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 THE SELF-STORAGE CONCEPT 

 

     The self-Storage industry had its beginnings in Texas in 1954  and since the 

early 1970's the concept of storage as a true business began to emerge and it 

started to become a viable, worldwide business.  Simply stated, the concept of 

self-Storage provides an attractive solution to the growing need for temporary 

additional space for the residential market and for both small and large 

businesses. 

     In the past, self-storage was most often thought of as an option for industrial 

businesses only.  Today, self-storage is actually utilized more for retail or 

residential use, and is more accurately considered as a retail business.  Why 

many assume that the daily management of a self storage facility is simple and 

the business itself a simple concept, it is also an industry full of unique nuances 

and how they are handled separate those facilities that are undermanaged and 

underperforming from those at the top of the industry that are well managed and 

highly profitable.  It is understood industry-wide that today's self storage 

managers must be skilled professionals; gone is the caretaker role of the past.   

This type of manager has gone the way of first-generation facilities that served 

as a placeholder until the land could be used for some higher purpose.      

Additional income is generated at self-storage facilities by offering climate-

controlled units, temperature-controlled units,  tenants insurance, PO Boxes, 

locks and shipping boxes and packing supplies. 

     As with most commercial real estate, selecting the right location for a self-

storage facility is very important.  Choosing a self-storage site on a major 

arterial is beneficial to both residents and businesses in the immediate 



neighborhood.  High visibility to drive-by traffic also contributes significantly to 

the success of a self-storage facility with drive-by still being the number one 

reason people state as how they found a facility is Internet now being a close 

second. 

     Self-storage has proven to be a sound investment.  There are approximately 

41,000 self-storage facilities in the United States that are considered a Class C 

facility or better.  Of these, only 14.96% are owned by the top ten operators in 

the nation.  This lack of consolidation is one of the principal reasons the self-

storage industry has become one of the most viable options of real estate 

investment. 

     Investors have been drawn to the self storage business because as a rule, 

consumers are willing to pay about as much on a per-square foot basis for self-

storage as they pay for a rental apartment, according to Ryan Burke, an analyst 

with Green Street Advisors.  At the same time, self-storage facilities are 

relatively cheap to build, ranging from roughly $40 to $45 a square foot for a 

one-story facility and from $50 to $65 a square foot for a multistory facility, 

according to Mako Steel, an engineering firm that specializes in self-storage.  By 

contrast, apartments can cost between $170 a square foot for a simple garden 

apartments in inexpensive cities to more than $1,000 a square foot for high-rises 

in pricier cities, according to Alexander Goldfarb, an analyst at Sandler O'Neil 

l+ Partners LP. 

     A recent nationwide survey amply demonstrated how popular self-storage 

has become.  The survey reported that 10% of the population is currently using 

some kind of self-storage, 22% have recently used self-storage, and another 15% 

have used self-storage at some time in the past.  An additional 51% of the 

population is aware of what self-storage is, but has not yet had reason to use it.  

Only 3% of the survey did not know what self-storage was. 



     An article that appeared in a recent edition of the Storage Fact Book said that, 

“The Holy Grail of investments is their potential return.  Sophisticated investors 

understand value is based not only on the current cash flow of a property, but 

also on its future or residual value when sold.  Obviously, the returns in both 

categories must be measured against the actual investment made in the property.   

 

     “The best measure of total return is the overall capitalization rate (OCR) that 

is applied to properties recently sold in the marketplace.  This number reflects 

the total annual return expected by the buyer when purchasing a property.  The 

OCR encompasses both the expected current return plus the residual value of 

the property. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ADVANTAGES OF SELF-STORAGE 

• Inherent with almost any other type of real estate investment, long-term 

leases carefully govern how rental rates can be increased over a given 

three to ten year period.  With self-storage, however, tenants normally 

have a month-to-month lease which allows the landlord to increase 

(adjust?) rents more consistently with market trends instead of having to 

wait for long-term leases to expire. 

• The average stay for self-storage tenants is 12.7 months for residential 

tenants and 21.7 months for commercial tenants.  The rent roll of a self-

storage facility turns over by an average of  approximately 9%+per 

month.  This turnover rate makes it easier for self-storage operators to 

react quickly to fluctuations in market conditions.  This flexibility allows 

self-storage operators to easily adjust rental rates to new tenants when 

they move in and to raise rates to existing tenants every six to twelve 

months. 

• Unlike office, retail, or multi-family real estate properties, a significant 

transaction for self-storage facility in a typical market usually does not 

exceed $6 to $7 million, with land cost a typical facility is averaging 

approximately $4.5 million.  This relatively small investment in a single 

asset makes self-storage extremely attractive to investors.  They are able 

to spread their risk across a market in several properties rather than having 

all their risk associated with a single asset. 

• Operating expenses in self-storage are easily managed.  Real estate taxes 

usually comprise 15 to 20 per cent of the total expenses.  Payroll, the 

largest single expense item, averages between 25 and 30 percent of the 

total expenses not including property taxes.  The remaining expenses are 

spread over management fees, utilities, advertising, insurance premiums, 



costs for repairs and maintenance and miscellaneous office expense.  As 

long as real estate taxes and payroll costs are carefully managed, the 

impact of an increase over budgeted levels in one or two of the other 

expense categories would be minimal. 

• Self-storage is counter-cyclical.  In times of slow economic growth, both 

business and residential tenants tend to downsize, but self-storage 

business tends to remain constant because tenants will use their self-

storage units to store inventories, furniture and personal goods.  During 

periods of strong economic growth, tenants will characteristically increase 

inventories, move into or build larger homes and offices and utilize their 

self-storage space during this transition.  Tenants will often rent on a 

permanent basis an extra unit for storage of inventory items or household 

goods such as holiday decorations and other seasonal, bulky possessions.  
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SAMPLE 
 

COMMENTS AND CONCLUSIONS 
 

We propose to develop a “state-of-the-art” self-storage facility totaling 58,900 square feet 
along with 20 covered parking, 40 outside parking spaces and 48 storage condo units to sell 
on approximately 7 of the 12 acres, located in Sample based on the following. 
This will leave approximately 5 acres for future development with the land already being 
paid for with this project. 

 
 

DEMOGRAPHIC INFORMATION 
 

1. The “target” area in the 3-mile radius 89.9% of the dwellings are single family homes 
detached 92.4% being owner occupied. 

 
2. There is currently a higher demand than supply for storage if using the “target area” which 

has been determined to be a 3-mile radius.   
 

3. In the “target” area the average household income is excellent at $113,951 while the national 
average is $77,135 which means  when this property increases rates it will have a minimal 
impact to the occupancy. The “Self-Storage Demand stated that renters income were as 
follows; 55% over $40,000, 12% $30,000 to $40,000 and 33% less than $30,000. 

 
4. The area's population in 2016 is 26,593which was an increase of 6.4% from 2010  and is 

projected to increase another 7.4% in the next five years.  The census bureau estimates nation 
growth of only 3.7% over the next five years. 

 
5. For a facility with 88,910 square feet you can expect approximately 43.8 vehicles to enter the 

facility daily. 
 

6. This is an area where the average age is 47.33 years of age with an average household size of 
2.08 people.  Keep this in mind when hiring managers. 

 
7. The “target” area has an acceptable unemployment rate of 2.50% 

 
8. The area has a great mix of “Blue Collar” employment at 20.18% and “White Collar” 

employment at 60.65%.  Leaving 19.16% as “Service or Farm”.  In this industry we typically 
look for a higher percentage of “White Collar” than “Blue Collar” 

 
9. In the “target” area 36.65% travel time to work is less then 15 minutes with an additional 

38.18% being no more then 29 minutes.  The “Self Storage Demand Study” states the means 
of first learning about self-storage is as follows; 43% drive-by of which 40% drove less than 
10 minutes and 40% was 10 to 20 minutes with 20% being over 20 minutes, 25% Yellow 
Pages and 18% word of mouth. 



 
10. In your 3-mile market area 9.08% of the households have 3+ vehicles. 

 
 
 

CONSTRUCTION INFORMATION 
 

11. This plot of land will have good visibility thus allowing you to easily build a fortress style 
facility. This style of construction gives a property additional square footage along with the 
customer’s perception of increased security with this type of building. 

 
12. This property is currently zoned M-1; “Limited Industrial” which according to number 6 

under section D, “Mini-warehouse for the storage of residential items” is approved. 
 

13. We have left 25% or approximately 1.2 acres out for landscaping.  This leaves 3.69 acres to 
build self-storage on.  This will consist of 52,410 square feet or 59% of typical storage and 
36,500 square feet or 51% temperature controlled storage.  

 
14. Recommend having glass walls on the outside of the 2nd level to allow additional visibility 

and recognition of the property being a storage facility.  An example is included in the 
miscellaneous section. 

 
15. Fortress style means placing the buildings along the perimeter of the facility.  This gives the 

illusion of higher security as apposed to chain link fence.  You also do not have the 
additional cost of the chain link fence.  Another advantage of the buildings being on the 
perimeter is that you can use the sides for additional signage or installing attention flags on 
the roof.  By pushing the building to the outside there might be room to build additional units 
or create wider aisles. 

 
16. We suggest to build the rows of storage units parallel to the longest side of the parcel.  This 

allows for more square footage and if the rows are perpendicular to the office gives the 
manager a view of every unit by walking down one side. 

 
17. In order to stop water flow under the doors you should slope floors and have a 1 ½ inch step 

up into each unit. 
 

18. You may want to consider moveable partitions to allow changing the unit mix for the 
demand. 

 
19. When selecting latches for the doors, the optimum choice would be the use of cylinder locks 

as they enhance the look of the facility and requires that the tenant purchase a lock from you.  
You must train the manager on the benefits of the cylinder lock over the traditional lock in 
order to make this a success. 

 



20. The unit mix is designed to include an average number of sizes due to the fact that too many 
sizes tend to confuse the customer, clutter your layout and increase the complexity of 
construction. 

 
21. In addition to an electronic gate install a monitored video surveillance system and door 

alarms. By having the bells and whistles it makes the property more desirable when selling if 
this becomes your exit strategy. 

 
22. If you choose to install door alarms it is much less expensive and simpler to do during 

construction rather than trying to retrofit them later. 
 

23. When installing the key pad it should be located with enough room to allow 3 cars bumper to 
bumper to line up.  Also it should be accessible from the vehicle window incase of inclimate 
weather. 

