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Here Comes the Development Train
by Ben Vestal

age business over the last few years, and as

you may recall, I have suggested that now is a
good time to buy, sell or refinance. Sounds good
all the way around, RIGHT? Today’s low interest
rates and strong fundamentals have made good deals
even better, and the cash on cash returns are sim-
ply staggering for owners, buyers and sellers alike.
Self-storage has truly become a respected, maturing
competitor in the national real estate market.

It has been an extraordinary time for the self-stor-

We have all seen the comparison of the self-storage
industry to other real estate sectors over the last few
years and in short, the returns are higher and the var-
ious risks are more moderate with one exception:
the risk of overbuilding. The main reason for this is
that self-storage properties are all competing for the
same customer and we are a more localized business
than other real estate sectors. The office, retail and
industrial sectors can target specific customers, busi-
nesses, professionals and industries (i.e. MOB of-
fice, R&D industrial and destination retail) and it has
been proven that the customers of these real estate
products will travel great distances. Conversely, all
self-storage customers are basically looking for the
same product; a friendly, clean, safe and dry place to
store their personal treasures. In almost every case
where occupancies and rents have declined, there
is strong evidence that overbuilding is a substantial
contributor to this undesirable market condition.

The sad part of this overbuilding tale is that nobody
wants to do it. While some builders claim the “devil
made me do it,” most really don’t want to develop a
poorly performing project. So why do they proceed?
While a few developers are just stubborn beyond
any rational considerations, most are thoughtful and
concerned about how they invest their money. Thus,

when they investigate an opportunity, they seek the
best information to justify their decision to develop
a project in a specific market. The problem is that
most of the information in the self-storage indus-
try is either not available or unreliable. Unlike the
self-storage industry, most real estate industries (i.e.
office, hotels, industrial, retail) have well-developed
and reliable information on the state of their mar-
kets. For example, in any city in America an office
developer can learn the average rents, concessions,
planned projects and occupancies by building quali-
ty (A, B or C) and by submarket in about a half a day.
This information is largely developed by empirical
data (actual data) as opposed to statistically devel-
oped data (small amounts of surveyed data projected
to a much larger conclusion). Every other major real
estate sector has information based on substantial,
comprehensive empirical data. Unfortunately the
bulk of information in the self-storage industry is
still statistically developed.

For the most part the self-storage industry has to
rely solely on “statistical” projections which, at
best, provide limited information about the largest
markets and none about submarkets or secondary
markets. As we all know, information about sub-
markets is clearly the most valuable for self-storage
owners and developers. This lack of quality submar-
ket information leaves most self-storage developers
“flying blind” when they are making decisions to
build a self-storage project. Some may say “it is a
great self-storage site” but they should also ask “is
it a good self-storage market?” An entrepreneurial
self-storage developer can’t learn this in half a day,
and perhaps, not at all. For many complex reasons
(including the availability of construction money)
entrepreneurial developers are not often scared off
by this lack of information, and in some cases actual-
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ly seem to be encouraged by it. However, it is worth
noting that many of the very large self-storage op-
erators seem to have a very good handle on what is
going on in a specific market and are developing and
buying self-storage properties with the significant
strategic advantage of having empirical data (actual
data). Without this information, the entrepreneurial
developer does not have the ability to make the right
decision and could potentially build a project that
could ruin an entire market for a long period of time.

We see all over the country, in markets which Ar-
gus serves, that building and development is getting
cranked back up in every place where zoning can
be achieved, although nowhere near the levels of
the early to mid-90s. Construction loans no lon-
ger appear to be a constraint on building. So let
me describe a hypothetical market for you and show
you what can happen to a “good” market when the
tipping point of demand has been reached.

Our hypothetical market has five properties of
50,000 square feet each and the average occupancy
is 88%. This means that there is a supply of 250,000
square feet in the market and an actual demand of
220,000 square feet. The new developer decides
to build an 85,000 square foot facility. Supply is
now up to 335,000 square feet but the demand is
still at 220,000 square feet, bringing the market oc-
cupancy down to 65.7%. The new developer did

not bring any new tenants to the market! Now

if we have indeed hit equilibrium in this market and
demand is no longer “exponential,” we can assume
that demand will just grow with the population (US
population growth rate is 0.71% per yearV). As you
can imagine we have a fairly serious problem on our

1) Source: http://data.worldbank.org/indicator/SP.POP.GROW

hands because this market will take years to achieve
the 88% occupancy it once enjoyed.

