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The revolution in the accumulation, interpretation and trangmisson of information has
dramatically changed the nature of the red estate business. It has changed from a busness where
people sills were paramount and information was the sole propety of the Redtor® to a
busness in which information is democratized and knowledge crestion, as a service to the
consumer, drives success. This change has caused turmoil and genera uncertainty about how
to conduct busnessin this new environment.

However, a far more important change was occurring in the industry even before the
information revolution. That change was the shift in leverage from brokers to agents, resulting
in a steady decline in broker profitability. In this new environment the pure practice of brokerage
isinsufficient to sustain a business unless the broker can marshd alarge volume of transactions.

Fortunatdly, the same information revolution that has shaken the industry aso provides
the solution to the profit problem facing broker-owners. Technology has blurred the lines
between brokerage and rea estate dated services which dlows for the extensions of red edtate
busnesses. Thus, the decline in brokerage revenue can be offset by the generation of revenue
from ancillary businesses. In other words, share of market is replaced by share of customer.

The time has come to re-evauate your busness and your postion in this industry. Are
you just another red estate professond, or are you more? Are you happy being a “Mom and
Pop” red edate company sdling a few houses, or can you become a full service, home and
lifestyle advisor.

To make the trandtion you have to think draegicaly, which requires discipline and
focus. To think drategicdly, you must first cregete a vison of the future. To create a vison of the
future, you must believe in, and accept change. Change is natural. Change is good. Change can
create opportunity. Change can create more profit, and profit makes the journey worthwhile.

We hope that this whitepaper will contribute towards your finding an improved path to
profitability. If you have any suggestions, ideas or questions, fed free to contact either one of us.

Stefan & John

Stefan Swanepoed and John Tuccillo
January 2003
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"Business Plan

1.1 State of the Real Estate Brokerage Industry

Hidoricdly the fundamentd driver of the red edae industry was the control of
information. The red edtate agent and the red edate office were the only sources of
comprehensve information on which properties were for sde and those who might be interested
in buying them. With this control revenues were practicaly guaranteed. Moreover, because this
exclusve control was a&in to a monopoly by virtue of the multiple liging sarvice (MLS) any
firm of any Sze could serve the cusomer equaly wdl. As a result, the number of red edate
companies grew without regard to market efficiencies.

In recent years increased market leverage by the consumer has begun to transform the
red edate industry. None of these transformations are as profound as the restructuring of agent
fees which, in turn, has undemined the profitability of brokers. Agents are cdaming an
increesng share of commisson revenue, thus further diminishing the broker’s profit. When 50-
50 splits were standard, most real estate businesses were highly profitable. Today however, profit
margins are s0 thin that most real edtate brokers have been forced to reevauate and remargin
their businesses.

Many industry leaders have acknowledged that the next three to five years will witness
the demise of the “dand-adone’ resdentia red estate company as we know it today. There is,
however, consderable debate as to the details of how and when this transtion will occur. There
is however, consensus that new modes will emerge, resulting in  red edate brokerages offering
amuch broader base of services.

Compensation Magter, a leading financia consulting company, has researched hundreds
of red edstate brokerages in an effort to determine the optimum cost structures and profit levels.
According to CEO David Cocks, the average net profit margin for today’s red estate brokerage
is between 13%. This equates to a per transaction profit ranging between $44 and $132 based
on the average sdes price for sngle-family homes. (According to Nationd Association of
Redtors® the average sdes price in 2001 was $151,800). This portrays an industry teetering on
bankruptcy.

The key to remargin your business is changing your busness mode. NAR describes the
current and emerging business models as follows.
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Current and Emerging Business M odels

Resdential redl estate brokerages have developed three primary models to meet changing
customer demands.

Traditional Brokerage

In the traditiond brokerage modd al sdes associates are independent contractors and
55% indicate they belong to a nationd, locd or regiond franchise. Typicdly, they offer few, if
any, ancillary services such as title insurance. They generdly serve one geographic center and
focus on smdler and niche markets.

