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Like matter sucked into the gip of a cosmic black hole, neaer again
to see the light of day, corporate capital tied up in real estate neuer
rcalizes its eamiflg potential anil ultirnate aalue to shareholders.

1-l trrporate America could be losing $153 billion per year and not
I even know it. Such is the impact of real estate ownership on
\-.,t 

" 
potential earning c.rpability of a corporation when, efiec-

tively, a sizable portion of its assets disappear from an active role in
creating capital growth and investment benefit. This requires serious
consideration of the relative effects of real estate ownership on the
financial performance and operations of a corporation.

Given the hyper-competitive nature of business and the investment
returns demanded by shareholders, real estate investments generally
fall short of the productivity, Iiquidity, and investment objectives of
corporations. ln short, corporations can bette'r scrve themselves and
their shareholders by rethinking how real estate serves their needs.
This point is demonstrated in this article through an analysis of key
financial data of a hypothetical company. As additional support,
altemative real estate ownership structures are presented that allow
corporations to use and, in most instances, control real estate without
investing substantial portions of their precious capital in this asset
class.

WHO OWNS CORPORATE REAL ESTATE?
This often-overlooked asset ties up a maror portion of corporate
capital. In fact, according to ForDes, corporations own $1.7 trillion,
or 43.1 percent of all commercial real estate in the United States
(Figure 1). This is a startlingly high figure considering that 33 percent
of such corporate-owned real estate is held for investment purposes,

site; forexample, thebest performing sites appear to
be in neighborhoods with the median age of 50-59
and with a household income of $40,000-$49,999.

Superimposing customer locations over land use
and traffic volume maps can quickly provide in-
sight into traffic volumes and surrounding land
uses that help explain a site's success.

The true power of a GIS is evident in the final
step. A common query based on the conclusions
derived from the analysis of an existing site might
be: "display all census block groups in which the
median age is 50-59, where the median household
income is $40,000-$49,999, bisected by streets with
over 35,000 vehicles per day." If parcel geography
were included, the inquiry could be expanded to:
"include and display all vacant commercially zoned
parcels."

Utilized in this manner a fully integrated CIS
package can dramatically reduce the time needed
for a real estate counselor to identify potential new
sites. Certainly, existing and potential competition
must also be considered, but the likelihood of se-
lecting and recommending an appropriate site is
greatly increased through this type of cloning analv-
sis.

A LOOK AHEAD
GIS as an industry is in its infancy, having reached
desktop PCs in the just the past 10 years. To date,
nearly all GIS software packages are "one size
fits all," requiring the user to have a basic knowl-
edge of geography, database management, Braph-
ics, and cartography; a unique skill set to say the
Ieastl While the first three lessons all real estate
professionals leam early in their career are: "loca-
tion, location, location," few are well versed in any
of the disciplines necessary to create, implement,
and profitably integrate GIS into their everyday
practice.

Not suprisingly, national brokerage firms, retailers,
and national real estate consulting firms have been
in thebest position to benefit from ClSbecause their
size allows them to allocate the financial resources
to hardware, software and, most importantly,
people.

Many smaller firms investigated and/or invested
in a GIS package only to conclude the maps were
pretty but the technology was not cost effective. For
these firms, advances in Web-based systems may
allow them to again consider CIS.

The September 1998 issue of Btrsittess Ceographics
magazine included a survey of 11 prominent GIS
vendors. Each was asked the direction the industry
will head in the next 10 years. Common themes
throughout the responses wcre:

Stand-alone systcms will be replaced by Web-
based tools that will allow the user to interface
standardized GIS software using a browser;
The lnternet will allow GIS software, business,
and spatial data to be updated real-time;
Users will have a much higher understanding of
how a GIS can be used to model spatial data;
Specialized tools such as gravity modeling will
be more readily available and enhanced to be
more similar to wizard-stylc mcnus;
Data will continue to become cheaper and more
accessible;
GIS operations will become more transparent to
the user throup;h integration into "mainstream"
business software.

Although the current GIS packages may seem to be
an expensive and cumbersome tool for producing
pretty maps, the wise real estate counselor will
continue to monitor CIS as many anticipated en-
hancements should allow more real estate counse-
lors to incorporate' this dynamic and useful tool into
their counseling assignments.REr
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according to a 1990 report completed by Arthur
Anderscn/lREM.

