Hawaii
Self-Storage In The Land Of The Aloha Spirit

BY &, CHRISTIAN SOMNE

he best part of devel-
" ‘ oping real estate in
Hawaii is the Aloha
spirit of the people”,
RYE I:}n_'g K el renbeck
ol HUCDY Pacific I'.h".-nflnprrp,-nl {_'nmp ._-:
Ine. The aloha spirit, & well-known refer- 5
ence to the attitude of friendly accepta
i5 also indicated in the self-storage markel
comditions in the Stabe of Howaii

The Wave of Supply And Demand
Hawmii is pamong the most under-supplied
atofes in the mation in teems of self-siosage
v peer group analyvses of the United States
by state, the M3 Self Storage Almanac
repors that existing supply is 1.55 square
fect per person compred (o existing supply
nationwide of 4.33 squeare feet per persod
Muoreover, Honolulu indicates an under S
ply of over two sguare feel per capiia, While
thess fuctors may seem like self-storage

el m:r--l-.-dg-.-'iu critical to u successful project. Asg thare salf-stormge

development paradise, local murket analyses  “The commaumty is environmentally conscioas, so there appartimities in this
by trade arca are always best. In downtown are strict development criteria and a deliberate approval islard poredine You
Honoluly, for example, some neighborbioods  process,” he notes, explaining thor charnctenstcs undgig may by surprised by
ire -:'-'.-n.-r'-.uppllrzli with m'll-'-il-::-ﬂlgl.' [m'qhu;.'l [y u:llJl:I:-.Lum]ll:lg the Hiwsdd murker sre h1;.::|'| lsind cosls, tive @TEWET,

the widde use of band beoses, and unigue murket irends ot caurtewy of
Haraun Yivwoey and
Comeentien Aumay

Island Land Costs And Leaseholds

Land costs range from 53300 to S30.00 per aquare oot
or 10 times a5 moch ss mosl markets in the Uniteg) States
Accordmg o Gy ¥, kadder, a Honolulu broker wath
Callsers Monros Fnedlander, one recent self-siomge
development project purchased land at costs reponted]y
near S90.00 per square fool. Despite the higher than usual
Lland eosts, Kidder motes that “there 8 0 kot of ooy
fow self-storage developrment in Hawai,”

Myron Lioy, a sell-storage analyst based in Hilo on the
big lsland of Howaii, says that market conditions are good
fior self-storage in the islands, buat like the mainland, self-
atorage market conditbons vary by netghborhood, He savs
thiat costs are much 1I.i:q!|l.'| o the islands, bl so are rents

Laonu echimies rental rodes i Howan are “al least double

compared to similnr units located in Califormis.”
Kreizenbeck, who has been successfully High Iand costs are a function of being an island state

developang in Hawan saince 198RS, siays thae with a limited supply of real estate, Consequently, Ll

leases ore common and “leasehold imerests” are much

K. Christian Sonne, MAL & principal of Self Storage more commdn i Howatl, A billder may lense a p.;n':-l. [H|

Economics, a data, esearch and analysis firm spe lunal for o lomg term of 30 vears or more, then baild the

cialiing in the seff-storage asset class, Chris is 2 self-stornpge progect creating o leasehold interest. The

Member of the Appraisal [nstitute advantnze, sccording to developers, is (o spread the Lind
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costs out over the economic life of the
buildings. Local experts point out thit
this may limit financing o locnl instite-
tions that nre familiar with the lending
criterin on leasehold estates, Acoording
b local analyst Liay, an annual lind
lease i typically caleulated as @ ratio
of the markel valiue of the land. For a
parcel of land with o cost of 50,00 per
siquare food ond an & percent refurm to
the land, the annoal bease rate on a nel
axis woulkd be 54,00 per square food
(55000 x 08 = 54,000,

Unigque market trends in Hawaii
relate to the unswal types of product.
For example, one self-siorage facilily
is located in o parking garage under o
condominium ower. Another project is
located on the fourth level of a parking
structure. Much of the product is com-
prized of older. metal industrial buikdings
comverted o seli-soruge e, Additionally,
container storage i common. All proj-
ects hove mlerior units with many two
and three level facifities. Some projects
include wnits in & stacked configuration
with access only by ladder, An average
progect i the Stte of Hawaii has over
650 units and encompasses about 35,000
siquare feet. The average unit size in
Howaii is 52 squure feet, approsimately
hndf the size of most units located on e
ntainland, Because of their small sipe,
stomage units are oflen called bockers,

