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there ane InCreasing concer s of over-bimkhing.
Capitalization rates are declining and prices
are increosing due to o limited supply of
properiies listed for sale,

Orwners retain product because self-
storage retums cannol be matched in other
imvestments including the stock market
fencluding self-storige REITs) and other
real estate assel Classes, Conseguently, the
currend strategy for most mvesions is o by

L L R DO self-storuge, If 4 purchase is nod possible i

“Cautiously optimistic” summanzes the stale a reasonable crilenon (nverge targel cop-

af the self-storage market according 1o
I\.'hl'lll.llll:tl:l'll:h of this invesior survey devoled
solely 1o the self-storage asset class, While
miesd investors indicate comtinoed snd
growing demand for self-siomge product,
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tnlization mbe for the survey 15 930 percent
on stabilized incomse ), then imvesiors will
butibd mew prosduct. The self-stomge opti-
mism index, bsed on a scale of 1 (lowest)
s 0¥ Ih'||:;|:|-|.'hl_l. mmlicabes an avermge of T.87.

{aMTINLHD

Clppralr JYHAD




Scope OF Research

A wise persom sald that if you don’t
knoow whene you are going, any rosd will
take vou there, Timely information is

key (o seocessiul dévelopment and oper-
ation of selfi-sinrage propery. Like most
ilata relating o real estale ases, however,
ikata and mformation lag real tme, Con-
scquently, decisions about (he fulun: mre

sell-stornge product is measuncd in g
range from & one to five mile ring with
an average trade arca defined as 2.46
milles (raddius), Many noted that even
nng analysis is insuificient, because
lcal neighborhoods anen’t uswally
diefined that way, One investon stgpestcd
n seres of mngs and imegulbor, polygon
sluipes be wsed o sccurmtely define a

Due to strong returns on self-storage investments, more
people are interested in the asset class.

often made solely on historical data,
As investon contimse to migrate to seli-
stoemge, curmend thinking reganding
indlustry trends increases in imporEnce.
Using tools such as the favestor Suroes
cun help investors navigate 10 sucoessful
s m the self-siomge marked.
Aoguality and thorough wnalysis of
sl -stormge property should inelude his-
torical and dynamic anolyses, A histon-
col or static analysis 15 supply-hased and
cin be used 1o forecast demand and mir-
ket equilibrium. A cumrent or dynamic
annlysis includes survey research of sig-
nificant markel players amd econmometinic
annlvses w forecast demand based on
demagraphic varinbles, particulary relot-
ing 1o the neighborhood sub-marke.
The Investor Sirvey wos completod
throagh telephone inlerviews by Sell
Stornge Feonomics during the summer
of 202, Survey respondents, including
self-storage investors, owners, develop-
ers. manapers, brokers and bankers from
throughout the United Siates sccounting
o over 1O mallon squane feet of sell-
storuge progeerty, wene derived primaarily
from the Sclf-Siorage Top Operators list
compiked by Mini-Seovage Messenger.,
Ihe datn presented is 4 summary of the
survey and highlighis key information
relating 1o gedernl marked conditions fog
seli-siorage, capitalization rates, financ
ing, optimism index and other curreni.
relevant information for the asset class,

Trade Area And Market Demand

Virtually all those surveyved indicabe that
the memsurement of market characieris-
tics (i terms of desand) mas be con-
fimeed 1o o bocal neighborhood. As noted
ini the 2iK12 Self-Srorage Almanar, it is
“important bo rememsber that self-siorage
is i highly liscalired basiness.” Indeed,
ihe survey incscanes o tnele anca for
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neighborhsod. While o trade area with
a 1.5 mile ning may suggest an over-
supply, a larger trade area of a 300 mile
rimg meay imdicste under-supply, Clearly,
the consensus of the survey was that
defining the trode oren is almost as
impostant as the markel chamcbernistics
imdficated in the trude area

