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Reno is the second largest city in the
state, located at the central western end
of the state at the intersection of Interstate
80 (east/west) and US Highway 395 (north/
south). It is strategically placed for distribu-
tion, generally only a day’s drive to the west-
ern U.S.’s largest population centers of Los
Angeles, San Francisco, Portland, Seattle,
Las Vegas, Phoenix, Boise, Sacramento,
and Salt Lake City. Some companies have
located their distribution operations to this
region for this purpose.

The region’s climate is considered
extreme based on its hot summers and
cold winters. The average temperatures
range from 20 to 25 degrees in the win-
ter months to 90 degrees in the summer
months. Due to its location at the base
of the Sierra Mountains, snow is a factor.
The average snowfall in Reno can range
between 20 to 25 inches.

Reno benefits from being the seat of
Washoe County, located approximately
30 miles north of the state capitol in
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Carson City. University of Nevada Reno
has approximately 18,000 students.
The employment base is supported by
the location of corporate headquarters
for PC-Doctor, IGT (International Game
Technology), Port of Subs, Breaburn
Capital, and the Hamilton Company. Other
top employers include Bally’s Technologies
and Harrah’s Entertainment.

Demographics

The estimated 2009 population for the
City of Reno is 217,175, with population
growth at approximately 2.34 percent
annually since 2000. The estimated popu-
lation is expected to increase to 239,323
in the next five years. The number of
households in Reno in 2009 was esti-
mated at 88,725 which is an increase of
approximately 14,821 from 2000. The
average household income in 2009 was
$63,557 which is higher by an increase
of approximately 17.4 percent over the
2000 figure.
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The city’s homeownership rate is
approximately 50 percent—Ilower than the
overall rate in the state of Nevada, which is
at nearly 65 percent. A significant amount
of residential development had come on
the market over the past five to10 years
and, unfortunately, foreclosure rates in
Reno have been very high, mirroring the
rising unemployment rate. Unemployment
has gone from a low of 4.0 to 4.5 percent
in the mid-2000s to a high of approxi-
mately 11 to 12 percent in the past couple
of years. Additionally, there is a significant
amount of vacant residential product on
the market waiting to be absorbed.

Self-Storage In Reno

Self-storage development traditionally has
followed the rise of residential develop-
ment. While more recently, some storage
developers have attempted to predict the
growth of residential development in order
to find that “perfect location.” In the Reno/
Sparks area, this certainly been the case.
This trend extends to some of the newest
self-storage developments in the area,
located on the periphery of the city. They
have had a difficult time absorbing and
may continue so until the residential mar-
ket shows some type of rebound.

Typical self-storage construction in the
area consists of metal and masonry and
ranges from 10,000 to 100,000 square
feet, with a total number of units anywhere
from 100 to 800 units per facility with a
limited number of climate-controlled units
available in the market. Construction costs
for the area range from approximately
$20 to $45 per square foot based on
the location, size, and construction type
of the development and which does not
include land costs. There has been little to
no development over the past two years.
Typical land values for these facilities can
range between $3 and $7 per square foot
and are generally zoned for light industrial
and commercial uses.

Generally speaking, monthly rental rates
in the Reno market range from approxi-
mately $0.40 to $2.00 per square foot.
Over the past six to nine years, typical
occupancies have shown levels of between
80 to 95 percent. With the downturn of
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the local and national economies, owners
and managers have indicated that their
occupancies generally range in the 80 to
90 percent range. And they indicate that
operating expense ratios range between
25 to 40 percent of the potential gross
income; with the biggest expense items
being on-site management, administration,
and property taxes. Over the past three to
five years, capitalization rates in the Reno
area have been between 7 and 10 percent,
depending on historical occupancy levels,
condition, and location.

Regarding sales, as with most metro
areas, there have been a limited number
of them over the past two to three years
primarily due to the limits in the finan-
cial markets, buyers’ inability to make
acquisitions, and a decrease in general
property values. Of the sales in the Reno/
Sparks market, they generally indicate
price per square foot levels from $30 to
$70. However, the superior facilities that
have not sold would generally be traded
at levels above this range. The sales have
shown Effective Gross Income Multipliers
of between 5 and 10, with net operating
income that ranges from approximately $3
to $10 per square foot.

Developers, owners, and managers have
all said that while the current market is very
challenging, there are signs of optimism as
some of the financial intuitions have begun
to show an inkling toward potential financ-
ing. Additionally, they have indicated that
while there have been a significant number
of self-storage facilities built over the past
three to five years, showing oversupply, it is
not at the level of some of the other larger
markets in the region.

There’s no reason to dial 911 on the
Reno self-storage market because the
“Biggest Little City in the World” has had
a history of pioneering and resiliency. If
| were a gambling man, | would bet on
Reno to be back on line with a strong
future for self-storage. MM

Tim Garey is Director of Cushman &
Wakefield, Inc. Valuation & Advisory
in Portland, Oregon.
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EXCESS IN LAS VEGAS

Some characterize entertainment
opportunities in Nevada as “excessive.”
There is certainly an excess supply of
self-storage product. Nevertheless, as
population returns over time, market
conditions should return to equilibrium
(especially since there is limited new
self-storage construction in the state).

Data on the Reno sub-market has not
been measured because of the small size
of the CBSA (core based statistical area).
Therefore, Nevada is benchmarked to
the national average and market condi-
tions in Las Vegas CBSA are summa-
rized in the table on page 63.

Market activity has returned to the
asset class in Nevada. In 2009, there
was only one sale of a self-storage
facility. In 2010, there may be as many
as six. This demonstrates confidence
in the market over the long run. One
investor noted that properties were
being purchased below replace-
ment cost in a state that should have
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population growth over the long run.
Disciplined investors are reviewing trail-
ing 12 months’ NOI and applying rates
of return near seven percent if there
is upside potential over the long run.
Some estimate a return to stronger
market conditions as a long term hold,
estimated to be at least three to five
years. But in Las Vegas, anything
could happen.

The demand forecast by the Self
Storage Industry Group of Cushman
& Wakefield is based on a proprietary,
econometric model that uses a math-
ematical regression of demand variables
to existing supply in order to forecast
stabilized demand in a CBSA or trade
area. In general, trade area forecasting is
more accurate because of data consis-
tency (wider range in CBSA data). The
econometric model compares all top 100
CBSAs based on four key demographic
criteria: total population, percentage of
renters, average household size and
average household income.

Self-storage performance in Nevada
is likely to remain stable in terms of
occupancy and income in the near
term. As population growth resumes,
demand for self storage will return.
Even in these over-supplied markets,
investors are returning to acquisitions
betting on the long run performance of
the market. However, investor discipline
is high, focusing on income in place
and a cautiously optimistic outlook for
the market over the long run. M

R. Christian Sonne is Managing Director of Cushman &
Wakefield's Self Storage Industry Group, a nationwide
team of appraisal, research, and analysis professionals
specializing in the self-storage asset class.
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