvania . . ... ..................... 10 71.69% 3,736 192,452 —
Indianapolis, Indiana . . . .. ........ ... .. ... ... . .. ... 30 95.37% 3,155 113,481 —
Inland Empire, California. . .. .......... ... .. .. ... .... 38 83.79% 15,775 1,204,255 173,979
Las Vegas, Nevada . . .. ........ . ... ... . .......... 17 92.12% 2,061 96,622 10,173
Los Angeles, California . . . .. ...... ... ... ... .. ...... 65 98.30% 5,465 596,057 87,870
Louisville, Kentucky . . . . ... ... .. ... .. .. ... .. .. ... 12 81.80% 3,259 109,773 11,530
Memphis, Tennessee . . . . ... ... ... . ... 22 88.49% 4,905 137,976 —
Nashville, Tennessee . . . . . . ... ... 29 97.19% 2,983 84,678 —
New Jersey. . . . oot 36 88.51% 6,890 424,645 33,437
Orlando, Florida . . . ... ... ... ... . .. ... 21 67.97% 2,365 114,616 —
Phoenix, Arizona . . . . . . . ..o 33 94.40% 2,700 127,811 —
Portland, Oregon . . . .. .. .. ... ... 26 86.75% 2,371 133,305 29,306
Reno, Nevada . . .. ... ... .. ... ... 18 87.06% 3,211 133,881 5,200
Salt Lake City, Utah . . . . ... ... .. ... ... . ... ...... 4 100.00% 661 24,389 —
San Antonio, TEXaS. . . . . o o it i 42 87.49% 3,826 136,886 3,437
San Francisco (East Bay), California. . ... ................ 57 98.12% 4,901 312,710 58,011
San Francisco (South Bay), California . . .. .. .............. 84 94.09% 5,516 465,083 36,591
Seattle, Washington . . ... ........ ... .. ... . 11 83.65% 1,281 72,663 264
South Florida . . .. ....... .. .. .. ... . ... 17 59.04% 1,533 106,048 6,215
St. Louis, Missouri . . . . ... . ... . 6 77.87% 685 23,026 —
Tampa, Florida . .. ... ... ... .. .. . 52 90.50% 3,562 146,773 8,931
Washington D.C./Baltimore, Maryland. . . . .. .............. 39 96.72% 5,232 266,231 36,305
Other . . .. .. 2 100.00% 367 19,263 —

Subtotal United States . . ... .......... ... 1,178 89.23% 165,516 8,332,255 892,585

Mexico:

Guadalajara . . . ... ... 2 14.32% 269 10,632 —
JUarez . . . . 5 0.00% 489 19,146 —
Mexico City . . . o oot 7 59.70% 1,507 83,962 —
MONLEITEY . . . . o v ot 6 20.35% 909 34,990 —
Reynosa. . .. ... ... . 3 58.35% 305 12,498 —
THUANA . . .o 3 46.12% 691 37,622 —

Subtotal MEXiCO . . . o v v v o 26 35.10% 4,170 198,850 —

Canada —TOronto . . . . .. ... i it e 1 100.00% 110 7,832 —
Subtotal North America . ... ....................... 1,205 88.00% 169,796 8,538,937 892,585

Europe — by Country (29 markets) (4):

Belgium. . . ... .. 1 0.00% 187 14,136 —
Czech Republic . . . ... ... ... . ... . . 6 27.38% 1,702 142,903 —
France. . . . .. . . 6 74.14% 2,024 136,812 2,900
GeImMAany . . . . vttt e e e 10 44.70% 1,569 122,536 —
Hungary . ... ... ... 5 34.69% 1,279 75,007 —
taly . 5 28.62% 1,562 103,730 —
Netherlands . . ... ... .. ... . .. ... 1 0.00% 280 14,879 —
Poland. . . . ... .. 17 58.58% 3,700 208,471 —
Romania . .. ... ... ... 4 89.63% 1,170 72,085 —
Slovakia. . . ... 7 83.65% 1,895 129,931 —
SPain . ... 1 0.00% 470 22,465 —
Sweden . . ... 1 78.68% 84 6,051 —
United Kingdom . . .. ... ... ... ... . . 18 4.68% 4,010 390,982 —

Subtotal Europe . . ... ... .. 82 43.21% 19,932 1,439,988 2,900

Asia — by Country (6 markets) (5):

Japan . ... 7 39.17% 5,725 951,857 —
Korea . ... .. 3 100.00% 257 25,686 4,540
Subtotal Asia. . . ... ... . 10 41.79% 5,982 977,543 4,540
Total industrial properties . . . . ... .................. 1,297 82.02% 195,710 10,956,468 900,025

Retail properties:

North America — by Country (5 markets):

United States . . . . . . o oo 34 94.48% 1,404 358,992 4,447
Total retail properties. . . . .. ...................... 34 94.48 % 1,404 358,992 4,447
Total operating properties owned in the direct owned segment

at December 31,2008 . .. ... ...... ... .. ... .. ... 1,331 82.11% 197,114 $ 11,315,460 $ 904,472
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Land Held for

Development Properties Under Development
Rentable
No. of  Percentage Square Current Total Expected
Acreage Investment Bldgs. Leased (1) Footage Investment Cost (6)
Land held for development and properties under
develoiJment at December 31, 2008 (dollars and
rentable square footage in thousands):
North America — by Market (37 total markets):
United States:
Atlanta, Georgia. . . .. ... ... ... 467 $ 37460 — — — 3 — 3 —
Austin, Texas . . ..................... 6 2,869 — — — — —
Central Valley, California . . ... ........... 845 27,505 2 100.00% 1,226 68,979 80,286
Charlotte, North Carolina . . . ............. 29 4,929 — — — — —
Chicago, Illinois. . . . ......... ... ..... 753 93,295 1 0.00% 257 22,559 30,345
Cincinnati, Ohio. . . . .................. 85 8,594 — — — — —
Columbus, Ohio. . . . .................. 233 13,775 —_ — — —_ —_
Dallas, Texas . ... ........... .. o..... 501 42,657 —_ — — —_ —_
Denver, Colorado . . . . ................. 94 10,664 — — — — —
East Bay, California . .. ................ 2 7,849 — — — — —
ElPaso, Texas. . .. ................... 70 4,048 — — — — —
Houston, Texas . . . ................... 120 9,774 — — — — —
Indianapolis, Indiana . . . . ... ............ 93 5,235 — — — — —
Inland Empire, California . . . ... .......... 463 137,411 1 100.00% 658 69,572 78,460
Jacksonville, Florida . . .. ............... 103 16,806 — — — — —
Las Vegas, Nevada . . .. ................ 68 34,634 — — — — —
Los Angeles, California . . .. ............. 30 46,373 — — — — —
Louisville, Kentucky . . . ................ 13 995 — — — — —
Memphis, Tennessee . . . ... ............. 159 11,643 — — — — —
Nashville, Tennessee . . ... .............. 24 3,002 — — — — —
New Jersey. . . ..o oo v i 301 177,339 — — — — —
Norfolk, Virginia . .. .................. 83 9,165 — — — — —
Pennsylvania. . . ..................... 307 43,756 — — — — —
Phoenix, Arizona . . .. .......... . ...... 148 23,102 — — — — —
Portland, Oregon . . ... ................ 23 5,204 — — — — —
Reno,Nevada . .. .................... 178 22,828 — — — — —
San Antonio, Texas. . . .. ............... 55 5,958 — — — — —
South Florida . ...................... 81 53,562 2 0.00% 200 20,558 23,366
Tampa, Florida . ... .................. 45 6,319 — — — — —
Washington D.C./Baltimore, Maryland . . . ... .. 138 23,973 — — — — —
Mexico:
Guadalajara . .. ........ ... ... .. ... 48 17,296 — — — — —
Juarez. . . .. ... 146 17,181 3 0.00% 458 21,123 27,296
Matamoros. . . . ... 122 15,956 — — — — —
MexicoCity . . ... ..o 121 41,838 2 0.00% 793 33,454 40,874
Monterrey . ... ... 159 30,163 — — — — —
Reynosa .. ......... . ... ... ...... 108 11,689 1 0.00% 302 10,754 15,290
Canada-Toronto . ..................... 179 84,796 1 0.00% 416 19,905 28,931
Subtotal North America. . ... ........... 6,400 1,109,643 13 43.69% 4310 266,904 324,848
Europe - by Country (35 total markets):
Austria. . ... 33 29,518 — — — — —
Belgium. . ........ ... ... ... . ... ... 30 13,622 1 100.00% 247 9,228 17,686
Czech Republic .. ........ ... ... ...... 307 85,953 3 24.02% 694 64,168 65,954
France . .. ... .. ... .. .. 316 74,462 9 10.92% 2,241 68,156 175,886
Germany .. ... ... 251 96,231 14 56.64% 3,020 164,365 257,326
Hungary.......... ... . ... ... ...... 162 34,700 — — — — —
Ttaly . ..o 74 28,623 1 0.00% 130 107 10,560
Netherlands . . . .. ...... .. ... ... ... ..... 58 41,910 1 100.00% 306 7,065 26,314
Poland. .. ....... ... .. .. .. ... ... .. ... 839 154,697 13 27.89% 3,695 180,539 288,912
Romania. .. ......................... 90 21,136 — — — — —
Slovakia . .. ... ... . . 86 27,568 1 50.12% 285 17,182 19,825
Spain. . ... 98 67,752 3 76.26% 1,301 30,041 99,273
Sweden .. ... 6 1,881 1 27.35% 921 55,238 70,124
United Kingdom . . . . ......... . ... ..... 1,264 416,771 1 100.00% 47 2,719 5,744
Subtotal Europe . .. ........ ... ... 3,614 1,094,824 48 39.88% 12,887 598,808 1,037,604
Asia - by Country (6 total markets):
Japan. . ... 100 267,691 3 7.68% 2,470 288,784 489,335
Korea . ...... ... .. . . . ... 20 9,058 1 100.00% 170 9,114 13,258
Subtotal Asia. .. ......... .. ... ..... 120 276,749 4 13.59% 2,640 297,898 502,593
Total land held for development and
properties under development in the direct
owned segment at December 31, 2008. . . . . 10,134 $ 2,481,216 65 3721% 19,837 $ 1,163,610 $ 1,865,045
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The following is a summary of our direct-owned investments in real estate assets at December 31, 2008:

Investment
Before Depreciation
(in thousands)

Operating ProPerties . . . . . .o v v vttt ettt et e e e e e e e e $ 11,315,460
Land subject to ground leases and other (7) . . ... ... .. 424,489
Properties under development . .. ... ... 1,163,610
Land held for development . ... ... ... 2,481,216
Other investments (8) . . . ... ..t e 321,397

Total .. ... $ 15,706,172

(1) Represents the percentage leased at December 31, 2008. Operating properties at December 31, 2008
include recently completed development properties and recently acquired properties that may be in the ini-
tial lease-up phase, which reduces the overall leased percentage (see notes 3, 4 and 5 below for informa-
tion regarding developed properties).

(2) Certain properties are pledged as security under our secured debt and assessment bonds at December 31,
2008. For purposes of this table, the total principal balance of a debt issuance that is secured by a pool of
properties is allocated among the properties in the pool based on each property’s investment balance. In
addition to the amounts reflected here, we also have $3.1 million of encumbrances related to other real
estate assets not included in the direct owned segment. See Schedule III — Real Estate and Accumulated
Depreciation to our Consolidated Financial Statements in Item 8 for additional identification of the proper-
ties pledged.

(3) In North America, includes 55 recently Completed Development Properties aggregating 16.8 million
square feet at a total investment of $772.2 million that are 47.5% leased and in our development portfolio.

(4) In Europe, includes 77 recently Completed Development Properties aggregating 18.1 million square feet at
a total investment of $1.3 billion that are 41.0% leased and in our development portfolio.

