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Enriching Our Community
The SIOR Foundation’s mission is to promote and support initiatives that expand, educate, and
enrich the commercial real estate community. Established in 1962 to publish the industry’s first
graduate-level textbook on industrial real estate, the SIOR Foundation has maintained its
dedication to expanding understanding of the commercial real estate industry.

SIOR Firm Operations
Survey:

Rising Costs Cut
into Margins

By Steve Lewis

Note: This article is based on interviews with SIOR members and
an online survey of members across the United States and Canada
taken in July. Although 147 members participated in the online
survey and answered questions represented by percentages, no more
than 50 members answered questions regarding average dollar value
for the various costs of doing business. All expense averages were
derived from these respondents minus outliers to produce the aver-

Steve Lewis is the president of

ages shown.
Wordman, Inc., a marketing/public
relations firm in Atlanta, Georgia. .
f , 8 In SIOR’s July survey more than full-or part-time sales manager
He served as editor of the National . . . . . .
, 50 percent of participating mem-  with a combination of either
Real Estate Investor for eight years. . ..
: bers were from markets exceeding  salary, commission, bonuses, or all
He was also the real estate editor of qye .
, o one million inhabitants; 76 per- three.
Business Atlanta and the editorial .
, cent listed them-
director of the Real Estate Group of .
selves as independ- Participation by SIOR Region

publications at Communications
ent contractors

with their firm; 39
percent indicated
that their firm

(=L R T T
BErerihme - 11%
DG et Lakak - 9%
B -l - M

Channels Inc., which includes
Southeast Real Estate News,
Southwest Real Estate News, and

Shopping Center World. His firm WAL i - S
employed a sales B CaliberniaHawes - 14%

represents developers and contrac-

: manager; and 60 B Southmest - 17%
tors in the Atlanta area, and he con- . B touth- 14%
4 ) _ percent of firms

tinues to write freelance articles . DS osuth - 0%

compensated their U

about the real estate industry.

professional report Fall 2007



Dunn Leffler Osborn I1 Tindle Zacher
Keeping Up with Costs Insurance: $16,777
Respondents agree that one of the greatest chal- Telephone/Internet: $13,319
lenges they currently face is keeping up with rising ~ Supplies/Equipment: $12,096
costs. While the “easy” answer would be to boost ~ Auto: $11,545
revenues, a tough competitive market prevents Computers: $10,674
that. Instead, managers take greater care where Dues/Licenses/MLS: $ 6,962
and when they spend money, coming up with cre-  Postage: $ 5,700
ative solutions to increase operating efficiency. Legal/Accounting: $ 4,342

“I’d say that operating costs across the board
keep going up and you can’t necessarily pass those
costs on or translate them into higher revenue;
there’s sort of a disconnect between costs and rev-
enue,” asserts Steven K. Zacher, SIOR, The Zacher
Company, Ft. Wayne, Indiana. “There are more
and more companies to compete against, so it’s
harder to simply increase revenues to offset costs.”

“Controlling variable costs is surely a challenge,’
adds J. Claude Tindle, CRE, SIOR, industrial spe-
cialist with Longleaf Realty Partners in Birmingham,
Alabama. “If you look at marketing, soft costs,
copiers, and printing, you can spend as much—or
as little—as you want to, but if you are not careful
they can really eat into your gross margins.”

“You just have to close more deals and save on
other things; be careful how you spend,” says
David R. Dunn, CCIM, SIOR, of Dunn
Commercial in Arlington, Texas.

“In our case, rents are going up—mostly
because we are in brand new space,” says Duke
Leffler, CCIM, SIOR, of PMZ Commercial in
Modesto, California. “Our biggest costs are tech-
nology, rent, employment, and signage,” says
Lester E. Osborn II, CCIM, SIOR, of Piedmont
Properties of the Carolinas in Charlotte, North
Carolina.

Survey responses clearly illustrate why operat-
ing expenses present such a challenge. The average
of all responses provided (disregarding outliers) for
the most common operating expenses (annually) are:
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Mix in additional occupancy expenses such as
rent ($72,056) and utilities ($7,112); and the ongo-
ing challenge of running a commercial real estate
office becomes crystal clear.