It is clear that the development train is back and roll-
ing down the tracks, but in order to protect your in-
vestment and the integrity of the industry we must
take the necessary steps to generate high quality,
reliable information to allow and encourage better
building decisions. I would encourage you as inde-
pendent owners to participate in the following:

1) Resolve to help by agreeing to provide informa-
tion on your project to an independent industry-sanc-
tioned collector of information who can tabulate the
data without giving away your secrets.

2) Vigorously encourage your state association as
well as the national association to create an effective
plan to develop this information and be willing to
participate.

3) Get an independent survey of your local submar-
ket done, one which each operator can share. Make
sure your local planning department gets a copy and
that it is updated regularly.

4) Potential developers must get a real and critical
feasibility study, including a detailed supply and de-
mand analysis. It is an empirical process and not one
that can be done by the “smell” test.

If, indeed, the tipping point has been reached in an
area or market, owners in those markets are in for
some more extraordinary times. We can only hope
that both current owners and potential developers
have learned lessons from the
last self-storage development
boom and will approach their
decisions in an educated and
cautious way. If you have any
questions or doubts about how
your market is poised to absorb
potential development, it may be time to review your
building plans and your holding decisions. MM

Ben Vestal, President of Argus Self Storage Sales Network, can
be reached at 800-55-STORE or bvestal@argus-realestate.com.
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Property Showcase

Vallejo, CA o $1,850,000 Cleveland, OH . $2,300,000
1 )
* Self-Storage Development Site NEW! * 153 Units
e 3 Acres e 27,386 RSF
e 104,250 Proposed RSF * 5.72+/- Acres
e Currently operated as an * Easy access off of I-480
executive office building of ¢ Climate controlled and non-
approximately 2,580 SF climate units _
* Self-storage proposal includes * Tremendous upside potential
conversion to self-storage and * Property includes on-site
boat/RV storage while utilizing apartment
the existing office building Michael Venesky &
T de 3 Alec Pacella, CCIM
4%212 8‘2* 33;‘99 216-455-0886
dei el I mvenesky@naidaus.com,
tom.dejong@colliers.com apacella@naidaus.com
Bossier City, LA e $1,250,000 Aiken, SC ° $1,100,000
. 20,470 ReF » 338 Units
4 e 41,807 RSF
e 2.96 Acres e 3.29 Acres
e Stabilized cash flow ) - . .
« Great visibility ¢ Established facility 15 miles
¢ Excellent upside potential . eD?\?;rZEﬁél:jg?eS;/t:ﬁfeAstream
¢ Located on a well-traveled road - )
with self-storage and office
Tyler Trahant units
817-335-5600 ¢ Below market rents
ttrahant@selfstorage.com « Digital gate access
Stuart LaGroue &
Shannon Barnes, CCIM Joey Godbold
251-432-1287 704-632-1027
stuart@selfstorage.com, igodbold@pmcre.com
shannon@selfstorage.com 19 P ’
Islip, NY . $3,995,000 Milwaukee, WI o $2,262,000
. \
e 217 Units e«‘ e 219 Units
« 33,540 GSF ‘\ « 50,000 RSF
* 1.6 Acres - * Value-add opportunity
e Two .story self-storage facility « Below-market rents
e Parking for RV/boat storage o

available

Expansion possibilities within
existing building

Solar panels reduce utility
costs

Linda Cinelli, CCIM
908-722-5661
linda@lIcrealtyusa.com

Proximal to growing
downtown residential base
Includes additional parking

lot parcel \
wett’

Matson Holbrook, CCIM

414-270-4108
mholbrook@sg-re.com
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million to meet the needs of every buyer.

contact your local Argus Broker Affiliate listed on the back of the Market Monitor!

Alabama
Foley

Pinson

Theodore
Arizona
Bullhead City
Bullhead City
Kingman
Arkansas
Hiwasse
California
Orland
Vallejo
Vallejo
Yreka
Colorado
Loveland
Florida
Jacksonville
Lake City
Lake City
New Port Richey
St. Augustine
Georgia
Carrollton
Oakwood
Villa Rica
lllinois
Byron
Dupo
Kansas
lola
Junction City
Topeka
Louisiana
Bossier City

Michigan
Lapeer

Missouri
Branson West
Marshfield
Republic
St. Joseph
Sunrise Beach

Mississippi
Brandon

Canton

$999,500  Bill Barnhill/Shannon Barnes 251-432-1287

Stuart LaGroue

251-432-1287

$1,385,000 Bill Barnhill/Shannon Barnes 251-432-1287

Stuart LaGroue

$300,000 Bill Barnhill/Stuart LaGroue

$403,750  Jeffery A. Gorden
$357,000 Jeffery A. Gorden
$3,875,000 Jeffery A. Gorden

