MARKET WATCH

Los Angeles, California
How Is Self-Storage Faring In The City Of Angels?
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os Angeles s often called the city
of angels, derived from the
Spanish origin of the city name,
Ty the sell-storage market, ihe
.|||_|1:_"|'\. can e elusyve i his
IMEEnsE [Egi,
Consisting of a geographic arca ovel
Ly ) sejkiane e, the Los Anpeles r-.'::inln
includes five counties extending Irom he
Pacific Ocean east o the Califormes-Araon
border, Fueeled by a populntion of 17 million
people, the Los Angeles region has among
Hhe mnst diverse amd |.|r_.'q.' ecodbiiies In the
wiowrld, Based om ]9 HIOES ||'Q:1||||:|.I CHITpILL
of 3537 hillion, the regionnl economy is A
exceeded by only 10 mdions in the world, i.
surpassing Indaa i 1995 (TMF). Los Angeles
Clounty by fisell ranks as the 157 largest,
while the Stade of Calhiforma ranks sevently,
just hefore Chino

Self Storage Market Conditioms Yo, there remains significant new development searchimy

I terms of sell-stomee supply, Los Angeles for the wnder-supplicd negghbodessds or angels within this
County ond Califorman are bebow stale and huge region
pational pvernges. In peer group analyses of In Califomi, beginning in 15995, sell-sorage RETT'
the Unbied Siates by siae, the 200 Self- ageressively soquired properties in single and bulk tras Self-storge grawth fn
Srergge Alenge repornts that exasting supply gctions, These rmsactions inerepsed the price strectiure efe City af Angeds fis
i% A TY squnre feel per persoi companed o andd loweered overall capitalization rates. However, BET s rised subsiamtioy
existing supply nationwide of 433 square have particular imvestiment eriteri and only first der progp- pver e dast clecodie
erties meet portfofio eguoirenents, These transactions Wit newnly one
MR Squave feet
Figurn 1 Supply & Demand e o
Py Consisting of a geographic area over develgped aver the
leart fwa peors alone. |
[ ila i = 5 Fhasin corailieiy ul
34,000 sguare miles, the Los r"'L11gElL5 s s e S
; d ' a § Lt Argelim. Conwin b
Region includes five counties extending urel Vilter's Bursiu

from the Pacific Ocean east to the

Califormia-Arizona border.
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seemed to culimate i 1997 with the bulk purchuse by
Storage USA of the In Swrage prartfodio comprised of 20
feet per person. Moreover, Los Anpeles indi-  properties throughaout the Los Angeles region. Maore

cates a supply of 2,20 square feet per person recently {(Auguse, 20000, Extra Space Properiess sold o
compared to demand of 1,92 sguane Feel per FA0 NN regional portfolio o General Electric Capital,
TS |.h'-\.|-\.i|_‘-|5_||lﬁll.l| at markel |_-u;-;|';|i|||;|;|1|1r|| I|'||_'|I_||‘|I|Ig st -sdowape |1||||-::r1:|.':-. in Burbank and [nplcwmm
- Southern Califomin Edison, seekmg to nuse casd, lisied
L Christian Sonne, BAL & principal of 3=l SoRge for sple a porfolio of power eosements {liond leases) avail-

Ecomamics, a data, msearch and analyiss firm Spe- alibe fiw uclr'-ﬂl.ll:lgl.‘ LI-.-'.-.-h-pn:u'rl: A newcomier o sell
cializing in the self-stomge aseet class. Chrs = stomsge nowy contiols this ponfolio, and the properiy s
also a member of the Appraizal Institute beginmimg io be developed. A StorAmersca porifolio,
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comprised of 23 self-sofage propertics
in Californin, Nevada and Arizona, was
offered for sale s one tramsaction. In
2002, three of seven iransactions wene
Li-Haul { Amerco) focilities sold in balk,
Facihitated by a blanket mongage by
Mermill Lynch for 355 million,

Brokers such as Do Clyuson of
Commercial Property Consulints and
Dhean Keller of Buncap Self Storage
report o decling in first-ticr (Fansacion
activity, For exumple, the amoun of sin-
gle unit ransaction activity is among the
fowest in years, With limited supply of
prciperties for sale and relatively low
cost of capita] with wide availability,

murkets. Getting a handle includes mar.
kel studies or appraisals that specifically
middress the conditions of supply and
demand in the target trde area,” Bihr
also notes thit “most of the focus in
mirket studies is on existing supply,
however, we are requiring more anilysis
on demand side issues”

Looking At The Numbers

Self Storage Economics has completed
demand studics by muijor markets as
published in the 20608 Self Stonge
Almanae, Major markets in the Los
Angeles Begion are summarized in
Figure 3. A= demonstrated. major markety

There are over 600 facilities representing over 20 million

square feet, with nearly one million square feet developed

over the past two years.

there has been nggressive new develop-
menl among BEITs (such as Public
Storage und Shurgardy, regional opera-
lors (Seor-It and CT Bealiy) amd o
plethara of mdivedunl developers. Data
trends i the Los Angeles region, as
measured by self-siorage tronsactions,
are summuasized in Figure 2.

Accordmg 1o Robert P Bihr, o lender
with East Wexl Bank in Los Anpeles,
there is strong competition for self-
stiofigge prochuct. Buyers are looking for
stable cosh flow keveraged with long
term, low cost financing, Clearly, there
are meore Bivers than sellers. However,
financing angels ore wlso hard to find.