A review of expenses by region shows some
surprises. While the Northeast Region was usually
at the top of the list, second place often fell to the
Mountain Region or the Mid-South, who reported
average costs above those in California. Part of
that is attributable to the fact that a higher per-
centage of the respondents in the Mid-South and
Mountain Regions lived in cities with a population
of one million or more than respondents from
California, many of whom lived in smaller mar-
kets. Regional preferences also played a role; for
example, California respondents spent relatively
little on newspaper advertising because, as one
respondent noted, they “don’t believe” in advertis-
ing commercial real estate in the newspaper.

Advertising Expenditures
According to the survey, firms continued to spend
significant dollars in this area; in fact, the average
firm allocates about $80,000 a year for its adver-
tising activities. The graph on page 16 charts the
average expense of various advertising venues.
Survey respondents indicated that real estate
companies, not clients, bear the vast majority of
these costs. “Here in Charlotte, the company still
pays,” says Osborn.
There’s a good reason, he notes, why signage is
the second largest cost under the advertising
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umbrella. “It’s probably the best form of advertis-
ing there is,” he asserts. In order to rein in costs,
he adds, “We try to be aware of what we are
doing, and re-use signs.” A number of firms, he
says, pass the cost of signage back to the client.
“We’ve not done any of that—but we’re thinking
about it,” he shares.

In this hi-tech age, the decidedly low-tech sig-
nage approach remains popular with a number of
firms. “We have our own signage division,” says
Leffler, “But the cost to make and install a sign—
typically painted, with vinyl lettering and three or
four colors, on two posts—is more than $300, and
that’s a big number.”

Since signage is used as a marketing tool, he
explains, “If the property does not sell, that money
comes right out of the bottom line.”

Nevertheless, he continues, it remains a favored
form of marketing. “We are not big on newspaper
advertising in California,” he says. “Here, brokers
do not spend a dime in the newspaper for commer-
cial real estate advertising.”

“We are not a big proponent of advertising,”
says Tindle. “We have paid for it, but usually I
prefer institutional advertising rather than market-
ing a specific property.”

Support Personnel

Costs are on the rise for support personnel neces-
sary to run an efficient commercial real estate
office. The average compensation from all SIOR
Regions for various non-broker/salesperson bro-
kerage firm employees was reported as indicated
below:

Managers $102,650
IT Personnel $58,272
Accounting $48,400
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Public Relations Personnel $44,000

Researchers $39,150
Administrative Assistants $37,113
Clerical $33,447
Receptionist $29,362

Technology Costs Rising

SIORs noted that technology and related personnel
costs continue to rise. “To be competitive you have
to provide more resources to brokers—especially in
the area of technology,” says Osborn. “We went to
a system with a mainframe that we can access with
our laptops.”

He says that this move was a “rather large one,
and [we only do this] once every three or four
years.” He adds that computer technical support is
one of his biggest challenges.

Technology “probably is driving more costs,”
adds Dunn. “You need more and more of it to
keep up to date; people want a fresh, new look all
the time. It’s like wanting a new car.”

Those costs can have an upside, notes Leffler.
Because he considers his company to be very tech
savvy, “We do not have many operating challenges.
Everyone in the office has a computer, and compa-
ny-wide we have four tech support experts doing
nothing but supporting our agents. One person
mans the phones and manages the files.”

But Tindle says he really hasn’t felt the pinch.
“You can spend as much or as little as you want
on computers, software, and copiers,” he says.
“We only add new systems as our volume goes up.”

Controlling Costs
Survey respondents shared a number of approaches
they take to keep costs in line.

“We have to be leaner in general across the
board, so maybe it means a single broker assistant
will take care of more brokers,” says Zacher. “We
try to have less support staff, more efficient and
productive support staff, plus more productive
processes—eliminating duplication. We have to
look carefully at all activities, whether it is creating
brochures, placing properties on the Internet,
advertising, or sending out letters, in addition to
how we handle the generation of documents, con-
tracts, and so on.”

Zacher stresses the importance of eliminating
duplication. “Take data entry,” he offers. “When
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we get a listing, we put it in
the company database, from
where it then goes to multiple
places—on spec sheets, in
brochures, etc. We’re trying to
find ways to enter it one time
and feed it to multiple places—
although we’re not quite there
yet.”

