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FORWARD-LOOKING STATEMENTS

This report, together with other statements and information publicly disseminated by us, contains certain
"forward-looking statements" within the meaning of Section 27A of the Securities Act of 1933, as amended (the
"Securities Act"), and Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act"). We
intend such forward-looking statements to be covered by the safe harbor provisions for forward-looking statements
contained in the Private Securities Litigation Reform Act of 1995 and include this statement for purposes of
complying with these safe harbor provisions. Forward-looking statements, which are based on certain assumptions

non

and describe our future plans, strategies and expectations, are generally identifiable by use of the words "may", "will",
“should”, "potential", "could", "seek", "assume", "forecast", "believe", "expect", "intend", "anticipate", "estimate",
"project"” or similar expressions. Forward-looking statements in this report include, among others, statements about
our business strategy, including acquisition and development strategies, industry trends, estimated revenues and
expenses, our ability to realize deferred tax assets and expected liquidity needs and sources (including capital
expenditures and our ability to obtain financing or raise capital). You should not rely on forward-looking statements
since they involve known and unknown risks, uncertainties and other factors that are, in some cases, beyond our
control and which could materially affect actual results, performance or achievements. Factors that may cause actual
results to differ materially from current expectations include, but are not limited to:

the timing and availability of potential hotel acquisitions and our ability to identify and complete hotel acquisitions in
accordance with our business strategy;

risks associated with the hotel industry, including competition, increases in employment costs, energy costs and other
operating costs, or decreases in demand caused by actual or threatened terrorist attacks, any type or flu or
disease-related pandemic, or downturns in general and local economic conditions;

the availability and terms of financing and capital and the general volatility of securities markets;

our dependence on third-party managers of our hotels, including our inability to implement strategic business
decisions directly;

risks associated with the real estate industry, including environmental contamination and costs of complying with the
Americans with Disabilities Act and similar laws;

tnterest rate increases;

our possible failure to qualify as a real estate investment trust ("REIT") under the Internal Revenue Code of 1986, as
amended ("the Code"), and the risk of changes in laws affecting REITs;

the possibility of uninsured losses;

risks associated with redevelopment and repositioning projects, including delays and cost overruns; and

the other factors discussed under the heading "Risk Factors" in this Annual Report on Form 10-K.

Accordingly, there is no assurance that our expectations will be realized. Except as otherwise required by the federal
securities laws, we disclaim any obligations or undertaking to publicly release any updates or revisions to any
forward-looking statement contained herein (or elsewhere) to reflect any change in our expectations with regard
thereto or any change in events, conditions or circumstances on which any such statement is based.

The "Company", "we" or "us" mean Pebblebrook Hotel Trust, a Maryland real estate investment trust, and one or
more of its subsidiaries (including Pebblebrook Hotel, L.P., our operating partnership), or, as the context may require,
Pebblebrook Hotel Trust only or Pebblebrook Hotel, L.P. only.
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PART 1
Item 1. Business.

General

Pebblebrook Hotel Trust is an internally managed hotel investment company, organized in October 2009 to
opportunistically acquire and invest in hotel properties located primarily in major United States cities, with an
emphasis on major gateway coastal markets. As of December 31, 2012, the Company owned interests in 25 hotels,
including 19 wholly owned hotels with a total of 4,615 guest rooms and a 49% interest in a joint venture that owns six
hotels with 1,733 guest rooms (the “Manhattan Collection joint venture”).

Substantially all of our assets are held by, and all of our operations are conducted through, Pebblebrook Hotel, L.P.
(our “Operating Partnership”). We are the sole general partner of our Operating Partnership. At December 31, 2012, we
owned 99.4% of the common limited partnership units issued by our Operating Partnership (“common units”). The
remaining 0.6% of the common units are owned by the other limited partners of our Operating Partnership. We

operate as a real estate investment trust ("REIT") under the Internal Revenue Code of 1986, as amended (the "Code")
for federal income tax purposes. For us to qualify as a REIT, we cannot operate the hotels we own. Therefore, our
Operating Partnership and its subsidiaries lease the hotel properties to subsidiaries of Pebblebrook Hotel Lessee, Inc.
(collectively with its subsidiaries, "PHL"), the Company’s taxable REIT subsidiary ("TRS"), which in turn engages
third-party eligible independent contractors to manage the hotels. PHL is consolidated into the Company’s financial
statements.