Sguare Feet Per Person
One of the most difficull questions io
answer for the self-storage msset class 15
estimating the right amount of product
necded in a trade arca. Usually mensured
in terms of square feet per person,
Iﬁ[l-l.ml.]-thh. ewtimmed a wade mnge o
1.50 vix 25 square et per person, When
askenl bo focus om o sangle number, the
mange mamvwed from four fo cight
scpuare feet per person with an averaze
of 5.2 square feet of sell-siommge per
person (see Chan | below),

some investors sald measurements of
demnnd per person are very difficull wo
predict and are very neighborhood spe-
cile, Some developers have strict guide-
lines, such as trigger poings o new
development. For example, one invesior
saidd if the existing supply is lkess than

five square fect per perion with o S0
percent or higher accupancy in the imde
e, then development s conskdersd
feasible. Oihers expressed fresiratbon ai
|.'a|l..'u|:|l||:g demand due o wide elastici-
ty among neighborhoods, The survey
pndhicntes thie wis particulary tree for
those with large porifolios or managers
and brokers exposed 1o progerties in
rany differcnt becations, One said “1
gave up trying to fgere out that forma-
la™ mmld instead relses on “wisdon amd
cxperence.” Most investors expressed
comeer that such gualitative analyses
are insufficient in the competitive mar-
ket conditions. Doe (o stromg netams on
'-.ﬂil-\ll.n:!!:c invesdrmenis, more [h.-q'upt:'
ane ieresed in the asset cliss. Conse-
quently, there e wide coscems of over-
building. some even expressing specific
market arcas that are considered over-
supplicd, With demand of only four 1o
Five squore Ffeet per capita. investors
inshicate over-supply is the single most
imponant detenminant to project failure,
Croold prrowduct, wnit mix and management
it ok Bypically compensate for o satu-
rubed trade arca. An over-supplicd market
can tnke ¥ours 1o recover

Valuation Methodolagy
The Favesror Sarvey indecates that over
G5 percent utilize direct capitalization
as the prefened iechnigue of vahotion
Cithers wutilize o discounted cash Mow
model with hurdle mies applied 1o an
inserma] rafe of return (KR L While
iy respondents expressed torget yield
rates on o bevenped basis, most only
utilized such a echnigue os o test of
reasoiablenees

The tarpet capitnlizatem rale is applicd
o i stabiliceed cnsh Mow, usually delimed

thart 1 Self Storage Demand
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as a property operaling ol stahilioed
occupancy of W percent or maore. Si-
bilization techniques include uislizing
markel rent oF market based expeinses,
such ax adjuding real estate taves. Some
apphicl cupitalization rates (o triling
incoame for one vear, but generally uti-
el @ lower capitalization mic. As a
fest of reasonpbleness (o direct copdtal-
1zatiom on A stabilized hosis, invesions
wiill gest the implied capitalization rate
based on incoime in place (oRe to thive
months snmalized), This ool ¢on also
B pibalteed 1ot profit potential on
pogui-sitions, (hverall capitalization mies
viried from less than nine percent 10
over |1 peroenl. The average frgel l,'u];li-
bilizmtion rule wis 9,48 percent for class
"A" property. Many expressed the belisf
teat cogutalszation males huove decneased
a brunssctvon yolume hos decrensed.

Cthiers stated tht rurl propentics or
second tier sell-stomes Tachlithes wirmum
50 o 150 basis poing risk premibunes
lindicating capiinlization mbes o5 high
a8 bl percent +) Properies that trade
for sub=nine percent capitalization rates
often have “vilue sdiled™ opponumndtics
through mamagemenl Such oppoatuniises
inichude re-positioning a propeny through
{Emit r'|."||.'|.'||'|I5|:‘:u|:Jri|:m, aclven itins nnil
repairing deferred maintenance. Many
investors hoase vildue sbidbed purchases on
improving cash fow by mising rents o
decrensing cxpenses. Regional operators
and owners of multi-propeny postiolios
decrease expenses by blanket insurance
l'hl].ll.'l.'l‘!"r, ih!i.'l’l.'.:'-irlq; wliEnismirve
enpense ainl lowenng off-site manage-
mend overhemd,

