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Lecture Overview 

• The 3Cs: Creating, Controlling and Capturing Value 
 

• Critical Thinking 
 

• Applied Market Analysis 
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Toward Value: A Life Cycle Perspective 

Planning/
Analysis

Acquisition 
/Development Operation Disposition

Creating Value

Controlling Value

Capturing Value
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3-Cs of Real Estate Value: Create, Control and Capture 

Creating 

Controlling 

Capturing 

•Critical Thinking 
• Site Assemblage 
•Asset Assemblage 
•Entitlement 
• Land Development 
•Development 
• Leasing/Stabilization 
•Renovation/Rehab 

•Operations Management 
•Rent Roll Management 
•AssetProperty Management 
•Defensive Capital 

• Finance 
•Recapitalize 
•Transfer Interests 
•Disposition 
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Challenges: Critical Thinking in Real Estate 

•Real estate decisions 
involve groups which 
introduces group 
dynamics and related 
issues  

•Real estate is a 
behavioral science in 
which transactions 
and actions are 
negotiated  

• Inefficient in terms 
of information, 
high transaction 
costs, and inelastic 
supply  

•Real estate is 
different from 
other disciplines 
due to its spatial 
elements and 
locational fix  

Unique 
Nature of 
Discipline 

Market 
Inefficiency 

Group 
Decision-
Making 

Behavioral 
Science 
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Buying a Set of Assumptions: Risk 

Set of Assumptions 

Spatial 
Elements 

Aggregate 
Market 
Value 

Property-
level Cash 

Flow 

Definition 

•Difference between 
expectations and 
realizations 

•Uncertainty about future 
states of nature or 
events 

Nature of Risk 

•Nature: Space/Money 
Time 

•Controllable vs. 
Uncontrollable 

Risk is 
Bidirectional 

•Case A: Expect  $30/SF 
rent, hit $20 

•Case B: Expect $20/SF 
rent, hit $30 

Since real estate investments 
are forward looking, decision-
makers must depend on an 
understanding of market 
dynamics as well as a crystal 
ball that can help predict 
future market conditions over 
an appropriate planning 
horizon. 

Enterprise Risks 

Market/Regulatory 
Risks 

Property 
Risks 
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Applied Real Estate Market Analysis Process 
• Problem Definition 

– General Problem Statement 
– Client Perspective 

• Strategic Evaluation 
– Positional Analysis 
– Selection and modification of Feasibility Model 

• Data Selection and Collection 
– Capital Market Profile 
– Spatial Market Analysis: Macro and Micro 

• Preliminary Analysis and Identification of Alternatives 
– Spatial Considerations 
– Financial Considerations 

• Use Filtering and Selection of Most Likely Candidate 
– Goodness-of-fit criterion 
– Satisfaction of Client Goals 

• Refinement of Alternative and Verification of Use 
– Product Specification 
– Risk Management and Due Diligence 

• Implementation, Monitoring and Feedback 
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The Definition of Real Estate 

Space-time 

Money-time 

Artificially delineated space over time 
with a fixed reference point to the earth… 

Real Estate 

Fixed 
Reference 

Point 

Over Time 

Artificially 
Delineated 

Space 
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Spatial and Capital Market Dynamics 

Linkages

Environment

Static

Spatial Market 
Dynamics 

Capital Market 
Dynamics 

J
u
l
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Site in Search of Use: Frontdoor Market Analysis 
 

Site in search of a use 
– Profile site 
– Identify alternative uses and users 
– Match most probable user to site 
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Applied Market Analysis & Site in Search of Use 

 
1. Problem Statement 
2. Situational Analysis 
3. Legal-Political-Ethical 
4. Trade Area Delineation 
5. Competitive Market Analysis 
6. Alternative Uses/Users Analysis 
7. Identify Alternative Uses 
8. Select Optimal Use 
9. Profile Use to Create Value 
10. Specify Strategy to Control and Capture Value 
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A Definition of Feasibility 

A real estate project is “feasible” when the real estate analyst 
determines that there is a reasonable likelihood of satisfying 
explicit objectives when a selected course of action is tested for 
fit to a context of specific constraints and limited resources. 

