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Property Overview 

The subject property is a 47,529 SF single story, single 

tenant industrial warehouse/light manufacturing property 

that includes 2,400 SF of office space, 2 drive-in 20’ by 

20’ doorways, a 30’ ceiling, and a 10” thick cement 

floor well suited for heavy light manufacturing 

equipment or distribution machinery. It sits on a 4-acre 

fenced-in lot at the end of a wide and secluded street 

prime for trucking. Located in North Charleston, SC, the 

location is a prime industrial location due to its 

proximity to the Norfolk Southern Rail, US Interstate 

26, Charleston International Airport, and a myriad of 

complementary large, light manufacturing and 

distribution facilities. Previously home to a PODS 

warehouse facility, the property is currently vacant, 

although according to the representing broker, many 

investment-grade tenants have exhibited interest. North 

Charleston is characterized by its cheaper rental rates, 

general acceptance of industrial properties, and ease of 

transportation accessibility. It sits just 18 minutes 

outside the North Charleston Terminal, just one section 

of the Port of Charleston, which saw the 5th largest 

volume of goods on the East Coast in 2019 and has seen 

record volume recently due to the significant capacity 

improvements that have been completed. Charleston and 

South Carolina in general have been able to advantage of 

the logistical advantages that exist in the area. 

Thesis 

We believe this property will generate the highest return 

due to consumers’ continued and increasing reliance on 

e-commerce throughout the sunbelt and across the 

country, the increasing volume of goods passing through 

the Port of Charleston, and the predictability and risk-

adverse nature of long-term, investment-grade tenants. 

The roughly two-decade shift from brick-and-mortar 

retail to online shopping has only been reinforced by the 

pandemic lockdowns that have been in place for the last 

year. Although the rapid implementation of vaccines has 

already begun, e-commerce giants such as Amazon and 

Walmart have greatly strengthened their infrastructures 

required to bring same-day delivery options to the 
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growing populations across the sunbelt, by greatly 

increasing their warehouse and distribution capacities. 

The Port of Charleston has been perhaps the top 

beneficiary of this macroeconomic trend, as its nearly 

$750 million capital investment to increase capacity is 

already paying dividends, with more capacity 

improvement projects in the pipeline. Lastly, a long-term 

lease with a gradually increasing rent provision to an 

investment-grade tenant would nearly eliminate the risk 

of credit loss and vacancy, as well as guarantee growth. 

 
Industrial Overview 

We are bullish on this property type because of the 

resilience of industrial real estate throughout the 

pandemic, the increasing demand for industrial spaces 

due to supply chain changes, and the expected rent 

growth in the coming years. As the Covid-19 pandemic 

introduced many challenges to the real estate industry, 

the industrial asset class continued to grow and had a 

record year. During 2020, vacancy in industrial 

properties remained under 6% and leasing activity 

increased 26.9%. The incredible performance of 

industrial real estate during this period is greatly due to 

e-commerce. E-commerce has been the driving force of 

demand in the industrial space and as e-commerce 

continues to grow, so will the demand. Industrial 

properties are also currently a good investment 

opportunity due to the changes in supply chain 

operations. Many suppliers are currently increasing their 

inventory safety stock. While the normal was 15 days of 

inventory, many suppliers are increasing their inventory 

safety stock up to 60 days. These changes are occurring 

to mitigate the risk of supply chain disruptions. This 

increase in inventory is another factor that will 

contribute to an increased demand for industrial 

warehousing spaces. Finally, the expected rent growth of 

industrial properties is another element that makes it a 

good investment opportunity. In Q2 of 2020, rents grew 

6.3% from the previous year and this growth is expected 

to continue into the coming years. Along with that, about 

80% of all industrial markets will experience positive 

rent growth throughout the next 12 months. As demand 

for industrial properties grow due to a multitude of 
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factors, rents will be able to keep growing as well in the 

coming years allowing for industrial properties to 

generate high investment returns. 

Charleston Market Overview 

The Charleston industrial market has completely 

changed since before pandemic lockdowns were put in 

place over a year ago. The first quarter of 2018 saw 

9.42% vacancy overall, while the first quarter of 2020 

saw just 6.10%, a drastic change as logistics companies 

across the country have taken advantage of global 

supply chain trends. Similarly, net absorption increased 

from just 26,286 SF in the first quarter of 2018 to an 

astounding 549,603 SF in the first quarter of 2020. 

