
Self-Storage

Investment Realities

Low leverage and no leverage buyers 
drove most of the acquisitions market in 
the past 12 to 17 months. Investors face 
unparalleled challenges due to tight finan-
cial markets. Highly leveraged owners see 
not one, but two threats to their bottom 
line: rising rates and falling values. Higher 
interest rates will result in capitalization rate 
increases and value decreases.

Increasingly knowledgeable owners have 
begun showing concern about the durabil-
ity of the current capital gains rate and tax 
structure according to Wiggin Property 
broker Jeff Lester, CCIM. He also said that 
investors with 1031 money were advised 
to expect longer turn times for transactions 
as banks struggle to keep up with rap-
idly changing regulations. There have been 
very few foreclosures in Oklahoma. 

Recently, pension funds, life insurance 
companies, and private lenders have indi-
cated new interest in placing capital in the 
asset class. In a climate typified by the 
disconnect between buyers and sellers 
on price, several transactions took place 
in Oklahoma with the involvement of dedi-
cated self-storage industry brokers and 
appraisers. The Argus Self Storage Sales 
Network saw a dramatic boost in value of 
Liberty Storage in Grove, Okla., with the 
2006 sale at $2,325,000 when the property 
was 80,000 square feet, and then again in 
2009, when the then 104,000-square-foot 
property sold in excess of $3,500,000.

The precise analysis of the local mar-
ket, appropriate recent sales, and reliable 
demand estimates can support market par-
ticipants, often providing a basis for bridging 
the gap between competing interests. 
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OKLAHOMA
Is Self-Storage OK in Oklahoma?

Market Watch

With so much oversupply, some 
may ask if self-storage is OK in 
Oklahoma. The state and two core 
based statistical areas (CBSAs) indi-
cate significant oversupply. However, 
over the long run, market conditions 
will balance out. In the meantime, 
investors have strict purchase criteria 
based on actual performance. 

In oversupplied markets, the pur-
chase criteria are different. For exam-
ple, stabilized occupancy may be 
much lower (60 percent) than a typi-
cal stabilized forecast with occupancy 
near 85 percent or more. Investors 
are not likely to give any credit for 
upside in occupancy or income and 
rely strictly on trailing three-year finan-
cials and trailing 12-months NOI (net 
operating income). A stabilized cap 
rate is then applied to this data, not a 
stabilized forecast of NOI.

Such criteria are consistent with 
market conditions. For example, the 
state is oversupplied compared to the 
national average and the two major 
cities or CBSAs analyzed are over-
supplied compared to other major cit-
ies in the U.S. The data is summarized 
in the table on page 55 and in the  
graph below.

Alternatively, there are pockets or 
trade areas within these large markets 
analyzed that indicate strong market 
conditions. This is a unique character-
istic of self-storage investment. Since 
self-storage is a convenience item, 
inducing customers from long distanc-
es is very difficult. Most trade areas in 
suburban and rural states are defined 
by a radius of five miles from the 
subject property or less. Some trade 
areas may have occupancy rates of 
85 percent or more even though they 
are located in an oversupplied CBSA 
or state. The ability to measure market 
conditions is what makes self-storage 
such a stable asset class compared to 
other core real estate.

Self-storage will be OK over the long 
run in Oklahoma because new construc-
tion in an oversupplied market is not 
feasible. Combined with limited financ-
ing for new construction, the supply in 
the state is likely to grow at a rate below 
population growth. Over time, market 
conditions will improve.    
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