Vertically Expanded Brokerage

In the vertically expanded brokerage, rea estate brokerage remains the core but new
revenue streams have been created through ancillary services. In a recent survey, 91.7% offered
mortgage lending services and 58.2% offered title and other insurance sarvices. Some firms
usng this modd ae offering homeownership/concierge services including landscaping, security,
aopliance and home repair. They seek new busness through membership in relocation/referra
networks. Cutting edge firms are completing the entire real estate transaction on the Internet.

Agent Service Bureau

The third dominant modd is the agent service bureau providing office and marketing
support to independent sdes agents who retain the full commisson and pay a fee to the firm.
This gpproach transfers the generation of income from transactions to agents.

Three other modds are dso emerging.
Unbundled Services

Ore is unbundled sarvices. In this modd, the consumer is offered a menu of services and
can talor ther sdection For example, the sdler may choose to market and negotiate the dedl
but want the firm to prepare the contract. This mode targets the FSBO market, which is
goproximately 13% of the totd resdentid market that comprises about $110 billion in
transactions.

Market-Makers

Another emerging modd is market-makers, in which an auction format is used to
determine far market vaue and speed the sdes cycle while the red edtate professona guides
their client through the process and interprets information.
Corporate Model

The third emerging mode is the corporate model. With today’s low cost of capitd and
heightened compstition, nonbrokerage firms such as title companies and financid services
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busnesses are seeking to leverage their geographic disperson and strong capita base by
acquiring a red edate brokerage and usng it to generate dlients for ther other busness lines
(possibly as aloss leader).

Within any of these models, there are numerous possihilities to increase profits.

1.2 Agent Compensation

Compensation is the largest cost component for any red edtate firm, often accounting for
80% of expenses. Therefore, the best way to reach a higher level of profitability is to desgn
commisson dgructures to ensure that fixed expenses are covered and profitability is built in.
Large companies, for example, can offer commisson splits up to the point a which the company
achieves a revenue god equd to the codts of maintaining the agent. At that point, the split
becomes steadily less favorable to the broker.

Certain of the real estate business models described above are associated with particular
types of compensation. For example, unbundled services are frequently associated with sdaried
agents. But the redity of the industry is that (aside from the traditional brokerage modd) most
firms will use a variety of business modds. So, it makes sense to offer a choice of compensation
plans as Compensation Magter says that past experiences has shown that giving your agents a
choice of commission structures dmost invariably lowers the company's breskeven point.

1.3 Increasing Margins Through Ancillary Services

Companies having profitability problems are increesngly finding an additional source of
revenue in ancillary services. These sarvices can provide a dgnificant additiona revenue sream
that compensates for lack of profitability in the core business. David Cocks dtates that red estate
brokerages that provide ancillary services, without changing any other aspects in their companies
such as compensation plans, have consderably higher net profits of between 4% - 7%, or $132 to
$309 per transaction.

1.4 Increasing Margins Through Growth

One of the solutions to a declining company dollar is to grow the business and thus
increase volume. Obvioudy, growth requires expenditure, so not al of the increased revenue
generated by expanson will become profit. But if you can hire more agents without expanding
your physical space, more revenue goes directly to your bottom line, reducing your breskeven
point and improving profitability.

1.5 Revisiting your Business Plan

In the past the value propostion for red edate has been the control of information.
The red edtate professona possessed it and the consumer needed it. But this is no longer the
case. As technology dlows the consumer to control information the traditiond role of the red
edate professond has begun to change. A new consumer-centric value proposition based on
reducing time and stress and increasing convenience and service will be necessary for success.
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In his book, The Eight New Rules of Real Estate, John Tuccillo outlined the seven new
competencies that alow you to cregte this value proposition:

Counsdling the consumer;

Negotiating the contract;

Managing the transaction;

Marketing;

Building and maintaining a brand;
Acquiring, managing and using informetion;
Thinking strategicaly.

O O0OO0OO0OO0OO0O0o

Magtery of each of these is necessary to provide an attractive vaue propostion to the
empowered consumer in aworld where information isavailableto al.