 
24. Make sure the facility has bright security lighting on the grounds so tenants feel safe at night. 

 
25. Install timers or motion sensors in all hallways and any units with lighting.  This will reduce 

the utilities expenses and will discourage tenants from trying to install their own outlets in 
the units. 

 
26. It is recommended to install asphalt driveways instead of concrete.  Concrete is 

approximately 500% higher in cost.  Also repairs on concrete, which will crack are much 
more expensive than asphalt. 

 
27. The property will need to be constructed and operated in such a manner as to attract its 

successful share of the market, and in all probability capture and maintain a substantial 
portion of it’s inferior competitions market share. 

 
28. In the Pacific West for a facility with 600 units you should need ten parking spaces with one 

being handicapped.  Place four and the handicapped in front of the office.  The additional 
five can be anywhere on the facility. 

 
29. My suggestion would be to build the outside units with 20’-25’ aisles and 30’-35’ 

intersections to allow moving trucks easy access.  At the end of the buildings most fire 
departments require a 35’ inside turning radius and a 55’ outside turning radius. 

 
30. Remember to install bollards at the corners of each building and around the touch pads for 

the gate.  This will reduce the damage caused by vehicles running into your buildings or gate 
equipment. 

 
31. If using a metal building you might want to consider using split brick on the outside and 

metal partitions for the inside.  It is my understanding that the REITS and companies like 
Extra Space Storage consider this type of construction superior and will offer a better price.  
This is important if selling is part of your exit strategy.  Remember to have the roofs 
insulated on the inside, as the metal building tends to sweat when the temperature changes. 



 
32. Where zoning will allow use some type of a reader board on your sign.  This provides space 

for posting specials along with changing the message weekly and keeps people looking at 
your facility.  

 
33. Included in the Miscellaneous Section #10 is information on using Solar Panels on the roofs 

of storage units.  I did project electricity in the budget however this might be a GREAT 
solution for electricity in Hawaii. 

 
34. If you build both traditional and temperature controlled storage you are available to multiple 

types of storage customers. 
 

35. It is important to note that none of the competition in your area offers temperature controlled 
storage. 

 
36. The recommendation is to build 26+-% of the total square footage or 37% total units as 

temperature controlled storage. This type of storage can demand approximately a 15+% 
premium in this area.  

 
 

37. It is also recommended to building a 10,000 square foot temperature controlled building for 
portable units.  An article explaining how the addition of portable storage units can affect 
traditional storage has been included in the “Miscellaneous Section #10”. 

 
38. The recommended number of portable units that should be purchased is included on the unit 

mix report.  The vendor information for this type of service is in the “Miscellaneous Section 
#10”. This information was also used on the Project Costs report and the Entrepreneurial 
Profit Report.   

 
39. In this area because of the humidity use can used central air conditioners to cool the air and 

keep the humidity down.  
 

40. Due to the minimal humidity in this area you can use an evaporative cooling system.  
 

41. For every 1,200 to 1,500 square feet you will need a 1 ton air conditioning unit. 
 

42. When building the temperature controlled units, if possible you should build them adjacent to 
the office so that when the manager takes a prospective tenant to look at units they are forced 
to walk through the temperature controlled units in order to access the outside units.  This 
helps the managers explain the benefits of using temperature controlled space to a tenant 
whom otherwise may not be interested in this type of unit.  Also it is beneficial to have soft 
music playing in this building. 

 
 
 



43. By building the temperature controlled units next to the office and the apartment above the 
office your building cost is minimal for the apartment as electrical and air conditioning are 
already in this building.  Remember to build a 2-bedroom apartment so that your manager 
does not feel over crowded in their living space. 

 
44. If you do build an on site apartment, build it above the office this allows them to separate the 

office time from home time as access to the apartment is limited.  If you connect the 
apartment to the office on the same level, managers tend to go in their apartment during 
office hours to watch TV, do laundry and cook among other things. 

 
45. When planning the layout for the temperature controlled building larger units should be built 

close to the access doors making it easier for people to move into them. 
 

46. Installing panic alarm buttons in the temperature controlled area gives your customer peace 
of mind.  These areas are typically long, dim hallways that are usually vacant and may make 
your customers feel vulnerable.  By installing alarm buttons, music, using white doors and 
panels along with good lighting in these areas you make the temperature controlled building 
more inviting.  Surveys by the storage industry show that after the initial move in, women are 
typically the ones who visit the facility.  The more comfortable you make them the longer 
they will stay and less likely they are to move based solely on price. 

 
47. When the humidity rises to 90% or above items stored in traditional storage units can become 

damaged, this is why we recommend building some temperature controlled units.  Keep the 
temperature controlled units above 60 degrees and not over 85 degrees.   

 
48. I recommend you build covered outside parking spaces along with some spaces that are left 

uncovered.  If you see the demand is heavy you could not only raise prices but also cover the 
uncovered units. Remember to keep the center aisles wide enough so tenants can maneuver 
boats and other items on trailers into their spaces without damaging other tenants’ goods. 

 
49. I’ve talked to boat dealerships in the Salt Lake area; they informed me that including its 

trailer the majority of boats will fit through a 10” high door. I spoke with Cruise America and 
they said most RV’s would fit in a 13’ high door.  With this in mind I recommend building 
the roof at 13’6”.  

 
 

CONDO UNITS 
 

50. Build units large enough to allow shelving on both sides and room for a car door to open. 
   

51. We have proposed all Condo units to be 25 X 50, which will allow 3 to 4 standard cars and 
up to a large RV.  This accommodates for a larger number of possible tenants.               

 
52. Build an office in each unit approximately 9 ft. wide. 
 
53. Build a floor drain in each unit with a hose bib and a shop sink.   



 
54. Use a 13 ft high and 12 ft wide door.  This will accommodate most RV's and Boats.  To be 

street legal vehicles and trailers have to be less than 8.5 ft. wide. 
 

55. Make sure the Condos have heating and A/C. 
 

56. Make sure the Condos have fire sprinklers, individual door alarms with keyless entry, 
individual utility meters and power in each unit. 
 

57. If possible have "drive-thru" units. 
 

58. If possible have an RV dump and public restroom on site. 
 

59. Leave space for a parking place in front of each unit. 
 

60. You will be charging a "Condo Fee".  The going rate is between $35 and $50 per month per 
unit.  This is to cover building insurance, building and site maintenance, snow removal and 
lawn care along with some kind of reserve. 
   

61. Possibly work out a rental price where it is possible to "rent to own" and half of the rent goes 
toward the purchase price and half to the current monthly rental. 
 

62. Set up pre selling of units and require a minimum of $1,000 non refundable deposit. 
 

63. Work out something with a local lending institution for finance the units. 
 

64. You will need to provide the purchaser with a warranty deed, just like a residential 
condominium. 

 
 

 
MISCELLANEOUS 

 
 

65. Nationally even with the additional square footage being added to the self storage market 
nationally in 2005 the average occupancy was 83.0% and in 2015 the average is now 90.2% 

 
66. While all your numbers are based on a 3-mile radius, I believe a quality facility will draw 

from as far away as 5 miles. 
 

67. Printed materials for direct mailers along with coupons should be made available and widely 
distributed before Grand Opening to maximize rent up.  The cost for this initial marketing 
campaign is not in the budget.  The line item for direct mail is for the mailing lists and 
postage to be used during the rent up process.  

 



68. You will want to use at least the amount of money each month that is outlined in the 
marketing budget.  A facility will need additional marketing up front to produce a faster rent 
up.  Keep in mind the average stay in storage is 12.7-21.7 months with the average number of 
move outs being approximately 10% of what the facility starts the month occupied with.  
This means the faster you can rent up before experiencing high move outs the faster the 
facility will obtain maturity. 
 

69. It is very important to have a good web site.  in 2007 the number of customers who said they 
found a particular facility was less than 1% and in 2015 that number has risen to 23% nearly 
one-fourth of all customers and is second only to drive by with 32% of new customers. 

 
70. According to the “Self Storage Demand Study”  approximately 10% of the current 

population is using storage, 22% have used storage in the past 5 years and 15% have used 
storage more than 5 years ago.  This means 47% of current U.S. households have some self-
storage experience or which only 3% of ex renters say they would never rent again under any 
circumstances. 

 
71. Having the apartment above the office allows you to place signage up higher on the wall and 

provides you with additional visibility for the facility. 
 

72. On the “Entrepreneurial Report” based on an 7% cap rate the “Entrepreneurial Profit” is 47% 
after the 3rd year of operation.  

 
73. Built into the projection cost is “Lease Up” interest to help the property cover the mortgage 

until the facility reaches maturity. 
 

74. This property will break even and cover the debt service at 64% occupied and should be 
achieved by approximately the 11 month of operation. 

 
75. You should implement a program to accept credit cards along with monthly auto payment 

option for your tenants.  Those tenants who automatically have their monthly payment 
charged to their credit cards stay longer.  This is very useful because a substantial amount of 
your tenants will not live locally.  The “Self-Storage Demand Study” states the means of 
payment as; 36% check or money order, 35% credit or debit card, 14% cash and 15% on-line 
or automatic deduction. 

 
76. You should offer insurance programs for added peace-of-mind for prospective tenants. 

 
77. Offering boxes and other packing materials can increase your monthly profit and provide 

another valuable service to your customers. 
 

78. Look into purchasing your own moving truck that can be used as a move in incentive.  DO 
NOT allow the manager to drive the truck for the tenants as this is a liability.  For 
information check www.onthemovetrucks.com , their phone number is 800.645.9949. 

 

http://www.onthemovetrucks.com/�


79. Retiring “baby boomers” tend to remain consumers who do not easily dispose of possessions; 
this increases the demand for self-storage. 

 
80. The key to pricing is to have desirable pricing along with a move in special without driving 

the entire market pricing down. 
 

81. The pricing has been based very conservatively and includes offering a move in special of ½ 
off the first month. 

 
 

MANAGEMENT 
 

82. In my experience it is easier to find managers when you have an on site apartment.  Most 
managers realize this is a great benefit if the apartment is built correctly.  There is no 
commute time to work and they don’t have to worry about paying rent or utilities.  You can 
also typically hire a couple for little more than the cost for one full time off site manager.  
With two people the phone should always be answered instead of going to an answering 
machine.  One person can show a unit and clean while one answers the phone.  Normally $10 
to $12 per hour per person is needed for a couple that lives on site. 