Business Objectives and Strategies
Acquisitions/Investments

We invest in hotel properties located primarily in major U.S. cities, including Atlanta, Boston, Chicago, Los Angeles,
Miami, Minneapolis, New York, Philadelphia, Portland, Santa Monica, San Diego, San Francisco, Seattle, and
Washington, D.C., with an emphasis on major gateway metropolitan markets. We believe these markets have
significant barriers-to-entry and provide diverse sources of meeting and room night demand generators. In addition,
we also target investments in resort properties located near our primary urban target markets, as well as in select
destination resort markets such as Hawaii, south Florida and southern California. We focus on both branded and
independent full-service hotels in the “upper upscale” segment of the lodging industry. The full-service hotels on which
we focus our investment activity generally have one or more restaurants, lounges, meeting facilities and other
amenities, as well as high levels of customer service. We believe that our target markets, including the major gateway
markets, are characterized by significant barriers-to-entry and that room-night demand and average daily rate ("ADR")
growth of these types of hotels will likely continue to outperform the national average, as they have in past cyclical
recoveries and growth periods.

We perform and utilize extensive research to evaluate any target market and property, including a detailed review of
the long-term economic outlook, trends in local demand generators, competitive environment, property systems and
physical condition and property financial performance. Specific acquisition criteria may include, but are not limited

to, the following:

premier locations, facilities and other competitive advantages not easily
replicated;

significant barriers-to-entry in the market, such as scarcity of development sites, regulatory hurdles, high per-room
development costs and long lead times for new development;
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acquisition prices at a significant discount to replacement cost;
properties not subject to long-term management contracts with hotel management companies;

potential return on investment initiatives, including redevelopment, rebranding, redesign, expansion and change of
management;

opportunities to implement value-added operational improvements; and

strong demand growth characteristics supported by favorable demographic indicators.
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We believe that upper-upscale, full-service hotels and resorts and upscale, select-service hotels located in major

U.S. urban, convention and drive-to and destination resort markets are likely to generate the most favorable returns on
investment in the lodging industry. Hotel developers' inability to source construction financing over the past several
years has created an environment in which little new lodging supply is expected to be added through at least 2014. We
believe that as transient and group travel increases, existing supply will accommodate incremental room-night
demand, allowing hotel owners to grow occupancy and increase rates, thereby improving profitability. We believe that
portfolio diversification will allow us to capitalize from growth in various customer segments, including business
transient, leisure transient and group and convention room-night demand.

We generally seek to enter into flexible management contracts, when possible, with third-party hotel management
companies for the operation of our hotels that provide us with the ability to replace operators and/or reposition
properties, to the extent that we determine to do so and align our operators with our objective of maximizing our
return on investment. In addition, we believe that flexible management contracts facilitate the sale of hotels, and we
may seek to sell hotels opportunistically if we believe sales proceeds may be invested in other hotel properties that
offer more attractive risk-adjusted returns.

We may engage in full or partial redevelopment, renovation and repositioning of certain properties, as we seek to
maximize the financial performance of our hotels. In addition, we may acquire properties that require significant
capital improvement, renovation or refurbishment. Over the long-term, we may acquire hotel and resort properties that
we believe would benefit from significant redevelopment or expansion, including, for example, adding rooms,
meeting facilities or other amenities.

We may consider acquiring outstanding debt secured by a hotel or resort property from lenders and investors if we
believe we can foreclose on or acquire ownership of the property in the near-term. In connection with our acquisitions,
generally we do not intend to originate any debt financing or purchase any debt where we do not expect to gain
ownership of the underlying property. Additionally, we have invested, and may in the future, co-invest in hotels with
third parties through partnerships, joint ventures or other entities, acquiring non-controlling interests in or sharing
responsibility for a property, partnership, joint venture or other entity.

Asset Management

Although we do not manage the daily operations of our hotels, we are actively involved in the asset management of
each of our hotels. We believe we can add significant value to our portfolio through our intensive asset management
strategies. Our executives and asset management team have significant experience in hotel operations and creating and
implementing innovative asset management initiatives. Our asset management strategies consist of capital investment
coupled with revenue and expense management.