While rental rates PSF have remained relatively 

stagnant, at $5.73 in March 2018 to $5.69 in March 

2020, this is likely due to long term commitments of 

existing leases, as well as the charging of below-market 

rents for national tenants who sign long term leases. The 

lack of available developable space is likely to raise 

rents for existing spaces in prime locations. North 

Charleston has seen the overwhelming majority of this 

industrial leasing, with 573,194 SF of net absorption in 

the first quarter of 2021. Yet, the first quarter of 2020 

saw 0 quarterly completions, with no construction 

underway. With a low vacancy, a lack of new 

construction, and continued demand, cap rate 

suppression is likely to occur as existing leases expire. 

E-Commerce Growth 

 

Over the past two decades, e-commerce growth has 

reached tremendous heights with the Covid-19 pandemic 

accelerating this growth. As e-commerce opens up new 

ways for consumers to shop, the demand for industrial 

spaces has skyrocketed to unforeseen levels. E-

commerce requires about 3 times more warehousing and 

logistics space than a brick-and-mortar location and an 

estimated demand of 1.25 million sq. ft of warehouse 

space is needed for every $1 billion in e-commerce 

sales. In 2020 alone, there were about $861 billion 

dollars in e-commerce sales with a 44% growth from the 

previous year, the highest level of growth in the past two 
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decades. Large corporations like Amazon and Walmart 

were already very prevalent in the e-commerce world 

prior to the pandemic but other companies such as Best 

Buy, Target and Kroger were pushed into the space due 

to the pandemic. These corporations saw increases of 

over 85% in their online sales during 2020. With the 

convenience and efficiency of shopping online being 

demonstrated to millions of people during the pandemic, 

the dependency on that type of shopping will only 

continue. As e-commerce continues to grow, both the 

large corporations like Amazon as well as those newer to 

e-commerce will need to acquire more industrial 

properties to keep up with their demand and be able to 

achieve their short shipping times all around the country. 

Charleston’s Logistical Advantage 

Due to both the trade rifts between the U.S. and China, the 

increased emphasis on maintaining a safe supply chain,  

and the increasing demands of e-commerce, many 
companies are taking on a “China Plus 1” policy of 

manufacturing and supplier outsourcing, with an increased 

reliance on trade with European, Mediterranean, 
Caribbean, and other East Asian exporters sending goods 

through the East Coast. The recent widening of the Panama 

Canal has only intensified this trend. The Port of Charleston 
has been extremely effective competing for this trade, as it 

recently completed the $1 billion Phase One portion of the 

Hugh K. Leatherman Terminal project, which has increased 
the throughput capacity by 30% and allows the port to 

become one of two ports on the East Coast to handle a 

20,000 TEU vessel. The project has already seen a 50% 
year-over-year growth in volume, with $1 billion to be 

invested in doubling the  throughput capacity in the near 

future, including dredging of the Charleston Harbor, which 

will increase the depth from 47 to 54 feet, allowing the 

world’s largest ships to dock any time, any tide. Charleston 

is poised to become a premiere shipping and logistical hub 
within the investment horizon, creating a unique growth 

opportunity for industrial properties. 

 

Favorable Lease Terms  

Continued and expected growth of industrial properties 

in Charleston will allow for favorable lease terms. Upon 
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acquisition, the single-tenant property will be leased to 

an investment grade tenant under a triple net lease for 10 

years at an annual rate of $8.20 psf increasing by 3.75% 

each year, which, according to the JLL broker 

representing the seller, should be a reasonable, as there 

was a handful of interested tenants at $7.50. Prospective 

tenants were for the most part looking for warehouse 

space for supplies being shipped from overseas, 

including a construction material wholesaler, local paper 

company, and a power systems supplier who see North 

Charleston as a cheaper alternative to downtown 

locations. By renting to an investment grade tenant that 

is financially strong, has a low risk of defaulting, and no 

history of backing out of a lease, the risks associated 

with all cash flows being reliant on one tenant can be 

greatly minimized. By locking in a reliable tenant for 10 

years with built-in growth, the risk of vacancy and credit 

loss would be nearly negligible, and the investment 

would require minimal management.   

