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rom the numerous Native American tribes, each with its own unique origin and language, to the once plentiful
i tatiroamed the grasslands in herds, North Dakota is a state brimming with cultural history and
icturesque—Ilandscapes. While the state is the 19th most extensive in the U.S. when it comes
untry’s fourth least populous, with approximately 758,000 residents, of which approximately,
American, according to the 2016 Census. "
sparse in North Dakota as well. According to the 2077 Self-Storage Almanac, only four state:s':_
hhode Island, and Vermont) and the District of Columbia have fewer self-storage facilities than
vith Alaska with only 124 facilities and 6,491,648 rentable square feet, North Dakota is not likely
r its limited storage space.
Nevertheless, the state has produced one of the self-storage industry’s most influential professionals: Arlen D.
Nordhagen, chairman and chief executive officer for National Storage Affiliates Trust (NSA), a public self-storage
company like none other. With all that he has accomplished for the storage sector, it's more than fitting that the word
“Dakota” means “ally” in the Lakota language.
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Storage Beginnings

Raised in Williston, N.D., Nordhagen,
who graduated with high distinction
from Harvard University with a Master of
Business Administration and graduated
summa cum laude from the University of
North Dakota with a Bachelor of Science
in Chemical Engineering, has spent nearly
three decades as a self-storage owner/
operator. Nordhagen’s entrance into the
industry was the result of his ability to
spot a good opportunity as well as his
sincere ambition.

In the late 1980s, Nordhagen was
working for American Business Advisors,
a management consulting firm, when two
former directors of Public Storage hired
the firm to raise seed capital for a new
storage endeavor. It was his job to con-
duct an industry analysis and develop a
business plan for those clients.

That’s when Nordhagen realized

that he and his partners should be self-
storage owners instead of consultants.
They decided to join forces and raise

30

the necessary seed capital for the busi-
ness; the four partners hit the pavement,
approaching local professionals, doctors,
and dentists to gather funding for the
business venture. A focus group was held
to determine the self-storage company’s
name, and SecurCare Self Storage was
established. The year was 1988.

Jemigan recalls Nordhagen
being a good board member
who got along with everyone,

adding that he is a “true leader”
and “extremely professional’.

At that point, being somewhat new to
the industry, Nordhagen immersed himself
into the sector to gain knowledge and busi-
ness contacts. Through state and national
self-storage association conferences, he
met two of the most influential people of

his storage career: Dean Jernigan, chair-
man and CEO of Jernigan Capital, Inc.,
and Charles “Chico” LeClaire, executive
managing director of investments for
Marcus & Millichap’s Denver office and
executive director of the firm’s National
Self Storage Group.

Nordhagen first met Jernigan in the
1990s at a national REIT conference. He
later served on the advisory board for
U-Store-It, which became CubeSmart
in 2006 under Jernigan’s direction.
Jernigan recalls Nordhagen being a
good board member who got along
with everyone, adding that he is a “true
leader” and “extremely professional”.

LeClaire, who states that Nordhagen
has been one of the most influential
people in his career as well, supported
Nordhagen’s networking efforts by invit-
ing him to the self-storage get-togethers
he sponsored and introducing him to
other industry professionals.

“He was instrumental in purchasing
one of my first portfolios and recently
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the largest portfolio | have ever sold,” says
LeClaire. “He is awesome. We share a
mutual admiration.”

Then, in 1999, three of the founding
partners sold their shares of the company
to Nordhagen to bring in instant capital. He
served as president and CEO of SecurCare
Self Storage from 1999 to 2013, when he
stepped down to become the chairman
and CEO of NSA and David Cramer,
SecurCare’s former COO, replaced
Nordhagen as the CEO of SecurCare.
However, Nordhagen remains the majority
owner of SecurCare and currently serves
as its chairman of the board.

Forming NSA

[t was Jernigan’s innovative approach to
self-storage, which he used to take Storage
USA (the company he founded in 1984)
public in 1994, that eventually prompted
Nordhagen to co-found NSA. He was
intrigued by Jernigan’s business philoso-
phy and used it as a starting point for the
structuring of National Storage Affiliates

Trust, which, according to NSA’'s website,
is a “self-administered, self-managed real
estate investment trust, dedicated to the
ownership, operation, and acquisition of
self-storage facilities”.

It was Jemigan’s innovative
approach to self-storage, which
he used to take Storage USA
public in 1994, that eventually
prompted Nordhagen
to co-found NSA.

But, there was plenty of work to be
done, and numerous considerations to be
made, before Nordhagen would take the
company public in April 2015. Moreover,
there were industry professionals with
doubts that it could be done.