Dunn agrees. “You have to
operate more efficiently,” he
says. “If your rent is a big num-
ber, you can move to lower-cost
office space—which I’'m working
on doing—and be really careful
about overtime.” Another strat-
egy is to bring college interns
into the office to help. “They get credit for the
work, and they get paid, too,” he says.

“I try to do take a ‘pay as you go’ approach,”
says Tindle. “We are a small shop, so we try to
look at the cost of leasing versus buying—or fixed
costs versus variable costs. In my old firm every-
thing was worn out by the time we finished the
lease for computers, etc. My experience is that the
cost factor makes buying much cheaper.”

His company owns a couple of buildings and
occupies space in one of them, which creates an
interesting conundrum. “As a landlord we want to
do the best job we can, but we don’t have control
over electrical, water, and so on,” he notes. “From
a tenant perspective, we are concerned about the
fact that those operating costs have gone up pretty
rapidly over the past 12-18 months.”

Creative Compensation Structures
When it comes to compensation, there are numbers
. .. and then, there are numbers. While the survey
results clearly delineate average costs and regional
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differences, when respondents
get into the details about com-
mission splits and employee
incentives, an even more com-
plete picture emerges.

The average desk cost per
broker/salesperson was $52,005
with California and Canada
neck and neck with averages of
$63,232 and $63,236 respectively,
and the South coming in at the
lowest average—$39,500.

The survey respondents
employ a variety of methods
when it comes to compensation
and how the company and its
associates split revenues. “I’ve
made the two top producers stockholders, and the
two who are not stockholders are on a commission
scale so things are in their favor; what they make
goes to desk costs,” says Osborn. “This grew out
of my desire to share the burden of running the
company.”

Any common office item is considered a desk
cost, he continues. “Brokers are on a sliding scale
to where I figure they need to make $150,000 a
year minimum in gross revenue to cover their desk
costs. After that, the commission is skewed pretty
much in their favor—90/10 or 80/20.” The three
owners leave enough in to cover expenses, he adds.
“If common expenses are $45,000 a person, and I
spend only $10,000, I write a bonus check beyond
that.”

Dunn says currently his brokers need to bring
in $120,000 a year to cover desk costs.

“We don’t charge a desk fee,” says Leffler.
“We pay out commission-wise as high as 85 per-
cent, where in some of the larger international
organizations 60/40 is the best you can do.”

These splits, he concedes, “Have created the
most pressure on revenues. If costs go up, we keep
everyone out hustling and get the volume up, and
we’ve been successful at doing that.”

SIORs are making adjustments in support staff
compensation as well. “It’s definitely gone up,”
says Dunn. “We used to be able to pay from
$23,000 to $27,000; now it’s a minimum of
$35,000-$40,000. And if you want someone more
high powered you need to pay $50,000, $60,000,
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or $70,000.” Such a “high-powered” individual,
he notes, “Answers phones, keeps all the Web sites

up to date, puts proposals and leases together, runs

the office, buys supplies, and keeps up with the
office equipment.

Zacher agrees with Dunn that talent is expen-
sive. “It costs more to get a better person,” he
says. “But for us it’s important to have support
staff that can be very flexible and adaptable to a
lot of different functions. They can’t just be a
really good word processor; they have to do desk-
top publishing, brochures, and be a customer serv-
ice type person who can field calls and handle
client issues.”

“In our market [Modesto, California] we are
pretty fortunate when it comes to salaries for our
support staff, because there is an abundant work
force—we can find good people for reasonable
wages,” says Leffler.

Tindle, who runs what he calls “a small shop,”
has one support staff person. “My philosophy is
that they need to have incentives just like brokers
do,” he says. While he has not yet put a formal
policy in place, “My idea is that we establish a
baseline where sales need to be and anything over
that I give support staff a point, or maybe we’ll
base it on the number of deals per month and pay
$50 or $100 a month for an amount over and
above what was expected.”

Following up the question on what types of
insurance coverage the firms provided, was a ques-
tion on how many firms pay only a portion of
insurance programs with the following results.