Conclusion

Smply stated — it is the brokerage industry’s responsbility to figure out how to meet the
changing demands of sophigticated consumers that are demanding a more comprehensive and
superior service a a lower cost. At the same time we gill must provide a practicd, red world,
profitable busness modd in which dl components prosper; it is a prudent and wise busness
decison.
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" Business Models

2.1 Overview

Over the last five decades the red edtate industry has been in a constant dtate of evolution.
Looking back one can today clearly identify busness models and trends that have noticeably
changed the way we manage a red edtate brokerage company. Quite smply, a business mode
refers to a firm's core architecture, specificaly how it deploys dl reevant resources (not just
those within its corporate boundaries) to create differentiated vaue for customers.

The 60's automated the MLS. Franchisng and the emergence of new brands such as
Century 21 and ERA became the legacy of the 1970's. The 100% concept and RE/MAX
punctuated the 80's as the industry changed from a broker-centric to an agent -centric modd.
During the early 90's technology gained universd red edtate acceptance while the latter part of
the 90’ s saw the emergence of the Internet.

And 0 here we are, a the beginning of the 21% century. Although the dominant trend for the
current decade has not yet been established, various trends are dready flexing their muscle. We
will most likely look back at the early years of this decade and refer to this period as the decade
of the dominant consumer and the disgrace of corporate America When we look at the degree
with which the new economy has evolved and affected the red edtate indudry, it becomes
evident that technology and the Internet have teken away the control previoudy enjoyed by the
industry and triggered a process that is fundamentaly changing its entire core structure,

The last few years have dso introduced us to a ddluge of new busness models. We ae
cdearly a the early stages of development and success is dill, as yet, undetermined. There are
however numerous models that are very appeding to the consumer and darting to show
creditable success. It is hard to foresee winners or to congtruct exact definitions around new
emerging concepts, yet when dgfting through the smorgasbord of service and products,
amilaritiesin srategy and offerings begin to emerge.

In RealeConnections (2002), an audiotape set by Stefan Swanepod, he outlined the following

categories of new business models:

0 Buyer Brokerage
One-Stop-Shopping
New Paradigm Companies
Annuity Agencies
Fee-Based Services
Employee Agents
Superstores

OO0 O0OO0O0Oo
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2.2 Buyer Brokerage

Almost an unknown term a decade ago, Buyer Agency has today become a common practice
among rea edate professonds nationwide. Barry Miller, dating back to the mid-1980s, is most
frequently consdered the father of the concept. However, it was under the leadership of Tom

Dooley and Chalie Dahlheimer of the North American Consulting
Group, in the late 80's and early 90's that the origind fledging group of
about 250 proponents grew to 6,000. This had taken place by the time
the NAR acquired the Red Esate BUYER'S AGENT Council
(REBAC) from Dooley and Dahlheimer. Since then, with NAR's
intense involvement, the organization has grown to over 40,00C
members, making it the world's largest association of red edate
professionas focusing on representing red estate buyers.

Ongoing consumer pressure to separate the smultaneous representation of both the buyer
and the sdler has dready caused mgor changes to the dructure of the industry, and fostered
courses, designations, books and legd proceedings frequently dedling with the issue. Its ongoing
impact will most likdy further sendtize the vdue of each dde of the transaction (ligting/sde),
which were previoudy perceived as equd contributors. In the long term it will contribute to the
overal restructuring of standard red estate commissors.

2.3 One-Stop-Shops

This business mode is by no means new. It was introduced a few decades ago by some of
the largest red edtate brokerages in the country. However, this logicd extenson of services was
only popularized in the mid 1990's by the new wave of Internet red estate companies. It became
the flavor of the day when new gart-ups promoted this ‘new cool concept” as the key driver to
achieve the ultimate god of quicker, chegper and sSmpler red edae transactions. This
“Integrated Model,” as it dso became known, has as its core the goa of providing consumers
with asingle source or place to have dl their real estate needs met.

Although this vison was pure and admirable, the implementation curve was far more
complex than anticipated. Very few “dotcom” companies survived to deliver on the promise, yet
they left behind a legacy of consumer perception that has required many large red edate
companies to redign their existing business modes.

Today, five years later, most large traditional real estate brokerages consider one-stop-
shopping an integrd drategy againg the ondaught from outsders (non-traditional brokerages)
and dwindling commissons. By adding and incorporating mortgage, insurance and escrow
services, many have seentheir business become much more financidly stable.
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However, as much as this drategy has dgnificantly contributed to the profitability of
many red estate companies it has dso encouraged financid inditutions to refocus on ther
opportunities to enter the real estate brokerage arena.