 
83. Bear in mind that answering the phone is very important.  Usually if a customer is calling for 

prices and they get an answering machine they will hang up and call the next number in the 
phone book.  The majority of the messages received are actually from current tenants. With 
the average stay in 2015 being 12.7 months and your average price per unit is $81.79.  This 
means each missed phone call could cost you $3,108.02. 
 

84. You need a good off site and on site management team.  Except for property location which 
accounted for 58% of new rentals Management/Features was the second reason someone 
stored at 29% finished off by 10% Price / Special, 0.5% Ads and 2.5% being other. 

 
85. It is important that the managers are trained on benefits of covered RV storage over 

uncovered outside storage.  The must also be able to explain the cost benefit of this type of 
storage as opposed to putting it inside of a unit. 

 
86. It is VERY important to train the managers on the benefits of temperature controlled storage. 

 
87. This location MUST have bi-lingual managers; Spanish and English. 

 
88. Based on the good growth trends, high occupancy rates of the competition in the target area, 

the fact this facility should be built as a superior product compared to its competition and the 
fact the excess demand in this target area is 236,507 additional square feet needed as seen on 
the Demand calculations in section 4 of this report it is my belief that this location would be 
great for self-storage.  The area should be able to support the addition of 75,355 square feet 
of storage. 
 

 



89. This location is rated as a B+ to an A- with an excellent possibility of success.  
 

90. I, Stephan Ross am of the opinion that the proposed market area will support another self-
storage facility.  I believe by using the entire amount allocated for marketing, having the 
managers trained and promotional materials available for the Grand Opening along with 
utilizing the recommended move-in special, that the rent up period for this location will be 18 
months to reach 85% to 90% overall occupancy. 
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COMPETITION 
 

GENERAL 
 

The population density in the target area determines how much square footage a market area 
needs,.  How many competitors and how much square footage is already available, the class of 
competition in the area and the overall occupancies in the target area help determine what will be 
the impact of the subject facility being built in this market.   
 
The success of a self-storage facility is based on the following factors: location (demographics 
and traffic count), visibility, management, security, and accessibility, curb appeal, appearance 
and building structure.  A lacking in one area can be offset by strength in other areas.  However, 
if there are weaknesses in a number of the factors or if the facility does not compare well with the 
competition, the project will be forced to use price as the main competing factor, thus potentially 
reducing the success of the facility.  Bear in mind that having the highest count in one area does 
not always produce the optimum result, such as a traffic count at highway usage levels, of over 
60,000 cars per day past the main entrance of a facility, particularly at high speeds, can actually 
discourage business.  Most successful self-storage facilities are in areas either growing or stable 
economically and demographically.  If you do not pick a stable area, you could have a lot of 
problems. 
 
Also taken into consideration to determine the major competitors are any market barriers such as 
freeways, lakes, rivers, large open areas (airports, large recreation areas, landfills, etc), railways 
and any other hindrance that make the facility hard to reach or separates one facility from another 
by segregating their market area.  The biggest barrier is if a property needs to be rezoned for any 
reason but if you take the time and get a property rezoned the probability of another competitor 
being built in your area is substantially less. 
 
A personal visit and telephone call is made to each of the competitors being evaluated as having 
an impact on the proposed facility.  The visit is to gather information on pricing, occupancy, unit 
mix (if possible), square footage available, security, and appearance of facility and to evaluate the 
managers.  The telephone calls are used to evaluate the managers in their telephone techniques, 
which are critical to the success of a self-storage facility. 
 

SPECIFICS 
 

The following tables compare the major competitors on the major criteria for a successful self-
storage facility.  The scores are graded 1-10 with 10 being excellent.  A table can be seen in this 
section. 



MARKETING ATTRIBUTES 
 
 
 

VISIBILITY 
 
It is important that the facility can be seen from a high daily traffic count.  The 
facility should be laid out so that it is recognizable as self-storage.  Signage should 
be places so as to be visible to the highest possible traffic count and clearly state 
that it is a self-storage facility. 
 
 
TRAFFIC COUNT 
 
A high traffic count is repetitive advertisement to the potential customers in your 
target area.  When the need arises they will likely seek information from a location 
with which they are familiar, especially if it is within a close proximity of their 
residence or business.  This is rated as a "type" of artery i.e. surface street, main 
artery, highway, not by actual traffic count. 
 
 
MANAGEMENT 
 
There are several levels of management in self-storage.  On site managers are 
preferable and a professional property management company can provide optimal 
performance.  There are professional property management companies, which 
specialize in self-storage facilities.  Aggressiveness of manager to close a sale is 
also important. 
 
 
DEMOGRAPHICS   
 
When selling a service to people, you have to be where the people are.  Being 
centrally located in a high-density population area reduces the distance from your 
customers.  This makes your potential tenants easier to reach, reducing advertising 
and marketing costs.  It is also important that there is a good mix of multi-family 
residences, commercial business and single family homes. 



 
SECURITY 
 
People want to know that their goods will be safe while stored at your facility.  
They also want to feel secure while they are at your facility.  The objective of your 
security system should be that only tenants can access your facility and that the 
managers know who is in the facility at all times.  The managers should be required 
to make timely rounds through their facility.  The facility should be well lighted 
inside and out. 
 
 
ACCESSIBILITY 
 
The facility should be designed for and located in a position along the street to give 
easy ingress and egress.  It should be in a location that will be easy to reach for your 
perspective tenants.  Also it should be easy to give tenants directions to the facility. 
 
 
CURB APPEARANCE 
 
Good design, landscaping, color combinations, cleanliness and maintenance of the 
grounds contribute to the general overall appearance of your facility.  A well 
maintained facility gives the tenant a feeling of security and peace of mind that their 
goods will be kept in a clean safe manner, perceived to be professional and 
competent. 
 
 
CLASS GRADE 
 
Is the property a grade A,B,C or less?  Potential customers feel good about 
buildings that look safe, secure and well maintained.  People tend to believe that 
buildings with concrete are more secure than metal buildings, and that metal 
buildings are more secure than wooden buildings, even though locks, latches and 
doors are identical. 



DO NOT USE CLASS "D" OR LOWER AS 
COMPETITION: 

 
 

• Class "A" EXCELLENT:  These properties feature an above-
average design and construction quality.  Offer a retail area 
and have a security system along with computerized access.  
These sites typically have an on-site manager. Newer 
construction and well maintained with no deferred 
maintenance.  These are clean and appealing.  These also 
command a higher rental rate and have a superior location in 
terms of desirability or accessibility.  Might have a high barrier 
to enter the market.  Typically over 90% occupancy. 
 

• Class "B" GOOD:  These properties usually have an adequate 
design and construction quality.  Typically have no security 
but do have a computerized access along with an on-site 
manager.  These properties have aging improvements but are 
well maintained and clean.  These sites typically command 
average rental rates and are generally well maintained and 
desirable to most tenants.  Typically inconsistent occupancy 
rates. 
 

• Class "C" AVERAGE:  These properties offer adequate 
functionality but few amenities.  The physical condition is 
acceptable but may have some deferred maintenance.  These 
sites typically command below average rental rates and are in 
a less desirable location.  Typically inconsistent occupancy 
rates. 

 
 
 
 
 

. 



SITE: SAMPLE Completed by: Stephan A. Ross
COMPETITION COMPARISON
Site Name
Address
City
Phone Number
Approx.Current Occupancy 82% had a fire 98% 51% opened May 2016 85%
Approx. Rentable Sq. Feet 75,350 62308 51,360 65,780 55,000
Approx. Number of Units 567 328 + parking + containers adding 105 units 428 598 546
Heated or CC Units Yes No No Yes No
Class of Facility (A,B or C) A B C  A- C+
Approx. Distance/Direction 1 mile E 3.5 miles N/W 3.8 miles W 3.8 miles N/W
Resident Manager Yes Yes Yes Yes Yes
Computerized Access Yes Yes Yes Yes Yes
Perimeter Fencing Yes Yes Yes Yes Yes
Cameras Yes Yes Yes Yes Yes
Door Alarms Yes No No No No
Truck Rentals Yes Own No Yes No
Large Truck Access Yes Yes Yes Yes Yes
# Lanes of Traffic 2.  /  2 2 2 2 2
Access both directions Yes Yes Yes Yes Yes
Visible 2 arteries Some Some No No Yes
Construction Material Metal Concrete Metal/Block Concrete Metal
Access Hours (typical storage) 7:00-9:00 24 hours 6:00-10:00 7:00-10:00 7:00-9:00
Access Hours (climate controlled) 7:00-9:00 N/A N/A 7:00-10:00 N/A
Office Hours (M-F) 9:00-6:00 9:00-5:00 8:00-5:00 9:00-6:00 8:00-5:00
Office Hours (Sat.) 9:00-6:00 9:00-4:00 9:00-4:00 12:00-4:00 8:00-3:00
Office Hours (Sun.) 9:00-6:00 Closed Closed Closed Closed
Administrative Fee $ 10 20 10 25 0
Deposit $ 0 0 Varies 0 50
Pro Rate 1st Mth Rent No No Yes No

Coments



Competition name

address
address

Visibility 10
Traffic Count 7
Management 9
Demographics 8
Security 9
Accessibility 10
Curb Appeal 6
Class Grade  6

Overall Average 8.125

Additional Information

Merchandise Area Small
Temperture Control Available No
Drive Surface Concrete
Multi Story No

Room For Expansion Yes 7711 South Main Street Midvale, Utah 84047
Plans For Expansion Yes 801.273.1267    801.208-0431 FAX

1-866-970-EDGE (3343)
www.cuttingedgeselfstorage.com



Competition name

address
address

Visibility 10
Traffic Count 7
Management 3
Demographics 8
Security 9
Accessibility 10
Curb Appeal 7
Class Grade 6

Overall Average 7.5

Additional Information

Merchandise Area Small
Temperature Control Available No
Drive Surface Asphalt
Multi Story No
Room For Expansion No
Plans For Expansion No



COMPARATIVE PRICING ANALYSIS
SITE LOCATED:  SAMPLE
RECOMMENDED PRICING

Proposed
Facility Competition Competition Competition

#1 #2 #3

UNIT Pricing In 2017

SIZES $

5X5
8X6 $80
5X10 $84
8X10 $110
10X10 $104 $100 $76
10X12 $135
10X15 $129
10X20 $139 $129 $105
10X25 $164
12X24
10X30 $189
12X30
15X50X13
15X55X14 $399
20X20
PARKING
covered
15X55X14 $119
outside
15X40 $79

TEMPERATURE OR CLIMATE
CONTROLLED

5X5 $49 None None None
5X10 $69
5X11
7X11
10X10 $149
13X11
10X15 $169
10X20 $199



SAMPLE 
TARGET AREA 

SUPPLY AND DEMAND 
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The self-storage industry has had numerous supply and demand studies completed 
over the past years.  Most experienced and successful self storage developers have 
been able to determine supply and demand factors based on individual population, 
households, traffic counts, and rent-up history of competitors.  Since self storage is 
a highly localized industry, conditions in the immediate market area surrounding 
the store can have a major impact on occupancy rates.  Factors such as a depressed 
local economy or the opening of a new storage facility in the area can potentially 
lead to a decline in occupancy.  On the other end of the spectrum, new home 
developments, an explosion in recruitment at local companies, and other dynamics 
are often met with sharp increases in occupancy rates.   
 
