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A note from Ben Vestal: As we enter 2011 we are settling into what everyone has been referring to as the “ new reality”
of the real estate market. Gone are the days of 7% cap rates and we are now learning the new rules of self storage
financing. | have asked two industry veterans and self storage owners to share their thoughts on ways self storage
owners can capitalize on today’'s market conditions and what they have been doing to maximize and protect their

i nvestments.

2011 Outlook: Self Storage | nvestment and Financing M anagement
By BruceBahrmasel and Nedl Gussis

Sincetheonset of therecessionin 2008, millionsof Americans
have had to adjust to lower personal incomes, job |osses,
decreased asset va uationsand shrinking investment portfolios.
Simultaneoudy, commercid red estate va ueshave plummeted
by asmuch as40% from their 2007 benchmark highs. With
suchfinancia difficulties, many peoplehavesmply triedto
hang on until better days.

Wethink those better daysmay becomingin 2011 giventhese
recent encouraging signs of economic improvement:

The stock market has posted solid gains
Businessearningsarerising

Unemployment appearsto have bottomed out

Many lenders—especialy larger national and money
center banks—have healthier balance sheetsand are
sdectively solicitingloansagain, dbeit on consarvetive
terms

e Vauationsand actual salepricesarerising for top-
and mid-tier self storagefacilitieswith proven (i.e.
trailing 12-plusmonthincome) operating performance

Evenwith these positiveindicators, weare clearly not out of
therecessionary woodsyet. There continuesto be uncertainty
about the strength and duration of any real economic recovery,
and of course, many storage properties are till distressed
and overleveraged. With our nation’s shifting financial and
political climates, you should carefully eval uate and manage
your property assets by determining what you can do today
to maximizetheir valueand limit investment exposurefrom
futureuncertainties. To Start, consider reviewing your property
financing, exit strategiesand cash position.

From Our Own Experience

As we begin 2011, most self storage owners still have
adequate equity intheir property investmentsand aredoing
fine, evenif facility occupancy levelsand revenuesareflat or
dlightly down. We recommend these ownersreview their

financing to determineif they canimprovether position since
mortgagerateindices—such as Treasuries, Primeand Libor
—aredl currently at historically low levels. For them, it
could beaperfect timeto capitalizeonlow interest ratesand
work with their current lender who hasavested interest in
ensuring that borrowers can make monthly debt payments
and pay theloan off infull at maturity.

If your loan has lessthan three yearsto maturity, consider
asking your lender to extend or modify it to thelongest |oan
term possible (typically fiveyears) at current interest rates.
Whilemost three- to five-year term deal sare now between
5% and 6%, you may get an even lower rate.

Consider an examplefrom the authors own experience. We
shareownership of two Midwestern storage properties. We
recently extended and modified their loansby lowering the
interest ratefrom 6.25%to 5.5%, changing the amortization
schedule and extending theloansan additional two years so
that they now matureinfour years. Wenot only save money
eachmonthwiththelower interest rate, but thelonger maturity
period dlowsusto extend our horizonto either sdll or refinance
theproperties.

How Did We Do It?

It started when several |arge banks approached usfor our
businesswith highly attractiverefinancingrates. Thisled us
to conduct asurvey of locd areabanksto determineavailable
loanratesand terms. Armed with thisinformation, wewere
in amore advantageous position totry to leverage a better
deal with our current lender, which isasmall community
bank. We had several pointsworking inour favor: 1) Our
bank viewed us asreliable borrowers they didn’t want to
lose, 2) They wanted usto continue making debt payments
while s multaneoudy reducing our |oan exposure, and 3) Our
bank isahealthy community institution with astreamlined
credit review and approva hierarchy, thusthey could manage

their asset (our loans) in aresponsive and favorable manner.
(continued)



A lender’s decision to refinance acommercia property is
highly dependent on several factors, including thelender’s
size, balance sheet health and current policies, aswell asif
they have been acquired through aprevious bank failure or
arecurrently owned by the FDIC. Ther ability andwillingness
to work on afinancing request may also hinge on whether
your current loan is a CMBS product. Our successful
refinancing was helped by the fact that we understood our
bank’smotivationsand financid Stuation. Taketimeto make
asgmilar evauationto competitively andyzecurrently available
termsinyour area.

Timeto Sell and Turn Equity into Cash?

Thereisstill tremendous acquisition interest for stabilized
institutional-quality storage properties, aswell assmaller
facilitiesand thosein secondary markets. Of course, investors
continueto pricesize, quality and locationintotheir bid prices.
With such strong buyer interest, thiscould well betheright
timeto sell aproperty and remove agreat deal of risk from
thetable. The two most common reservationswe hear from
storage owners about selling a property are: 1) How they
canreplacethe property’sincomestream, and 2) A rel uctance
to pay theresulting tax liability. Theselegitimate concerns
deservecloser examination.

First, it'sjust amatter of time before interest and tax rates
increase. And when they do, there is a direct inverse
relationship to property valuation. With equity being the

difference between aproperty’ sdebt and value, your equity
position constantly fluctuates. Whileyou could previously
convert equity to cash through refinancing, nowadays about
the only way to tap cash from your investment isthrough a
sale. Evenworse, arefinancing caused by amaturing note
may result in the need to infuse cash, making even strong
performing propertiesineligiblefor refinancing. Asaresult,
you could facetherea prospect of havingto bring cashtothe
closing tablein order to refinance aloan, whichinturn will
result in higher future monthly debt payments. If you find
yourself inthisscenario, it may indeed beavery goodtimeto
consider selling your property.

Onthe positive side, keep in mind that self storageremains
oneof themost highly sought after and attractivereal estate
property classes. Asyou begin 2011, review your |oan position
and consider whether refinancing makes sensegiventoday’s
low interest rates, or if perhapsyou should sell sooner rather
than later because of such unknown risksasoverall economic
conditions, conservative lending requirements, property
valuationsand future tax consequences. Aswelearned from
our recent persond experience, it'snever too early to carefully
consider how you can secure your self storage property
investment.

Bruce Bahrmasel is an Argus Broker Affiliate and real
estate broker for Landstar Realty Group. Neal Gussisis
the Chicago-based Managing Director of Capital Markets
at The Corvus Group.

INSIDE SELF-STORAGE
W@ R LD EXPO

March14-16, 2011 » Paris Hotel & Resort, Las Wegas

Join Argus at the industry’s
premier tradeshow event for

Contact us to request a free expo hall pass to the Inside Self Storage
World Expo in Las Vegas March 14-16, 2011 at the Paris Hotel and
Casino! Want to attend the educational conferences and events?
Use the pass for a $50 discount on any full registration package!

Don’t delay - offer good until March 11, 2011!
Click Here to Request or call 800-55-STORE

FREE!
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