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Underlying fundamentals remain
strong in the domestic self-storage
market, resulting in continued robust
growth in operating results. As of the
fourth quarter of 2013, year-over-year
results for self-storage REITs show in -
creases of 2.7% for physical occupancy
and 8.1% for rental income, according
to Self Storage Performance Quarterly.
Many market players believe this pace
of income growth will slow over the
long term to between 3.0% and 4.0%. 

Favorable fundamentals combined

with limited additions to supply con-
tinue to lure investors to this sector
with a continued focus on acquiring
portfolios, such as the recent deals
involving Veritage and Mini U portfo-
lios for over $400.0 million. 

Capital sources new to self storage
include top-50 global investors that
like the higher yields in this “core-
plus” sector compared to the yields
typically generated by traditional core
commercial real estate assets, like
apartment, office, and retail.

DCF ANALYSIS STILL FAVORED

Investors continue to focus on dis-
counted cash flow (DCF) analysis as
their primary valuation methodology.
When modeling DCFs, the need to use
bifurcated growth rates has increased
as property performances have been
improved by competent management.
While market rents are modeled to
grow at the rate of inflation, income-
in-place is modeled at a higher rate of
growth. As shown in Table DSS-1,
market rent change rate assumptions
range from 3.00% to 6.00% and aver-
age 3.50% for the first half of 2014. 

When modeling DCF analyses, the
compound rate of growth of the net
operating income (NOI) over the hold-
ing period when added to the going-in
(overall) cap rate generally equates to
the internal rate of return (IRR or dis-
count rate) within 50 basis points. For
example, a 6.50% overall cap rate with
a cash flow that generates a compound
rate of growth in NOI of 3.65% will
likely result in a discount rate or IRR
ranging from 9.75% to 10.65% (plus
or minus 50 basis points of the com-
bined total of 10.15%).

Typically, the DCF includes a termi-
nal (residual) cap rate 25 basis points
higher than the going-in cap rate (on
average). While a property’s overall
value has historically been bifurcated
50.0%-50.0% between cash flow and
reversion, investor confidence in the
self-storage sector has led to placing
more emphasis on the reversion (as
much as 60.0%). 

The resulting DCF value is usually
tested against a direct cap model with
the spread between both approaches
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FIRST HALF SECOND HALF FIRST HALF 
2014 2013 2013

DISCOUNT RATE (IRR)a

Range 8.00% – 11.00% 8.25% – 11.00% 8.50% – 11.00%

Average 9.15% 9.25% 9.50%

Change (Basis Points) – 10 – 35

OVERALL CAP RATE (OAR)a

Range 5.25% – 8.50% 5.50% – 8.50% 5.75% – 8.50%

Average 6.12% 6.25% 6.55%

Change (Basis Points) – 13 – 43

RESIDUAL CAP RATE
Range 5.50% – 8.50% 6.00% – 8.50% 6.25% – 8.75%

Average 6.35% 6.50% 6.75%

Change (Basis Points) – 15 – 40

MARKET RENT CHANGEb

Range 3.00% – 6.00% 3.00% – 6.00% 3.00% – 6.00%

Average 3.50% 3.25% 3.50%

Change (Basis Points) + 25 0

EXPENSE CHANGEb

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

Average 3.00% 3.00% 3.00%

Change (Basis Points) 0 0

AVERAGE MARKETING TIMEc

Range 2 – 6 2 – 7 2 – 7

Average 2.5 3.0 3.0

Change (t, s, =) t t

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

Source: Cushman & Wakefield
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