“ was at a hunting camp with eight
substantial self-storage owners  six
months before he went public,” LeClaire

WWW.AREHCONARCHITECTURE.COM

ARCHCORN

architecture

32 NOVEMBER 2017

www.ministoragemessenger.com

recalls. “| was the only one there who
bet that he would make it. | had con-
fidence in him.” And LeClaire’s faith in
Nordhagen has boded well for him; at
the time of NSA’s Initial Public Offering,
Nordhagen allowed LeClaire to purchase
shares in NSA's friends and family stock
allocation. It has turned out to be a wise
investment.

Despite the naysayers, Nordhagen
was convinced that he could create a
way to simultaneously meet the needs
of his investors and give his company
and team the opportunity to grow past
his own career. “| didn't want to just
sell SecurCare to the highest bidder,”
Nordhagen says, adding that he needed
a solution that would enable his team to
stay on board with the company. “l had
put together a good team and didn’t
want them to lose their jobs. At the same
time, | needed to create liquidity to man-
age my estate.”

Nordhagen also realized that he
wasn't alone in the matter of how to
best prepare for his eventual retirement.
There were plenty of good private self-
storage operators who were confronting
the same conundrum.

Perhaps that was the moment when
the light bulb appeared above his head,
as joining forces with those private
operators would solve the company’s
need for geographical diversification and
increase its overall portfolio size without
having to acquire or build additional
self-storage facilities. The term used by
NSA for these self-storage companies
is Participating Regional Operators or
“PROs”.

SecurCare was one of the three
founding PROs of NSA. The other two
were Northwest Self Storage of Portland,
Ore., and Optivest Properties of Dana
Point, Calif. NSA’s initial trio of PROs
signed the formational agreement in
February 2013 and began contributing
properties into NSA in April 2013. Six
other PROs have since partnered with
National Storage Affiliates: Irvine, Calif.-
based Guardian Storage Centers, which
joined in April 2014 and has facilities
throughout Southern California, Arizona,
and Nevada; Move It Self Storage, which
joined in September 2014 and primarily
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operates facilities within Texas; Storage
Solutions, which joined in May 2015 and
operates in Arizona; Hide-Away Storage,
which joined in April 2016 and has prop-
erties along the west coast of Florida;

iStorage, considered as NSA's “internal

PRO” joint venture that joined in October
2016; and Personal Mini Storage, which
operates properties within the Orlando,

Fla., MSA. Personal
Mini  Storage s
NSA's newest PRO;
it became the REIT’s
ninth affiliate in March
of this year.

As of September,
National Storage
Affiliates holds own-
ership interests in and
operates 473 self-
storage  properties
throughout 26 states,
for a combined total
of approximately 29
million rentable square feet. Furthermore,
NSA was ranked sixth on Mini-Storage
Messenger’s 2016 Top Operators list.

How It’s Different

“NSA was invented by and for operators,”
says Nordhagen, adding that National
Storage Affiliates enables PROs to con-
tinue to provide good jobs and keep their

teams together. “It’s the only REIT with
this kind of structure. It’'s a new option.”
Unlike other REITs that acquire exist-
ing self-storage facilities or new stores
through Certificate of Occupancy (CofO)
deals and rebrand them under their com-
pany name, National Storage Affiliates’
PROs do not forfeit their individuality,
operational control, or theirindependence.
NSA's website states, “After contribution,
PROs enter into a management contract
to continue to manage and grow their
own portfolios under the NSA umbrella.”
Therefore, PROs keep both their exist-
ing brands and teams. “The vast majority
of NSA’s properties are managed by the
PROs,” Nordhagen says. “Their teams
continue to lead their properties.”
According to Nordhagen, retaining
their strong regional teams enables PROs
and their properties to maximize their
performance. “They have local market
expertise,” he says, which, in turn, is more
beneficial for the customers they serve.
NSA’'s website adds that it capitalizes “on
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the local market expertise and knowl-
edge of regional self-storage operators by
maintaining the continuity of their roles as
property managers”.

Each PRO also maintains its account-
ability. “We had to address the concern
that others wouldn’t pull their weight,”
says Nordhagen, “so they are rewarded
or penalized based on their performance.”
While all PROs benefit financially when
the REIT as a whole is doing well and
meeting its financial goals, they can also
earn bonuses based on their individual
portfolio’s performance. This structure
provides incentive for PROs to bring their
A game every quarter.

Similar to the publicly-traded self-
storage REITs, National Storage Affiliates
provides its PROs with economies of
scale. This enables facilities under the
NSA umbrella to take advantage of group
or discounted costs for call centers, soft-
ware, and revenue management tools
as well as other self-storage products
such as tenant insurance. According to
the REIT’'s website, “National Storage
Affiliates is ideal for private operators of
self-storage facilities who desire to contin-
ue operating and growing their portfolio,
leveraging the significant advantages of
a lower cost of capital, up-sized internet
marketing opportunities, and reduced
operating and administrative costs asso-
ciated with NSA’s economies of scale.” It

e

goes on to say, “Our size and geographic
diversification reduce risks associated
with specific local or regional economies.”