(5) In Asia, includes 8 recently Completed Development Properties aggregating 5.8 million square feet at a
total investment of $955.0 million that are 39.7% leased and in our development portfolio.

(6) Represents the total expected cost to complete a property under development and may include the cost of
land, fees, permits, payments to contractors, architectural and engineering fees, interest, project manage-
ment costs and other appropriate costs to be capitalized during construction and also leasing costs, rather
than the total actual costs incurred to date.

(7) Amounts represent investments of $389.2 million in land subject to ground leases and an investment of
$35.3 million in railway depots.

(8) Other investments include: (i) restricted funds that are held in escrow pending the completion of tax-
deferred exchange transactions involving operating properties; (ii) earnest money deposits associated with
potential acquisitions; (iii) costs incurred during the pre-acquisition due diligence process; (iv) costs
incurred during the pre-construction phase related to future development projects, including purchase
options on land and certain infrastructure costs; and (v) costs related to our corporate office buildings.

Unconsolidated Investees

At December 31, 2008, our investments in and advances to unconsolidated investees totaled $2.3 billion. The
property funds totaled $2.0 billion and the industrial and retail joint ventures totaled $207 million at
December 31, 2008 and are all included in our investment management segment. The remaining unconsoli-

dated investees totaled $105 million at December 31, 2008.
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Property Funds

At December 31, 2008, we had ownership interests ranging from 20% to 50% in 17 property funds and 3 joint
ventures that are presented under the equity method. These entities primarily own industrial and retail

operating properties. We act as manager of each property fund.

The information provided in the table below (dollars and square footage in thousands) is for our unconsoli-
dated entities with investments in industrial properties and represents the total entity, not just our proportionate
share. See “Item 1. Business” and Note 5 to our Consolidated Financial Statements in Item 8.

North America:
Property funds:
ProLogis California. . ...................
ProLogis North American Properties Fund I. . .

ProLogis North American Properties
Fund VI ... ... ... .. ... ... ...

ProLogis North American Properties
Fund VIL. . ... ... .. o

ProLogis North American Properties
Fund VIIT . . ... ... oo

ProLogis North American Properties
Fund IX ...... ... ... .. . ..

ProLogis North American Properties Fund X . .

ProLogis North American Properties
Fund XT ......... ... ... .. ... ...

ProLogis North American Industrial Fund . . . .
ProLogis North American Industrial Fund II . .
ProLogis North American Industrial Fund IIT. .
ProLogis Mexico Industrial Fund. ..........
Property funds. . ........ ... ... ... ..

Other unconsolidated investees . . ..............

Total North America. .....................

Europe — property funds:
ProLogis European Properties. . ...............
ProLogis European Properties Fund II. . . ... ... ..

Total Europe. . ....... ... . .

Asia — property funds:
ProLogis Japan property funds (3) .............
ProLogis Korea Fund . . .....................

Total Asia . ........... .. ...

Total unconsolidated investees . .. ........

Rentable

No. of  No. of Square  Percentage Entity’s
Bldgs. Markets Footage Leased Investment (1)
80 1 14,178 98.67% % 697,590
36 16 9,406 95.57% 386,572
22 7 8,648 93.01% 516,675
29 8 6,205 90.13% 397,327
24 9 3,064 97.31% 193,380
20 7 3,439 71.83% 197,066
29 9 4,191 92.28% 223,441
13 2 4,112 95.21% 219,487
258 31 49,656 96.31% 2,916,806
150 30 35,752 94.54% 2,161,805
120 7 24,709 94.39% 1,746,538
73 11 9,494 94.23% 588,382
854 44 (2) 172,854 94.73% 10,245,069
3 2 736 47.74% 31,762
857 44 (2) 173,590 94.53% 10,276,831
246 28 56,273 97.42% 4,819,603
153 26 38,853 97.89% 3,918,541
399 35 (2) 95,126 97.62% 8,738,144
70 8 27,034 99.56% 5,595,985
13 2 1,915 100.00% 142,896
83 10 (2) 28,949 99.59% 5,738,881
1,339 89 297,665 96.01% $24,753,856

(1) Investment represents 100% of the carrying value of the properties, before depreciation, of each entity at

December 31, 2008.

(2) Represents the total number of markets in each continent on a combined basis.
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(3) We entered into a binding agreement in December 2008 to sell these investments, along with the ProLogis
China Acquisition fund, which was formed in 2008 and is classified as held for sale. See Note 21 to our
Consolidated Financial Statements in Item 8 for more information.

ITEM 3. Legal Proceedings

From time to time, we and our unconsolidated investees are parties to a variety of legal proceedings arising in
the ordinary course of business. We believe that, with respect to any such matters that we are currently a party
to, the ultimate disposition of any such matter will not result in a material adverse effect on our business,
financial position or results of operations.

ITEM 4. Submission of Matters to a Vote of Security Holders
Not applicable.

PART II

ITEM 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information and Holders

Our common shares are listed on the NYSE under the symbol “PLD”. The following table sets forth the high
and low sale prices, as reported in the NYSE Composite Tape, and distributions per common share, for the
periods indicated.

Per Common

High Sale Low Sale Share Cash
Price Price Distribution
2007:
First QUarter . .. ... .o vt $ 7208 $ 58.00 $ 0.46
Second Quarter . ... ....... ... 67.99 55.76 0.46
Third Quarter . . ........ ... . . . . 66.86 51.65 0.46
Fourth Quarter. . . ........ ... .. . . . . . 73.34 59.37 0.46
2008:
First QUarter . . .. .. ..o it $ 6400 $ 51.04 3 0.5175
Second Quarter . ... ...... ... 66.51 53.42 0.5175
Third Quarter . ... ...... .. 54.89 34.61 0.5175
Fourth Quarter. . . ........ ... ... . . . . 39.85 2.20 0.5175
2009:
First Quarter (through February 20) .. ..................... $ 1668 $ 590 S 0.25 (1)

(1) Declared on February 9, 2009 and payable on February 27, 2009 to holders of record on February 19,
20009.

On February 20, 2009, we had approximately 267,604,300 common shares outstanding, which were held of
record by approximately 8,900 shareholders.

Distributions and Dividends

In order to comply with the REIT requirements of the Code, we are generally required to make common share
distributions and preferred share dividends (other than capital gain distributions) to our shareholders in
amounts that together at least equal (i) the sum of (a) 90% of our “REIT taxable income” computed without
regard to the dividends paid deduction and net capital gains and (b) 90% of the net income (after tax), if any,
from foreclosure property, minus (ii) certain excess non-cash income. Our common share distribution policy is
to distribute a percentage of our cash flow that ensures that we will meet the distribution requirements of the
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Code and that allows us to maximize the cash retained to meet other cash needs, such as capital improvements
and other investment activities.

The annual distribution rate for 2008 was $2.07 per common share. In November 2008, the Board set the
expected annual distribution rate for 2009 at $1.00 per common share, subject to market conditions and REIT
distribution requirements. The payment of common share distributions, as well as whether the distribution will
be payable in cash or shares of beneficial interest, or some combination, is dependent upon our financial
condition and operating results and may be adjusted at the discretion of the Board during the year.

In addition to common shares, we have issued cumulative redeemable preferred shares of beneficial interest.
At December 31, 2008, we had three series of preferred shares outstanding (“Series C Preferred Shares”,
“Series F Preferred Shares” and “Series G Preferred Shares”). Holders of each series of preferred shares
outstanding have limited voting rights, subject to certain conditions, and are entitled to receive cumulative
preferential dividends based upon each series’ respective liquidation preference. Such dividends are payable
quarterly in arrears on the last day of March, June, September and December. Dividends on preferred shares
are payable when, and if, they have been declared by the Board, out of funds legally available for payment of
dividends. After the respective redemption dates, each series of preferred shares can be redeemed at our
option. The cash redemption price (other than the portion consisting of accrued and unpaid dividends) with
respect to Series C Preferred Shares is payable solely out of the cumulative sales proceeds of other capital
shares of ours, which may include shares of other series of preferred shares. With respect to the payment of
dividends, each series of preferred shares ranks on parity with our other series of preferred shares. Annual per
share dividends paid on each series of preferred shares were as follows for the periods indicated:

Years Ended December 31,

2008 2007
Series C Preferred Shares. . ... ... .. e $ 4.27 $ 427
Series F Preferred Shares . . . ... ... . e $ 1.69 $ 1.69
Series G Preferred Shares. . . . ..o v v $ 1.69 $ 1.69

Pursuant to the terms of our preferred shares, we are restricted from declaring or paying any distribution with
respect to our common shares unless and until all cumulative dividends with respect to the preferred shares
have been paid and sufficient funds have been set aside for dividends that have been declared for the then-
current dividend period with respect to the preferred shares.

For more information regarding our distributions and dividends, see Note 10 to our Consolidated Financial
Statements in Item 8.

Securities Authorized for Issuance Under Equity Compensation Plans

For information regarding securities authorized for issuance under our equity compensation plans see Notes 10
and 11 to our Consolidated Financial Statements in Item 8.

Other Shareholder Matters

Other Issuances of Common Shares

In 2008, we issued 3,911,923 common shares, upon exchange of limited partnership units in our majority-
owned and consolidated real estate partnerships. These common shares were issued in transactions exempt
from registration under Section 4(2) of the Securities Act of 1933.

Common Share Plans

We have approximately $84.1 million remaining on our Board authorization to repurchase common shares that
began in 2001. We have not repurchased our common shares since 2003.

See our 2009 Proxy Statement for further information relative to our equity compensation plans.
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ITEM 6. Selected Financial Data

The following table sets forth selected financial data relating to our historical financial condition and results of
operations for 2008 and the four preceding years. Certain amounts for the years prior to 2008 presented in the
table below have been reclassified to conform to the 2008 financial statement presentation and to reflect
discontinued operations. The amounts in the table below are in millions, except for per share amounts.

Years Ended December 31,
2008 2007 2006 2005 2004

Operating Data:

TOtal TEVENUES . . . . o o ot e e e e e e e e e e $ 5,655 $6,189 $2438 $1,815 $1,837
Total EXPENSES .+« v v v v e e e e e $ 5,031 $5047 $1,673 $1,388 $1,492
Operating iNCoOME .+ . .« oo oot e e e et e e e e e $ 624 $1,142 $ 765 $ 427 $ 345
INEETESt EXPEISE « « « v v v v e e ettt e e e $ 341 $ 369 $ 296 $ 177 $ 153
Earnings (loss) from continuing operations (1) . .. ................ $ (195 $ 988 $ 714 $ 301 $ 216
Discontinued operations (2) . . ... ... $ @212) $ 8 $ 160 $ 95 $ 17
Net earnings (10SS) . .« v v v vt i oo $ (407) $1074 $ 874 $ 396 $ 233
Net earnings (loss) attributable to common shares. . ............... $ (432) $1,049 $ 849 $ 371 $ 203
Net earnings (loss) per share attributable to common shares — Basic:

Continuing Operations . . . . .. ... v vt e $ (085 $ 374 $ 279 $ 135 $ 1.02

Discontinued operations . . . .. ........ . (0.80) 0.34 0.66 0.47 0.09
Net earnings (loss) per share attributable to common shares — Basic. ... $ (1.65) $§ 408 § 345 $ 1.82 §$ 1.11
Net earnings (loss) per share attributable to common shares — Diluted:

Continuing OPerations . . . . . ...t v vttt e $ (085 $ 362 $ 269 $ 131 $0.99

Discontinued operations . . . . .. ... ... (0.80) 0.32 0.63 0.45 0.09

Net earnings (loss) per share attributable to common shares — Diluted .. $ (1.65) $ 394 §$ 332 § 1.76 $ 1.08