Using the square feet per capita has become the industry standard to measure self-
storage demand.  This measurement along with the occupancy levels of a given 
market allows us to calculate future demand in an area and determine market 
equilibrium.  When the average occupancy is lower than 80% in the market and 
continuing to drop the area is considered saturated.  When average occupancy is in 
the range of 85% and up and neither increasing or decreasing, the market is at or 
nearing equilibrium.  When the average occupancy is high steadily increasing, the 
market is considered a demand driven market. 
 
The U.S. average is currently 6.77 square feet according to the 2015, 24st annual 
Self Storage Almanac.
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UNIT MIX  / 

SITE CONSTRUCTION 
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SAMPLE  

5 YEAR RECAP WITH VALUATION 

 / ENTREPRENEURIAL PROFIT 
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SAMPLE  
EXPLANATION FOR 

PROJECTIONS / 
PROJECTIONS 
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� Units at facility:  Number of all units to be built according to Proposed Unit 

Mix.  

� Projected Units Rented: Number of total occupied storage units. 

� Total Number Of Units Rented:  Total number of occupied units and parking 

spaces. 

� Projected % Occupancy: Percent occupied by number of units. 

� Rental Income:  is the average amount charged per unit. We also take into 

consideration a 10% prior month vacancy and a move in special of ½ off the 

first months rent. The constant 10% off starting the 3rd

� Late Fees (1%): 1% of rental income is the average amount collected per 

facility.  I projected 0 for the first 2 months, as tenants will not have time to 

become delinquent. 

 month is for ongoing 

delinquencies. 

� Administrative Fees: This is the $10 per new rental.  This also takes into 

consideration a 10% vacate rate from the previous month. 

� Truck Rental Commission: Projected at $500.  This facility will rent U-

Haul's. 

� Lock & Merchandise Sales: This is a conservative projection of $500 per 

month. 

� Insurance Commission Income: Your site will offers insurance with their 

payment, the insurance company will pay you a commission. 

� Managers’ Salary: Two full time managers at 40 hours per week at $12 per 

hour. 

� Relief Manager One manager 16 hours per week at $15.00 per hour.  

� Performance Bonus: Projected at $0.  This can be decided when a manager 

is hired. 



� Merchandise Commission: Projected at $0.  If you decide to give the 

managers some type of commission, they will usually sell more 

merchandise.  Typically this is 25% of gross if over $200 per month. 

� Group Medical Insurance: Projected at $0.  If possible you may want to 

consider this to compete with the R.E.I.T.S. in storage. 

� 401k:  Projected at $0.  This is an additional benefit to your managers if they 

stay over 1 year.  Typically around 3% of gross income matched. 

� Auto Allowance: Projected at $35 per month for 1 manager.  This is gas and 

maintenance money for the use of their vehicle for work related duties. 

(bank deposits, getting supplies) 

� Payroll & Burden: This includes all taxes and workers compensation for 

payroll. 

� Management Fee: Fee for a management company who specializes in self-

storage.  The typical rate for complete management is 6% of gross income or 

a minimum of between $2,000 to $2,500 per month along with a one time 

$5,000 set up fee.  Cutting Edge Management’s charge for a facility this size 

is $2,000 or 5% with a ceiling of $5,000 per month and a $5,000 set up fee. 

� Yellow Pages: $0 not planning on anything but the line entry.  

� Other Advertising:  Budget amount for the first two months open for a direct 

mail campaign. 

� Internet Advertising:  Projected at $1,650 per month for pay per click and or 

SEO with a $2,500 fee to have a web site built. 

� Electricity and or Gas:  Based on like property.  

� Water & Sewer:  Based on a like property. 

� Office Supplies: Daily supplies needed for the property.  This does not 

include set up. 



� Postage/FedEx: Needed for billing, late letters and mailing of reports to 

Management Company. 

� Bank Charges: This assumes 30% of total revenue paying credit cards at 

1.78% with an additional $25 per month for service charges and NSF fees. 

� Legal & Professional: Projected at $0.  This would be used for items like 

disputing the property taxes or when you need an attorney if a tenant sues 

the property. 

� Fees & Licenses: This would be for items like the Business License or 

subscription to an industry publication. 

� Employee Relations/Training: Used for recognition items such as movie 

passes, or paying for their dinner, uniforms or sending them to a seminar. 

� Telephone:  Based on a like property. 

� Computer Support: Based on standard industry software. 

� Maintenance & Site Repairs: Based on average of like properties. 

� Trash Removal: Based on like property. 

� Elevator Maintenance: Budget at $0 as this facility is single story 

� Pest Control: Based on like property. 

� Fire / Security Monitoring: Projected at $80.  Zoning may require fire alarm 

to be monitored in the Temperature Controlled and Condo buildings. 

� Landscaping:  Based on the setbacks (size of green area) that will be 

required.  The manager could do this during the slow times if you use mostly 

ground cover with minimal grass area. 

� Auction Expense: The property will need to do auctions as it rents up.  The 

higher the delinquency the more this line item will be. 



� Lock & Merchandise Purchase: Based on a 100% mark up.  If property sells 

$500 per month the facility will need to purchase $250 a month in 

merchandise. 

� Moving Truck Rental:  Projected at $0. 

� Real Property Taxes: This is an estimate. 

� Property & Casualty Insurance: This is an estimate depending on your 

deductibles.  This includes $100,000 customer goods and wrongful sale and 

disposal, also 1 million general liabilities. 

� Total Operating Expenses:  Total of all expenses. 

� Net Operation Income: Income minus expenses not including Capital 

Expenses or mortgage. 

� Debt Service: Should be interest only for first 2 years. 

� Debt Service Coverage Ratio.  Ratio of coverage on the completed project. 
 

� Starting 2nd year expected 7% increase in expenses every year. 



SAMPLE

1/2 OFF FIRST MONTH

Month TOTAL 1 2 3 4 5 6 7 8 9 10 11 12
 UNITS AT FACILITY 492
 PROJECTED UNITS RENTED 492 35 70 100 125 150 170 190 210 230 250 270 290
 PROJECTED % OCCUPANCY 7% 14% 20% 25% 30% 35% 39% 43% 47% 51% 55% 59%

TOTAL
REVENUES
  RENTAL INCOME $155.52 4,127 7,767 11,407 15,047 18,371 21,345 24,005 26,664 29,323 31,983 34,642 37,301 261,982
  LATE FEES (1%) 41 78 114 150 184 213 240 267 293 320 346 373 2,620
  ADMINISTRATIVE FEES $10.00 350 385 370 350 375 350 370 390 410 430 450 470 4,700
  TRUCK RENTAL COMMISSION 500 500 500 500 500 500 500 500 500 500 500 500 6,000
  LOCK & MERCHANDISE SALES 500 500 500 500 500 500 500 500 500 500 500 500 6,000
  INSURANCE COMMISSION INCOME 35 70 100 125 150 170 190 210 230 250 270 290 2,090
   WINE STORAGE 0 0 0 0 0 0 0 0 0 0 0 0 0
   CONDO SALES

TOTAL REVENUES 5,553 9,300 12,991 16,672 20,080 23,079 25,805 28,531 31,257 33,983 36,709 39,434 283,392

EXPENSES  
PAYROLL & BURDEN
  MANAGER'S SALARY 4,212 4,212 4,212 4,212 4,212 4,212 4,212 4,212 4,212 4,212 4,212 4,212 50,544
  RELIEF / DRIVER PAYROLL 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 1,040 12,480
  PERFORMANCE BONUS 0 0 0 0 0 0 0 0 0 0 0 0 0
  MERCHANDISE COMMISSION 0 0 0 0 0 0 0 0 0 0 0 0 0
  GROUP MEDICAL INSURANCE 0 0 0 0 0 0 0 0 0 0 0 0 0
  401K 0 0 0 0 0 0 0 0 0 0 0 0 0
  AUTO ALLOWANCE 35 35 35 35 35 35 35 35 35 35 35 35 420
  PAYROLL BURDEN 1,050 1,050 1,050 1,050 1,050 1,050 1,050 1,050 1,050 1,050 1,050 1,050 12,605

    TOTAL PAYROLL & BURDEN 6,337 6,337 6,337 6,337 6,337 6,337 6,337 6,337 6,337 6,337 6,337 6,337 76,049

MANAGEMENT FEE (5%) or $2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 24,000

ADVERTISING
  YELLOW PAGE ADVERTISING 0 0 0 0 0 0 0 0 0 0 0 0 0
  OTHER ADVERTISING 5,000 5,000 0 0 0 0 0 0 0 0 0 0 10,000
  INTERNET SEO/ PAY PER CLICK 4,150 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 22,300
  1st MONTH WEB SITE DESIGN
    TOTAL ADVERTISING 9,150 6,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 32,300

UTILITIES   
  ELECTRICITY AND OR  GAS 1,177 1,177 1,177 1,177 1,177 1,177 1,177 1,177 1,177 1,177 1,177 1,177 14,119
  WATER & SEWER 49 49 49 49 49 49 49 49 49 49 49 49 590

    TOTAL UTILITIES 1,226 1,226 1,226 1,226 1,226 1,226 1,226 1,226 1,226 1,226 1,226 1,226 14,710

OFFICE EXPENSE
  OFFICE SUPPLIES 101 101 101 101 101 101 101 101 101 101 101 101 1,208
  POSTAGE/FEDEX 60 60 60 60 60 60 60 60 60 60 60 60 720