In effect, that $1.7 trillion represents capital that
corporations could deploy more productively. Al-
ternative uses could include repaying debt, buying
back corporate stock, or investing in the company's
core business.

ACCEPTABLE RATES OF RETURN
To be competitive, a company must return a market
rate acceptable to its investors. These returns need
to take into consideration the returns delivered by
all companies competing for investor dollars. The
S&P 500 provides an objective and diverse baseline
to evaluate any corporate investment. This index
has generated an average annual return of 24.1

percent over the past five vears and 19.2 percent
over the past '10 years.r Therefore, if a company is
competing for equity investments it must strive for
competitive returns in excess of .19 

percent on in-
vested capital. Historic investment performance
data indicatcs that each dollar invested in real estate
creates a gap between the expected equity return

Figure 1

and the return expected by real estate investors, a
condition investors term'negative arbitrage.'

An analysis of retums required by real estate inves-
tors allows a more precise determination of the
amount of that negative arbitrage. Over the past 10

years, expected real estate spreads have averaged
500 basis points over 1O-year Treasuries Gigure 2).

Therefore, if we were to assume that 10-year Trea-
suries were yielding five percent, the current capi-
talization rate for the average real estate investor
would be 10 percent; thus, the negative arbitrage
would be 900 basis points. When applied to the $1.7
trillion dollars of real estate owned bv corporate
America, this creates a staggering potential loss of
shareholder value.

REAL NUMBERS
Examination of a hypothetical company in two
different scenarios will further illustrate this point:

a. Company buys and owns real estate, or
b. Company leases real estate

Owners of U.S. commercial real estate

Corporations
$1 .7 trillion (43.1%l
Partnerships
$'1 trillion (25.6Vo)
NoGfor-profits
$4'1 1 billion (1O.5"/")
Government
$234 billion (6%)
lnstitutional investors
$128 billion (3.3%)
Financial institutions
$1 14 billion (2.9%)
REITS
$142 billion (3.6%)
Other
$104 billion (2.6%)
lndividuals
$96 billion (2.4%)

Total: $3,929 trillion
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The standard assumptions are as follozos On 000s)
General
Asset cost 55,000
Holding period 10 years
Operating income -0-
Tax rate 40%
Discount rate 10Vo

For the purpose of isolating the effect of ownership
versus leasing, the discussion does not include
such factors as potential company operating in-
come and asset appreciation or depreciation during
the 1O-year holding period.

Scenaio A: Ozoning
lfthe asset were purchased, thecompany would

invest $.1.8 million of its capital and borrow $4.2
million at eight percent interest. The interest ex-
pense and depreciation would be deductible. ln
year one, this would result in an interest expense of
5333,000 and depreciation of $150,000, for a total
deduction of $483,000. Using a tax benefit of 40
percent, the after-tax cost is $290,000. Adding back
depreciation of$150,000 and subtracting a principal
payment of $89,000, the negative cash flow is
$228,000. Erii&it / calculates this cash flow for each
year during the 

.1O-year 
holding period.

The cumulative netative cash flow over the l0-
year period is $2,492,000. At the end of the l0-year
holding period, the asset is sold for $6 million. The
remaining book value is M.5 million, resulting in a
gain of $1.5 million. Applying a tax rate of ,10

percent creates a tax of $600,000. The remaining
mortgage is $2,698,000, resulting in cash on sale of
$3,302,000. Thus, the cash less the tax results in cash

rings. As shown, the demographic data summa-
rized in the "ring" report is influenced by people
who live well beyond the three or five mile ring and
hence outside of the trade area being analyzed. This
is a common problem, especially in growing com-
munities, because the Census Bureau establishes
the size of block groups and census tracts based on
population count, not geographic area.

A CIS not only allows the analyst to visualize
the area from which the demographic statistics are
bc'ing derived, but also to more accurately draw
trade area boundaries based on population density,
transportation networks, and land ownership pat-
terns. fi.qare 3 depicts an altemative trade area that
comprises customers who would be more likely to
frequent this location. The altemative trade area
contains the same total population as the five-mile
ring, but is more representative of a true potential
customer base.

Even if the analyst is comfortable n'ith the no-
tion of a circular trade area, a GIS can greatly
enhance the understanding of the customers who
comprise the trade area. For example, the tabular
report only includes totals and averages or medians
for the entire trade area. A GIS allows the user to
map individual data fields such as household in-
come or median age, thereby providing a clearer
picture of the trade area.