      James A. Graaskamp 

For more background, see Graaskamp on Real Estate 
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Step 1:  Problem Statement 

• Strategic Overview 
• Nature of Decision 
• Goals and Objectives 
• Business Considerations 
• Constraints 
• Scope of Analysis 

– Inclusive vs. exclusive approach 
– Dynamic vs. static approach 
– Stochastic vs. deterministic 
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Investor Profiles: Problem Statement 
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Step 2:  Situational Analysis 

• Strategic Overview 
– Macro-economic Environment 
– Capital Market Environment 
– Spatial Environment 
– Space User Environment 

 
• Preliminary Site Assessment 

– Situational Analysis: Static, Environmental and Linkages 
– Positional Analysis 

• Context in which it fits/operates 
• Draws on Structure, Succession and Situs Theory 

– Opportunity Analysis: What it could be? 
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The Full Dimensionality of Real Estate 

What are the three key dimensions of Real Estate? 

Linkages 

Environment 

Static 

S…. E….. L …. 

S…. E…. L…. 

http://images.google.com/imgres?imgurl=http://www.latech.edu/tech/orgs/isa/Pictures/RUSTON/strip-mall (shopping center).JPG&imgrefurl=http://www.latech.edu/tech/orgs/isa/HTML/ruston.htm&h=412&w=550&sz=74&tbnid=UWE8Zvavf1UJ:&tbnh=97&tbnw=130&hl=en&start=5&prev=/images?q=shopping+center&svnum=10&hl=en&lr=lang_en
http://images.google.com/imgres?imgurl=http://www.aspenview.org/schools/newbrook/_derived/Main Page.htm_txt_School.gif&imgrefurl=http://www.aspenview.org/schools/newbrook/Main Page.htm&h=274&w=358&sz=58&tbnid=ekeaS_7r1J4J:&tbnh=89&tbnw=117&hl=en&start=275&prev=/images?q=schools&start=260&svnum=10&hl=en&lr=lang_en&sa=N
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Real Estate Process 
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Static Attributes 
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Environmental Attributes 

2006 Team B1 
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Linkage Attributes 

• Easy vehicle, bus, bicycle access to University District via Eastlake Ave E. 
• Easy vehicle, bus, bicycle access to Downtown, Capitol Hill, S. Lake Union, Queen Anne. 
• Eastlake Ave: heavy traffic commuting between Downtown and U. District. 30,000 vehicle trips/day. 

University Village 

University of Washington 

UW Med Center/Husky Stadium 

Project Site 

Downtown Seattle 

Project Site 

Capitol Hill 

S. Lake Union 

Queen Anne 
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Step 3: Legal-Political-Ethical Constraints 

• Legal-Political-Ethical Tie 
– Constraints by law: Legal 

• Site constraints 
• Enterprise constraints (users) 

– Constraints by Market 
• Capital Market & Investor Constraints 
• Community constraints 

– Ethical/Political Constraints 
• Sustainability and the irretrievable resource commitment 
• Goodness of Fit 

• Dynamic Nature 
– Many constraints are subject to change/negotiation 
– Final binding constraints involve trade-offs of legal/political/ethical 

For more info on implications, see: Case 1: Building Envelope Calculations.  

http://jrdelisle.com/cases_tutorials/Cases/jCase1_BldgEnvV5 - Copy.pdf
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Seattle Planning Process: Overview 
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Seattle’s Urban Villages 
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To obtain Parcel Characteristics and Zoning 
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Real Estate Process 

Step 1.   

Go to City of Seattle’s website, www.seattle.gov 

Step 2.   

Select Planning & 
Development from 
Departments drop 
down menu 
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Real Estate Process 

Step 3.   

Select Research 

Step 4.   

Select Parcel Data 

Step 5.   

Enter address and Search 
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Real Estate Process 

•Parcel summary (same 
information as Property Report and 
eReal Report) 

•Zoning maps 
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Step 4: Trade Area Delineation 

• Micro: Region/City/Sub-market 
– Spatial trends 

• Community or regional growth, spatial skewing, scale and timing 
• Structure: Sub-market relationship to broader economic base 

– Economic Base  
• Employment: composition, drivers, growth 
• Elasticity: sensitivity of growth to economic conditions 

 

• Market Segments 
– Current Market Segments 
– Projected Growth by Market Segment 

 



© JR DeLisle, Ph.D. 