Weighted average common shares outstanding:

BasiC . o oo 263 257 246 203 182
Diluted. . ... .. 263 267 257 214 192
Common Share Distributions:
Common share cash distributions paid. . .. ..................... $ 551 § 473 $ 393 $ 297 $ 266
Common share distributions paid per share . .................... $ 207 $ 184 $ 160 $ 148 $ 146
FFO (3):
Reconciliation of net earnings to FFO:
Net earnings (loss) attributable to common shares. . ... ............ $ (432) $1,049 $ 849 $ 371 $ 203
Total NAREIT defined adjustments. . . . ....................... 449 150 149 161 196
Total our defined adjustments. . .. .......... . ... . ... .. ... .. 164 28 (53) 2) 1
FFO attributable to common shares as defined by ProLogis, including
significant non-cash items . .............. ... . ........... $ 181 $1,227 $ 945 $ 530 $ 400
Add (deduct) significant non-cash items:
Impairment of goodwill and other assets . .................... 321 — — — —
Impairment related to assets held for sale — China operations. . . . . .. 198 — — — —
Losses related to temperature-controlled distribution assets . . .. ... .. — — — 25 37
Impairment of real estate properties. . . ... ................... 275 — — — —
Our share of the loss/impairment recorded by an unconsolidated
INVESIEE . . o ottt e et 108 — — — —
Gain on early extinguishment of debt. . .. ................. ... 91) — — — —
FFO attributable to common shares as defined by ProLogis, excluding
significant non-cash items . .................. .. .......... $ 992 $1,227 $ 945 $ 555 $ 437
Cash Flow Data:
Net cash provided by operating activities. . . ... ................. $ 844 $1206 $ 687 $ 488 $ 484
Net cash used in investing activities . ... ...................... $ (1,302) $(4,053) $(2,069) $(2,223) $ (620)
Net cash provided by financing activities. . . .. .................. $ 358 $2,742 $1.645 $1,713 $ 37
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As of December 31,
2008 2007 2006 2005 2004

Financial Position:
Real estate owned, excluding land held for development, before

depreciation . . .. . ..o $13,225 $14,426 $12,500 $10,830 $5,738
Land held for development . . .. ........................ . ... $ 2481 $ 2,153 $ 1,397 $ 1,045 $ 596
Investments in and advances to unconsolidated investees. . .......... $ 2270 $ 2,345 $ 1,300 $ 1,050 $ 909
TOtAl ASSELS « « v v e e e e e e e e $19,252 $19,724 $15,904 $13,126 $7,098
Total debt . .. ..o $11,008 $10,506 $ 8,387 $ 6,678 $3,414
Total liabilities . . ... ... ... $12,808 $12,209 $ 9,453 $ 7,580 $3,929
MInority interest . . .. ... ..o $ 19 % 79 8% 52 % 58 % 67
Total shareholders” equity . . ... ... ...ttt $ 6425 $ 7436 $ 6399 $ 5488 $3,102
Number of common shares outstanding. . . .. ................... 267 258 251 244 186

(1) During 2008, we recognized impairment charges on certain of our real estate properties of $274.7 million

(@)

3)

and on goodwill and other assets of $320.6 million and our share of impairment charges recorded by an
unconsolidated investee of $108.2 million. See our Consolidated Financial Statements in Item 8 for more
information.

Discontinued operations include income (loss) attributable to assets held for sale and disposed properties,
net gains recognized on the disposition of properties to third parties and, in 2008, an impairment charge of
$198.2 million as a result of our sale in February 2009 of our China operations. See Note 21 to our Con-
solidated Financial Statements in Item 8 for additional information. Amounts include impairment charges
related to temperature controlled distribution assets of $25.2 million and $36.7 million in 2005 and 2004,
respectively.

Funds from operations (“FFO”) is a non-U.S. generally accepted accounting principle (“GAAP”’) measure
that is commonly used in the real estate industry. The most directly comparable GAAP measure to FFO is
net earnings. Although the National Association of Real Estate Investment Trusts (“NAREIT”) has pub-
lished a definition of FFO, modifications to the NAREIT calculation of FFO are common among REITs,
as companies seek to provide financial measures that meaningfully reflect their business. FFO, as we
define it, is presented as a supplemental financial measure. FFO is not used by us as, nor should it be con-
sidered to be, an alternative to net earnings computed under GAAP as an indicator of our operating perfor-
mance or as an alternative to cash from operating activities computed under GAAP as an indicator of our
ability to fund our cash needs.

FFO is not meant to represent a comprehensive system of financial reporting and does not present, nor do
we intend it to present, a complete picture of our financial condition and operating performance. We
believe net earnings computed under GAAP remains the primary measure of performance and that FFO is
only meaningful when it is used in conjunction with net earnings computed under GAAP. Further, we
believe that our consolidated financial statements, prepared in accordance with GAAP, provide the most
meaningful picture of our financial condition and our operating performance.

At the same time that NAREIT created and defined its FFO concept for the REIT industry, it also recog-
nized that “management of each of its member companies has the responsibility and authority to publish
financial information that it regards as useful to the financial community.” We believe that financial ana-
lysts, potential investors and shareholders who review our operating results are best served by a defined
FFO measure that includes other adjustments to net earnings computed under GAAP in addition to those
included in the NAREIT defined measure of FFO. Our FFO measure is discussed in “Item 7. Manage-
ment’s Discussion and Analysis of Financial Condition and Results of Operations — Funds From
Operations”.

ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion in conjunction with our Consolidated Financial Statements included
in Item 8 of this report and the matters described under “Item 1A. Risk Factors”.
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Management’s Overview

We are a self-administered and self-managed REIT that owns, operates and develops real estate properties,
primarily industrial properties, in North America, Europe and Asia (directly and through our unconsolidated
investees). Our business is primarily driven by requirements for modern, well-located inventory space in key
global distribution locations. Our focus on our customers’ needs has enabled us to become a leading global
provider of industrial distribution properties.

Recently, the global financial markets have been undergoing pervasive and fundamental disruptions, which
began to impact us late in the third quarter of 2008. As the global credit crisis worsened in the fourth quarter,
it was necessary for us to modify our business strategy. As such, we discontinued most of our new
development and acquisition activities in order to focus on our core business of owning and managing
industrial properties. Narrowing our focus has allowed us to take the necessary steps toward reducing our debt
and maximizing liquidity and cash flow. We believe our current business strategy, coupled with the following
objectives for both the near and long-term, will position us to take advantage of business opportunities upon
the stabilization of the global financial markets.

Near-term objectives:
e Simplify our business model and focus on our core business;
e Complete the development and leasing of properties currently in our development portfolio;

e Manage our core portfolio of industrial distribution properties to maintain and improve our net operating
income stream from these assets;

e Provide exceptional customer service to our current and future customers;

e Generate liquidity through contributions of properties to our property funds and through sales to third
parties;

* Reduce our debt at December 31, 2009 by $2.0 billion from our debt levels at September 30, 2008, through
debt retirements; utilizing proceeds from property contributions and dispositions and other possible means,
such as buying back outstanding debt and issuing additional equity;

e Recast our global line of credit; and

e Reduce our general and administrative expenses through various cost savings initiatives, including
reductions in workforce.

Longer-term objectives:
*  Employ a conservative growth expansion model;

e Develop industrial properties utilizing a portion of our existing land parcels, which we will hold for long-
term direct investment, or otherwise monetize our land holdings through dispositions; and

e Grow the property funds by utilizing the property fund structure for the development of properties and the
opportunistic acquisition of properties from third parties.

Due to recent economic conditions, we have changed our near-term business strategy, which will no longer
focus on CDFS business activities. As a result, as of December 31, 2008, we have two operating segments:
(i) direct owned and (ii) investment management. Our direct owned segment represents the direct long-term
ownership of industrial and retail properties. Our investment management segment represents the long-term
investment management of property funds and the properties they own. Our development or CDFS business
segment, which had results through December 31, 2008, primarily encompassed our development or acquisi-
tion of real estate properties that were subsequently contributed to a property fund in which we have an
ownership interest and act as manager, or sold to third parties. As of December 31, 2008, all of the assets and
liabilities in this segment have been transferred into our two remaining segments.
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We generate and seek to increase revenues; earnings; FFO, as defined at the end of Item 7; and cash flows
through our segments primarily as follows:

e Direct Owned Segment — We earn rent from our customers, including reimbursements of certain operating
costs, under long-term operating leases for the industrial and retail properties that we own directly. The
revenue in this segment decreased in 2008 primarily due to the contribution of properties to property funds,
offset partially with increases in occupancy levels within our development portfolio. However, due to
current market challenges, leasing activity has slowed and rental revenues generated by the lease-up of
newly developed properties has not been adequate to completely offset the loss of rental revenues from
property contributions. We expect our total revenues from this segment will decrease in 2009 due to the
contributions and dispositions of properties we made in 2008. We intend to grow our revenue in the
remaining properties primarily through increases in occupied square feet in our development portfolio. Our
development portfolio, including Completed Development Properties and those currently under develop-
ment, was 41.4% leased at December 31, 2008. Our current business plan allows for the limited expansion
of operating properties as necessary to: (i) address the specific expansion needs of customers; (ii) initiate or
enhance our market presence in a specific country, market or submarket; (iii) take advantage of opportuni-
ties where we believe we have the ability to achieve favorable returns; and (iv) expand the portfolio of
properties we own through opportunistic acquisitions.

e Investment Management Segment — We recognize our proportionate share of the earnings or losses from
our investments in unconsolidated property funds and certain joint ventures. In addition to the income
recognized under the equity method, we recognize fees and incentives earned for services performed on
behalf of these entities and interest earned on advances to these entities, if any. We provide services to
these entities, such as property management, asset management, acquisition, financing and development.
We may also earn incentives from our property funds depending on the return provided to the fund partners
over a specified period. We expect future growth in income recognized to result from growth in existing
property funds, primarily from properties the funds acquired from us in 2008 and may acquire, from us or
third parties, in the future, as well as the formation of future funds.

e CDFS Business Segment — Through December 31, 2008, we recognized income primarily from the
contributions of developed, rehabilitated and repositioned properties and acquired portfolios of properties to
the property funds as well as from dispositions of land and properties to third parties. The income was
generated due to the increased fair value of the properties at the time of contribution, based on third party
appraisals, and income was recognized only to the extent of the third party ownership interest in the
property fund acquiring the property. Given the challenges that we are facing in this current environment
and the corresponding changes we have made to our business strategy, we do not expect to have a CDFS
business segment in 2009. All of the assets and liabilities that were in this segment have been transferred
to our two remaining segments. We transferred all of our real estate and other assets that were in our
development pipeline to our direct owned segment. The investments we had in certain joint ventures have
been transferred to our investment management segment. We may contribute Completed Development
Properties and/or Core Properties to the property funds or sell to third parties, although these will no longer
be reported in our CDFS business segment.

Key Items in 2008

e In December 2008, we entered into a binding agreement to sell our China operations and our investments
in the Japan property funds for $1.3 billion of cash. This resulted in an impairment charge of $198.2 million
on the sale of our China operations, which is included in Discontinued Operations in our Consolidated
Financial Statements in Item 8. In 2009, after the sale has closed and we have received all the proceeds,
we will recognize a gain related to the sale of our interests in the Japan property funds. See Note 21 to our
Consolidated Financial Statements in Item 8.
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* In 2008, we generated aggregate proceeds of $4.7 billion and recognized aggregate gains of $690.1 million
from contributions and dispositions of properties, net of amounts deferred, as follows:

o We generated $4.2 billion of proceeds and $658.9 million of gains from the contributions of CDFS
developed and repositioned properties and sales of land. This is net of the deferral of $209.5 million
of gains related to our ongoing ownership in the property funds or other unconsolidated investees
that acquired the properties and also includes $25.0 million of previously deferred gains. This also
includes one property sold to a third party that was developed under a pre-sale agreement.

o We contributed, to certain property funds, acquired CDFS property portfolios at cost, generating
$372.7 million of proceeds. We acquired these portfolios of properties in 2008, 2007 and 2006 with
the intent to contribute them to a new or existing property fund at our cost. In addition, we
contributed two non-CDFS properties to property funds generating $35.5 million of proceeds and
$11.7 million of gains.

o We disposed of 15 properties and land subject to a ground lease to third parties, all of which are
included in discontinued operations, generating proceeds of $127.4 million and $19.5 million of
gains.