Recent enhancements in CIS technologv in-
clude spatial analysis tools. These tools improve
trade area analysis by incorporating gravity model
techniques that seek to mimic customer behaviorby
using the location and purchasing behavior of cus-
tomers and the location, physical attributes, and
level of competition.

Raster Imagery
The aforementioned GIS real estate applica-

tions consist primarily of vector data including
streets, zip code, and census tract/block groups,
which is to say the data can be displayed using lines
and polygons. An interesting recent addition to CIS
is raster imagery which allows non-linear data such
as aerial photography, topography, and building
footprints to be integrated into a GIS.

Satellite photography has been publicly avail-
able since the early 1970s but only in the past few
years have images been affordable and easily inte-
grated into a geographic information system. Site
selection experts frequently study aerial photo-
graphs to identify available sites. GIS allows these

images to be incorporated with land use (general
plan/zoning), traffic count, and demographic lay-
ers to greatly enhance site selection.

Collectively this imagery can save real estate
developers enormous amounts of time when evalu-
ating and planninB sites. Raster imagery is greatly
enhanced by adding street and parcel level geogra-
phy when these layers can be acquired from mu-
nicipalities.

Portfolio Management
Another exciting application of GIS technology

is as a database management tool, providing .-r

window to better manage a real estate portfolio. For
example, most CIS software programs enable the
user to not only geo-code property addresses and
display locations along with streets and Iandmarks,
but to also link other property specific attributes
such as digital photographs, videos, floor plans,
inspection reports, lease abstracts, and other data.
CIS packages now easily accept data from non-
GIS software packages such as Dbase, Excel, Lotus
l-2-3, Oracle, FoxPro, Paradox, etc.

Advances in e-mail and file transfer speed al-
low remote location data to be transferred and
integrated into a GIS package. Utilizing this type of
integrated system allows managers to conduct vir-
tual tours of their properties through a CIS win-
dow.

Likewise, GIS images can be exported into
Powerpoint and similar presentation software.

Site Cloning
An ideal real estate GIS application presents

itself when a retailer or restaurant operator with
one or more successful locations desires to expand
into a new market. The starting point in any expan-
sion consideration should be an analysis of what
makes the current site(s) successful. Demographic
factors to consider include population, age, and
income. Non-demographic considerations include
land use and traffic volume.

CIS is the perfect tool for identifying current
customer distribution- Addresses can be geo-coded
and mapped to visually identify primary and sec-
ondary trade areas. These data points can then be
superimposed onto a series of demographic theme
maps such as population density, median age, and
household or per capita income. Reviewing a hand-
ful of these gpes of demographic maps will often
reveal a pattern that helps explain the success of a

Ownership of Asset
Depreciation

Basis
Depreciable life
Annual depreciation

Loan (707o loan to value)
Interest rate
Term
Annual debt service
Capital invested in asset

Lease of Asset
Asset basis

Lease constant
Capital invested in asset

Capital invested in
core business

Retum on capital invested
in core business - (Assume
S&P 500 10-year average)

Figure 2

96,000
40 years
$150
s4,200
8Vo

20 years
$422
$1,800

$6,000

9.25 Ea

-0-
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Figure 2

Carelrao

Block Groups !nfl uencing

5 Mile Ring Analysis

tI

1ty

I
*

Legend

Block Group Boundary

Area ol lnlluonc€

A

I
!t

Oixi

n

I

\

4

-
.J

\
-

0

Miles

2 lr.1
Lapa I F.G,L

EXHIBIT I

OWN AND SELL AT END OF HOLOING PERIOD

EXHIBIT II

LEASE

{2o8) (2r5) Q1a) Q22) i.226) (230) (23s) l21O) (216) 22fi

0

9
0

0

I
0

0

I
0

0
q

o

0

I
0

0
q

0

0
q

0

0
q

o

0
q

0 2,502

0

170

{2r4) Qr4 (2r0) 12721

0

122)
204

AFT€R IAX CASH FLO I21O

6.000

7

0
(266)
(49)
(466)
!67

I
0

\2gl
(49)
(.4"4)
141

0

12251
(49)
(.25)
r70

a
0

(3O9)
(49)
(5O9)

ry
{ao5)

0
(289)
(49)
(489)
196

e
0

QTAl
{ry|
(rr78)
191

o

l1?2)
191

(2301

o

1.22)
213

(20!)