SAMPLE

1/2 OFF FIRST MONTH

Month TOTAL 1 2 3 4 5 6 7 8 9 10 11 12
 UNITS AT FACILITY 492
 PROJECTED UNITS RENTED 492 35 70 100 125 150 170 190 210 230 250 270 290
 PROJECTED % OCCUPANCY 7% 14% 20% 25% 30% 35% 39% 43% 47% 51% 55% 59%

TOTAL
  BANK & CREDIT CARD CHARGES 55 75 94 114 132 148 163 177 192 206 221 236 1,813
  LEGAL & PROFESSIONAL 0 0 0 0 0 0 0 0 0 0 0 0 0
  FEES & LICENSES 40 40 40 40 40 40 40 40 40 40 40 40 480
  EMPLOYEE RELATIONS/TRAINING 50 50 50 50 50 50 50 50 50 50 50 50 600

    TOTAL OFFICE EXPENSE 305 325 345 365 383 399 413 428 443 457 472 486 4,821
 

TELEPHONE 200 200 200 200 200 200 200 200 200 200 200 200 2,400

COMPUTER SUPPORT 45 45 45 45 45 45 45 45 45 45 45 45 540

MAINTENANCE & REPAIRS   
  MAINTENANCE & SITE REPAIRS 201 201 201 201 201 201 201 201 201 201 201 201 2,415
  TRASH REMOVAL 81 81 81 81 81 81 81 81 81 81 81 81 966
  ELEVATOR MAINTENANCE 0 0 0 0 0 0 0 0 0 0 0 0 0
  PEST CONTROL 121 121 121 121 121 121 121 121 121 121 121 121 1,449
  FIRE SECURITY MONITORING 80 80 80 80 80 80 80 80 80 80 80 80 960
   LANDSCAPING 0 0 0 0 0 0 0 0 0 0 0 0 0
    TOTAL MAINT. & REPAIRS 483 483 483 483 483 483 483 483 483 483 483 483 5,790

OTHER EXPENSES
  AUCTION EXPENSE 50 50 50 50 50 50 50 50 50 50 50 50 600
  LOCK & MERCHANDISE PURCHASES 250 250 250 250 250 250 250 250 250 250 250 250 3,000
  MOVING TRUCK RENTAL 0 0 0 0 0 0 0 0 0 0 0 0 0
    TOTAL OTHER EXPENSES 300 300 300 300 300 300 300 300 300 300 300 300 3,600

REAL PROPERTY TAXES 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 72,000

PROPERTY & CASUALTY INS 199 199 199 199 199 199 199 199 199 199 199 199 2,391

Total Operating Expense 26,245 23,765 18,785 18,805 18,823 18,839 18,853 18,868 18,882 18,897 18,912 18,926 238,600

Net Operating Income (20,692) (14,466) (5,793) (2,133) 1,257 4,240 6,951 9,663 12,374 15,085 17,797 20,508 44,792

TOTAL CONSTRUCTION $6,321,600
Debt Service 20% down $5,057,280 (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (24,144) (289,731)
Principal & Interest 30 year am 4.00%
Ending Cash (44,836)       (38,610)       (29,938)     (26,277)       (22,888)       (19,904)      (17,193)       (14,482)      (11,770)      (9,059)        (6,347)        (3,636)        -244939
Debt Service Coverage Ratio -0.86 -0.60 -0.24 -0.09 0.05 0.18 0.29 0.40 0.51 0.62 0.74 0.85







SAMPLE

1/2 OFF FIRST MONTH

Month TOTAL 13 14 15 16 17 18 19 20 21 22 23 24
 UNITS AT FACILITY 492
 PROJECTED UNITS RENTED 492 310 330 350 370 390 410 430 450 470 470 470 470
 PROJECTED % OCCUPANCY 63% 67% 71% 75% 79% 83% 87% 91% 96% 96% 96% 96%

TOTAL
REVENUES
  RENTAL INCOME $171.07 43,957 46,882 49,807 52,732 55,658 58,583 61,508 64,434 67,359 68,744 68,744 68,744 707,153
  LATE FEES (1%) 440 469 498 527 557 586 615 644 674 687 687 687 7,072
  ADMINISTRATIVE FEES $10.00 490 510 530 550 570 590 610 630 650 470 470 470 6,540
  TRUCK RENTAL COMMISSION 500 500 500 500 500 500 500 500 500 500 500 500 6,000
  LOCK & MERCHANDISE SALES 500 500 500 500 500 500 500 500 500 500 500 500 6,000
  INSURANCE COMMISSION INCOME 310 330 350 370 390 410 430 450 470 470 470 470 4,920

0 0 0 0 0 0 0 0 0 0 0 0 0
  OTHER INCOME

TOTAL REVENUES 46,197 49,191 52,185 55,180 58,174 61,169 64,163 67,158 70,152 71,372 71,372 71,372 737,684

EXPENSES  
PAYROLL & BURDEN
  MANAGER'S SALARY 4,423 4,423 4,423 4,423 4,423 4,423 4,423 4,423 4,423 4,423 4,423 4,423 53,071
  RELIEF / DRIVER PAYROLL 1,092 1,092 1,092 1,092 1,092 1,092 1,092 1,092 1,092 1,092 1,092 1,092 13,104
  PERFORMANCE BONUS 0 0 0 0 0 0 0 0 0 0 0 0 0
  MERCHANDISE COMMISSION 0 0 0 0 0 0 0 0 0 0 0 0 0
  GROUP MEDICAL INSURANCE 0 0 0 0 0 0 0 0 0 0 0 0 0
  401K 0 0 0 0 0 0 0 0 0 0 0 0 0
  AUTO ALLOWANCE 35 35 35 35 35 35 35 35 35 35 35 35 420
  PAYROLL BURDEN 1,103 1,103 1,103 1,103 1,103 1,103 1,103 1,103 1,103 1,103 1,103 1,103 13,235

    TOTAL PAYROLL & BURDEN 6,653 6,653 6,653 6,653 6,653 6,653 6,653 6,653 6,653 6,653 6,653 6,653 79,830

MANAGEMENT FEE (5%) or $2,000 2,310 2,460 2,609 2,759 2,909 3,058 3,208 3,358 3,508 3,569 3,569 3,569 36,884

ADVERTISING
  YELLOW PAGE ADVERTISING 0 0 0 0 0 0 0 0 0 0 0 0 0
  OTHER ADVERTISING 0 0 0 0 0 0 0 0 0 0 0 0 0
  INTERNET SEO/ PAY PER CLICK 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 19,800
  1st MONTH WEB SITE DESIGN
    TOTAL ADVERTISING 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 1,650 19,800

UTILITIES   
  ELECTRICITY AND OR  GAS 1,256 1,256 1,256 1,256 1,256 1,256 1,256 1,256 1,256 1,256 1,256 1,256 15,073
  WATER & SEWER 53 53 53 53 53 53 53 53 53 53 53 53 631

    TOTAL UTILITIES 1,309 1,309 1,309 1,309 1,309 1,309 1,309 1,309 1,309 1,309 1,309 1,309 15,704

OFFICE EXPENSE
  OFFICE SUPPLIES 107 107 107 107 107 107 107 107 107 107 107 107 1,280
  POSTAGE/FEDEX 64 64 64 64 64 64 64 64 64 64 64 64 768



SAMPLE

1/2 OFF FIRST MONTH

Month TOTAL 13 14 15 16 17 18 19 20 21 22 23 24
 UNITS AT FACILITY 492
 PROJECTED UNITS RENTED 492 310 330 350 370 390 410 430 450 470 470 470 470
 PROJECTED % OCCUPANCY 63% 67% 71% 75% 79% 83% 87% 91% 96% 96% 96% 96%

TOTAL
  BANK & CREDIT CARD CHARGES 272 288 304 320 336 352 368 384 400 406 406 406 4,239
  LEGAL & PROFESSIONAL 0 0 0 0 0 0 0 0 0 0 0 0 0
  FEES & LICENSES 43 43 43 43 43 43 43 43 43 43 43 43 516
  EMPLOYEE RELATIONS/TRAINING 54 54 54 54 54 54 54 54 54 54 54 54 648

    TOTAL OFFICE EXPENSE 539 555 571 587 603 619 635 651 667 674 674 674 7,451
 

TELEPHONE 214 214 214 214 214 214 214 214 214 214 214 214 2,568

COMPUTER SUPPORT 48 48 48 48 48 48 48 48 48 48 48 48 576

MAINTENANCE & REPAIRS   
  MAINTENANCE & SITE REPAIRS 213 213 213 213 213 213 213 213 213 213 213 213 2,560
  TRASH REMOVAL 85 85 85 85 85 85 85 85 85 85 85 85 1,024
  ELEVATOR MAINTENANCE 0 0 0 0 0 0 0 0 0 0 0 0 0
  PEST CONTROL 128 128 128 128 128 128 128 128 128 128 128 128 1,536
  FIRE SECURITY MONITORING 86 86 86 86 86 86 86 86 86 86 86 86 1,032
   LANDSCAPING 0 0 0 0 0 0 0 0 0 0 0 0 0
    TOTAL MAINT. & REPAIRS 513 513 513 513 513 513 513 513 513 513 513 513 6,152

OTHER EXPENSES
  AUCTION EXPENSE 50 50 50 50 50 50 50 50 50 50 50 50 600
  LOCK & MERCHANDISE PURCHASES 250 250 250 250 250 250 250 250 250 250 250 250 3,000
  MOVING TRUCK RENTAL 0 0 0 0 0 0 0 0 0 0 0 0 0
    TOTAL OTHER EXPENSES 300 300 300 300 300 300 300 300 300 300 300 300 3,600

REAL PROPERTY TAXES 8,000 8,000 8,000 8,000 8,000 8,000 8,000 8,000 8,000 8,000 8,000 8,000 96,000

PROPERTY & CASUALTY INS 211 211 211 211 211 211 211 211 211 211 211 211 2,534

Total Operating Expense 21,746 21,912 22,078 22,243 22,409 22,575 22,741 22,906 23,072 23,139 23,139 23,139 271,100

Net Operating Income 24,450 27,279 30,107 32,936 35,765 38,594 41,423 44,252 47,080 48,232 48,232 48,232 466,584

TOTAL CONSTRUCTION $6,321,600
Debt Service 20% down $5,057,280 (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (26,694) (320,330)
Principal & Interest 30 year am 4.00%
Ending Cash (2,244)         585            3,413        6,242          9,071          11,900        14,729         17,557        20,386        21,538        21,538        21,538        146254
Debt Service Coverage Ratio 0.92 1.02 1.13 1.23 1.34 1.45 1.55 1.66 1.76 1.81 1.81 1.81
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Cap Rates
Where Are They

Headed In Q4 2014

And Beyond?