*  We increased our direct investment in PEPF II by 20% by acquiring units from PEPR for $61.1 million.

e As aresult of significant adverse changes in market conditions, we reviewed our assets for potential
impairment under the appropriate accounting literature, considering current market conditions as well as
our intent with regard to owning or disposing of the asset. In connection with that review, in the fourth
quarter of 2008, we recorded impairment charges of $274.7 million on our real estate properties and
$320.6 million on goodwill and other assets. See Note 13 to our Consolidated Financial Statements in
Item 8.

e In connection with cost savings initiatives we implemented to reduce our general and administrative
expenses, we initiated a RIF plan with a total cost of $26.4 million, including $3.3 million related to our
China operations and reflected in discontinued operations.

e During the fourth quarter of 2008, we completed a tender offer related to our senior notes. We purchased
$309.7 million aggregate principal amount of 5.25% notes due November 2010 for $216.8 million,
resulting in a gain of $90.7 million, after transaction costs and expensing previously deferred debt issuance
and discount costs of $2.2 million.

e We raised $1.1 billion of proceeds through the issuance of $600 million of 6.625% senior notes and
$550 million of 2.625% convertible senior notes.

*  We generated $196.4 million from the issuance of 3.4 million common shares under our Controlled Equity
Offering Program.

Summary of 2008

Our direct owned portfolio decreased in 2008, on average, due to the contributions of properties to the
property funds. Net operating income from our direct owned segment decreased to $641.7 million for the year
ended December 31, 2008 from $739.6 million for the same period in 2007. The decrease was largely due to
us owning a smaller operating portfolio, on average, during 2008 over the same period in 2007, an increase in
property management expenses, insurance and other rental expenses not recoverable from our customers, offset
partially by an increase in occupancy levels and rental rate increases. Rental expenses in this segment include
the property management costs we incur to manage our properties and the properties owned by the property
funds for which we receive management fee income. The property management costs increased $10.5 million
in 2008 compared with 2007, primarily due to the growth in the portfolios we manage on behalf of the
property funds. Non-recoverable rental expenses increased due to a $6.0 million increase in insurance expense
related to a tornado in the first quarter of 2008.

We had net operating income from the investment management segment of $66.4 million for the year ended
December 31, 2008, compared to $196.0 million for 2007. In 2008, we recognized a loss of $108.2 million
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representing our share of the loss recognized by ProLogis European Properties (“PEPR”) upon the sale and
impairment of its ownership interests in ProLogis European Properties Fund II (“PEPF II’). We also
recognized our share of realized and unrealized losses of $32.3 million related to interest rate derivative
contracts held by certain property funds. In 2007, we recognized $38.2 million that represented our
proportionate share of a gain recognized by PEPR from the sale of certain properties. Without these items in
both 2008 and 2007, net operating income from this segment increased $49.1 million or 31% due to the
increased size of the portfolios owned by the property funds.

Net operating income of the CDFS business segment decreased for the year ended December 31, 2008 to
$657.9 million from $786.2 million for the same period in 2007 primarily due to decreased levels of
contributions and lower profit margins. In 2007, we repositioned a property fund and recognized gains of
$68.6 million in this segment.

Results of Operations

Information for the years ended December 31, regarding net earnings (loss) attributable to common shares was
as follows:

2008 2007 2006
Net earnings (loss) attributable to common shares (in millions) .......... $(432.2) $1,0489 $849.0
Net earnings (loss) per share attributable to common shares — Basic . . . . .. $ (1.65) $ 408 $ 345
Net earnings (loss) per share attributable to common shares — Diluted. . . . . $ (1.65 $ 394 $ 332

The decrease in net earnings in 2008 from 2007 is primarily due to impairment charges recognized in 2008 of
$901.8 million, charges of $26.4 million related to our RIF plan, lower gains on dispositions of properties,
lower rental income and higher rental expenses, offset by a $90.7 million gain on the extinguishment of debt.
The impairment charges related to our real estate properties, goodwill, China operations, unconsolidated
investees and other assets and are discussed in more detail in Notes 5, 7 and 13 to our Consolidated Financial
Statements in Item 8. In 2007, we recognized gains on dispositions of both CDFS and non-CDFS properties of
$991.9 million as compared with $690.1 million of gains in 2008. Net earnings in 2007 included; (i) the
repositioning of a property fund resulting in total gains from CDFES contributions and foreign exchange
contracts of $95.2 million; (ii) the disposition of 77 properties from our direct owned segment to two of the
unconsolidated property funds, which generated gains of $146.7 million; and (iii) the recognition of our share
of net gains of $38.2 million from the property funds due to the disposition of properties in 2007. These
transactions have also resulted in less rental income in 2008 compared with 2007. The increase in net earnings
attributable to common shares in 2007 over 2006 was due to increased gains on contributions of CDFS and
non-CDFS properties to property funds (outlined above), higher gains on sales of land and improved property
operating performance, partially offset by lower incentive fees from property funds and lower gains on sales of
properties to third parties.

Direct Owned Segment

The net operating income of the direct owned segment consists of rental income and rental expenses from
industrial and retail properties during the time we directly own it. The rental income and expenses of operating
properties that were developed or acquired with the intent to contribute to a property fund are included in this
segment prior to contribution. When a property is contributed to a property fund, we begin reporting our share
of the earnings of the property under the equity method in the investment management segment. However, the
overhead costs incurred by us to provide the management services to the property fund continue to be reported
as part of rental expenses in this segment. The size and leased percentage of our direct owned operating
portfolio fluctuates due to the timing of contributions and dispositions of properties and the acquisition and
development of properties and impacts the net operating income we recognize in this segment. See Note 19 to
our Consolidated Financial Statements in Item 8 for a reconciliation of net operating income to earnings (loss)
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before minority interest. The net operating income from the direct owned segment, excluding amounts
presented as discontinued operations in our Consolidated Financial Statements, was as follows (in thousands):

Years Ended December 31,

2008 2007 2006
Rental iNCOME . . . o oo vt e e e e e e $ 953,866 $ 1,009,173 $ 865,145
Rental expenses . . ... 312,121 269,602 221,780
Total net operating income — direct owned segment . ......... $ 641,745 § 739,571 $ 643,365

We had a direct owned operating portfolio at December 31, 2008 and 2007, as follows (square feet in
thousands):

December 31, 2008 December 31, 2007
Number of Number of
Properties Square Feet Leased%  Properties Square Feet Leased %
Industrial properties . ............... 1,157 154,947 92.2% 1,187 161,105 93.2%
Retail properties . . ................. 34 1,404 94.5% 32 1,282 94.0%
Subtotal non-development properties . . . . 1,191 156,351 92.2% 1,219 162,387 93.2%
Completed development properties (1). . . 140 40,763 43.5% 141 38,634 56.4%
Total operating portfolio . ............ 1,331 197,114 82.1% 1,360 201,021 86.1%
Assets held for sale at December 31,
2008. . .. — — — 50 7,559 67.0%
Total. ........... ... ... ....... 1,331 197,114 82.1% 1,410 208,580 85.5%

(1) Included at December 31, 2008, are 93 properties with 23.7 million square feet on which development
was completed in 2008. Included as of December 31, 2007, are 94 properties with 21.5 million square feet
that were contributed to property funds during 2008 and therefore are no longer in our portfolio as of
December 31, 2008. The leased percentage fluctuates based on the composition of properties.

The decrease in rental income in 2008 from 2007 is due primarily to the contributions of properties to the
unconsolidated property funds, offset partially by increases in rental rates on turnovers, new leasing activity in our
development properties and increases in rental recoveries. Under the terms of our lease agreements, we are able to
recover the majority of our rental expenses from customers. Rental expense recoveries, included in both rental
income and expenses, were $226.3 million, $209.4 million and $174.5 million for the years ended December 31,
2008, 2007 and 2006 respectively. The increases in rental expense recoveries were driven by increased property
taxes and common area maintenance expenses such as utilities and snow removal costs. In addition to the
increased recoverable expenses, property management costs and certain non-recoverable costs have increased as
well, offset somewhat by a decrease in expenses due to the contribution or disposition of the properties. The
increase in property management costs in 2008 over 2007 of $10.5 million is due largely to the increase in the
number of properties we manage on behalf of the property funds. The increase in non-recoverable costs included
a $6.0 million insurance adjustment made during the first quarter of 2008 due to a tornado that struck certain
properties owned by us and owned by the property funds and insured by us through our insurance company.

The increases in rental income and rental expenses, in 2007 over 2006, are due to us owning more properties
in 2007 than 2006 as a result of the timing of contributions, as well as increases in the net operating income
of the same store properties we own directly. During the third quarter of 2007, we acquired all of the units in
MPR, an Australian listed property trust that had an 89% ownership interest in ProLogis North American
Properties Fund V. This transaction resulted in us owning 100% of the assets for approximately two months,
when the lender converted certain of the bridge debt into equity of a new property fund, ProLogis North
American Industrial Fund II, in which we have a 36.9% equity interest (collectively the “MPR Transaction”).
As we held these properties directly and consolidated their operating results for a short time in 2007, we had
net operating income associated with these properties of approximately $17 million in 2007. During the
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remainder of 2007 and all of 2008, we recognized our proportionate share of the results of these properties
through our Earnings (Loss) from Unconsolidated Property Funds.

Investment Management Segment

The net operating income of the investment management segment consists of: (i) earnings or losses recognized
under the equity method from our investments in property funds and certain joint ventures (that develop or
own industrial or retail properties); (ii) fees and incentives earned for services performed; and (iii) interest
earned on advances. The net earnings or losses of the unconsolidated investees may include the following
income and expense items of our unconsolidated investees, in addition to rental income and rental expenses:
(i) interest income and interest expense; (ii) depreciation and amortization expenses; (iii) general and
administrative expenses; (iv) income tax expense; (v) foreign currency exchange gains and losses; (vi) gains or
losses on dispositions of properties or investments; and (vii) impairment charges. The fluctuations in income
we recognize in any given period are generally the result of: (i) variances in the income and expense items of
the unconsolidated investees; (ii) the size of the portfolio and occupancy levels in each period; (iii) changes in
our ownership interest; and (iv) fluctuations in foreign currency exchange rates at which we translate our share
of net earnings to U.S. dollars, if applicable. The costs of the property management function performed by us
for the properties owned by the property funds and joint ventures are reported in the direct owned segment
and the costs of the investment management function are included in our general and administrative expenses.
See Notes 5 and 19 to our Consolidated Financial Statements in Item 8 for additional information on our
unconsolidated investees and for a reconciliation of net operating income to earnings (loss) before minority
interest.