Absorption = Time And Costs

Absorpiion fime begins o completion of
copstruction and ends al the dale of sta-
hilizatbon of eccupancy pnd income (in
cusficessron programs )y, The usual farged
vicancy mie is approxinutely 10 pencent.
Based on the survey, the aversge absorp-
Eion time is 22 mamihs in a mnge from
12 1o 36 months. Absorpiion costs vary
per project, but most investons utiline
monthly discounted cash Mow analysis
by pssist i monkboring delsl service in
relation W net operting bscodse (N0,
One technigque is o estimate absorption
cost based on ithe NOI oss during the
absorption time. While one response
doses ned minke the marked. if is inberes-
ing o view the myriad of experiences,
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Marketing Time

This relates 1o the question “How long
does it take 1o sell o self-storage proper-
v This question provided the most
colorful of responses. One broker said it
wowild ke “lei than fwo bours™ o sell
i sell-stornge propenty becaise of such
high demand for the asset class. Many
saad mo marketing time (this response
wis caloulnied as e month i the sur-
veyl, The mnge wis from one o 5ix
moniths with an avernge of 3.02 months
Upon funther inguiry, most sdmatted that
with exposure to the open market

112 Monif

Rooge:

Mode | Morth
Autrnge: 0 Mentfy
(home: n/e

{ulthogzh most brokers said they have
cash bl.:}'c'h in Fand j, dise 4.1|:|'.|F;-|1||;4,.-
(mostly for financing) and escrow, it
usunlly tnkes of least o month of market-
ing time, What is so interesting about
this ipuestion is thatl the awers under-
soore the demand for self-stonmge i an
mvesdment. Such mvestor interest is oor-
robornted in the public markets, with
significont gains in self-storage REIT
pricing over the past twao years. Clearly,
the sell-stemge siar is shining bright [n
ihe invesImsent commanminy.

Profit

According to the survey, profil (as a
function of cost) is mest ofien calculsed
a5 o percentage on lnnd valse (or lamd

developers responded thot an eight per-
et profin on build 1o sail 18 sufficient,
like a builder fee (with no money invest-
ed), Consequently, the avernge is skewed
dowiwand io 14.8] percent
Approximabely one guanes of thowe
surveyed indicaie retums o equits
invesiors (retamm defined as both divi-
dend ar income and yiglhd or apprecia-
tion}. The data ranges from 15 pencent
unleveraged (oll cash or equiry) m as
high a5 18 percent on a leveraged basis
ifimanged). The average is nod wilized in
this calegony because of wide varinnces
among leveragod and inleverged scenanos,

Financing

Fumncing availability was termed high
by the mmgoniy in the survey in o
response mage from medium o high
Leveraging, expressad as loan to value
raticy, was from 63 percent 10 81 percent
with an avernge of 72 percent. Terms
most often were based on a 10-year call
with a 25-vear pmortization period {mo
comsfmuction kwns). Fived mies for mke-
out loans varied widely From less than
B, 50 percent to as high as 9.00 percent
depending upon peographic region,
soirree of Tunds, asset charncleristics
and credit. The avernge fxad loan e,
based on estimates by halll of those sur-
'u:'_ﬂ.‘d, was 1.95 percend. MM‘,F niobed
thiat varnabde mles ane much bower, even
below five percent for take-out lanns
Many lovw intenes! rate loans inclode
pre-payrent penaltees and most guoted
banks as the primary source of funds.
Some bankers included in the survey
indicale reluciance io ok constrection
Ioans with permanent financing

Virtually all those surveyed indicate that the measurement
of market characteristics (in terms of demand) must be
confined to a local neighborhood.

aciuistion costsh and eost 1o build incled-
ing all direct, site, and indirect costs. The
calculation of profit 1s imporsm because
it is o simple benchmark of feasibility.
Additionally, in “hen™ market concitbons,
peroafit i & iest of reasonableness of value
For example, excess profit tends to bring
FUinGUs competition (on important, long-
run function of bank or Ainance under-
writingh, The meost offen fespoinse wis
20k percent profil factor, However, some

Optimism Index
Investors wene asked about general
morket conditions in the pext two fscal
operaling guancrs. The data indicates
a generally bullish cutlook for the self-
storge market. Investors surfing foe
good yields are confident self-storage
provides the best-sized waves. Based on
m scale of ane (bowest) to 10 (highest),
the oplimksm ipdes recsivixl a 7.87
aviernge inoa range from 6.0 o 100
=l
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The muosl common response wis 5.0,
Yet, there Is concern of over-building in
muany markets, When gquened pbout mar-
ket conditions in terms of under-supply,
over-supply of market equilibridm, mos
stated the market is af eqguilibnum. Some
reapoiscs expreaisd concerm of ocou-

strissel the importonoe of compeeient
management o properly operate an
economically viable property, Moreover,
the competitive position of o property is
often a function of markei fundamentals
{(supply. demand and equilibrium)
enhamded by management.

