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AS THE PACE OF OVERALL CAP RATE EX -
PANSION SLOWS FOR SELF-STORAGE

PROP ERTIES, ONE SELF-STORAGE REIT

CHAIRMAN SUMMED UP CURRENT MAR-
KET CONDITIONS BY STATING, “IT FEELS

LIKE 1994 ALL OVER AGAIN.” The rise of

this asset class began in 1995 as capi-

tal flowed to the self-storage industry.

At that time, buyers of self-storage assets

enjoyed steady returns in the short run

and appreciation over the long run.

Nearly 15 years later, our investor Sur -

vey shows increased confidence in this

asset class, which many investors de -

scribe as recession resistant. Although

self-storage revenues have declined over

the past several months, they remain

relatively stable, especially compared

to other asset classes.

While some analysts report that the

current recession has resulted in larger

declines to self-storage cash flows than

the recession in 2001, a recent 14-year

time-series study prepared by Cushman

& Wakefield (C&W) suggests otherwise.

After analyzing over 500 different self-

storage facilities from various operators,

C&W's independent market view re -

veals that self-storage RevPAR (based on

rental rates and occupancy for a 10 x

10 unit) declined about 3.35% in the

last recession (2001). Over the past

year, it has declined 2.90% (see Chart

DSS-1).

For the most part, value declines in

the U.S. self-storage industry to date

have occurred because of overall cap

rate expansion, a function of the rising

cost of capital for both debt and equity.

With the self-storage industry experi-

encing one of the lowest levels of new

construction in asset-class history, oc cu -

pancy and income are forecast to rise

at or above the rate of inflation begin-

ning in mid- to late 2010 as the U.S.

economy and banking industry recov-

er. Although some investors feel that

inflation will return, it will cause real

estate to be a safe haven for invest-

ments. Overall, investors remain bull-

ish on investing in self-storage assets.

INVESTING

When analyzing self-storage investments,

some investors are placing greater fo cus

on equity dividends. One broker, suc-

cessful in two portfolio transactions in

2009, noted that overall cap rates are

less important to buyers now. Ac cor ding

to this broker, an equity dividend of

8.50% is the "trigger rate" for deals. Cur -

rently, typical financing terms in clude

an interest rate of 7.00% to 7.25%, a

60.00% to 65.00% loan-to-value ratio,

and a 25-year amortization schedule.

Such terms suggest an overall cap rate

of between 8.50% and 9.00%. If

assumable financing is in place, how-
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SECOND HALF 2009 FIRST HALF 2009 SECOND HALF 2008

DISCOUNT RATE (IRR)a

Range 10.00% – 13.00% 10.00% – 12.00% 10.00% – 11.00%

Average 11.50% 11.25% 10.75%

Change (Basis Points) + 25 + 75

OVERALL CAP RATE (OAR)a

Range 7.00% – 10.00% 7.00% – 10.00% 7.00% – 10.00%

Average 8.75% 8.55% 8.00%

Change (Basis Points) + 20 + 75

RESIDUAL CAP RATE
Range 8.00% – 10.50% 8.00% – 10.50% 7.00% – 10.50%

Average 9.00% 8.75% 8.50%

Change (Basis Points) + 25 + 50

MARKET RENT CHANGE RATE b

Range 1.00% – 5.00% 1.00% – 5.00% 1.00% – 5.00%

Average 3.00% 2.00% 2.50%

Change (Basis Points) + 100 + 50

EXPENSE CHANGE RATE b

Range 2.00% – 5.00% 2.00% – 5.00% 2.00% – 5.00%

Average 3.00% 3.00% 3.00%

Change (Basis Points) 0 0

AVERAGE MARKETING TIMEc

Range 3.00 – 12.00 3.00 – 12.00 3.00 – 12.00

Average 11.00 9.50 6.50

Change (%) + 15.79 + 69.23

a. Rate on unleveraged, all-cash transactions    b. Initial rate of change    c. In months

Source: Cushman & Wakefield
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