2.4 New Paradigm Companies

Largely associated with the “dotcom” era, this business modd has aso been referred to
as “Online Offices,” “Internet Brokerages,” or “Virtual Real Estate Companies.” Ther purpose
was to leverage technology to provide consumers with a faster, cheaper and better red edtate
transaction experience. A great many of these companies understood the technology very well,
but did not understand the red edtate business at dl. So, as the market quickly became saturated
with new players during the period 1996 — 1999, these players just as quickly dissppeared in the
aftermath of the tech sector collapse in the Spring of 2000.

As aresult many traditionaists have written off companies that were born during that era
It is true that many former Internet brokerages did not live up to expectations, but a select
handful did survive the crash and are working hard to vaidate their belief in a more streamlined,
cost effective, and quicker redl edtate transaction. Good examples are companies such as eRedlty,
yhd Foxtons and ZipRedlty.

It is naive thinking to believe that they have disgppeared, or that the concepts they
subscribe to will not leave us an inheritance.  Together with the concept of one-stop-shopping,
they empower a consumer who is congantly placing downward pressure on the overal cost of
the home buying transaction.

ZipRealty

Reat Bgtare Eedefin e

2.5 Annuity Agencies

In a period when top-producing agents wanted more, dicing and repackaging red edate
commissons in a diffeeent way helped launch a new busness modd. That modd catapulted
RE/MAX, in the 70's and 80's, into one of the worlds largest and most respected red edtate
companies in the world.

Today, in a period where many top producing agents are gpproaching retirement, dicing
and repackaging red edate commissons in a different way is contributing to the growth of
another new business modd. This time companies such as Kdler Williams and EXIT Redty ae
rapidy expanding and changing from “multi-levdl marketers’ to large, nationd red edate
companies.

The core of this new business annuity agency mode revolves around a ‘Profit Sharing”
or “Residual” system. Through a residua income sream, agents can now earn dollars even after
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they stop lising and sdling red estate. Although not appeding to everyone it is very dtractive to
the many baby boomer red edate professonas who are contemplating dowing down, if not
retiring. Therefore, it would be unwise to turn a blind eye to ths new modd as it, like the 100%
concept, will most likey require you to re-evauae the compensaion dructure within  your
company in the not too distant future.

&
KELLER 4]

2.6 Fee-Based Services

Fee-based services date as far back as the 1970's and ae frequently incorrectly
associated with the concept of For-Sde-By-Owners (FSBOs). Today, fuded by the growing
inclination of many homeowners to use the Internet to try and sdl their own homes; this concept,
aso referred to as the Consumer Assisted model, dissects the traditional rea estate brokerage
sevice into a more menu-driven type system. It affords consumers the opportunity to sdlect
those services for which they would like to be respongble for and those for which they ae

willing to pay.

Back in 1976, Don Taylor started a company based on this premise, caled Hep-U-Sdl.
The company ddled in the late 1980's under its then owner, Mutud Benefit Life Insurance, and
was ultimately repurchased in 1996 by Roger Steiner, a longtime franchise. Since then the
company and concept seems to have gained renewed momentum.

Although the Consumer Assisted modd is dill a an early stage of development, it has
however gained sufficient momentum to experience the hirth of its own associaion, the Natiord
Association of Red Edate Consultants (NAREC). Julie Garton-Good started NAREC in 1999,
and today with a 1,000 members, it would appear to be at about the same stage of development
aswas REBAC a decade ago.

Help-UsSell.

REAL ESTATE

2.7 Employee Estate Agents

The concept that real edtate agents might one day work as sdaried agents remains as
controversd as ever. During the last three decades various companies have consdered changing
from the exiging independent contractor dtructure to some form of sdaried compensation
dructure. A few companies even tested this modd but there were no meaningful results.
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However, today’'s red edate environment is condderably different from just five years
ago. Many red estate companies have reached critical mass, access to lisings are now no longer
under MLS lock and key, the unbundling and rebundling of red edate related services is
common place and most large companies are farly advanced with automation. These changes
cregte a ggnificantly different platform from which to launch a new compensation structure,

It's true that most successful red edtate agents operating under the traditiond modd will
resst working for a fixed income. However, there are literdly tens of thousands of experienced
and new young professionds that may welcome aregular paycheck with perks.