Ownership And Operations Aloha Style
Orwnership of Howatian self-storage is
glso uniggue. For expmple, according 1o
the 2003 Sedf-Ktorage Almanae, there are
some 34 facilities in Hawail, These are
dastrilited over the Four islands of Cialu,
Hawan, M and Kmmi, As seen in the
chart above, the distnibution of owner-
ship suggests a highly frapmented indus-
iy with significant growth opporunities,
For example, there are over 30 different
orwniers of sell-slorage propery in

A1 = [lpogandwr 26T

Huowan, The lurgest owners of propery
include Public Storage. the Glendale,
Calif -based REIT, and Los Anpeles,
Calif -hased A-Amencan Selfl Sworge, s
comnpany thut has been listed among the
top 10 on the Mini-Stonege Messenger
Tog Operniors list for the past two years.
Baoth Public Storage and A-American
operate four factlitles n Hawodi,

An average unit of 50 square
feet in Hawaii currently leases
for anywhere between $65

to $164 per month with an
average rental rate of $118
($2.36 per square foot per
month) on a full-service basis.

Yet, despite the unigue charscterisiics
of self-storage supply i Hawall, marke
coreditions are described as very strong
Vacancy is less than 10 percent in the
market and mast rade aress ane
described as under-sopplied. An overage
umit of 5 square feet in Howaii curreit-
Iy leases for anywhere between 565 o
3164 per month with an average rental
rate of 5118 (32.36 per square fool per
month) on 4 full-service basis. Rental
ruies on select units are delineated in the
tuhle helow. Most self-aorage facilidies
in Hawail offer units as small ax 2-ly-2
feer with a four-foot or eight-foo height,
at average rates near 325 per square foot
per mianth or more than 56 per square
foot per monih!

UnitType  Low High Aver o

Sx3 SHM SNISAO 51500
bell 500 SO0 11800
Bxlo §II00 SH0me  s28200

Eidder, the local broker, reporis tho
Public Storoge has built two lorge focili-
ties approsching 100, squone feet
within the last five years. However, twio
facilities in Honolulu have also been
closed me o self-storage facility for singhe
tenant. industrial nses. These facilities
are older, in poor conditkon and located
in emerging markets. Consequently, a
hikgher and better bind use is poosible for

sell-sterage in Howaii, bur this largely
depends upon zoning snd entitbements
of the underlying Land. While lond costs
iy seiade dway developers, Kidder says
“there 15 o lod of opportunity for self-
stornge development in Hawail.™

Self-storape facilines rarely chnge
ownership i Hawail, Tronsaction trends
indicate one purchase for aliemate use
(o wser comversion from self-stormge)
and purchase of keaschold Inferests
(lond kease and building improvements)
in wide price ranges,

Fecemly, 8 wirehouse was repon-
edly purchased in Hilo on the Big Island
for self-stornge conversion. However,
just like the lond, pricing measured
per square foot is among the highest in
the country,

[se to high kand costs, overall capi-
lalization rates can be 100 hasis points
or mone lower thon transaction data on
the mainlamd. Expenses are also higher
in Paradise—aus much as 50 percent of
effective gross income {ufter vacancy)
and has high as 315 per square fool (on
aversge k. Comparable cxpense dita in
Hawiii demonstrates thar with higher
lund vahses and higher costs come higher
rents and higher expenses, Unigque to the
[slands is an excise tuy of 4. 067 percent
o ol poeds pndd services.

Riding The Wave

Al first glance, the expense data con
seem like petting hit by & 10-foot wave
o the Bonzai Pipeline! Howeser, one
privject in Honolulu annlvzed by Self
Storage Ecomoanics desnodatrales o

net operating income per square foot
annually of nearly $15! Such high
returns are rarely maiched in the self-
slornge asset class,

In summary, market statistics coan-
|'.li|l:\d hj' Sl SIL'II'HEL"’ Eoommmics inds-
cate that the self-slormge market condi-
tions in Hawnii are strong, characterized
by high remtal rutes at vacancy rtes of
bess than 10 percent statewide, Like all
self-storage, however, the morkel must
be analyzed carelully within each local
irade area,

The Howai market is more complex
than most mainland markets with a
diverse supply of product, high land
costs amd srrict development critenin
Mevertheless, local analysis ore wmmni-
MEHIE N espressing optimism for self-
storage oppomunities in Hawail, Surf s
up in Parndise! M
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