Trade Area Delineation 

5 Minute drive 

15 Minute drive 

10 Minute drive 

SIT
E 
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Step 5: Competitive Market Analysis 

• Competitive Analysis 
– Supply: Number 
– Value proposition 
– Price points 
– Competitive advantages 

 
 
 

• Market trends and opportunity areas 
– Aggregate data on local population, employment, income, etc. 
– Industry trends relevant to the project (e.g., office, retail, apt, ind, hotel) 
– Significant popular attitudes and trends in location market 
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Commercial Brokers Association 
ww.commercialmls.com 

Search all 
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CBA: Properties for Sale 
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CBA: Properties for Sale Output 
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CBA for Sale: Cap Rates 
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CBA: Commercial on Roosevelt with Flyer 
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CBA: Search for Lease 
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CBA: Properties for Lease 
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Step 5:  Alternative Uses/Users Analysis 

• Identify Preliminary Uses 
– Major property types: retail, office, warehouse 
– Secondary Property sub-types 
– Single-use, mixed-use 

 
 
 

• Profile preliminary users 
– Internal Analysis 

• Entities & packets of functions 
• Drivers of Value 
• Trends & Life cycle stage 

– Real Estate Elements 
• Spatial needs & internal vs. external orientation 
• Approach to real estate solutions 
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Market Segmentation 

• Definition: Homogeneous Groups 
– Similar within clusters 
– Different among clusters 

• The Five-W’s 
– Who: classes of consumers (markets) 
– What: homogeneous subsets 
– Where: spatially or across markets 
– When: it is feasible and economically viable 
– Why: can be targeted  
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Business Analyst On-Line  
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Select Site 
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Rings and Drive Times 

Rings 
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Donuts and Drive Times 
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Target Market 
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Step 7: Identify Alternative Uses 

For more info, see: The Interactive Design-Marketing Model in Determining Highest and Best Use 

http://jrdelisle.com/research/IDMModel_AJJ85.pdf
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Step 8: Select Optimal Use 

• Specify Alternative Use Process/Level of Analysis 
– Determine goals and objectives 
– Select criteria for evaluation  
– Assign weight to each criterion (e.g. 1 to 10)  
– Rate strength of each alternative (1 to 10 scale)  
– Weight  (multiply) strength score by importance score 

• Compare 
– Relative rank order of alternatives based on total scores 
– Total score vs. cost/return to make economic trade-off 

• Understand 
– Attribution Analysis 
– Sensitivity Analysis 
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In the End, It’s All About the Numbers 

2006 Team E2 

For more info on making numbers “easy to crunch,” see: Case 3: Frontdoor/Backdoor Analysis. 

http://jrdelisle.com/cases_tutorials/Cases/jCase3_FDBDv6.pdf
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Most Fitting Use: Standardizing Scores 

Criteria Office Retail Industrial Apartment Hotel AVG
Most Suitable Use 8.4 6.8 5.8 9.8 8.4 7.9
Politically Palatable 6.1 8.2 2.6 6.8 6.3 6.0
Highest & Best Use 5.9 4.0 3.7 7.5 6.3 5.5
Unweighted Ratings 6.8 6.3 4.0 8.0 7.0 6.4

Unweighted Most Fitting Use

Criteria Wgts Office Retail Industrial Apartment Hotel AVG
Most Suitable Use 40% 3.4 2.7 2.3 3.9 3.4 3.1
Politically Palatable 30% 1.8 2.5 0.8 2.0 1.9 1.8
Highest & Best Use 30% 1.8 1.2 1.1 2.3 1.9 1.6
Weighted Ratings 100% 7.0 6.4 4.2 8.2 7.2 6.6

Weighted Most Fitting Use

Criteria Office Retail Industrial Apartment Hotel AVG
Most Suitable Use 48% 43% 55% 48% 47% 48%
Politically Palatable 26% 38% 18% 25% 26% 27%
Highest & Best Use 25% 19% 26% 27% 26% 25%
Weighted Ratings 100% 100% 100% 100% 100% 100%

Attribution of MFU/Weighted

Criteria Office Retail Industrial Apartment Hotel AVG
Most Suitable Use 7% -13% -26% 25% 7% 0%
Politically Palatable 2% 37% -57% 13% 5% 0%
Highest & Best Use 8% -27% -32% 37% 15% 0%
Weighted Ratings 6% -3% -36% 25% 9% 0%

Deviation from Average
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Step 9: Profile Use to Create Value 

2006 Team A2 

2006 Team C1 

2006 Team B1 
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Step 10: Specify Strategy to Control & CaptureValue 

Planning/
Analysis

Acquisition 
/Development Operation Disposition

Creating Value

Controlling Value

Capturing Value
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Summary 

• The 3Cs: Creating, Controlling and Capturing Value 
 

• Critical Thinking 
 

• Applied Market Analysis 
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