By Jeffery Shouse

• ne of the most frequently asked questions for apprais
ers is, "What are current cap rates for seif-storage
facilities?" i usually respond by saying, "Before i answer,

there are about 20 questions i need to ask you." These ques
tions might include; "Where is your property located? What
is your occupancy (physical and economic)? What is market
occupancy? Are there any facilities under construction in your
neighborhood? Are you offering concessions? How old is your
property? What are the construction materials like? What is the
NRSF? Describe your unit mix? Is there excess/surplus land
available for expansion?"

Whatis a cap rate? A cap rate relates

a single year's net Income to value.

The cap rate Is the result of Investors'

actions in the marketplace.

\ could go on and on and on. These are ail questions you
have to consider when deriving a cap rate for a property. The
following paragraphs will discuss what a cap rate is, trends
identified with cap rates in the seif-storage industry, and the dif
ferent ways appraisers can analyze rates.

What is a cap rate? A cap rate relates a single year's net
income to value. The cap rate is the result of investors' actions
in the marketplace. When investors think values are going up,
they are willing to pay lower cap rates and, conversely, cap rates
increase when investors believe values are declining. Ail the
investors' motivations, perception of risk or upside, assumptions
about growth in revenue, expenses, etc., are built into that rate.

it includes expectations of both a return on and a return of
the investment. The most commonly used method of deriving
the cap rate is from the analysis of recent comparable sales.

Self-Storage Trends CTBTn

The rate is determined by dividing the subject's net income
by its sale price. See the "Deriving a Cap Rate" table for
an example.

Industry Trends
Due to the recession, there were fewer sales from 2008 to
2012 than seen in previous years. The reduced number of
sales is due in some degree to the lack of credit available
and the particular aversion to risk on behalf of experienced
lenders as well as investors in the current market. At the

end of 2009, it appeared that average cap rates were

headed toward 9,0 percent. However, as interest rates have
declined and lending availability has improved, both new
and existing investors continue to explore this asset class.

We observed, and most investors agree, that market
conditions, in terms of occupancy and income, bottomed
out in early 2010. Sales activity started to increase for
seif-storage assets in the second half of 2010 and have
continued to increase through 2014. As a result, overall
cap rates and equity return requirements continued to

decline, The "National Capitalization
Rate Averages" graph illustrates this.

According to CoStar Comps, at the
end of 2013 there were approximately
1,400 seif-storage listings nationwide.
Of the total number of seif-storage

DERIVING A CAP RATE
NOI SALES PRICE CAP RATE

$500,000 $5,000,000 10.0%
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facilities in the country, this represents approximately 3 percent of ail facilities. Of these
facilities on the market, several are small portfolios comprising two or three properties.
Approximately30 percent are priced at $1 million or higher; 12 percent are priced at $2
million and higher; 6 percent are priced at $3 million and higher; and approximately 2
percent are priced at $5 million or higher. Therefore, it is evident that there are limited,
good quality assets currently on the market. This data displays the reason for investor
demand being so high, thus compressing overall rates.

Determining Cap Rates
Recent sales are most commonly used and are considered the best method for
determining cap rates; however, with limited sales available, appraisers must look to
other methods for extracting capitalization rates. Below are four primary ways in which
appraisers analyze capitalization rates.

1. National Surveys

According to the "2nd Quarter 2014 PwC Real Estate Investor Survey," overall capi
talization rates and yields have continued to compress over the past two years. Overall,
capitalization rates for the national self-storage market remained relatively low from
the 4th Quarter 2005 to the 4th Quarter 2008, However, OARs significantly increased
through the 4th quarter 2009 but have declined each quarter since 2010.

The national average capitalization rate, according to PwC, as of the 2nd Quarter
2014 report was 6.17 percent, which is down 8 basis points from the 4th quarter survey
2013 at 6.25 percent and down 38 basis points from the previous year. Although the
market's average overall capitalization rate declined during the first half of 2014, inves

tors foresee capitalization rates stabilizing in the 2nd half of 2014 with future changes
being directly linked to changes in interest rates.

ilaiization Rate Averages

AVERAGE CAP RATES BY REGION

Characteristics

A
i|:If:

Excellent

B
ilcileiieif:

Good

c
Its 3):if:

Average

D
**

Fair

Northeast 5.25% - 6.75% 1 6.75% - 7.75% '1 7.75% -8.50% 8.50% and up

1 South 5.25% - 6.50% 1 6.50%-7.50% 1 7.50%-8.50% 8.50% and up 1

Midwest 1 5.50% -6.50% 1 6.50% -7.25% 1 7.25% -8.50% 8.50% and up

1 West 1 5.00% -6.25% 1 6.25% -7.00% 1 7.00%-8.00% 8.00% and up
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The national average capitalization
rate, according to Colliers, was 6.55
percent as of the 2nd Quarter 2014,
a decline of approximately 20 points
from the last half of 2013. While certain

investors express concerns that overall
capitalization rates for self-storage should
begin to increase in 2014 and 2015, the
ability to quickly adjust rental rates dimin
ishes inflationary concerns and keeps
optimism high.

In analyzing existing

sales over the last couple

ofyears, adjustments must

be made to comparables

to reflect changes in

market conditions.

it's important to not place too much
emphasis on national surveys as there
may be wide fluctuations in regional
and local markets. However, a national

survey is an important starting point to
get an overall perspective on a nation
al level. The National Capitalization
Rate Averages chart at the left dis
plays average cap rates for the last
six years.

2. Existing Sales

in analyzing existing sales over the last
couple of years, adjustments must be
made to comparables to reflect changes
in market conditions. At times this adjust
ment for market conditions can outweigh
other important qualitative adjustments
such as quality, condition, and age. As
appraisers, it is common to select more
current sales outside the market than

older sales within the market area.

Capitalization rates for self-storage
facilities have decreased 50 to 100 basis

points over the last two years, with typi
cal capitalization rates ranging from 6.5
percent to 7.5 percent. The 'Average Cap
Rates by Region" table shows what we
are seeing regarding capitalization rates
throughout the economy.
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3. Current Listings/Broker's Comments

Within this industry there are a handfui of brokers who "truly" specialize and have
significant experience and understanding within this property type. They are spread
throughout the country and provide a great perspective on what is taking place in the
storage market,

BAND OF INVESTMENTS ASSUMPTIONS

Loan Amortization Period

Interest Rate

Loan-to-Value Ratio

Mortgage Constant

30 Years

4.75%

75%

0.06260

BAND OF INVESTMENTS CALCULATION

Mortgage Component

Equity Component

Indicated Capitalization Rate

Capitalization Rate (rounded):

75% X 0.063 =

25% X 0.080 =

0.047

0.020

0.067

6.69%

Easy-to-use, feature rich, and priced right at $495!

Self Storage Software
"We Make Software Simpler"

24 Customizable reports

10 Customizable customer letters

Credit card processing with SO-i- gateways

Windows XP, Vista, Windows 7 and Windows 8

BlueMoon Software and Gate Interfaces

^OTOSUp^

tmstarm

H/iessenep Washd>igton ^unty_
Cuivici Of Couvtici

Proudly providing self-storage software for the past 17 years!
Formore details and a fullyfunctional demo please visitwww.tredd.com or call 1-800-690-7956
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When determining cap rates, it is
necessary to find out what is available
on the market. Brokers will usually share
with appraisers if they have received
any offers (although, not necessarily
how much), if the seller is firm, how long
the property has been on the market,
and strengths and weaknesses of the
property. Brokers can provide additional
insight to buyers' motivations and cap
rate expectations due to the contact they
have throughout the market.

4. Band of Investment

Technique

Because most properties are pur
chased with debt and equity capital,
the overall capitalization rate must sat
isfy the market return requirements of
both investment positions. Lenders must
anticipate receiving a competitive inter
est rate commensurate with the per

ceived risk of the investment or they will
not make funds available. Lenders also

require that the principal amount of the
loan be repaid through periodic amorti
zation payments.

At the end of the day,

ifa property is stabilized

and performing, this

industry offers a pretty

tight cap rate range.

Similarly, equity investors must antici
pate receiving a competitive equity cash
return commensurate with the per
ceived risk or they will invest their funds
elsewhere. The Band of Investment

Assumptions and Calculation tables at
the upper left provide an example of the
how this technique is calculated.

At the end of the day, if a property
is stabilized and performing, this indus
try offers a pretty tight cap rate range.
So, to answer the initial question pre
sented—"What are current capitalization
rates for self-storage facilities?"—I would
respond, "It depends," rffl

Jeffery Shouse is Executive Managing Director at
Colliers International in Roseville, California,
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You’ve run out of room to stash that old
cherrywood table, your high school
sports trophies, Grandma’s wedding
dress and those bulging boxes of tax
records. What to do? Rent a 10by15


Break-even for self-storage is just 45%
occupancy, far below that of other sectors.


self-storage REITs don’t look ready to slow
down anytime soon. That makes them truly a
store of value.
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foot storage unit, for about $100 per
month, and stick all the excess stuff in
there. Even if your home doesn’t come
with an attic, you have one now.

As commercial property goes, self
storage has none of the sex appeal of a
gleaming office building or a ritzy
shopping mall. There are more than
50,000 selfstorage facilities in the U.S.
— nondescript warehouses filled with
cubicles where Americans keep the
belongings that don’t fit into their
homes. But even though selfstorage is
about as unassuming an industry as you
can get, it turns out to be a pretty solid
investment — often better than other
kinds of real estate.

Readers of this column know that I often
take note when wealthy, savvy investors
figure out new, unconventional ways to
get a good investment return. For
several years, their favorite kind of real
estate investment was the apartment
property. But in the last several months,
they’ve shifted to selfstorage, a property
type that seems a little humdrum.

Why? It is recessionresistant. There are
other interesting factors that I’ll explain.
But first, here’s some good news.
Though some of the most exciting types
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of selfstorage investments are restricted
to only the wealthiest investors, anybody
can get in on this trend. Ordinary
investors can participate in the self
storage real estate market by purchasing
shares of a real estate investment trust,
or REIT, that concentrates on this
industry. And even very wealthy
investors can learn a lot about the sector
by studying selfstorage REITs and
taking a cue from Forbes 400 member
B. Wayne Hughes, who built his $2.4
billion fortune on selfstorage.