0

la22)
m7

(2r5) (2$)

0

1.22)
19€

Q2rl
I152)

0

la22l
iE7

(2!51

o

1422)
iE1

(240)

0

1122)
176

12151

2

0
(3r7)
(49)
(5r7)
NI

!
0

(333)
(49)
(533)
213

1
0

(299)
(49)
(499)
200

l!00)

0
i'422t
200

|.2221

t r op€r.llng rncono (t2,186, {320) {310)

s
0

(240)
(49)
(4r0)
176

l2g,1l

2,OOt)

(800)

6,000
(?,99!)

3,3o2
(49)

2,fi2
0
0
0

t r oFr.tlng c.sh no* (t2rt2)
NPV cl,4S7)

availad€ fo. l6inv33tn€nl t2,502

lnco.n€ tDrn rBint$tnoml
lncooa br o. .€invest€d inco.i6

lx ln o.rr no.n reinvG! 32502
NPV $1,127

AL NET PRESENI VATUE (370)

{117) (r17) (r17) (1!7) (ir7) (i17) (r17) (1i7) (ri7) 1,683

10

0
(!!!)
(5s5)

(33s1

360
(111)

216

360
(.!11)

2ta

360
(111)

214

1,AOO

360
(M)

2.011

360
(M)
2tt

360
(M)
214

3 6

{35.330) (3!31

0

llE)
(555)
222

{!33}

0
(!!!)
(555)
222

l3!r)

o
(9!!)

1sss)
222

(331)

0
(q!!)

{5s5)
24
la!!)

0
(!9!)
(s55)
24
(!l!)

o
(9!!)
(555)
24

{34!)(l!!) (133)

o

{555)
222

{r!31

t r opor.tlng incm

R€malnino balanco on horigage

t
0

(9!!)
(555)

o

{!!!)
(555)
222

I
0

(!!!)
(555)

0
(55s)
222

0
(s55)
222

(!l!)

0
(555)

rr",

0
(5.55)

rr"rr

0
(55s1

222

(!3!)

0
(5s5)
222

(!!r)

0
(s55)
222

(333)

0
(5s5)
222

(!3!)

6,000
(1!99)

1,400

s
1,600

( 1.800)

360
(111)

2ta

360
tyll
2rt

360
(ltl)
2t6

360
(]11)

214

0
(555)
24
(!t!)

6,000
(q!99)

0
0

AL AfTER TAX CASH FLO 1630
AL NEl PRESENTVAIUE 36

tar oporaUng calh llo ,

Lr op.r.ong cl.h now 6!,alo)
NPV (32,205)

a\,?ihbL to. l€inE3trEol tl,8oo

hcorno lroh roinvsstnomt
lncmt€ br on reinv€slad incom6

t r lncor . trom..lftr.r 33.160
NPV 32.241

16 Rrrr Esr.crr lssuEs, Winter 199811999 Slnnholder Valua's Black Holt' . . . Corporat( Resl Eslot( 33

E

\

1

.J*

>''-1-
s.lt Eiv.r Indl.i Coran llty

t-J

::tlffi\

.L:-

!
I

t

)_L)

l-j- ]-i-ffiH

I

riT AH++l4l

'rl -]--+

I

I

I

I

I

I

I

I

I

I

l



available for reinvestment of $3,202,000. Subtract-
ing the cumulative negative cash flow from the
positive proceeds of sale results in total after-tax
cash flow of $210,000. The net present value, using
an 8 percent discount rate, is a negative M13,000.

Scenaio B: Leasing
If, instead of purchasing the asset, the company

were to lease the asset, there would be no capital
investment. The lease payment would be 9.25 per-
cent of $6 million, or $555,000 per year, all of which
is deductible. Using a tax benefit of 40 percent, the
after-tax cost is $333,000. The negative cash flow is
also $333,000 per year. Exhibit II calculates this cash
flow for each year at the end of the 1O-year holding
period. The cumulative negative cash flow over the
.10-year 

holding period is $3,330,000.

The $1.8 million not invested in the asset is
reinvested in the core business of the company at a
20 percent pre-tax return, resulting in $360,000 per
year of additional operatin2; income. The tax at 40
percent is $1,14,000, resulting in an after-tax return
of $216,000 per year. Thus, the annual negative cash
flow is reduced to $117,000. In year 10, in order to
make the analysis consistent with the sale of the
asset in Exhibit I, the $1.8 million is returned. The
after-tax cash flow is $630,000. The net present
value, using an eight percent discount rate, is a
positive $36,000.