$599,000 Larry Goldman

$1,875,000 Tom de Jong
In Contract Tom de Jong
$1,850,000 Tom de Jong
$750,000 Tom de Jong

$2,400,000 Joan Lucas

$3,675,000 W. Frost Weaver
$1,535,000 W. Frost Weaver
$325,000 John W. Hill
$425,000 Chuck Grey/Jeff Grey
$2,450,000 W. Frost Weaver

$270,000 Mike Patterson
SOLD! Mike Patterson

$1,200,000 Mike Patterson

SOLD! Bruce Bahrmasel
$807,000 Larry Goldman

$530,000  Larry Goldman
$1,895,000 Larry Goldman
$1,795,000 Larry Goldman

$1,250,000 Tyler Trahant/

251-432-1287
251-432-1287

480-331-8880
480-331-8880
480-331-8880

913-339-0641

408-282-3829
408-282-3829
408-282-3829
408-282-3829

720-855-6587

904-265-2001
904-265-2001
386-362-3300
727-849-2424
904-265-2001

770-241-9070
770-241-9070
770-241-9070

312-518-3550
913-339-0641

913-339-0641
913-339-0641
913-339-0641

817-840-0055

Stuart LaGroue/Shannon Bames 251-432-1287

$785,000 Jim Soltis

$895,000 Larry Goldman
$2,550,000 Larry Goldman
$850,000 Larry Goldman
SOLD! Larry Goldman
$1,870,000 Larry Goldman

810-494-2062

913-339-0641
913-339-0641
913-339-0641
913-339-0641
913-339-0641

$650,000  Bill Barnhill/Stuart LaGroue 251-432-1287

Shannon Barnes

$850,000  Bill Barnhill/Stuart LaGroue 251-432-1287
3-Prop. Portfolio$4,500,000 Bill Barnhill/Stuart LaGroue 251-432-1287

New Hampshire

Claremont $290,000

Fitzwilliam $675,000

Loudon $650,000
New Jersey

Branchville $1,950,000

Hackettstown ~ $4,500,000

Haledon SOLD!

Montague $1,600,000

Pemberton $975,000

Pennsauken  $1,300,000
New Mexico

Mesilla Park ~ $625,000
New York

Hicksville $4,200,000

Islip $3,995,000

Middletown $450,000

Modena $995,000

Peekskill $3,500,000

Port Jervis $1,600,000
North Carolina

Whiteville
North Dakota

Watford City ~ $1,200,000
Ohio

Cleveland $2,300,000

Copley $1,425,000

Elyria $2,699,000

Painesville Call Broker

Zanesville $585,000
Oklahoma

Moore $1,573,000
Oregon

Klamath Falls  $1,595,000

Selma $649,000
Pennsylvania

Bechtelsville  $1,350,000

Matamoras  $1,100,000

Olyphant $850,000
South Carolina

Aiken $1,100,000
Texas

Gonzales SOLD!
Virginia

Petersburg $450,000
Washington

Friday Harbor ~ $1,890,000

Morton $697,000
Wisconsin

Milwaukee $2,262,000

Joe Mendola
Joe Mendola
Joe Mendola

Linda Cinelli
Linda Cinelli
Linda Cinelli
Linda Cinelli
Linda Cinelli
Linda Cinelli

David Etzold/Noel Woodwell

Linda Cinelli
Linda Cinelli
Linda Cinelli
Linda Cinelli
Linda Cinelli
Linda Cinelli

$3,750,000 Joey Godbold

Bruce Bahrmasel

Sells Self Storage Nationwide!