Location and Demographics 

7704 Southrail Rd in North Charleston, South Carolina is 

in a great location for a successful investment. The 

property is easily accessible from many different shipping 

locations. It is less than 30 minutes from the Port of 

Charleston, the Charleston International Airport and the 

North Charleston freight terminal. This allows for the 

seamless and efficient transportation of goods from these 

locations to the property for warehousing and 

manufacturing needs. The proximity also allows for 

feasible distribution to the immediate area as well as 

around the nation. The property is conveniently located 

near state and US highways making truck transportation 

very feasible. North Charleston is also a prime location 

for investment due to the population. As the third largest 

city in South Carolina with about 2% population growth 

annually, this city offers a large pool of possible 

employees. The population growth rate is higher than the 

national average and the unemployment rates both during 

and prior to the pandemic were lower than the national 

averages showing that the North Charleston market’s 

labor force has extreme potential. 
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Risks 

1.  

With a push to lower the U.S trade deficit, the Trump 

Administration imposed many trade restrictions 

impacting different industries and countries. Some of 

these restrictions include the section 301 tariffs on 

products from China and the section 232 tariffs on steel 

and aluminum products from around the world. While the 

Biden Administration has stated that they will address the 

trade some of these trade restrictions there has been no set 

timeline for when this will occur. The trade restrictions, 

such as those enacted by the Trump Administration, have 

a negative impact on industrial real estate as a whole. One 

of the main advantages of the property at 7704 Southrail 

Rd is its proximity to the Port of Charleston which 

receives shipments from around the world and with trade 

restrictions creating uncertainty around international 

trade, there is a risk that this advantage will become less 

useful. While the tension resulting from trade restrictions 

in very evident in the relationship between the US and 

China, through the increased reliance on imports from 

other countries like those in Europe or East Asia, 

suppliers will have a buffer from the negative 

implications of trade restrictions. Many of these other 

nations have better trade relationships with the US and 

until the conflict between the US and China is resolved, 

trade with these nations will help upkeep demand for 

industrial real estate.  

 

2. 

One potential risk for this investment is the demand for 

new design features in industrial properties. With e-

commerce sales reaching unforeseen levels, the property 

requirements needed to fulfill the consumer demand is 

changing. The larger sizes of shipments going in and out 

of warehouses and distribution centers creates the need 

for larger ceiling heights of up to 40’, more square 

footage, and even multiple floors. Many properties will 

need to be reconfigured, expanded and updated in order 

to meet the design needs of the current demand. While the 

property at 7704 Southrail Rd does not conform to some 

of these features, since the demand for industrial space is 

so high and expected to stay like that, many suppliers will 

still turn to properties that do not meet all of their 

standards. For the near future, a property like 7704 
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Southrail Rd will be useful for supplier so improvements 

will not need to be during the 5-year horizon for this 

investment. 

 

3.  

The oversupply of industrial spaces could potentially 

increase the risk in this investment. New constructions 

have been at record levels and are expected to jump 29% 

during this year. In 2020, about 327 million square feet 

of industrial space was built, an increase of over 50 

million square feet from the prior year. Retail-to-

industrial conversions are also expected to occur at high 

levels during this year to open up more warehousing and 

distribution spaces near residential areas. With millions 

of square feet of industrial space being realized, the 

concern of oversupply is introduced. While the current 

levels of construction are not sustainable for the long-

term, oversupply will likely not be a prevalent concern 

in the short-term. As the demand for industrial real 

estate continues to escalate due to the growth of e-

commerce the current supply is able to keep up closely 

with the demand. North Charleston also currently does 

not have any constructions and therefore tenants who 

need to be in the North Charleston area will be forced to 

occupy the properties that are currently available. 

 
 
 
Model Assumptions 

The model assumptions include a standard 65% loan to 

value at a 3.5% annual interest rate for 25 years, incurring 

a 3% prepayment penalty upon disposition. The limited 

partners contribute 95% of the capital for an annual 8% 

preferred return and a 70% promote, while the general 

partners contribute 5% of the capital for a 30% promote. 

The limited partners require a 25% IRR while the general 

partners require a 50% IRR.  
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Pro Forma 
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