The net operating income from the investment management segment was as follows for the periods indicated
(in thousands):

Years Ended December 31,

2008 2007 2006

Unconsolidated property funds:
North America (1) ... ... .. e $ 65024 $ 064325 $ 117,532
BUurope (2) . . .o vt (42,460) 104,665 167,227
ASIa (3) . o 39,331 30,182 20,225
Unconsolidated joint ventures (4) . ............. ..., 4,546 (3,221) 41,996

Total net operating income — investment management

SEEMENL . . . v vttt e e et e $ 66,441 $ 195951 $ 346,980

(1) Represents the income earned by us from our investments in property funds in North America. We had
interests in 12, 12 and 10 property funds at December 31, 2008, 2007 and 2006, respectively that owned,
on a combined basis, 854, 777 and 535 properties at December 31, 2008, 2007 and 2006, respectively. Our
ownership interests ranged from 20% to 50% at December 31, 2008. Included in 2008 are net losses of
$28.2 million, which represent our proportionate share of losses that were recognized by certain of the
property funds, related to interest rate derivative contracts that no longer met the requirements for hedge
accounting. Excluding these losses, the increase in net operating income we recognized in 2008 over 2007
is due principally to increased management fees and income from the larger portfolios in the property
funds.

In January 2006, we purchased the 80% ownership interests held by our fund partner in three property
funds and subsequently contributed substantially all of the assets and associated liabilities to the North
American Industrial Fund in March 2006. In connection with this transaction, we earned an incentive
return of $22.0 million and we recognized $37.1 million in income, representing our proportionate share
of the net gain recognized by the property funds upon termination.

(2) In 2008 and 2007, amounts represent the income earned by us from our investments in two property funds
in Europe, PEPR and PEPF II, and, prior to the formation of PEPF II in the third quarter of 2007, repre-
sents the income from our investment in PEPR. On a combined basis, these funds owned 399, 288 and
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277 properties at December 31, 2008, 2007 and 2006, respectively. Our ownership interest in PEPR and
PEPF II was 24.9% and 36.9%, respectively, at December 31, 2008 including both our direct and indirect
investments. Our ownership interest in PEPF II includes our direct ownership interest of 34.3% and our
indirect 2.6% interest through our ownership in PEPR, which owned a 10.4% interest in PEPF II.

Included in 2008, are $108.2 million of losses representing our share of losses recognized by PEPR on the
sale of its 20% investment in PEPF II to us and an impairment charge related to its remaining 10% inter-
est. In February 2009, PEPR sold its 10% interest to a third party, which decreased our ownership interest
in PEPF 1II to 34.3%. In July 2007, PEPR disposed of 47 properties, which resulted in our recognition of
additional earnings of $38.2 million, representing our proportionate share of the gain recognized by PEPR.
In 2006, we recognized $109.2 million in incentive return fees in connection with PEPR’s Initial Public
Offering (“IPO”).

(3) Represents the income earned by us from our 20% ownership interest in two property funds in Japan and
one property fund in South Korea. These property funds on a combined basis owned 83, 66 and 31 proper-
ties at December 31, 2008, 2007 and 2006. In 2009, we sold our investments in the Japan property funds
to our fund partner. See Note 21 to our Consolidated Financial Statements in Item 8.

(4) All periods have been restated to include our proportionate share of the net earnings or losses related to
our joint ventures that develop and operate principally industrial and retail properties. These amounts were
previously included in the CDFS business segment but were transferred in connection with the changes in
our business segments made in 2008. Included in the earnings for 2006 was $35.0 million, representing
our share of the earnings of a joint venture, that redeveloped and sold land parcels. This entity substan-
tially completed its operations at the end of 2006.

CDFS Business Segment

Net operating income from the CDFS business segment consists primarily of: (i) gains resulting from the
contributions and dispositions of properties, generally developed by us or acquired with the intent to contribute
to an existing or new property fund; (ii) gains from the dispositions of land parcels, including land subject to
ground leases and properties to third parties; (iii) fees earned for development services provided to customers
and third parties; and (iv) certain costs associated with the potential acquisition of CDFS business assets and
land holding costs. We recognize a gain based on the increased fair value of the property at the time of
contribution, as supported by third party appraisals, to the extent of third party ownership interest in the
property fund or unconsolidated investee acquiring the property. See Note 19 to our Consolidated Financial
Statements in Item 8 for a reconciliation of net operating income to earnings (loss) before minority interest.

For 2008, our net operating income in this segment, excluding amounts presented as discontinued operations
in our Consolidated Financial Statements, was $657.9 million, as compared to $786.2 million in 2007, a
decrease of $128.3 million. The decrease was due to a lower level of contributions in 2008, a decrease in our
net profit margins on developed and repositioned properties and lower gains on sales of land. In 2008, 18.6%
of the net operating income of this operating segment was generated in North America, 47.3% was generated
in Europe and 34.1% was generated in Asia.

For 2007, our net operating income in this segment, excluding amounts presented as discontinued operations
in our Consolidated Financial Statements, was $786.2 million, as compared to $334.5 million in 2006, an
increase of $451.7 million or 135%. The increased net operating income in this segment in 2007 over 2006
was primarily due to increased levels of dispositions brought about by increased development activity, the
creation of new property funds in Europe and North America, the MPR acquisition as discussed above and
additional gains on the sales of land parcels. In 2007, 32.5% of the net operating income of this operating
segment was generated in North America, 36.8% was generated in Europe and 30.7% was generated in Asia.
In 2006, 40.6% of the net operating income of this segment was generated in North America, 32.0% was
generated in Europe and 27.4% was generated in Asia.
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The CDFS business segment’s net operating income includes the following components for the periods
indicated (in thousands):

Years Ended December 31,

2008 2007 2006

CDEFS transactions in continuing operations:
Disposition proceeds, prior to deferral (1) ................ $ 4,679,900 $ 5,230,788 $ 1,337,278
Proceeds deferred and not recognized (2)................. (209,484) (243,411) (65,542)
Recognition of previously deferred amounts (2) . ........... 25,049 18,035 15,105
Cost of dispositions (1) .. ..., (3,836,519) (4,241,700) (993,926)

Net GaINS. . ..ottt 658,946 763,712 292915
Development management and other income (3). ........... 25,857 26,322 37,443
Other income (expense), net (4). . ... (26,924) (3,853) 4,176

Total net operating income - CDFS business segment . . . . .. $ 657879 $ 786,181 $ 334,534

(1) During 2008, we contributed 163 developed and repositioned properties to the property funds (53 in
North America, 99 in Europe and 11 in Japan) and we contributed 17 properties that were acquired prop-
erty portfolios to the property funds, (6 in North America and 11 in Europe). This compares with 2007
when we contributed 87 developed and repositioned properties (41 in North America, 41 in Europe and 5
in Japan) and we contributed 175 properties that were part of acquired property portfolios to the property
funds (162 in North America and 13 in Europe). In 2006 we contributed 55 developed and repositioned
properties (30 in North America, 19 in Europe and 6 in Japan). We also recognized net gains of
$3.3 million, $93.3 million and $24.6 million from the disposition of land parcels to third parties during
2008, 2007 and 2006, respectively. In addition, we contributed non — CDFS properties to the property
funds. See discussion below in “Gains Recognized on Dispositions of Certain Non-CDFS Business
Assets”.

The net profit margins we earn in this segment vary quarter to quarter depending on a number of factors,
including the type of property contributed, the market in which the land parcel or property is located and
other market conditions, including investment capitalization rates. Additionally, we experienced an
increase in construction costs due to higher average concrete, oil and steel prices, increasing both our con-
struction costs and the replacement cost of our portfolio during 2008. The net profit margins we earned on
developed and repositioned properties contributed in 2008 were lower than 2007 due to a combination of
these factors.

(2) When we contribute a property to an entity in which we have an ownership interest, we do not recognize
a portion of the proceeds in our computation of the gain resulting from the contribution. The amount of
the gain that we defer is based on our continuing ownership interest in the contributed property that arises
due to our ownership interest in the entity acquiring the property. We defer this portion of the gain by rec-
ognizing a reduction to our investment in the applicable unconsolidated investee. If a loss results when a
property is contributed, the entire loss is recognized when it is known.

When a property that we originally contributed to an unconsolidated investee is disposed of by the uncon-
solidated investee to a third party, we recognize a gain during the period that the disposition occurs related
to the gains we had previously deferred, in addition to our proportionate share of the gain recognized by
the entity. Further, during periods when our ownership interest in a property fund decreases, we recognize
gains to the extent that gains were previously deferred to coincide with our new ownership interest in the
property fund.
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(3) Amounts include fees we earned for the performance of development activities on behalf of our customers
or other third parties. These amounts fluctuate based on the level of third party development activities.

(4) Includes land holding costs and charges for previously capitalized costs related to potential CDFS business
segment projects when the acquisition is no longer probable, offset by interest income in notes receivable.
Due to the changes in our development plans in the fourth quarter of 2008, we expensed certain costs that
had been incurred related to potential development projects that we are no longer pursuing.

As discussed earlier, given the challenges that we are facing in this current environment and the corresponding
changes we have made to our business strategy, we do not expect to have significant CDFS gains in 2009.
Depending on market conditions and other factors, we may contribute either Completed Development
Properties and/or Core Properties to the property funds or sell to third parties, although we will no longer
report the sales as CDFS proceeds, but instead as gains on the disposition of properties.

Operational Outlook

During the year ended December 31, 2008, our property market fundamentals have held up reasonably well,
notwithstanding the current credit markets, which have negatively affected the global economy and our
business.

In our total operating portfolio, including properties owned by our unconsolidated investees and managed by
us, we leased 121.5 million square feet of space during the year ended December 31, 2008 as compared with
108.6 million square feet in 2007, which included 3.5 million square feet in China. In our direct owned
portfolio, we leased 76.8 million square feet, including 32.1 million square feet leased in our development
portfolio (both completed properties and those under development). An important fundamental to our long-
term growth is repeat business with our global customers. During 2008, 54% of the space leased in our newly
developed properties was with repeat customers. We have begun to see customers deferring moving decisions
while assessing the impact of current market conditions on their business, which has resulted in a decrease in
leasing activity. However, for the leases that expired in 2008, existing customers renewed their leases 79% of
the time. Although several of our markets have not been impacted, overall, we expect that leasing will
continue to slow and that rents will likely decrease until economic conditions improve.

Due to the great degree of uncertainty in the global markets, we have significantly reduced new development
starts. During the fourth quarter, we halted the development of early-stage projects that aggregated 4.0 million
square feet with a total expected investment of $559 million. As of December 31, 2008, we had 140 completed
development properties that were 43.5% leased with a current investment of approximately $3.0 billion and a
total expected investment (including estimated remaining leasing costs) of $3.2 billion. We had 65 properties
under development that were 37.2% leased with a current investment of $1.2 billion and a total expected
investment of $1.9 billion when completed and leased. Our near-term focus will be to complete the
development and leasing of these properties. Once these buildings are leased, we may continue to own them
directly, thereby creating additional income in our direct owned segment or we may contribute them to a
property fund or sell to a third party, generating cash to reduce our debt.

Other Components of Operating Income
General and Administrative (“G&A”) Expenses — and — Reduction in Workforce

G&A expenses were $204.3 million in 2008, $193.2 million in 2007 and $147.2 million in 2006. The increases
in G&A expenses have been related to our investment in the infrastructure necessary to support our business
growth and expansion into new and existing international markets, the increase in our investment management
business, our growing portfolio of properties through acquisitions and development and increased contribution
activity. This increase in infrastructure included additional headcount and a higher level of performance-based
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compensation. Strengthening foreign currencies account for a portion of the increase when our international
operations are translated into U.S. dollars at consolidation.

In response to the difficult economic climate, we initiated G&A expense reductions with a near-term target of
a 20 to 25 percent reduction in G&A, prior to capitalization. In December, we implemented a RIF plan with a
total cost of $26.4 million, including $3.3 million for China that is included as discontinued operations in our
Consolidated Statements of Operations in Item 8. In addition, we have implemented various cost savings
measures in an effort to reduce G&A. Of the total cost of the RIF plan, $20.2 million was unpaid and accrued
at December 31, 2008, the majority of which will be paid by March 31, 2009. We may incur RIF charges in
2009 for additional employees identified due to our change in business strategy. Certain of our G&A costs are
capitalized as a component of our properties under development. As our development activities have
decreased, it is likely the amount we capitalize will decrease and G&A costs on a net basis will increase.