Over $102 million in self storage properties currently for sale, with prices ranging from $150,000 to over $4

For property details, broker information and helpful industry articles, visit www.argus-selfstorage.com or

603-668-7000
603-668-7000
603-668-7000

908-722-5661
908-722-5661
908-722-5661
908-722-5661
908-722-5661
908-722-5661

915-491-9610

908-722-5661
908-722-5661
908-722-5661
908-722-5661
908-722-5661
908-722-5661

704-632-1027

312-518-3550

Alec Pacella/Michael Venesky 216-455-0886
Alec Pacella/Michael Venesky 216-455-0886
Alec Pacella/Michael Venesky 216-455-0886
Alec Pacella/Michael Venesky 216-455-0886
Alec Pacella/Michael Venesky 216-455-0886

Jared Jones

Steve Boldish
Steve Boldish

Chuck Shields
Linda Cinelli

Chuck Shields
Joey Godbold
Bill Brownfield

Stuart Wade

Jason Wilcox
Jason Wilcox

Matson Holbrook

918-583-3483

541-776-1031
541-776-1031

610-828-0100
908-722-5661
610-828-0100
704-632-1027
713-907-6497
757-618-3597

206-919-7643
206-919-7643

414-270-4108


http://www.argus-selfstorage.com/properties.php

Congratulations to the following Argus Broker Affiliates on their recent sales!

Bruce Bahrmasel, of Land Star Realty
Group, sold Ashelford Mini Storage in By-
ron, IL! Contact Bruce at 312-518-3550 for

more information.
Mike Patterson, CCIM, of Commercial Real-

ty Services of West Georgia, sold Lotta Space
Storage in Oakwood, GA! Contact Mike at
770-241-9070 for more information.

Bill Brownfield, CRE, CCIM of MKP Self

Storage, sold Gonzales Storage Units in

Gonzales, TX! Contact Bill at 713-907-6497

for more information.
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Contact an Argus Broker Affiliate

NORTHEAST Company Phone Territory

Guy Blake, CCIM Pyramid Brokerage Company 845-522-5900 Upstate NY, Western CT

Linda Cinelli, CCIM, CEA LC Realty 908-722-5661 Northem NJ,NY (NYC, Long Island)
Joseph Mendola NAI Norwood Group 603-668-7000 MA, ME, NH VT, Eastern CT
Chuck Shields Beacon Commercial Real Estate 610-862-1645 Eastern PA, Southern NJ, DE
SOUTHEAST

Bill Barnhill, CCIM Omega Properties, Inc. 888-801-4534 FL Panhandle

N.J. “Joey” Godbold Percival McGuire Commercial Real Estate 704-632-1027 NC, SC

Mike Patterson, CCIM Commercial Realty Services of West Georgia ~ 770-241-9070 GA

Stuart Wade The Nicholson Companies 757-618-3597 MD, VA

Frost Weaver (FL Commercial Brokers Network) Weaver Realty Group, Inc.

904-733-0039

North, Central & South FL

NORTH CENTRAL

Bruce Bahrmasel Landstar Realty Group 312-518-3550 Northern IL, Northern IN
Alec Pacella, CCIM & Michael Venesky NAI Daus 216-831-3310 OH, Western PA

Larry Goldman, CCIM RE/MAX Best Associates 913-339-0641 KS, MO, Southern IL

Mike Helline & Paul Grisanti, CCIM

Grisanti Group Commercial Real Estate

502-253-1811

KY, Southern IN

Matson Holbrook, CCIM & Max Schultz Siegel-Gallagher, Inc. 414-270-4108 WI

Jim Soltis Preview Properties.com 810-494-2062 MI
SOUTH CENTRAL

Bill Barnhill, CCIM Omega Properties, Inc. 888-801-4534 AL, MS, LA
Bill Brownfield, CRE, CCIM MKP Self Storage LLC 713-907-6497 South & Central TX
David Etzold & Noel Woodwell Etzold & Co. 915-845-6006 West TX
Larry Goldman, CCIM RE/MAX Best Associates 913-339-0641 AR

Mike Helline & Paul Grisanti, CCIM Grisanti Group Commercial Real Estate 502-253-1811 ™

Jared Jones, CCIM Porthaven Partners 918-583-3483 OK

Richard D. Minker, CCIM & Tyler Trahant CASE Commercial Real Estate Partners 817-335-5600 North TX
WEST

Steve Boldish, CCIM Oregon Self Storage Brokers 541-776-1031 OR

Tyler Clay, Bob Southern & Nicholas Maerz Coldwell Banker Commercial Clay & Associates 775-829-5900 NV

Tom de Jong Colliers International 408-282-3829 Northern CA
David Etzold & Noel Woodwell Etzold & Co. 915-845-6006 NM

Jeffery A. Gorden, CCIM Eagle Commercial Realty Services 480-331-8880 AZ

Larry Hayes Hayes & Associates 406-728-0088 ID, MT

Joan Lucas Joan Lucas Real Estate Services, LLC 720-855-6587 CcO

Jason Wilcox, CCIM RAVEN Commercial Real Estate 206-919-7643 WA