The biggest REITs own vast pools of
commercial property, such as offices,
shopping centers or, in some cases, self

ADVERTISING
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storage facilities, sometimes strewn
across the country. (Other kinds of
REITs are collections of mortgages; the
type we’re talking about are called
equity REITs.) Their publicly traded
shares usually offer nice dividend yields,
paid for by tenants’ rent. Unlike buying
and selling a building or a stake in a self
storage property partnership, a
cumbersome process involving deeds
and brokers and lawyers, trading in and
out of REIT shares is as easy as buying
and selling stock on a stock exchange.

Of course, nothing in the investing
world is invulnerable. Like any other
asset, real estate values can fall,
particularly in a recession. That’s true of
your home: Housing values, as
measured by the S&P/CaseShiller
index, still haven’t completely recovered
from their plunge during the financial
crisis. Back then, most REITs got
walloped, too. The FTSE NAREIT All
Equity REIT index lost almost 40% in
2008, even worse than the Standard &
Poor’s 500 index of stocks.

But not selfstorage.

Recommended by Forbes
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In 2008, according to the industry’s
trade group, NAREIT (that’s short for
National Association of REITs), self
storage was the only REIT sector to post
a positive total return of 5%, including
dividends. That’s quite a distinction,
sort of like being the last contestant
standing on The Voice.

The reason is that, in good times and
bad, there is a need for these convenient
repositories of clutter that no one can
bear to toss out because, well, they
might need it someday. In 2015, a flat
year for stocks in general and a soso
one for REITs — equity REITs as a
whole were up just 2.8% — selfstorage
had a boffo performance, up 40%,
blowing away all other REIT sectors.
This year, selfstorage is in third place
for returns among REITs.

In case you’re wondering, as an
investment class, equity REITs have
done very well historically. Over five, 15,
20 and 25 years, equity REITs have
outdone the S&P 500, the standard
benchmark for stocks. Over 10 years,
REITs trailed by a tiny amount, an
annual 7.5%, compared to 7.7% for the
S&P. So standing out in such a well
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performing industry is a tribute to self
storage.

Now, let’s be clear: I’m not saying that
selfstorage is a magical wealthcreating
machine. This is not a glamorous
business, and occasionally selfstorage
REITs have a negative year. Just not
often, and hardly ever in recession
years. If they do dip amid a recession,
historically it has been small and
followed by a strong comeback.

Let’s look at the largest selfstorage
REIT, Public Storage   (PSA).
Founded in 1972 by B. Wayne Hughes,
the company has 2,200 locations in the
U.S. and Europe, with 142 million
square feet of rentable space. (Hughes
still serves as the company’s “chairman
emeritus,” and his two children serve on
its board of directors.) Public Storage
slumped 20% in 2008, when the entire
world economic system almost
collapsed. Then in early 2009, it
exploded, up fivefold — far better than
the S&P 500, for sure. It pays a 2.5%
dividend yield, better than the 2% from
the S&P.

Potential selfstorage yields can range
even higher, if you opt for a private
REIT, which means its shares can’t be
purchased on an exchange. The goal of
these nontraded REITs is to be bought,
either by another REIT or by a private
equity firm. Take SmartStop Self
Storage, which pays out 6%. Extra Space
Storage (EXT), a public REIT,
purchased it last year for $1.3 billion.
SmartStop CEO H. Michael Schwartz

PSA +3.04%
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has launched a second private REIT,
SST II, and raised $300 million thus far.
He says he sees an endpoint in three to
five years.

Publicly traded REITs are probably the
safest bet for most investors. That’s
because analysts closely follow them and
they’re transparent. Plus, there’s no up
front fee to purchase them. For
wealthier investors, nontraded REITs,
which do charge upfront loads (but not
necessarily if your advisor is feebased
only), are potentially interesting. After
all, they’re smaller and can pick away in
sharpshooter fashion at a niche in the
market that a behemoth like Public
Storage can’t be bothered with. Later,
once a wellmanaged small REIT has
assembled a significant portfolio, it can
sell itself to a bigger player at a hefty
premium.

With a private REIT, you can’t cash out
your investment instantly, as you can
with a public REIT. You typically are
locked in for a set period, maybe up to
10 years, although some allow you to
withdraw piecemeal after a while. That
confers some meaningful advantages.
For example, the REIT doesn’t have to
worry about having to sell off properties
to cover redemptions in a market panic.
So if you’re a wealthy, patient investor
who values the idea of being involved
with others like you, there may be a play
here for you.

The selfstorage sector has a lot of good
news around it. Its key demographic
driver will be strong for some time: the
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retirement of baby boomers, which is
leading to a lot of home downsizing.
After they sell the rambling four
bedroom house, they want to hang on to
their beloved possessions, maybe to give
them to their kids or to ship to a
vacation home once they buy one.

Another ramification is a large and
continuing migration to the Sun Belt, for
both workers and retirees, and moves
always mean households find how much
excess they have. Further, in the wake of
the recession, small businesses have
awakened to selfstorage as a great place
to house excess inventory for less money
than maintaining a warehouse.

One of the advantages of selfstorage is
that it involves little capital outlay, as
compared to other kinds of commercial
real estate, such as malls or offices or
apartments. It also needs precious little
upkeep. When an occupant moves out,
management doesn’t have to repaint or
fix the plumbing. All that’s needed is to
sweep out the nowempty unit. Break
even for selfstorage is just 45%
occupancy, far below that of other
sectors.

Selfstorage is a classic momandpop
operation, owing to the low level of
upkeep and capital spending required.
That means it is ripe for consolidation
by REITs. REITs bring economies of
scale, with more money for marketing
and thus better recruitment of space
renters. Since 2012, NAREIT figures
show that net acquisitions in the self
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storage realm have surged by $8 billion,
with $2 billion of it last year.

The hot play among REITs lately has
been in apartments, which benefit from
their own demographic trend.
Nevertheless, selfstorage may be a
superior investment for the long term.
The reason is interesting.

The millennial generation is powering
the surge in apartment REITs. Last year,
this group became the most populous in
the U.S., containing 75 million people.
With singlefamilyhome prices high
and climbing, apartments are the
habitat of choice for the young set.
Hence, there’s been a burst of growth for
apartment REITs over the past five
years. Once they can afford it, young
adults leave their parents’ place and
head for apartments. And they keep
renting for a long time. According to real
estate site Zillow, firsttime homebuyers
these days rent for six years before
buying; back in the 1970s, it was 2.6
years. That all suggests that more
demand for apartments is coming.

Trouble is, all this crowding into rented
housing has set off a boom in apartment
construction. In 2016’s first quarter,
rents dipped 4% and vacancies nudged
up. Thus, research firm Green Street
Advisors projects a tapering of growth in
revenue per available foot between now
and 2020. It cites elevated supply and
slowing of job expansion

While more selfstorage units are also
under construction, this is not a frenzy.

  

http://www.forbes.com/


11/7/2016 How Humdrum SelfStorage Became The Hottest Way To Invest In Real Estate

http://www.forbes.com/sites/joshuarogers/2016/04/13/howhumdrumselfstoragebecamethehottestwaytoinvestinrealestate/#4bc6ca0a4f86 10/69

  Reprints & Permissions  Report Corrections

Comment on this story1

Why? They have difficulty gaining town
governments’ approval, says Green
Street analyst Ryan Burke. To
residential neighbors, who vote, self
storage seems tacky. Also, town councils
rightfully see that a new selfstorage
locale won’t be a job spur. The projects
are easy to build, meaning no bonanza
for local contractors, and only need a
couple of guys to run the place. And they
don’t pay huge property taxes.

Could selfstorage REITs be getting
frothy, too? Sure. And there is some
evidence that, at least with the toptier
selfstorage REITs, valuations may be
getting a bit rich. Green Street says that
the biggest three selfstorage REITs
change hands at a 40% premium to net
asset value.

The kingpin of selfstorage REITs,
Public Storage, with a $47 billion
market cap, has a priceearnings
multiple of 28 (where earnings are
defined as funds from operations, which
adds in depreciation and amortization
expenses). On the other hand, the
company has an enormous cash position
and its 2.5% yield, while not stellar, is
wellprotected, meaning it has the
financial resources to keep paying the
dividend.

In short, selfstorage REITs don’t look
ready to slow down anytime soon. That
makes them truly a store of value.
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It could be a while before anyone loses the storage wars.

Business is booming for companies that lease out storage units to consumers. Rents are
rising, most units are occupied, and competition is tame due to limited new
construction in the wake of the financial crisis, storage executives and analysts say.

Investors are bidding up the shares of industry leaders such as Extra Space Storage Inc.,
whose stock is up 33% through Monday in a year when many other commercial real-
estate firms have been hit hard and the broader S&P 500 is down 2%. Evercore ISI last
week boosted its price targets for Extra Space Storage stock and the shares of two rivals.

Large investment firms also are trying to cash in, with Carlyle Group LP spending about
$80 million to help build new facilities in Southern California, the Pacific Northwest and
elsewhere, and Harrison Street Capital LLC considering selling storage properties it
snapped up in recent years.

“It’s a good industry to be in,” said
Charles Byerly, chief executive of
Westport Properties Inc., which is
based in Irvine, Calif., and operates
more than 80 facilities in 13 states
under the US Storage Centers brand.

Consumers seek storage space because of life changes that occur in good times and bad.
Some in the industry refer to the 4Ds—death, divorce, downsizing and dislocation,
which can include people finding new jobs, getting married or moving away or back
home from college.

Because such events don’t necessarily track the economic cycle, the storage business
“isn’t recession-proof, but it is recession-resistant,” said Ryan Burke, an analyst at
Green Street Advisors, a real-estate research firm.
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Rents are rising, most units are occupied, and competition is tame for companies that lease out storage units to
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Juli Ann Polise, a University of Michigan sophomore, said she used a storage company in
Ann Arbor, Mich., to store her possessions when she went home for the summer. “It
would have just taken up unnecessary space in our house,” she said. “We are definitely
doing it again next summer.”

Demand for storage space
appears steady, even amid
tepid job growth, and
supply remains tight. Extra
Space, based in Salt Lake
City, said 94.5% of its space
was occupied at the end of

the second quarter, up from 92.1% a year earlier. Public Storage, the largest publicly
traded firm in the industry, reported a 7% increase in rental income year-over-year.