In each of 2007 and 2006, we recognized $5.0 million of expense related to a contribution to our charitable
foundation.

Impairment of Real Estate Properties

During 2008 and 2007, we recognized impairment charges of $274.7 million and $12.6 million, respectively.
During 2008, as a result of significant adverse changes in market conditions, we reviewed our assets for
potential impairment under the appropriate accounting literature. We considered current market conditions, as
well as our intent with regard to owning or disposing of the asset, and recognized impairments of certain
operating buildings, land held for development or sale and predevelopment costs, all included in our direct
owned segment. See Note 13 to our Consolidated Financial Statements in Item 8 for more information.

Depreciation and Amortization

Depreciation and amortization expenses were $339.5 million in 2008, $302.4 million in 2007 and $283.3 mil-
lion in 2006. The increase in 2008 over 2007 is due primarily to an adjustment in depreciation expense and a
higher level of amortization expense related to leasing commissions and other leasing costs. As of

September 30, 2008, we had classified a group of properties that we had developed or acquired with the intent
to contribute to a property fund or sell to a third party. Our policy is to not depreciate these properties during
the period from completion until their contribution provided they meet certain criteria. With the changes in our
business segments and the uncertainty as to when, or if, these properties will be contributed and our intent to
hold and operate these properties, in the fourth quarter we recorded an adjustment of $30.9 million to
depreciate these buildings through December 31, 2008 based on our policy. The increase in 2007 over 2006 is
due to acquired real estate assets and intangible lease assets, improvements made to the properties in our direct
owned segment and increased leasing activity.

Interest Expense

Interest expense includes the following components (in thousands):
Year Ended December 31,

2008 2007 2006
Gross INEreSt EXPENSE .« o v v v vt vt et et et et e e $ 477,933  $ 487,410 $397,453
Net premium amortization . ... ... ... ..., (702) (7,797) (13,861)
Amortization of deferred loan costs . ............. .. .. .. ....... 12,759 10,555 7,673
Interest expense before capitalization. . . ...................... 489,990 490,168 391,265
Capitalized amounts . . . ... (148,685)  (121,656) (95,636)
Net INtereSt EXPENSE .« v v v v v e et e et e e e e $ 341,305 $ 368,512  $295,629

Gross interest expense, before capitalization, decreased in 2008 as compared with the same period in 2007
primarily as a result of additional interest costs incurred in 2007 related to the MPR Transaction discussed
earlier, offset with increased borrowing (a function of increased development activities, partially offset by
contribution activity) at lower borrowing rates. The increase in our development activities also accounted for
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the increased capitalized interest. See Note 2 to our Consolidated Financial Statements in Item 8 for a change
in accounting that will be adopted in 2009 and will increase our non-cash interest expense between $73 million
and $83 million per annum, prior to capitalization of interest. Our future interest expense, both gross and the
portion capitalized, will vary depending on the level of our development activities and the interest rates
available.

Impairment of Goodwill and Other Assets

In the fourth quarter of 2008, we recognized $320.6 million of impairment charges associated with goodwill
and other assets. In connection with our review of the recoverability of goodwill, caused by adverse market
conditions, we recognized an impairment charge of $175.4 million related to goodwill in our direct owned
segment in Europe. Additionally, we recognized an impairment charge of $145.2 million related to investments
in unconsolidated investees, notes receivable and other assets to record these assets at their fair value. See
Note 13 to our Consolidated Financial Statements in Item 8 for further information on our goodwill
impairment.

Gain on Early Extinguishment of Debt

We completed a tender offer in December 2008 by purchasing $309.7 million aggregate principal amount of
5.25% senior notes due November 15, 2010 for $216.8 million. We utilized cash on hand and borrowings
under our global lines of credit to fund the tender offer. Our purchase represents approximately 62 percent of
the principal amount of this series of notes outstanding prior to the tender offer. In connection with this
transaction, we recognized a gain of $90.7 million that is reported as Gain on Early Extinguishment of Debt in
our Consolidated Statements of Operations.

Gains Recognized on Dispositions of Certain Non-CDFS Business Assets

In 2008, 2007 and 2006, we recognized gains of $11.7 million, $146.7 million and $81.5 million on the
disposition of 2 properties, 77 properties and 39 properties, respectively, from our direct owned segment to
certain of the unconsolidated property funds. Due to our continuing involvement through our ownership in the
property funds, these dispositions are not included in discontinued operations and the gains recognized
represent the portion attributable to the third party ownership in the property funds that acquired the
properties.

Foreign Currency Exchange Gains (Losses), Net

We and certain of our foreign consolidated subsidiaries have intercompany or third party debt that is not
denominated in the entity’s functional currency. When the debt is remeasured against the functional currency
of the entity, a gain or loss may result. To mitigate our foreign currency exchange exposure, we borrow in the
functional currency of the borrowing entity when appropriate. Certain of our intercompany debt is remeasured
with the resulting adjustment recognized as a cumulative translation adjustment in Other Comprehensive
Income (Loss). This treatment is applicable to intercompany debt that is deemed to be long-term in nature. If
the intercompany debt is deemed short-term in nature, when the debt is remeasured, we recognize a gain or
loss in earnings.

We recognized net foreign currency exchange losses of $148.3 million during 2008 and net foreign currency
exchange gains of $8.1 million and $21.4 million during 2007 and 2006, respectively. Predominantly the gains
or losses recognized in earnings relate to the intercompany loans between the U.S. parent and our consolidated
subsidiaries in Japan and Europe due to the fluctuations in the exchange rates of U.S. dollars to the yen, euro
and pound sterling. Included in our 2007 foreign currency exchange gains was $26.6 million from the
settlement of several foreign currency forward contracts we purchased to manage the foreign currency
fluctuations of the purchase price of MPR, which was denominated in Australian dollars and closed in 2007.

Additionally, we may utilize derivative financial instruments to manage certain foreign currency exchange
risks. As of December 31, 2008, we have no outstanding contracts. See Note 17 to our Consolidated Financial
Statements in Item 8 for more information on our derivative financial instruments.
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Income Taxes

During, 2008, 2007 and 2006, our current income tax expense was $63.4 million, $66.3 million and

$83.5 million, respectively. We recognize current income tax expense for income taxes incurred by our taxable
REIT subsidiaries and in certain foreign jurisdictions, as well as certain state taxes. We also include in current
income tax expense the interest associated with our unrecognized tax benefit liabilities. Our current income
tax expense fluctuates from period to period based primarily on the timing of our taxable CDFS income and
changes in tax and interest rates.

Certain 1999 through 2005 federal and state income tax returns of Catellus are currently under audit by the
Internal Revenue Service (“IRS”) and various state taxing authorities. In November 2008, we agreed to enter
into a closing agreement with the IRS for the settlement of the 1999 through 2002 audits. As a result, we
increased our unrecognized tax liability by $85.4 million, including interest and penalties. As this liability was
an income tax uncertainty related to an acquired company, we increased goodwill by $66.6 million related to
the liability that existed at the acquisition date. The remaining amount is included in current income tax
expense in 2008. The payment terms and the closing agreement related to the $230.0 million settlement are in
the process of being finalized.

During 2008 and 2007, we recognized deferred tax expense of $4.6 million and $0.5 million, respectively, and
a deferred tax benefit of $53.7 million in 2006. In 2008, we recognized indemnification liabilities partially
offset by a deferred tax benefit related to the reversal of deferred tax liabilities as a result of impairment
charges we recorded that reduced the carrying value of certain assets. In 2007, we recognized deferred tax
expense relating primarily to tax indemnification agreements we entered into during the third quarter of 2007
in connection with the formation of PEPF II and the ProLogis Mexico Industrial Fund, net of the benefit
recognized from the termination of the indemnification previously provided to ProLogis North American
Properties Fund V.

The deferred tax benefit recognized in 2006 was primarily the result of the reversal of deferred tax liabilities
recorded in connection with investments acquired through the Catellus Merger, as well as the reversal of a
deferred tax obligation related to PEPR. We were previously obligated to the pre-IPO unitholders of PEPR
under a tax indemnification agreement related to properties we contributed to PEPR prior to its IPO. Based on
the average closing price of the ordinary units of PEPR during the 30-day post-IPO period, we were no longer
obligated for indemnification with respect to those properties in the fourth quarter of 2006, and we recognized
a deferred tax benefit of $36.8 million related to the reversal of this obligation.

Our income taxes and the current tax indemnification agreements are discussed in more detail in Note 14 to
our Consolidated Financial Statements in Item 8.

Discontinued Operations

Discontinued operations represent a component of an entity that has either been disposed of or is classified as
held for sale if both the operations and cash flows of the component have been or will be eliminated from
ongoing operations of the entity as a result of the disposal transaction and the entity will not have any
significant continuing involvement in the operations of the component after the disposal transaction. The
results of operations of the component of the entity that has been classified as discontinued operations are
reported separately in our consolidated financial statements.

In February 2009, we sold our operations in China to affiliates of GIC Real Estate (“GIC RE”), the real estate
investment arm of the Government of Singapore Investment Corporation. Accordingly, we have classified our
China operations as held for sale at December 31, 2008 and included the results in Discontinued Operations
for all periods presented in our Consolidated Statements of Operations. Based on the carrying values of the
assets and liabilities to be sold as compared with the estimated sales proceeds, less costs to sell, we recognized
an impairment charge of $198.2 million, which is included in Discontinued Operations. See additional
information on the sale in Note 21 to our Consolidated Financial Statements in Item 8.

During 2008, 2007 and 2006, we disposed of 15, 80 and 89 properties, respectively, as well as land subject to
ground leases, to third parties that met the requirements to be classified as discontinued operations. Therefore,
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the results of operations for these properties, as well as the gain recognized upon disposition, are included in
discontinued operations. In addition to our China operations, as of December 31, 2008, 2007 and 2006, we
had one, two and eight properties, respectively, classified as held for sale and therefore, the results of
operations of these properties are also included in discontinued operations. See Note 7 to our Consolidated
Financial Statements in Item 8 for further discussion of discontinued operations.

Other Comprehensive Income (Loss) — Foreign Currency Translation Gains (Losses), Net

For our consolidated subsidiaries whose functional currency is not the U.S. dollar, we translate their financial
statements into U.S. dollars at the time we consolidate those subsidiaries’ financial statements. Generally,
assets and liabilities are translated at the exchange rate in effect as of the balance sheet date. The resulting
translation adjustments, due to the fluctuations in exchange rates from the beginning of the period to the end
of the period, are included in Accumulated Other Comprehensive Income (Loss).

During the year ended December 31, 2008, we recognized losses in Other Comprehensive Income (Loss) of
$279.6 million related to foreign currency translations of our international business units into U.S. dollars upon
consolidation. These losses are mainly the result of the strengthening of the U.S. dollar to the euro and pound
sterling offset somewhat by the strengthening of the yen to the U.S. dollar from the beginning of the period to
December 31, 2008. During the years ended December 31, 2007 and 2006, we recognized net gains of

$90.0 million and $70.8 million, respectively, due primarily to the strengthening euro and pound sterling to the
U.S. dollar from the beginning of the period to December 31, 2007 and December 31, 2006, respectively.

Weighted Average Shares — Diluted

During the year ended December 31, 2008, approximately 32% of our potentially dilutive stock options and
awards were anti-dilutive due to the decline in our average stock price, which caused a decrease in our
weighted average common shares outstanding on a dilutive basis. The number of dilutive instruments included
fluctuates each period based on our stock price for the period. This decrease in 2008 was partially offset by
the larger number of basic common shares outstanding due to the issuance of shares during the respective
periods.