NET RESULT
Leasing results in an after-tax benefrt thret times
greiter than the purchase of the asset. On a net
present value basis, this difference is $449,000 - a

negative $413,000 on the ownership basis versus a

positive $36,000 on the lease basis. This is accom-
plished by the ability to reinvest the $1.8 million
equity in the core business instead of in the asset. In
order for the purchase option to accomplish the
same result, the asset would have to be sold in year
10 for $15,068,000 instead of $6 million.

Another way to gauge the result is to compare the
benefit with the asset. ln this example, the asset cost $6
million and the incremental after tax cash flow benefit
of the lease is $420,000 ($630,000 less $210,000). On
both a marginal and annual basis, this is a seven
percent after-tax return on this single asset.

By all accounts, the lease far outperforms the pur-
chase in this situation.

ADDRESSING THE ARGUMENTS
Typically, there are three major arguments made

against the sale of real estate: 1). tax on the sale; 2).

loss of control over assets; and 3). loss of residual
value.

The fa-t on the sab of real estate can be a hurdle.
However, a company should always make a deci-
sion based on the best economics and not let the tax
tail "wag-the-dog," so to speak. In fact, this argu-
ment is nullified in that if the property is appreciat-
ing in value, there should be enough cash proceeds
to pay the tax liability. If the asset is not appreciating
in value, then the property should be sold to avoid
further decline in value.

The loss ofcorrtrol orer asscas is not a sound argument
to keep real estate. Leases can be written that protect
the tenant on all major aspects of the use of the
property. In addition, options to renew the lease
after its original Iease term and options to purchase
at fair market value at the end of the lease Bive the
tenant long-term protection.

Finally, with regard,to loss olresidual aclue, we must
remember that most companies are not in the real
estate business. The investor in the average com-
pany is looking for retums (we have assumed a 20
percent return) based upon thecompany's ability to
succeed in its corebusiness; therefore, management
should employ its capital to achieve that result. As
previously stated, there are certain businesses in
which real estate is critical to its core business and
should be retained. However, these examples are
few and far between. Considering that the present
value of one dollar received in 10 years discounted
at 20 percent is only 16 cents, this further demon-
strates how critical it is to employ capital h a way
that achieves earnings immediately - not in the
future when real estate is finally sold. Real estate is
a very ryclical business and the past several years
indicate the difficulty of timing real estate owner-
ship with real estate occupanry requirements. As
shown in the example, the asset would have to be
sold at 250 percent of its cost in order to achieve the
same after-tax result.

TRADITIONAL IIWESTORS ARE BACK
If corporations should not own this real estate, who
should? . . . The answer is, those who have made
real estate investment their core competenry. Oper-
ating with different investment criteria - 10 percent,
not 20 percent - they are better suited to achieve
acceptable investor results. Real estate has long
been considered as a hedge against inflation. In
addihon, most portfolio managers are attempting
to diversify their investments, expressing concem

Figure 1
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(www.mapinfo.com); and On Target Mapping
( utz tntt. o t mappi tt g. c o m ).

The explosion of the Internet has also expanded GIS
use by companies of all sizes. For example, demo-
graphic and real estate data are readily available at
the U.S. Census web site (zfitz,.censrrs.gou) and nu-
merous private-sector providers, including CACI
Marketing Systems (zrzrzr,.caci.conr); Claritas, Inc.,
(untntt.claritas.com ); and National Decision Systems
(u'tutt,.natdecsVs.cor,). University research depart-
ments are also a good starting point, including:
lndiana University Center for Real Estate Studies
(uttott,.ind ia nn.ed u I - c res l ) ; Penn State University
(tLttno .utorldcamltus .psu .edu) ; and the Real Estate Cen-
ter at Texas A&M U nw ersity ( ht t p : l r tc t n l t.t antu.ed ).

Municipalities were among the first users of CIS,
recognizing its tremendous potential for integrat-
ing and mapping parcel boundaries, streets, water/
sewer lines, easements, land use, and ownership. ln
recent years many states, counties, and cities have
made their GIS layers available to the general pub-
lic. Key factors for real estate professionals are
compatibility and price. Unfortunately many mu-
nicipalities developed proprietary systems that do
not easily interface with "off-the-shelf" GIS soft-
ware packaSes. A second limitation is often cost.
While some government officials follow a practice
of making GIS available free or at a nominal cost,
most have attempted to recoup the significant front
end costs of establishing a GIS by charging users,
who often are real estate professionals.