Firm Pays Only a Portion of Insurance
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When it comes to brokers/salespersons who are
independent contractors (who made up 76 percent
of respondents) coverage paid by the firm decreas-
es sharply. Those respondents who were independ-
ent contractors said their firms paid for the follow-
ing insurance (rather than treating it as a draw):
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Sharing the Insurance Burden

Real estate companies provide various types of
insurance coverage for their employed salesper-
sons, non-sale employees, and key management
personnel. The chart above indicates the percent-
age of companies that pay for the various insur-
ance types according to survey respondents.
Included in the “Other” option was vision and
general health insurance.

professional report

“Health care is a case of pay me now or pay
me later,” says Osborn. “It’s part of the cost of
doing business and it affects us all. Brokers are
independent contractors, so they are responsible
for their own healthcare.”

Group policies for small companies like his
make no sense, he continues. “There is a need for
a broker organization such as NAR to come up
with an insurance program that really works,” he
says.

Zacher says health insurance for support staff
is among the most pressing challenges he faces in
firm operations. Commenting on Errors &
Omissions insurance, Leffler says, “For each trans-
action, four percent goes into the E & O account.”
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Travel and Organization Dues
In terms of dues and travel for brokers, company
practices vary considerably.

“We are members of CORFAC,” says Osborn.
“We try to get one of the principals to go [to meet-
ings] first; if not, we open it up to someone else
and we pay for them.” His company always pays
half the cost of education, like pursuing industry
designations, which is encouraged, he says.

“In our case we’ve been pretty consistent,”
says Zacher. “We have an education and conference
allowance that is pretty standard, and the brokers
can use it as they see fit.”

“Our company typically pays for everything
other than MLS dues (PMZ has a large residential
division), which commercial guys are required to
pay, too,” says Leffler. “Agents pay for NAR dues.”

Those costs are definitely going up, he contin-
ues. “There are a lot of products out there, for
example, a commercial MLS,” he notes. “If the
agents want to use it, they pay for it. But with
something like CoStar Group properties—which
provides international photos of properties and
costs $2,700 a month—our office picks up the
expense.”

Survey respondents indicated that only 39 per-
cent of firms pay for out-of-town travel for their
salespersons and independent contractors.
However, firms are much more accommodating
when it comes to covering expenses geared to
increasing professional knowledge and abilities.

Business-Relaled Expenses Paid by Firm
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While brokers typically pay their own travel
and entertainment expenses, “If someone came to
me and said they had a Home Depot account and
needed to travel around the country, we’d consider
[paying for] it,” says Leffler. In many cases, he
says, the firm will absorb half the tuition for cer-
tain industry education programs.
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“Basically brokers pay for all their own travel
unless it is pre-approved by the firm,” says Dunn.
He does add a creative twist, however. “If a broker
has to go Los Angeles because he’s working on a
transaction, he fronts the money, but if it closes Ill
split the costs off the top.”

“We don’t have any hard and fast rules,” says
Tindle. “For me as a principal, the company pays
my [national] dues and I cover the conventions and
local dues.” While the company will pay for indus-
try association dues, there is a catch; the brokers
have got to attend those meetings. “We paid $700
in dues for a guy and he missed a couple of meet-
ings,” Tindle recalls. “We met with him said we
would not pay his dues if he did not participate.”

Not Everything Has a Price Tag

In addition to paying close attention to bottom-line
issues, survey respondents say that individuals
managing real estate firms must also be sure they
have the “right stuff” to handle not only a com-
plex and challenging business but a team of
talented and ambitious individuals. Several of
them candidly pointed out that success as a broker
does not automatically mean success as a manager.

“Going from being a broker to being a manager
is a big challenge,” says Osborn.

“Lots of people who are good brokers are not
good managers—and you have to be able to go
back and forth between the two,” asserts Zacher.
“When you are the manager you have to be a
motivator, be fair, and be empathetic—and, you
have to watch the expenses. When you’re a broker,
you just have to think about closing a deal.”

The most important skills needed to manage a
real estate operation today are, “patience, tenacity,
perseverance, and being a good leader as well as a
producing leader,” says Dunn.

Another key challenge for companies is finding
and keeping quality personnel. “Our biggest chal-
lenge is hiring brokers and training and keeping
them with the company,” says Dunn. “We’ve
joined Sperry Van Ness, which hopefully will help
with retention of brokers and associates.”

“Getting good talent, and getting good support
staff is a big challenge,” adds Tindle.

Finally, says Osborn, “You not only have to
find good people, but you have to create the right
mix—the right chemistry.”
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