Portfolio Information

Our total operating portfolio of properties includes industrial and retail properties owned by us and industrial
properties owned by the property funds and joint ventures we manage. The operating portfolio does not
include properties under development, properties held for sale or any other properties owned by unconsolidated
investees, other than industrial properties, and was as follows (square feet in thousands):

December 31,

2008 2007 2006
Number of Square Number of Square Number of Square
Reportable Business Segment Properties Feet Properties Feet Properties Feet
Direct Owned . .................. 1,331 197,114 1,409 208,530 1,473 204,674
Investment Management (1) ........ 1,339 297,665 1,170 250,951 875 186,747
Totals . . ... ... .. ..., 2,670 494,779 2,579 459,481 2,348 391,421

(1) Amounts for 2007 and 2006 include 39 and 32 industrial properties owned by joint ventures that were pre-
viously included in our CDFS segment, primarily China joint ventures that are classified as held for sale
at December 31, 2008.

Same Store Analysis

We evaluate the operating performance of the operating properties we own and manage using a “same store”
analysis because the population of properties in this analysis is consistent from period to period, thereby
eliminating the effects of changes in the composition of the portfolio on performance measures. We include
properties owned by us, and properties owned by the property funds and joint ventures that are managed by us
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(referred to as “unconsolidated investees”), in our same store analysis. We have defined the same store
portfolio, for the year ended December 31, 2008, as those properties that were in operation at January 1, 2007
and have been in operation throughout the full periods in both 2008 and 2007. We have removed all properties
that were disposed of to a third party and properties held for sale (including our China operations) from the
population for both periods. We believe the factors that impact rental income, rental expenses and net
operating income in the same store portfolio are generally the same as for the total portfolio. In order to derive
an appropriate measure of period-to-period operating performance, we remove the effects of foreign currency
exchange rate movements by using the current exchange rate to translate from local currency into U.S. dollars,
for both periods, to derive the same store results. The same store portfolio, for the year ended December 31,
2008, aggregated 369.9 million square feet.

The following is a reconciliation of our consolidated rental income, rental expenses and net operating income,
as included in our Consolidated Financial Statements in Item 8, to the respective amounts in our same store
portfolio analysis.

For the Years Ended
December 31, Percentage

2008 2007 Change

Rental Income (1)(2)
Consolidated:
Rental income per our Consolidated Statements of Operations. .. $ 1,002,493 $ 1,052,219
Adjustments to derive same store results:

Rental income of properties not in the same store
portfolio — properties developed and acquired during the
period. . ... (158,016) (95,381)

Rental income of properties in our other segment, not
included in the same store portfolio — see Note 19 to our
Consolidated Financial Statements. ... .............. (48,627) (43,046)

Effect of changes in foreign currency exchange rates and
other. . ... .. . (2,298) (14,105)

Unconsolidated investees :

Rental income of properties managed by us and owned by our
unconsolidated investees. . .. ....... ... 1,428,908 1,245,748

Same store portfolio — rental income (2)(3). . .................. $ 2,222460 $ 2,145,435 3.59%

Rental Expenses (1)(4)
Consolidated:

Rental expenses per our Consolidated Statements of
OPErations . . . .o v vttt et e e $ 325049 $ 284,421

Adjustments to derive same store results:

Rental expenses of properties not in the same store

portfolio — properties developed and acquired during the

period. . . ... (60,845) (29,271)
Rental expenses of properties in our other segment, not

included in the same store portfolio — see Note 19 to our

Consolidated Financial Statements. . ................ (12,928) (14,819)

Effect of changes in foreign currency exchange rates and
other. . ... ... (25,360) (9,483)

Unconsolidated investees :

Rental expenses of properties managed by us and owned by our
unconsolidated investees. . . . ......... .. 310,978 255,918

Same store portfolio — rental expenses (3)(4) . ................. $ 536,894 $ 486,766 10.30%
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For the Years Ended
December 31, Percentage

2008 2007 Change

Net Operating Income (1)
Consolidated:

Net operating income per our Consolidated Statements of
OPETatioNS . . . ottt e e e $ 677,444  $ 767,798
Adjustments to derive same store results:

Net operating income of properties not in the same
store portfolio — properties developed and acquired
during the period . . .. ....... ... ... . L. 97,171) (66,110)

Net operating income of properties in our other
segment, not included in the same store portfolio —
see Note 19 to our Consolidated Financial
Statements. . .. ... ... (35,699) (28,227)

Effect of changes in foreign currency exchange rates
andother. . ........ ... .. . 23,062 (4,622)

Unconsolidated investees :
Net operating income of properties managed by us and
owned by our unconsolidated investees . ............. 1,117,930 989,830

Same store portfolio — net operating income (3) ............ $ 1,685,566 $ 1,658,669 1.62%

(1) As discussed above, our same store portfolio aggregates properties from our consolidated portfolio and
properties owned by the property funds and industrial joint ventures that are managed by us and in which
we invest. During the periods presented, certain properties owned by us were contributed to an unconsoli-
dated investee and are included in the same store portfolio on an aggregate basis. Neither our consolidated
results nor that of the unconsolidated investees, when viewed individually, would be comparable on a same
store basis due to the changes in composition of the respective portfolios from period to period (for exam-
ple, the results of a contributed property would be included in our consolidated results through the contri-
bution date and in the results of the unconsolidated investee subsequent to the contribution date).

(2) Rental income in the same store portfolio includes straight-line rents and rental recoveries, as well as base
rent. We exclude the net termination and renegotiation fees from our same store rental income to allow us
to evaluate the growth or decline in each property’s rental income without regard to items that are not
indicative of the property’s recurring operating performance. Net termination and renegotiation fees repre-
sent the gross fee negotiated to allow a customer to terminate or renegotiate their lease, offset by the
write-off of the asset recognized due to the adjustment to straight-line rents over the lease term. The
adjustments to remove these items are included as “effect of changes in foreign currency exchange rates
and other” in the tables above.

(3) These amounts include rental income, rental expenses and net operating income of both our consolidated
properties and those properties owned by our unconsolidated investees and managed by us.

(4) Rental expenses in the same store portfolio include the direct operating expenses of the property such as
property taxes, insurance, utilities, etc. In addition, we include an allocation of the property management
expenses for our direct-owned properties based on the property management fee that is provided for in the
individual management agreements under which our wholly owned management companies provides prop-
erty management services to each property (generally, the fee is based on a percentage of revenues). On
consolidation, the management fee income earned by the management company and the management fee
expense recognized by the properties are eliminated and the actual costs of providing property manage-
ment services are recognized as part of our consolidated rental expenses. These include the costs to man-
age the properties we own directly and the properties owned by our unconsolidated investees. These
expenses fluctuate based on the level of properties included in the same store portfolio and any adjustment
is included as “effect of changes in foreign currency exchange rates and other” in the above table. In
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addition, for the year ended December 31, 2008, we recognized a $6.0 million increase in insurance
expense due to a tornado that struck certain properties owned by us and the property funds, which we
insure through our insurance company. This amount is included as “effect of changes in foreign currency
exchange rates and other” in the tables above.

Environmental Matters

For a discussion of environmental matters, see Note 18 to our Consolidated Financial Statements in Item 8 and
also Item 1A. Risk Factors.

Liquidity and Capital Resources
Overview

We consider our ability to generate cash from operating activities, contributions and dispositions of properties
and from available financing sources to be adequate to meet our anticipated future development, acquisition,
operating, debt service and shareholder distribution requirements.

As discussed earlier, our current business strategy has a significant emphasis on liquidity. At the beginning of
the fourth quarter, we set a goal to reduce leverage through the reduction of our total debt by $2 billion as of
December 31, 2009. We intend to accomplish this goal through a number of actions, which have included or

may include the following (depending on market conditions and other factors):

e Generate cash through the contributions of properties to the unconsolidated property funds or sales of
assets to third parties. In the fourth quarter, we generated $1.3 billion of proceeds from the contributions of
properties to the unconsolidated property funds or sales to third parties. In February 2009, we sold our
China operations and investments in the Japan property funds for $1.3 billion of cash, of which $500 million
was received on closing and was used to pay down borrowings on our credit facilities and the remaining
$800 million will be funded upon satisfactory completion of certain year-end audits. In the event that the
audits reflect a material disparity from the unaudited information previously furnished, the buyer will have
the option to unwind the transaction at our expense. If this happens, we will use available credit facilities
to refund the $500 million to the buyer and pay expenses;

e Repurchase our senior notes. In December, we bought $310 million aggregate principal of notes for
$217 million using proceeds on our line of credit;

* Issue equity;

e Reduce cash needs. We halted early-stage development projects, initiated G&A cost savings initiatives and
implemented a RIF plan; and

e Lower our common share distribution. We reduced our expected annual distribution rate from $2.07 to
$1.00 per common share beginning with the first quarter of 2009.

At December 31, 2008, our credit facilities provide aggregate borrowing capacity of $4.4 billion. This includes
our global line of credit, where a syndicate of banks allows us to draw funds in U.S. dollar, euro, Japanese
yen, British pound sterling, South Korean won and Canadian dollar (“Global Line”). This also includes a
multi-currency credit facility that allows us to borrow in U.S. dollar, euro, Japanese yen, and British pound
sterling (“Credit Facility”) and a 35 million British pound sterling facility (“Sterling Facility”). The total
commitments under our credit facilities fluctuate in U.S. dollars based on the underlying currencies. Based on
our public debt ratings, interest on the borrowings under the Global Line and Credit Facility primarily accrues
at a variable rate based upon the interbank offered rate in each respective jurisdiction in which the borrowings
are outstanding (2.46% per annum at December 31, 2008 based on a weighted average using local currency
rates).

The Global Line and Credit Facility mature in October 2009; however, we can exercise a 12-month extension
at our option for all currencies, subject to certain customary conditions and the payment of an extension fee.
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These customary conditions include: (i) we are not in default; (ii) we have appropriately approved such an
extension; and (iii) we certify that certain representations and warranties, contained in the agreements, are true
and correct in all material respects. We expect to exercise this option. The Credit Facility provides us the
ability to re-borrow, within a specified period of time, any amounts repaid on the facility. The Sterling Facility
matures December 31, 2009.

As of December 31, 2008, under these facilities, we had outstanding borrowings of $3.2 billion and letters of
credit of $142.4 million, resulting in remaining borrowing capacity of approximately $1.1 billion. These
amounts do not include borrowing capacity of $106.0 million with outstanding borrowings of $78.6 million
related to our China operations, which are presented as held for sale at December 31, 2008. All outstanding
amounts related to the China borrowings were refinanced subsequent to December 31, 2008 and assumed by
the buyer in connection with the sale and we no longer have a renminbi tranche under the Global Line.

As of December 31, 2008, we had the following amounts outstanding under all our credit facilities
(in millions):

Outstanding
Total Outstanding Letters of Remaining
Commitment Debt Balance Credit Capacity
Global Line . ....... ... ... ... $ 3,783  $ 2,618 $ 109 $ 1,056
Credit Facility. . .. ......... ... . 600 600 — —
Sterling Facility ........... ... . ... ... ... 49 — 33 16
Total . . ..o $ 4432 $ 3218  $ 142 3 1,072

In April 2008, we repaid $250.0 million of maturing senior notes with available cash. In May 2008, we closed
on $600.0 million of senior notes maturing 2018 with a coupon rate of 6.625% and $550.0 million of 2.625%
convertible senior notes. The proceeds were used to repay $346.6 million of secured debt that was scheduled
to mature in November 2008, borrowings on our credit facilities and for general corporate purposes. See Note 8
to our Consolidated Financial Statements in Item 8 for further information on the convertible notes.