As to investor strategy, expressed in terms of buy, build
or sell, investors said the best returns come from building
because there is limited product available to purchase.

pancy due o over-building and nisted
thaat over-supply (Maltens renial mies,
introdfuces Concession progroms and
lowers occupancy, Market cormection o
equilibrium in self-storage i only facili-
tated by the twin pillars of long mn
recovery: populniion growth and time,

As 1o pvesbor strofegy, expreased in
terms of baiy, build or sell, investors said
the best reburms come from bailding
becmese ihene is limited prodect available
0 purchase. Such a response is consis-
tent with marketing time, the optimisms
inchex and trends (in terms of capitnliza-
tion rie and assct pricing . Property
owiers are reluctant o sell becaose it
is difficull 1w match the returmns of the
sell-stormge asset closs in aliemaiive
invesments, Chie broker in Califomia
lnmerted that the inveniory of property
foor sabe i€ the lowest of his caneer. 1
propserises make if o the open marker,
multiple offers by qualificd buvers are
reponed. Conscquently, it appears that
I'Iﬂl..llt= i% inc m-.ml.

Lissaly, the survey included an oppor-
fumity for lost words by panicipants.
The interesting responses varied widely.
Commients included sdeas of strategy
such as the development of containers
or keasing land. Others mentioned the
increasing robe of scourity, A few
property managers wisely expressed
CONCEIMS OVET Msing Imsunice costs, &
function of low retums in the stock mar-
ket and heightensd copcems over sectir-
iy o real estate. A lew responses. From
Southern California expressed concem
of over-supply and “1oo many new play-
ems tnking oo many risks.” Perhogs most
prevalent were expressions of the impior-
lance of experience 1o develop a suc-
cessful self-sorage facility. Investors

Summany

Thee resulis of the Self-Storage Tmvestor
Swervey inBcate p self-slompe marked
chamctenzed by supenor relums com-
pared 1o altemative investments of real
estate wnd equities. Yet, after severnl
yenrs of industry investment and expan-
sion, resulting in record setting msset
pricing, the sell-stomge industry is
increasingly expressing public concem
about the Twune, partculprly due 1o
over-baibdimg. The downside of self-
storage is the cise of eniry, causing
markets o sslurate qun:l;l}'. For exnm-
ple, the 20082 Self-Srorage Al
reports 4 15-yeur cycle with & vacancy
mte range from 10 perocit to 2160 per-
ceni with mn avemage of 1491 pereent
nationwide. This tremd demonsirates the
cyelical muture of e industry amd
underseores e imporance of annlysis
in each sub-market, Clearly, investor
sophistication is increasing in the deci-
sk process for the self-storage assct
cliss. Market amulysis of seli-stomge
property appropriaiely consbders industry
trends, defines the subject rade nrea,
myctsiines condhtions of supply. forecasis
dernined based on direct comparison s
well as an econometric model of the
subpect trwle arca, and concludes with

a forecast of market equilirium, Cumu-
latively, these Tuciors should be consid-
ered i investment declsdons,

The Self-Stovage bvesior Siirvey
highlights investment critenn and the
cament thinking regarding indusiry
irends. Monitoring irends through the
Investor Survey is one tool that can be
used 1o evinluate the sell-stomge assel
cliss, ln the next bi-mmmal survey com-
pleted by Self Stormpe Foonombes. con-
tempornry dats and historieal data can

be wsed to evaluate decisions, compars
invesbor crtena o histoncal data, ies
these navigation tools, and chart the con
tinued course along seecessiful mnds in
the :\-EIF-\II,‘Ier murkel. /TR

R Christian Somne, MAI i1 principal of

Self Storage Econcemice, a data, research and
analysis firm speciatiring & the self-stomge
asset class,
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