We have developed strategic short- and long-term capital investment plans to enhance our hotels' profitability through
the strategic use of, among others, expansions, additions, renovations, technology upgrades and modifications, and
energy efficiency improvements. We are also focused on revenue and expense management at our properties. We
work closely with our hotel operators to evaluate optimal market mix and pricing strategies, ensure quality staffing
and appropriate management focus, implement best practices to minimize expenses and aggressively monitor and
evaluate our hotels' operations and performance.

Financing Strategies
Over time, we intend to finance our long-term growth with issuances of common and preferred equity securities and

debt financings having staggered maturities. Our debt includes a senior unsecured credit facility, term loan, mortgage
debt secured by our hotel properties or leasehold interests under the ground leases on our hotel properties and may
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include other unsecured debt in the future.

We anticipate using our senior unsecured revolving credit facility, common and preferred equity issuances, and
mortgage debt financings to fund future acquisitions as well as for property redevelopments, return on investment
initiatives and working capital requirements. Subject to market conditions, we intend to repay amounts outstanding
under the senior unsecured revolving credit facility from time to time with proceeds from periodic common and
preferred equity issuances, long-term debt financings and cash flows from operations.

When purchasing hotel properties, we may issue limited partnership interests in our Operating Partnership as full or
partial consideration to sellers who may desire to take advantage of tax deferral on the sale of a hotel or participate in
the potential

3
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appreciation in value of our common shares. To date, we have not issued any limited partnership interests in our
Operating Partnership to purchase hotel properties.

Competition

We compete for hotel investment opportunities with institutional investors, private equity investors, other REITs and
numerous local, regional and national owners, including franchisors, in each of our target markets. Some of these
entities have substantially greater financial resources than we do and may be able and willing to accept more risk than
we can prudently manage. Competition generally may increase the bargaining power of property owners seeking to
sell and reduce the number of suitable investment opportunities offered to us or purchased by us.

The hotel industry is highly competitive. Our hotels compete with other hotels for guests in our markets. Competitive
factors include, among others, location, convenience, brand affiliation, room rates, range of services, facilities and
guest amenities or accommodations offered and quality of guest service. Competition in the markets in which our
hotels operate includes competition from existing, newly renovated and newly developed hotels in the relevant
segments. Competition can adversely affect the occupancy, ADR and room revenue per available room ("RevPAR")
of our hotels, and thus our financial results, and may require us to provide additional amenities, incur additional costs
or make capital improvements that we otherwise might not choose to make, which may adversely affect our
profitability.

Seasonality

Demand in the lodging industry is affected by recurring seasonal patterns which are greatly influenced by overall
economic cycles, the geographic locations of the hotels and the customer mix at the hotels. Generally, our hotels will
have lower revenue, operating income and cash flow in the first quarter and higher revenue, operating income and
cash flow in the third quarter.

Regulations

Our hotel properties are subject to various federal, state and local environmental laws. Under these laws, courts and
government agencies have the authority to require us, as owner of a contaminated property, to clean up the property,
even if we did not know of or were not responsible for the contamination. These laws also apply to persons who
owned a property at the time it became contaminated, and therefore it is possible we could incur these costs even after
we sell a property. In addition to the costs of cleanup, environmental contamination can affect the value of a property
and, therefore, an owner's ability to borrow using the property as collateral or to sell the property. Under the
environmental laws, courts and government agencies also have the authority to require that a person who sent waste to
a waste disposal facility, such as a landfill or an incinerator, pay for the clean-up of that facility if it becomes
contaminated and threatens human health or the environment.

Furthermore, various court decisions have established that third parties may recover damages for injury caused by
property contamination. For instance, a person exposed to asbestos while staying in a hotel may seek to recover
damages if he or she suffers injury from the asbestos. Lastly, some of these environmental laws restrict the use of a
property or place conditions on various activities. An example would be laws that require a business using chemicals
(such as swimming pool chemicals at a hotel property) to manage them carefully and to notify local officials that the
chemicals are being used.