Part of the reason for the tight supply is that building new units can take years. In one
extreme example, it took Extra Space more than a decade to build one facility in
Southern California, said Spencer Kirk, the firm’s CEO. Some communities are
unenthusiastic about hosting storage facilities.

The protracted timeline can make it challenging for smaller firms to get financing, said
Mr. Burke. New units are coming online, but at a middling pace that is likely to limit the
impact for at least a year or so, he said.

Still, supply is likely to grow at a faster pace in coming years, said Mr. Burke. In addition
to the facilities that Carlyle is building, Public Storage has plans to build 3.9 million
square feet of storage space, according to a company spokesman.

Some of the new facilities may simply meet pent-up demand in neighborhoods where
construction has been slow. Carlyle is targeting places where the amount of storage
space per capita is below the national average, said Rob Stuckey, the firm’s head of U.S.
real estate.

But acquiring new facilities has gotten more expensive, which could make future growth
more costly. Extra Space announced on Oct. 1 that it had closed on the $1.3 billion
acquisition of SmartStop Self Storage Inc. “We obviously would have paid less” for the
SmartStop portfolio three or four years ago, said Mr. Kirk of Extra Space.

In addition, the share prices of the largest storage companies may already reflect much
of the upside for the industry as a whole.

“There’s a lot of positive expectations already priced into the stocks,” said Paul
Adornato, an analyst at BMO Capital Markets.

Still, analysts said storage can be a good long-term business because the space tends to
be “sticky.” Once people rent storage units, they are unlikely to move to a different
facility even if the rent is slightly lower, and they tend to keep the units longer than they
anticipated, according to Mr. Burke.

Consumers also often have a sentimental attachment to their possessions that keeps
them around.

“Your competition is the dumpster,” said Christopher Merrill, co-founder of Harrison
Street, which manages $7.9 billion in assets. Harrison Street sold a group of storage
facilities to CubeSmart, another storage firm, for about $223 million last year.

Mr. Merrill said the firm still owns about 40 facilities around the country, some of which
it expects to keep because of the steady income they provide to Harrison Street’s
investors and some of which it expects to sell in the next two years.

Chris Marr, CEO of CubeSmart, said he sees no risk to the business from new
construction until at least the end of next year. He has been in the industry for about
two decades and says conditions now are “as good as I’ve seen.”

‘‘Your competition is the dumpster.’ ’

—Christopher Merrill, co-founder of Harrison Street
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A new bidding war is breaking out in real estate. The targets of attention aren’t luxury
properties or waterfront land, but something far less fashionable: self-storage
warehouses.

A 97,000-square-foot self-storage facility in Orlando, Fla., recently sold for $11.8 million
to Westport Properties Inc., a self-storage operator, after a bidding battle among 18
potential purchasers, including several real-estate investment trusts, or REITs.

The seller, Vista Self Storage Co., received a price of about $121 a square foot, a
significant premium over the $100-a-square-foot average sales price commanded by
storage properties in the Orlando market.

“This is a perfect example of how hot the self-storage market is,” said Michael Mele,
senior director of the National Self-Storage Group at Marcus & Millichap, which
brokered the deal. “I wouldn’t consider this an A-quality facility or location, but we
cornered over 18 offers,” he said.

The self-storage sector differs from other types of commercial real estate because the
market is fragmented, with 80% of the facilities owned by individuals or small investors,
Mr. Mele said. While REITs would prefer to buy portfolios, “the reality is that most of
the self-storage transactions are single-property deals,” he said.

The self-storage industry is benefiting from a number of trends, including a scarcity of
new supply coupled with population growth and a strengthening economy, which
energize the housing market. A strong economy creates demand for storage by
commercial users, while a robust housing market means more people will be moving
and storing personal belongings.
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Investors Gird for Storage Wars
The self-storage industry is attracting REITs and others eager to lock in stable returns
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Tight supply has led to
increased occupancy at many
properties, which fuels higher
rents and attracts the interest
of investors eager to lock in
stable returns.

“From both an operations and
investment perspective, self-
storage is an exceptionally
good investment,” said David
Blum, a Coral Springs, Fla.-
based consultant to the self-
storage industry. “We have not
built any new product in a
long time, and over the next
two years we need another
3,000 facilities to keep up with
the shortfall.”

Also fueling demand for self-
storage facilities by investors
is the perception that the

sector is recession-resistant, with demand for storage strong in both good economic
times and bad. According to the National Association of Real Estate Investment Trusts,
at the height of the recession and financial crisis in 2008, self-storage REITs delivered a
5.1% total return, which comprises price appreciation and dividends. In comparison, the
FTSE Nareit All Equity REIT Index, which tracks all REITs, posted a negative return of
38% that year.

In recent years, self-storage REITs have continued to outperform the broader stock
market and other REITs, producing a total return of 31% last year compared with 28%
for all equity REITs and 14% for the S&P 500 index.

“Self-storage is the perfect storm of ideal
investment qualities,” said Jim Berry,
managing member of RRB Development LLC
in Atlanta, who is developing two Class A self-
storage facilities with CubeSmart. “It
consistently performs, it is resilient to
economic turmoil, it has a unique ability to

grow rents and thus returns, and it’s safe.”

To be sure, if interest rates rise, that could affect the returns investors receive, said Mr.
Blum, the industry consultant. But many in the sector said there is such a shortage of
facilities they don’t see oversaturation as being an issue.

Drew Hoeven, president of the real-estate group at Irvine, Calif.-based Westport
Properties, which acquired the Vista facility in Orlando, said his company has been
developing and acquiring individual properties across the U.S. since 1985 and owns or
operates 85. While he said he is bullish on the sector as a whole, he worries about the
volume of capital entering the market from institutions and large investors such as
REITs.

These investors, he said, are bidding up prices and making it “difficult finding a diamond
in the rough.” Plus, sellers are more likely to sign with buyers who have a track record in
the industry and are more likely to fulfill the terms of the contract and close on time, he
said.

“There is a laundry list of institutional guys trying to hop into our space, and the REITs
have access to capital that is a lot cheaper than us,” said Mr. Hoeven.
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Some investors are building instead of buying. Jay Massirman, managing partner of
Miami City Self Storage LLC, recently closed on the purchase of six parcels and plans to
develop one million square feet of state-of-the-art facilities in urban areas in South
Florida. He expects to break ground on five buildings in the next 60 days and has an
additional 10 development deals in the pipeline.

“We’re bullish on the industry, but we know there’s competition impending or that
economic changes could take place,” he said. “So we’re trying to move this business plan
as far as we can ahead to accomplish our mission.”

Mr. Massirman has a diversified exit strategy for his investments. If interest rates
remain low, he said he might refinance his loans and hold the properties long term. If
rates creep up, he would consider selling.

“The main thing for us right now is to secure the sites and build as quickly as possible,”
Mr. Massirman said. “Once we get them built, we’re relatively comfortable that the sites
we’ve chosen are good sites and that we’ll be OK.”
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http://api.cxense.com/public/widget/click/_kUmmvUiPAi4kM52XjF49BWpJBqohxLm8tFeo7rLmhlAVjdQUsdpVxTY724Ch3jpni9n3EKvmJrlqRpcQHttQlmtlMR4Lju6y55eCX6vLXg4_TDnjXahk2kxEKpF84hUa3C8v6IS2zK1JJcsMcyyW0s9qGWnO-yZqPxZy8BmPQaXZZiKkItUGFZlaEieBT2xe0jlv5Q02sjSbom53vgPRxsEFbC_ynJpN_TGsl6PPENbQAlMBdqOjExCJaUMZNvYwrV_I4DovXsvQ38OPtfBHZGiqaEmErWFEpdSllm217F53lNX1J9DFLgGcX33AID-KRLBEcrcIErqloEFmJR4CfTwU8NzjvK6dwSfg4J-nr5uKKeMT7P_gqvlkBJF5kB2YEcOXS-FDTOiOZWJKsLClObl2Rx-8cn7k4sP-YmJQjba2p0A9UktImAIKAoV6hajy3HgNHjkbO4NY3rnU0OiLrGKSJW_iikWvd6XwYoufnIHhlxo4ZWx5YJCWbySzbkLI0Jgek5bd_aSWz_vNioka2uXzqOea3o57BxIvVI97GWHFdq_A_oMutoPQUc-W3zBSLBpG9FW1A1jpkfo5SH_NNZ6R2qm4m-5CMlyU6QISProbrzBi9VOBxg-pny9WfLqWZjZafIXbDiKbgY_wVWf-af8fOECb0goVWhqoDQnGdj1Rf9okKipaY6hQXIe0?cx_navSource=cx_hamilton&cx_tag=wsj&cx_artPos=4
http://api.cxense.com/public/widget/click/_kUmmvUiPAi4kM52XjF49BWpJBqohxLm8tFeo7rLmhlAVjdQUsdpVxTY724Ch3jpni9n3EKvmJrlqRpcQHttQlmtlMR4Lju6y55eCX6vLXg4_TDnjXahk2kxEKpF84hUa3C8v6IS2zK1JJcsMcyyW0s9qGWnO-yZqPxZy8BmPQaXZZiKkItUGFZlaEieBT2xe0jlv5Q02sjSbom53vgPRxsEFbC_ynJpN_TGsl6PPENbQAlMBdqOjExCJaUMZNvYwrV_I4DovXsvQ38OPtfBHZGiqaEmErWFEpdSllm217F53lNX1J9DFLgGcX33AID-KRLBEcrcIErqloEFmJR4CfTwU8NzjvK6dwSfg4J-nr5uKKeMT7P_gqvlkBJF5kB2YEcOXS-FDTOiOZWJKsLClObl2Rx-8cn7k4sP-YmJQjba2p0A9UktImAIKAoV6hajy3HgNHjkbO4NY3rnU0OiLrGKSJW_iikWvd6XwYoufnIHhlxo4ZWx5YJCWbySzbkLI0Jgek5bd_aSWz_vNioka2uXzqOea3o57BxIvVI97GWHFdq_A_oMutoPQUc-W3zBSLBpG9FW1A1jpkfo5SH_NNZ6R2qm4m-5CMlyU6QISProbrzBi9VOBxg-pny9WfLqWZjZafIXbDiKbgY_wVWf-af8fOECb0goVWhqoDQnGdj1Rf9okKipaY6hQXIe0?cx_navSource=cx_hamilton&cx_tag=wsj&cx_artPos=4
http://www.wsj.com/
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