In addition to common share distributions and preferred share dividend requirements, we expect our primary
short and long-term cash needs will consist of the following for 2009 and future years:

e completion of the development and leasing of the properties in our development portfolio. As of
December 31, 2008, we had 65 properties under development with a current investment of $1.2 billion and
a total expected investment of $1.9 billion when completed and leased,;

e repayment of debt, including payments on our credit facilities or buy-back of senior unsecured notes in
order to achieve our goal of reducing debt;

e scheduled principal payments. In 2009, we have scheduled principal payments of $339.3 million, which
includes $250.0 million of floating rate senior notes that mature in August 2009;

e tax and interest payments of $230.0 million related to the completion of certain audits of Catellus’ tax
returns;

e capital expenditures and leasing costs on properties, including completed development properties that are
not yet leased;

e investments in current or future unconsolidated property funds, including our remaining capital commit-
ments of $970.4 million. Generally, we fulfill our equity commitment with a portion of the proceeds from
properties we contribute to the property fund. However, to the extent a property fund acquires properties
from a third party or requires cash to pay-off debt or has other cash needs, we may be required to
contribute our proportionate share of the equity component in cash to the property fund; and depending on
market conditions, direct acquisitions or development of operating properties and/or portfolios of operating
properties in key distribution markets for direct, long-term investment in the direct owned segment;

47


%%TRANSMSG*** Transmitting Job: D66096 PCN: 047000000 ***%%PCMSG|47     |00009|Yes|No|02/24/2009 17:42|0|0|Page is valid, no graphics -- Color: N|


We expect to fund cash needs for 2009 and future years primarily with cash from the following sources, all
subject to market conditions:

e proceeds of $1.3 billion expected to be received from the sale of our China operations and investments in
the Japan property funds;

e available cash balances ($174.6 million at December 31, 2008);
e property operations;

e fees and incentives earned for services performed on behalf of the property funds and distributions received
from the property funds;

e proceeds from the disposition of properties or land parcels to third parties;
e cash proceeds from the contributions of properties to property funds;

* borrowing capacity under existing credit facilities ($1.1 billion available as of December 31, 2008), or
other future facilities;

e proceeds from the issuance of equity securities, including sales under various common share plans, all
subject to market conditions. We have 11.6 million authorized shares available under our Controlled Equity
Offering Program and our Board has authorized an increase to 40.0 million shares); and

e proceeds from the issuance of debt securities, including the issuance of secured debt.

We consider our ability to generate cash from operating activities, contributions and dispositions of properties
and from available financing sources to be adequate to meet our anticipated development, acquisition,
operating, debt service and shareholder distribution requirements for 2009.

We may seek to retire or purchase our outstanding debt or equity securities through cash purchases, in open
market purchases, privately negotiated transactions or otherwise. Such repurchases or exchanges, if any, will
depend on prevailing market conditions, our liquidity requirements, contractual restrictions and other factors.
The amounts involved may be material. We have approximately $84.1 million remaining on authorization to
repurchase common shares that was approved by our Board in 2001. We have not repurchased our common
shares since 2003.

Debt Covenants

Under the terms of certain of our debt agreements, we are currently subject to six different sets of financial
covenants that include leverage ratios, fixed charge and debt service coverage ratios, investments and
indebtedness to total asset value ratios, minimum consolidated net worth and restrictions on distributions and
redemptions. The most restrictive covenants relate to the total leverage ratio and the fixed charge coverage
ratio. All covenants are calculated based on the definitions and calculations included in the respective debt
agreements.

As of December 31, 2008, we were in compliance with all of our debt covenants.
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Commitments Related to Future Contributions to Property Funds

The following table outlines acquisitions made by the property funds from ProLogis and third parties during
the year ended December 31, 2008, including the related financing of such acquisitions, and the remaining

equity commitments of the property fund as of December 31, 2008 (dollars in millions):

Fund Acquisitions .
Equity Remaining Equity Commitments A{ﬂ::fel;le
Third and Fund Expiration Credit

ProLogis Parties Total Debt Other  ProLogis Partners Date Facility

ProLogis North American Industrial Fund (1). . $ 81528 —§$ 8152$ 2430$% 5722 ¢ 725 § 2117 2/10 $ 2234
ProLogis Mexico Industrial Fund (2) . ... ... 155.0 189.8 344.8 155.8 189.0 443 246.7 8/10 —
ProLogis European Properties Fund II (2)(3) . . 2,604.3 84.0 12,6883 1,172.1 1,5162 8304 (4) 1,253.1(4) 8&/10 71.7
ProLogis Japan Properties Fund IT (5). . . . . .. 876.8 83.7 960.5 555.0 405.5 — — — —
ProLogis Korea Fund (2). . .. ........... 11.1  119.1 130.2 25.2 105.0 23.2 92.8 6/10 —
Total . . ... ... $ 44624 $ 4766 $ 4,939.0 $ 2,151.1 $ 2,787.9 $ 9704 $ 1,804.3 $ 301.1

ey

2

3

“)

)

The investor agreements were modified in early 2009 to extend the remaining equity commitments through
2010, which were originally scheduled to expire in February 2009. In connection with the modifications,
the commitments related to property contributions were eliminated and one investor did not extend its
commitment. Amounts presented reflect these changes. We expect the remaining equity commitments to
be used to pay down existing debt or to make opportunistic acquisitions, depending on market conditions
and other factors.

We are committed to offer to contribute substantially all of the properties that we develop and stabilize in
Europe, Mexico and South Korea to these respective funds. These property funds are committed to acquire
such properties, subject to certain exceptions, including that the properties meet certain specified leasing
and other criteria, and that the property funds have available capital. We are not obligated to contribute
properties at a loss.

Dependent on market conditions, we expect to make contributions of properties to these property funds in
2009. Given the current debt markets, it is likely that the acquisitions will be financed by the property
funds with all equity. Generally, the properties are contributed based on third-party appraised value (see
Note 3 below).

During the fourth quarter, we modified the determination of the contribution value related to 2009 contri-
butions to PEPF II. After the capitalization rate is determined based on a third party appraisal, a margin of
0.25 to 0.75 percentage points is added depending on the quarter contributed. This modification was made
due to the belief that appraisals were lagging true market conditions. The agreement provides for an
adjustment in our favor if the appraised values at the end of 2010 are higher than those used to determine
contribution values.

PEPF II's equity commitments are denominated in euro and include ProLogis of €568.1 million, PEPR of
€136.1 million and remaining fund partners of €721.3 million. Our equity commitments include the 20%
interest in PEPF II we acquired from PEPR in December 2008.

In connection with the sale of our investments in the Japan property funds, we entered into an agreement
to sell a property in Japan to our fund partner in 2009, which will utilize the remaining equity commitment
from our fund partner. This property is included in assets held for sale at December 31, 2008 in our Con-
solidated Financial Statements in Item 8.

Generally, we fulfill our equity commitment with a portion of the proceeds from properties we contribute to
the property fund. However, to the extent a property fund acquires properties from a third party or requires
cash to pay-off debt or has other cash needs, we may be required to contribute our proportionate share of the
equity component in cash to the property fund.
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Cash Provided by Operating Activities

Net cash provided by operating activities was $843.6 million for 2008, $1.2 billion for 2007, and $687.3 mil-
lion for 2006. The decrease in cash provided by operating activities in 2008 over 2007 is due to the decrease
in net earnings primarily as a result of lower gains on contributions and dispositions of properties and changes
in our operating assets and liabilities. Cash provided by operating activities exceeded the cash distributions
paid on common shares and dividends paid on preferred shares in both periods. As discussed earlier, we do
not expect gains from CDFES contributions in 2009 and as a result, expect cash flow from operations to also
decrease in 2009 over 2008.

The increase in cash provided by operating activities in 2007 over 2006 is due primarily to higher CDFS gains
on contributions of properties to the property funds in 2007, adjusted for non-cash items. Operational items
that impact net cash provided by operating activities are more fully discussed in “- Results of Operations.”
Cash provided by operating activities exceeded the cash distributions paid on common shares and dividends
paid on preferred shares in all periods.

Cash Investing and Cash Financing Activities

For 2008, 2007 and 2006, investing activities used net cash of $1.3 billion, $4.1 billion and $2.1 billion,
respectively. The following are the more significant activities for all periods presented:

e We invested $5.6 billion in real estate during the year ended December 31, 2008; $5.3 billion for the same
period in 2007, excluding the MPR and Parkridge acquisitions; and $3.8 billion for the same period in
2006, excluding the purchase of ownership interests in property funds. These amounts include the
acquisition of operating properties (25 properties, 41 properties and 74 properties with an aggregate
purchase price of $324.0 million, $351.6 million and $735.4 million in 2008, 2007 and 2006, respectively);
acquisitions of land or land use rights for future development; costs for current and future development
projects; and recurring capital expenditures and tenant improvements on existing operating properties. At
December 31, 2008, we had 65 distribution and retail properties aggregating 19.8 million square feet under
development, with a total expected investment of $1.9 billion.

e In February 2007, we purchased the industrial business and made a 25% investment in the retail business
of Parkridge. The total purchase price was $1.3 billion of which we paid cash of $733.9 million and the
balance in common shares or assumption of liabilities.

e OnJuly 11, 2007, we completed the acquisition of MPR for total consideration of approximately
$2.0 billion, consisting of $1.2 billion of cash and the assumption of debt and other liabilities of
$0.8 billion. The cash portion was financed by the issuance of a $473.1 million term loan and a
$646.2 million convertible loan with an affiliate of Citigroup. On August 27, 2007, when Citigroup
converted $546.2 million of the convertible loan into equity of a newly created property fund, ProLogis
North American Industrial Fund II, we made a $100.0 million cash equity contribution to the property
fund, which it used to repay the remaining balance on the convertible loan and included in the
$661.8 million of investments to unconsolidated investees.

e We generated net cash from contributions and dispositions of properties and land parcels of $4.5 billion,
$3.6 billion and $2.1 billion in 2008, 2007 and 2006, respectively. See further discussion in “- Results of
Operations- CDFS Business Segment”.

e We invested cash of $329.6 million, $661.8 million and $175.7 million in 2008, 2007 and 2006,
respectively, in new and existing unconsolidated investees. These investments principally include our
proportionate share of the equity component for third-party acquisitions made by the property funds and
investments and advances to development joint ventures. In 2008, our investments include $167.3 million
in PEPF II and $68.5 million in joint ventures operating in China. In 2007, our investments include
$100.0 million in ProLogis North American Industrial Fund II, $360.0 million in ProLogis North American
Industrial Fund III, and excludes the initial investment in the Parkridge retail business, which is detailed
separately. The 2006 investments include $34.6 million in North American Industrial Fund, $56.5 million
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in joint ventures operating in China, along with $54.6 million in a preferred interest in ProLogis North
American Properties Fund V, which we subsequently sold in August 2006.

e We invested cash of $259.2 million in connection with the purchase of our fund partner’s ownership
interests in three of our North America property funds during the first quarter of 2006.

e We received proceeds from unconsolidated investees as a return of investment of $127.0 million, $50.2 mil-
lion and $146.2 million in 2008, 2007 and 2006, respectively. The proceeds in 2006 include $54.6 million
related to the sale of a preferred interest in ProLogis North American Properties Fund V discussed above.

e We generated net cash proceeds from payments on notes receivable of $4.2 million and $97.4 million in
2008 and 2007, respectively, and net cash payments for advances on notes receivable of $41.7 million in
2006.

For 2008, 2007 and 2006, financing activities provided net cash of $358.1 million, $2.7 billion and $1.6 billion,
respectively. The following are the more significant activities for all periods presented as summarized below:

e In May 2008 we closed on $550.0 million of 2.625% convertible senior notes due in 2038. The proceeds
were used to repay secured debt and borrowings on our credit facilities and for general cor