We could be responsible for any of the costs discussed above. The costs to clean up a contaminated property, to

defend against a claim, or to comply with environmental laws could be material and could adversely affect the funds
available for distribution to our shareholders. Prior to closing a property acquisition, we obtain Phase I environmental

10
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site assessments, or ESAs, in order to attempt to identify potential environmental concerns at the properties. These
assessments are carried out in accordance with an appropriate level of due diligence and generally include a physical
site inspection, a review of relevant federal, state and local environmental and health agency database records, one or
more interviews with appropriate site-related personnel, review of the property's chain of title and review of historic
aerial photographs and other information on past uses of the property. We may also conduct limited subsurface
investigations and test for substances of concern where the results of the Phase I ESAs or other information indicates
possible contamination or where our consultants recommend such procedures. However, these Phase I ESAs or other
investigations may not reveal all environmental costs that might have a material adverse effect on our business, assets,
results of operations or liquidity and may not identify all potential environmental liabilities.

We believe that our hotels are in compliance, in all material respects, with all federal, state and local environmental
ordinances and regulations regarding hazardous or toxic substances and other environmental matters, the violation of
which could have a material adverse effect on us. We have not received written notice from any governmental
authority of any material noncompliance, liability or claim relating to hazardous or toxic substances or other
environmental matters in connection with any of our properties.

4
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Our properties must comply with Title III of the Americans with Disabilities Act, or ADA, to the extent that such
properties are “public accommodations” as defined by the ADA. The ADA may require removal of structural barriers to
access by persons with disabilities in certain public areas of our properties where such removal is readily achievable.
We believe that our properties are in substantial compliance with the ADA and that we will not be required to make
substantial capital expenditures to address the requirements of the ADA. However, noncompliance with the ADA

could result in imposition of fines or an award of damages to private litigants. The obligation to make readily
achievable accommodations is an ongoing one, and we will continue to assess our properties and to make alterations

as appropriate in this respect.

Tax Status

We have elected to be taxed as a REIT under Sections 856 through 860 of the Code. As a result, we generally are not
subject to corporate federal income tax on that portion of our REIT taxable income that we distribute to our
shareholders. A REIT is subject to numerous organizational and operational requirements, including requirements
concerning the nature of our gross income and assets and specifying generally that we must distribute at least

90 percent of REIT taxable income each year. We will be subject to federal income tax on our taxable income at
regular corporate rates if we fail to qualify as a REIT for federal income tax purposes in any taxable year, or to the
extent we distribute less than 100 percent of REIT taxable income. We will also not be permitted to qualify for
treatment as a REIT for federal income tax purposes for four years following the year during which qualification is
lost. Even if we continue to qualify as a REIT for federal income tax purposes, we will be subject to certain state and
local income, franchise and property taxes.

For us to qualify as a REIT under the Code, we cannot operate the hotels we acquire. Therefore, our Operating
Partnership and its subsidiaries lease our hotel properties to our TRS lessees who in turn engage third-party eligible
independent contractors to manage our hotels. The properties owned by the Manhattan Collection joint venture are
leased to a lessee joint venture in which a wholly owned subsidiary of PHL owns a 49% interest. PHL is treated as a
TRS for federal income tax purposes. The earnings of PHL are subject to taxation like other regular C corporations.

Employees

We currently employ 23 full-time employees. None of our employees is a member of a union; however, some
employees of the hotel managers at several of our hotels are currently represented by labor unions and are subject to
collective bargaining agreements.

Available Information

Our Internet website is located at www.pebblebrookhotels.com. Copies of the charters of the committees of our board
of trustees, our code of business conduct and ethics and our corporate governance guidelines are available on our
website. All reports that we have filed with the Securities and Exchange Commission, or SEC, including this Annual
Report on Form 10-K and our current reports on Form 8-K, can be obtained free of charge from the SEC's website at
www.sec.gov or through our website. In addition, all reports filed with the SEC may be read and copied at the SEC's
Public Reference Room at 100 F Street, NE, Washington, D.C. 20549-1090. Further information regarding the
operation of the public reference room may be obtained by calling the SEC at 1-800-SEC-0330.

Item 1A. Risk Factors.

