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Make the Seller Squirm

In the 30-plus years over which I’ve performed due 
diligence for self-storage buyers, I’ve often told the 
sellers that our assessment would be worse than an 
audit by the Internal Revenue Service. Why? 
Because we knew what questions to ask.

To determine if a property is a smart investment, 
you have to ask the right questions and 
examine crucial pieces of information. 
Following are 10 questions every self-storage buyer 
should be able answer.



1. How Much Time Do You Have? 
Have you negotiated a reasonable due-diligence period of 90 days 

or more, and when does the clock start running?

 You’ll need to confirm and analyze a long list 

of due-diligence items. 

 If you can’t complete your list before the end 

of the period, you might be forced to close 

on the purchase and inherit future problems.

 The clock should only start once you’ve 

received all the items and reports you asked 

for in the contract. 

 Never let the timing start on the day you sign 

the contract.



2. Do You Have All the COs?
On your due-diligence list, did you ask for 
copies of the certificates of occupancy (COs)
for each of the buildings?

 There may be situations where only a few of
the buildings are issued COs.

 Without proof the buildings were legally 
constructed and received all necessary 
inspections, you’re buying a house of cards. 

 Absence of proof will jeopardize your ability
to get a permanent loan.

 There could be hidden defects in the 
construction, electrical, plumbing, etc.



3. What Will You Own?
Does your purchase contract give you ownership of the current 
operating business name and legal control of the website?

 Facilities often build up good will within the community, so being able 
to use the facility name after you buy can be an advantage. 

 Even if you’re planning to change the name, you must legally obtain 
control of the website so you can respond to Internet inquiries. 

 If you close without ownership for at least a transitional period, 
customers will be paying rent to a business name you don’t control.



4. What Rent Money Is Yours?
How does your purchase contract handle the issue of prepaid and 
delinquent rent?

 How you handle each of these could
create a financial swing of thousands
of dollars. 

 Prepaid rent is easy because none of
those rents have been earned, so
you’re entitled to 100 percent of those
funds on the date of closing. 

 Delinquent rent is subject to negotiation.
 The seller often expects to receive the majority of money

collected from tenants for past-due rent.



5. What Security Deposits Are Yours?
How does your purchase contract handle the issue of past security 
deposits from customers?

 Even if the business isn’t currently collecting security deposits, the 
owner may have collected deposits in the past. Some of those 
customers may still be tenants. 

 You want full disclosure of these 
funds because, if not specifically 
addressed in the purchase contract, 
you could end up with an unfunded 
financial liability for those deposits 
when customers move out. You don’t 
want to be blindsided.



6. How Good Are the Leases?
Is it important to examine every customer’s actual lease and unit file, 
or is a simple rent roll of customer names and addresses enough?

 There are no shortcuts to performing a lease audit. It’s the only way to 
know if you’re really getting the tenant base you think you’re buying. 

 Check for customer discounts in new leases that you’ll have to live with, 
or ones that will make it difficult to raise rent. 

 Ensure all leases are signed. 
 If a government-issued form of ID is required, verify that there’s a 

photocopy in the tenant file. 



7. How Do You Project Finances? 
Do you need to create your own financial projections, or can you 
rely on the actual operating income and expenses from the past 
two years? What about a proposed pro forma budget from the 
seller’s broker?

Everyone operates a self-storage facility 
in a different manner, with emphasis 
on diverse factors. For this reason, 
building your own income and expense 
assumptions is one of the most critical 
steps in the buying decision.



7. How Do You Project Finances? 
 You may realize you need a third-party management firm, which the 

prior owner never used. In this case, you’ll need to add a 6 percent of 
total revenue expense category (typical fee).  

 Don’t miss the expected jump in property taxes when the new 
assessment catches up with your purchase price. 

 The insurance coverages you select will typically increase the premiums 
you’ll pay.

 Payroll expenses could change dramatically.



8. Can You Expand?

Will you really be able to expand the business 
on the vacant land that’s included in the sale?

 “Trust but verify” has critical meaning when 
you’re acquiring an existing self-storage business. 

 If your investment decision hinges on being able 
to expand, you can’t depend on just the seller’s 
or broker’s assurance about the ability to build. 

 You need to determine what can truly be 
constructed personally or with the assistance of 
an engineer. 



9. How Competitive Is the Market?
Do you really need to worry about competition if the facility is 
already in the market with solid occupancy?

 Competition evaluation is always a vital 
part of due diligence. 

 Compare the rental rates and occupancy 
levels of established facilities in the area. 

 To determine the target market of the 
facility you’re buying, examine the ZIP 
codes of current customers. This will
direct you to the proper areas for your 
demographic profile. 

 With your competition plotted on a map, 
couple with your customer ZIP-code data, 
you can easily establish the local supply vs. 
demand ratio. 



9. How Competitive Is the Market?

IMPORTANT: Check to see if there are any new 
facilities being developed in the target market 
area you’ve identified. 

The threat of impending future competition 
may be a reason the owner is selling!



10. What’s Your Exit Cap Rate?
With self-storage facilities selling with capitalization (cap) rates
of 4.5 percent to 5 percent, how conservative should you be in 
projecting an exit cap rate?

 It’s critical to your financial analysis that your exit cap rate 
be conservative. The swing in financial returns can be dramatic.

 Here’s an example of a facility earning $225,000 in net operating 
income at various rates. It’s critical not to distort your financial results 
by your assumptions.

Asset Value Cap Rate

$3,750,000 6%

$3,461,538 6.5%

$3,214,286 7%

$3,000,000 7.5%

$2,812,500 8%



Tip of the Iceberg
The questions identified in this slideshow are just a few to consider when 
buying an existing self-storage facility.

Self-storage continues to represent one of the best entrepreneurial 
ventures out there. Be diligent in your pursuit and good luck! 
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The following Jim Chiswell videos are available for 
purchase in the Inside Self-Storage Store, in both 
on-demand and DVD format:

 Critical First Steps:
Determining Self-Storage Project Feasibility

 What You Need to Know About Self-Storage 
Feasibility and Due Diligence

For active links, download the slideshow in a PDF format. 
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Thank you!
Thank you for viewing our slideshow. Be sure to download the PDF copy 
for future reference.

To view more articles on due diligence or read more from the author, visit 
the following topic pages at www.insideselfstorage.com:

 Due Diligence

 Jim Chiswell

For educational products on due diligence and feasibility, including 
Guidebooks and videos, visit the Inside Self-Storage Store. 

For active links, download the slideshow in a PDF format. 

http://www.insideselfstorage.com/
http://www.insideselfstorage.com/topics/due-diligence.aspx
http://www.insideselfstorage.com/topics/jim-chiswell.aspx
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