Clearly thebrokeragecommunity has been theleader
in embracing and incorporating GIS. Other users
include appraisers, corporate real estate execu-
tives, site selection experts, and consultants who
perform market and feasibility studies.

GIS APPLICATIONS

Trade Area Definition
A second powerful application for CIS is trade

(service) area definition and depiction. Simply
stated: map data is easier to visualize than spread-
sheet data. For decades the most common tech-
nique for defining a trade area was to assume the
trade area consisted of the area within one, three, or
five miles of a site. Demographic "ring" reports
similar to Table 1, summarizing demographic data
(ie., existing and projected population, median age,
household size, and household/per capita income)
have been included in nearly every appraisal, list-
ing package, and market study for years.

Table 1

DESCRIPTION 1.0 MILE
RADIUS

3.0 MILE
RADIUS

5.0 MILE
RADIUS

POPULATION
2000 I'opulation 9,757

8,802

62,273

56,248

121,965

111,1231995 Estim.rtc

HOUSEHOLDS
2000 I'tojcction 1,425

3,732

28,024

23,728

52,694

45,6081995 Estimate

OCCUPIED
UNITS
Owner Occupied
Renter Occupied
1990 Persons Per
Household

2,976
68.767"
31.247"

19,205
72.55s,
27.45%

38,172
75.75%
24.257,

2.39 2.,15 2.52

1995 Est.
Average
HH lncome 973,310 982,107 579,1i]

1995 EsL Median
HH Income $56,221 $63,273 $63,463

1995 Est. Per
Capita lncome $31,797 93{,1r68 $32,527

Ignoring for a moment the pitfalls of assuming
that all customers conduct business within rings
around their residence or job, creating a map that
overlays the rings over the census block groups
from which the demographic summary statistics
are derived reveals a significant limitation to this
method of trade area definition.

The map in Figurc 2 depicts the one, three, and
five mile rings superimposed over the actual census
block group boundaries that are crossed by the

over the volatility of the stock market and the low
returns of the bond market. They see real estate as

an effective balance of the two; it produces annual
cash flow like a bond but also has growth potential
Iike a stock. Since it is less risky than most stocks it
can offer a smaller return.

More importantly, a whole new class of real estate
investments is now available to investors and port-
folio managers. Vehicles such as real estate invest-
ment trusts (REITs) and commercial mortgage
backed securities (CMBSs) have attracted large
amounts of capital to the real estate sector. In fact, it
has been estimated that these two classes of invest-
ment have poured in excess of $250 billion into real
estate investments in the past five years (Figurcs 3

nrrd 4). Although interrupted in .1998, this invest-
ment flow is not likely to disappear and pension
funds, insurance companies, and private investors
are very active today.

Size is critical to both investment vehicles; singlc,
transactions in excess of $l billion are becoming
more and more common. Since REITs are required
to distribute 95 percent of their funds from opera-

Figure 3

tions (FFO), they can grow only by raising debt and
equity funds and using the cash for acquisitions.
These acquisitions can be in the form of purchasing
other REITs or acquiring additional properties. In
either instance, they will continue to be active buy-
ers of real estate.

A question is often asked as to why CMBSs u'ill
benefit corporations that own real estate. The quick
and easy.rnswer is that they create liquidity and
that is what corporations neecl. More importantly,
they bring a whole new discipline to the real
estate financial world. They spread the risk by
creating multiple layers of investment in real es-
tate debt with different risk characteristics. This
creates a greater variety of investors who will
invest in real estate and compete for the product.
This, in turn, reduces the spread between the debt
and similar investments with the same risk profile,
thus reducing the overall cost of money to real
estate b()rrowers.

TAKING ADVANTAGE OF CURRENT
OPPORTUNITIES
AII of this investor attention presents an excellent
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Pin Maps
Figure 1 is a typical pin map depicting the loca-

tion of shopping centers available for sale. Property
addresses are geocoded (a process whereby street
addresses are assigned their corresponding lati-
tude and longitude coordinates), thus enabling the
GIS to display properties along with maior streets
and relevant landmarks. Variations of this popu-
lar mapping application include color-coding the
data points based on price, size, age, price per
square foot, etc., and depicting demographic (in-
come, median age) or real estate data (occupancy
rate, rental rate, traffic counts) as a background.