The following discussion concerns some of the risks associated with our business and should be considered carefully.
These risks are interrelated and you should treat them as a whole. Additional risks and uncertainties not presently

12
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known to us may also materially and adversely affect our business operations, the value of our shares and our ability
to pay dividends to our shareholders. In connection with the forward-looking statements that appear in this Annual
Report on Form 10-K, in these risk factors and elsewhere, you should carefully review the section entitled
“Forward-Looking Statements.”

Risks Related to Our Business and Properties

We depend on the efforts and expertise of our executive officers and would be adversely affected by the loss of their
services.

5
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We depend on the efforts and expertise of our Chairman, President and Chief Executive Officer, as well as our other
officers, to execute our business strategy. The loss of their services, and our inability to quickly identify and hire
suitable replacements, could have an adverse effect on our business activities, including, without limitation,
relationships with shareholders, lenders, management companies, joint venture partners and other industry personnel.
Our returns could be negatively impacted if the third-party management companies that operate our hotels do not
manage our hotel properties effectively.

Because federal income tax laws restrict REITSs and their subsidiaries from operating or managing a hotel, we do not
operate or manage any of our hotel properties. Instead, we lease all of our hotel properties to subsidiaries that qualify
as TRSs, under applicable REIT laws, and our TRS lessees retain third-party managers to operate our hotels pursuant
to management contracts. Our cash flow from the hotels may be adversely affected if our managers fail to provide
quality services and amenities or if they or their affiliates fail to maintain a quality brand name. In addition, our
managers or their affiliates may manage, and in some cases may own, invest in or provide credit support or operating
guarantees, to hotels that compete with hotel properties that we own or acquire, which may result in conflicts of
interest and decisions regarding the operation of our hotels that are not in our best interests.

We do not have the authority to require any hotel property to be operated in a particular manner or to govern any
particular aspect of the daily operations of any hotel property (for example, setting room rates). Thus, even if we
believe our hotels are being operated inefficiently or in a manner that does not result in satisfactory occupancy rates,
RevPAR and ADR, we may not be able to force the management company to change its method of operating our
hotels. We generally will attempt to resolve issues with our managers through discussions and negotiations. However,
if we are unable to reach satisfactory results through discussions and negotiations, we may choose to litigate the
dispute or submit the matter to third-party dispute resolution. We can only seek redress if a management company
violates the terms of the applicable management contract with a TRS lessee, and then only to the extent of the
remedies provided for under the terms of the management contract. Additionally, in the event that we need to replace
any management company, we may be required by the terms of the management contract to pay substantial
termination fees and may experience significant disruptions at the affected hotels.

Our TRS lessee structure subjects us to the risk of increased hotel operating expenses.

Our leases with our TRS lessees require our TRS lessees to pay rent based in part on revenues from our hotels. Our
operating risks include decreases in hotel revenues and increases in hotel operating expenses, which would adversely
affect our TRS lessees' ability to pay rent due under the leases, including but not limited to increases in: wage and
benefit costs; repair and maintenance expenses; property taxes; insurance costs; and other operating expenses.
Increases in these operating expenses can have a significant adverse impact on our financial condition, results of
operations, the market price of our common shares and our ability to make distributions to our shareholders.

Our ability to make distributions to our shareholders is subject to fluctuations in our financial performance, operating
results and capital improvements requirements.

To qualify for taxation as a REIT, we are required to distribute at least 90 percent of our REIT taxable income
(determined before the deduction for dividends paid and excluding any net capital gains) each year to our shareholders
and we generally expect to make distributions in excess of such amount. In the event of downturns in our operating
results, unanticipated capital improvements to our hotel properties or other factors, we may be unable to declare or
pay distributions to our shareholders. The timing and amount of distributions are in the sole discretion of our board of
trustees which will consider, among other factors, our financial performance, any debt service obligations, any debt
covenants, and capital expenditure requirements. We cannot assure you that we will generate sufficient cash in order
to fund distributions.

We invest in the upper-upscale segment of the lodging market, which is highly competitive and generally subject to
greater volatility than most other market segments and could negatively affect our profitability.