Previously, these operational advan-
tages were available only to public-
ly-traded REITs due to the limited
budgets of individual facilities. Although

On the capital front,
NSA’s Participating Regional
Operators don’t need to
seek capital from banks
or other financial institutions—
a clear advantage for
those wanting to expand
their portfolio.

other business options have surfaced
to create scale, including the Storage
Owners Business Alliance (SBOA) and
Storelocal, Nordhagen notes that they
focus only on operational items. “There
are no access and cost of capital ben-
efits,” he says. “They offer only a fraction
of the benefits that NSA does.”

On the capital front, NSA's Participating
Regional Operators don’'t need to seek
capital from banks or other financial

institutions—a clear advantage for those
wanting to expand their portfolio. The
REIT’s website states that “Each PRO will
have the opportunity to identify attrac-
tive acquisitions in its designated mar-
kets, and NSA's lower cost of capital
will provide an edge in the competition
for acquisitions. NSA’s board will review
and approve proposed acquisitions, and
NSA will provide capital to complete the
transaction.”

“NSA provides access to capital as
well as estate planning opportunities,”
says Nordhagen. “Plus, NSA can get bet-
ter terms and rates for debt.” According to
Nordhagen, no other REIT structure offers
the same flexibility for estate planning;
and National Storage Affiliates’ lower cost
of capital tends to improve the PROs’
cash flow as well.

PROs also contribute assets on a tax-
deferred basis—another business boon.
According to the REIT’s website, “PROs
contribute their portfolio of properties into
NSA through a tax-efficient UPREIT struc-
ture, and in return receive NSA equity with
the advantage of a tax-deferred transac-
tion. NSA provides capital to replace
existing debt and any joint venture equity
that is not contributing into NSA.”

Future Endeavors

Considering the bountiful benefits of join-
ing NSA, private self-storage operators
may be wondering where the dotted line
is to sign up. But before reaching out,
read on to see if you fit the REIT’s criteria
for the “ideal candidate”.

The website states that “National
Storage Affiliates is focused on growing
through the integration of best-in-class
operators with self-storage properties
located in markets with strong funda-
mentals in the top 100 MSAs throughout
the United States.”

Nordhagen adds that National Storage
Affiliates is especially seeking operators
with facilities in geographical areas where
the REIT currently has little or no pres-
ence. He says that NSA is strong in the
Northwest, Southern U.S., and Southern
California but “light” in the Northeast,
Mid-Atlantic, and Midwest.

“I've always stated that the goal is
to add PROs until there are 12 to 15

34 NOVEMBER 2017



PROs in place,” says Nordhagen, who
notes that NSA is looking to add three
to six more PROs to its team over
time. “However, it’s a long decision pro-
cess—one to two years.” As of August,
National Storage Affiliates was having

The Formation Of Q Unique REIT mm

prior to joining the REIT. Nordhagen also
mentions that potential PROs must be
“team players”.

To reiterate, NSA’'s website states that
its growth strategy is “To leverage the
benefits of national scale by integrating

Nordhagen adds that National Storage Affiliates is especially
seeking operators with facilities in geographical areas where the
REIT currently has little or no presence. He says that NSA is strong
in the Northwest, Southem U.S., and Southem California but
“light” in the Northeast, Mid-Atlantic, and Midwest,

discussions with several possible PROs.
However, Nordhagen says NSA will only
add one to three PROs per year.

“They need scale to have good on-
ground operations,” he says. “NSA’s
focus is on large private operators with
good management teams who want to
grow.” On average, NSA's PROs have
had between 40 and 50 self-storage
facilities in their respective portfolios

multiple self-storage operators with local
operational focus and expertise. NSA
believes this vision aligns with interests
of regional self-storage operators with
those of public shareholders by allowing
the operators to participate alongside
shareholders in the financial performance
of NSA and their contributed portfolios.”
With performance in mind, Nordhagen
mentions that the REIT’s long-term goal

is to maximize value for its shareholders.
He intends to find ways to improve their
value by regularly increasing dividend per
share and value per share. Slow but steady
growth is on the agenda; Nordhagen notes
that NSA has managed to grow propor-
tionately and consistently by 10 to 20
percent per year. “Increasing cash flow per
share is a priority,” he says, adding that the
PROs don'’t intend to sell their shares. “The
stock market can be fickle, but NSA has
raised dividends every six months, and we
know that over the long term, stock price
will track dividends.”

“It's terrific,” Jernigan says. “I'm pleased
to see NSA doing so well.”

With a seasoned management team
that has more than 100 years of com-
bined industry experience, it's no surprise
that National Storage Affiliates Trust has
become a sure bet. M
Erica Shatzer is the editor of Mini-Storage Messenger,
Self-Storage Now!, and Self-Storage Canada.
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