Appraisers, property managers, and lenders can
similarll, benefit from the visual depiction of these
types of tabular data.

REITs By Size
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Figure 4

opportunity for corporations. For the first time, real
estate can be used to enhance value instead of
reduce value.

Securitization of real estate allows corporations to
sell their real estate to an established buyer that is
becoming very sophisticated in valuation, riskanaly-
sis, and delivery of pools of real estate investments
to investors. Corporations can take advantage of the
franchise value of REITs; because of this ongoing
concern value, REITs have lower yield require-
ments on individual real estate investments. This,
in turn, has increased prices for premium proper-
ties. Add to this formula the creditworthiness of
investment-grade corporations as tenants and a
profitable investment situation is created. Suddenly,
the sum is worth more than the parts.

Corporations need to take advantage of the current
atmosphere that exists on Wall Street. As long as

investors continue to believe that diversified port-
folios of real estate in the hands of REIT managers
reduces risk and creates a sound investment, cash
will continue to flow into the real estate sector. This
cash will continue to require a return significantly
lower than that required by shareholders in the core

REar Esrarn AppucArroNs
FoR GIS: a RnvIEw OF

ExrsrrNc CoNDrrroNs &
FurunE OppoRTUNrrrES
bv Gtrald N. Zaddack, CRE

business of the company. Corporations must take
advantage of the spread created by this new asset
class.

Some companies argue that because they have so
much cash, additional liquidity appears to be of no
value to them. A word of caution to those compa-
nies: you were the takeover targets of the 1980s.

Then, excess cash was the greatest indicator of a

company that should be liquidated. Could real
estate become that indicator in the future?

No longer can corporations treat real estate merely
as a factor of production or ignore its financial
implications. To avoid that 'black hole,' it is essen-
tial that real estate today be treated as a managed
asset that must compete for scarce capital and de-
liver a competitive return, ultimately enhancing
shareholder value.*u,

NOTES
The author would like to ackrutwledge the contributions of
Ted Notz, financial analyst at Mesirow Stein Real Estate,
prottided key research and analysis for this article.

l. Represents historica I stock niarket retums which ma y or rnay
not be repeated in the future.

ABOUT THE AUTHOR

Gerald "|erry" N. Zaddack,
CRE, of lohnson & Zaddack, Ittc.,
lns xtensiae cxperierrcc in com-
puler-ossisted rrul tslale tpplica-
tions including: feasibility, market
analysis, and oaluntion. Mr.
Zaddack is the'1999 cluirman of thc
Technology Commiltee for The
Counselors ol Real Estate. (E-nnil:

izaddack@aol.com)

1-! eographlc lnformahon Systems (GIS) exploded into the busi-

f -n"tr 
world in the early 1990s when advances in personal

\-,1 computer systems enabled the powerful mapping technology
to be ported from mainframe computers to desktop PCs. A technology
that had heretofore been economically feasible to only municipalities
and utility companies was suddenly available to the individual
businessperson. Amid promises of greater productivity and enhanced
decision making, many real estate professionals embraced CIS, often
spending tens of thousands of dollars purchasing the fastest PCs and
GIS software packages. Unfortunately, the capital expenditures on
hardware and software were only the tip of the iceberg. Many users
became frustrated with the steep learning curve necessary to implement
a fully integrated GIS and abandoned the technology when they could
no longer justify the cost of these "pretty maps."

This manuscript will examine the state of GIS in real estate analysis,
describe several applications for this technology that can be utilized by
nearly all types of real estate professionals, and look ahead toward likely
applications in the coming millennium.

CURRENT STATE
As recently as 1990, there were only a handful of desktop GIS systems
available. Costs typically exceeded $500 for the software plus several
thousand dollars for boundary, street, and demographic data files.
Today dozens of desktop systems are available, most priced less than
$500, including census tract boundary and maior street files as well as

basic demographic data such as population, income, age, and house-
hold size. Major players in the GIS software industry include:
Autodesk, lnc., (urary'.autodesk.rorr); Desktop Mapping Technologies,
lnc., (u,uru,.destkto1tnnpltittg3om); ESRI, lnc., (tLtiL,iL,.esri.cont); Maplnfo
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