The upper-upscale segment of the hotel business is highly competitive. Our hotel properties compete on the basis of
location, room rates, quality, service levels, reputation and reservations systems, among many factors. There are many
competitors in the upper-upscale segment, and many of these competitors may have substantially greater marketing
and financial resources than we have. This competition could reduce occupancy levels and RevPAR at our hotels. In
addition, in periods of weak demand, as may occur during a general economic recession, profitability is adversely

14
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affected by the relatively high fixed costs of operating upper-upscale hotels.
Restrictive covenants in our management contracts could preclude us from taking actions with respect to the sale or

refinancing of a hotel property that would otherwise be in our best interest.
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We may enter into management contracts that contain some restrictive covenants or acquire properties subject to
existing management contracts that do not allow the flexibility we seek, including management contracts that restrict
our ability to terminate the contract or require us to pay significant termination fees. For example, the terms of some
management contracts may restrict our ability to sell a property unless the purchaser is not a competitor of the
manager and assumes the related management contract and meets specified other conditions which may preclude us
from taking actions that would otherwise be in our best interest or could cause us to incur substantial expense.

Due to our concentration in hotel investments, a downturn in the lodging industry would adversely affect our
operations and financial condition.

Our primary business is hotel-related. Therefore, a downturn in the lodging industry, in general, and the segments and
markets in which we operate, in particular, would have a material adverse effect on our financial condition, results of
operations, the market price of our common shares and our ability to make distributions to our shareholders.

Our joint venture investments and other joint venture investments that we may make could be adversely affected by
our lack of sole decision-making authority, our reliance on our co-venturers' financial condition and disputes between
us and our co-venturers.

In July 2011, we acquired an interest in a joint venture that owns six hotels in Manhattan. We share major decisions
with our joint venture partner with respect to the joint venture and its hotels. The debt of the joint venture, while
non-recourse to us, is secured by first mortgages on five of the hotels owned by the joint venture and any default on
such debt could adversely affect our equity investment in the joint venture. In addition, in order to maintain our
ownership interest, we may need to invest additional equity into the joint venture in connection with any such
refinancing which would reduce the amount we have available to invest in additional acquisitions or capital
improvements to our existing hotels.

We may co-invest in hotels in the future with third parties through partnerships, joint ventures or other entities,
acquiring non-controlling interests in or sharing responsibility for a property, partnership, joint venture or other entity.
In this event, we would not be in a position to exercise sole decision-making authority regarding the property,
partnership, joint venture or other entity. Investments through partnerships, joint ventures, or other entities may, under
certain circumstances, involve risks not present were a third party not involved, including the possibility that partners
or co-venturers might become bankrupt, fail to fund their share of required capital contributions, make dubious
business decisions or block or delay necessary decisions. Partners or co-venturers may have economic or other
business interests or goals which are inconsistent with our business interests or goals, and may be in a position to take
actions contrary to our policies or objectives. Such investments may also have the potential risk of impasses on
decisions, such as a sale, because neither we nor the partner or co-venturer would have full control over the
partnership or joint venture. Disputes between us and partners or co-venturers may result in litigation or arbitration
that would increase our expenses and prevent our officers and/or trustees from focusing their time and effort on our
business. Consequently, action by, or disputes with, partners or co-venturers might result in subjecting properties
owned by the partnership or joint venture to additional risk. In addition, we may in certain circumstances be liable for
the actions of our third-party partners or co-venturers.

Our hotels operated under franchise agreements are subject to risks arising from adverse developments with respect to
the franchise brand and to costs associated with maintaining the franchise license.

Certain of our hotel properties operate under franchise agreements and we anticipate that some of the hotels we
acquire in the future will operate under franchise agreements. We are therefore subject to the risks associated with
concentrating hotel investments in several franchise brands, including reductions in business following negative
publicity related to one of the brands or the general decline of a brand.

Maintenance of franchise licenses for branded hotel properties is subject to franchisors' operating standards and other
terms and conditions including the requirement to make certain capital improvements. Franchisors periodically inspect
hotel properties to ensure that we and our lessees and management companies follow their standards. Failure by us,
one of our TRS lessees or one of our third-party management companies to maintain these standards or other terms
and conditions could result in a franchise license being canceled. If a franchise license is canceled due to our failure to
make required improvements or to otherwise comply with its terms, we also may be liable to the franchisor for a
termination payment, which varies by franchisor and by hotel property.
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The loss of a franchise license could materially and adversely affect the operations and the underlying value of the
hotel property bec