“We are beginning 1o focus on crsdn
cpuality in addition to the collagera) value
of the self-storige faciliy,” Bibr notes,
“We are booking 1w gel a handle on sup-
ply and demand issues because we have
cimcems ahout lending in over-supplied

i the reglon are st eguilibriom. What is
mberesting 15 the variance in the level of
demand nmong these three counlies
within thie same negio,

Thus underseones the need for local,
riwche pren annlysis (o get an accunsle
snupshot of the self-storge marker fora
purticular project. T this regand, devel-
Opeirs &re |:E:|'|rL":.'|-'ir|E_ F_rim-'iug COM ETTS
of |.1'r-£:‘-|3l|.|i:||.1ir'||!|:._ particulurly by new-
comers tov the industry, Developmeni
sirnbegy 15 nanw focusing maore on long
term hold in 4 unigue market niche
including container storage and adaptive
re-se of existing industrial buildings
{change i the highest and best use),

A comprehensive siervey of sell-sior.
age product in Los Angeles County
reveals ko mmteresting stitistics, There
are over S0 [ncilities representing over
20 mitllion square feet, with nearly one
million squore feet developed over s

Figors 2 Los Angeles Self Storage Trends
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past twar yenrs, Wel, vacancy remains

lovw, fueled by demand generaied in the
region by popalation and pob growil,
Decupancy is higher amang newer Tcili-
thes that represent the labest in secority
amd (ire-life-safety technology. The over-
ape noe of the existing product s over

10k vears ofd, Specifically, vacancy w
sthlized :'HL'H]IJL“l T pcrl,.'cnl—urmlho.-r

Figuee 3 Market Equilibrium

Boncy
T Sy

f'%

. £

g, T

indicator the market i+ neor egquilibrivm.
Rexponshing 1o market conditions, new
sell-storape constrection continues in e
region, keading 1o concems of overbuld-
ing. rising vacancy and (i rents,
Totaling over 200,(KK) units, an average
umit size is approsimstely 100 squarne
feet. Remal noe datn. in termis of range
nnd averages, is presented in Table 1 on
piage T,

The dats demonstrates o huge mnge
o matich (he hoge geography. Some
West Lox Angeles mcighbolssds com-
mand premium pricing among the high-
esl in the country, Conversely, focilities
in remole, desert locations set the low
end of the range. A typical proformn for
an imcome and expense swmiamary i Loy
Angeles County will inelude msome
based on 51500 per squame fool per vear
imehudimg ancillary income of three
percent o five percent, with 10 percent
vicancy and 32 percent expense mtin
indecating & mer aperaling ingome per
square Fool of 39,18, Utilizing survey
resewrch (Investor Survey, October, 2002,
Mini-Srorage Meaenger), a benehimork
overall capitalization rute of 9500 percent
i% tvpacal,

COpenting expenses for self-storage in
Los Angeles are on o full service or
gross basis, meaning all building operas-
ing expenses are pard by the owner,
inchusding lixed and variable expenses
Fixed expenses do not vary with ocou-
pancy wndd inclde peal estae 1@nes il
insurance. Variable expenses vary with
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the level of ocoupancy and include the
following: repairs and mainbenance,
adininistratiog, on-site Mg,
off-site management, utilicies, advertis-
ing. and miscellimeons expenses. Self-
storage property ranely incurs reserves
for replacernent. Due to o relatively low
brcak-cven poin with respect 1o oocn-
pancy, self-sorige expenses tend o be
Il!lill'l'l'\'l:]}' riwelisae o dable (10 terns of
ol oo ),

Some operating expenses ans ndo
angels! Propemy taxes in Califossia ane
limited by the Jarvis-Cianm [nitaEtive
known as Proposition 13, Enacted in

1975 o reduce property taxes, the act
places constitutional restrictions o the
meethod of valuation ond sesessment of
propery taxes. In affect, the maximum
fax rate albowed undir this progsosition =
one percent (ples an increment for pre-
cxisting bonded indebtedness) of market
wilue. Market value asscssments can
only be mereased by a maximum of twao
prereenl per vear, excepl when o property
tramsfers or wwbergoss mapsr consiric-
tiom, This is to the advantage of proper-
thes that don’t transfer ownership, bl
Gixes st b adjusied in the bcome
summary fo reflect “market” based taxes

il | Monthly Rental Rates in California

Unift Type Low  High Avarage
5x5 $20.00 5§149.00 $52.00
5x10 $33.00 $185.00 $85.00
Sxl5 544,00 5229.00 5105.00
10x10 | §59.00 $299.00 $140.00
10 15 §75.00 $425.00 §175.00
1020 §96.00 $499.00 $240.00
20 x 20 $145.00 $800.00 5360.00
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{usuilly the sales price multiplied by the
tax rate ). Propemy toxes in Los Angeles
nre wmong the highest in the couniry.

Inswrance mludes both building wnd
liahility insurance expenses, An upward
tremd in insurance rotes hias been signili-
cant for read estale n Los Angeles and s
showly impacting self-storage properiy.
Poor yields by indusiry mvestiment (in
edpuities), concems over neal estle secu-
rity, and flal rates over the past decade
hies ciasisd lange increases fon some
properiies, Lower rfes can be achicved
by blunket policies with significant rate
reductions. Due to the complexities of
insurance, it is critical that insumnce is
|1|||'||.'I1au-:|..| friifi Lﬂhlhp.aﬁﬁ:r thitit know
and specialize in seli-sorage,

In summary, dotn and statisnes
compiled indicate self-storage morket
conditions i Los Angebes can he
angelic, However, due to the enormnity
of the market and high price points,
there are added complexities o finding
these angels: The key (o the angels,
local markat plavers agree., is local
market research, TR
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