Currently there are a few new companies testing this modd, and dthough ill in gedth
mode, unofficid results are promising. Looking a this modd from the point of view of a large
bank, an insurance company or corporate America in generd, the numerous management
benefits are obvious and to ignore this dternative business modd would be unwise.

2.8 Superstores

Mergers and acquisitions, consolidation and roll-ups have been around for decades and
are not foreign to the red edtae industry.  Higtoricaly the acquisition of one red estate company
by another has been the industry norm. But the industry has dso seen a number of new players
enter the indudry, such as Metropolitan which acquired Century 21, Sears which acquired
Coldwell Banker and Prudentia which acquired Merrill Lynch.

In the aforesaid two examples (Century 21 and Prudentid), the parent company changed,
and dthough management changed as wdl, ther overdl involvement did not fundamentaly
change the business itsdf. In the case of Coldwell Banker, Sears actualy did endeavor to re-
engineer the home buying process and introduced the concept of one-stop shopping with very
limited success.

However, the entrance of Cendant (formerly HFS) in August 1995 (refer to Real Estate
Confronts Reality by Swanepod, Dooley and Abelson) introduced a previoudy unknown
consolidation drategy to the industry. Not only did parent company Cendant become the first
ever holding company to smultaneoudy own more than one mgor nationa red esate brand
(currently owning Coldwell Banker, Century 21 and ERA), but its subsequent cregtion of NRT
creeted the largest and most successful red estate consolidator of al time.

Furthermore, in sdlecting Coldwell Banker as their brand of choice, NRT propeled what

was dready a premier brand and arguably the third largest red estate company in the nation, to
super stardom and the number one brand in the country.

C MU =D

CENDANT
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The 1980's introduced us to the concept of superstores and since then consumers have
become enamored with giants such as Staples, Home Depot and Wamart. It was therefore just a
meatter of time before it would happen to the red edate industry. Even though the indudry is
very fragmented and often resgtant to new trends, we have sufficient proof that it can be done.
Whether its by introducing an outsde industry brand and cregting a new giant red edtate brand
(Prudentid) or acquiring exising companies in multi states and weaving them effectively into
one unit (NRT).

The big question is of course: Is there room for another and, if so, who will be next?

Conclusion

Remember that none of these new business models are perfect and neither should you
expect any one of them to dominate the industry. Nether franchisng, the 100% concept nor
technology has achieved that honor.

However, the aforesaid concepts have al contributed sgnificantly to the evolution of the
traditional red estate mode and so will the above new business modds Ignoring them is unwise
and may well leave you stlanding on the outside looking in.

By dgaying current with the latest changes and trends, evaduating the vaue propogtion of
each new mode, and then adding certain new business tools as they become available, brokers
and agents can prepare themsaves and strengthen their business to adapt to the changing market.
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' Your Business

3.1 Overview

We have been bedazzled with e-commerce, palm pilots, blackberries, milife, t-mobile,
bluetooth, and more. But however overwhelming, red edate professonas must remember that
e-busness is nothing more than traditiond business being done online. M-busness in turn is
litle more than wirdess e-business, and v-business is basicdly voice-enabled mbusiness. So in
the end, the new dphabet soup is nothing more than traditional business restructured. Therefore
you must dso re-invent yourself to adapt to using these new repackaged tools.

The firg technology wave brought us persond computers (PCs), Local Area Networks
(LANs) , and advanced applications such as word processing, contact managers and network
communication. The fird wave of communications did away with much of the paper and made it
easer to save, file, retrieve and share information.

The second wave was the Internet, which expanded the LAN to the public domain.
Indeed, this development is gill a work in progress — with the Internet increasing in Sze, peed
and efficiency dmodt daily.

The third wave is the current deployment of chegper and faster bandwidth (DSL, cable
and T1), which enables the convergence of pre-existing technologies into integrated desktop and
software applications.

The fouth wave, jus now beginning, is the deployment of wirdess high-
speed bandwidth that makes the desktop mobile. The primary drivers making this possble are
low cost bandwidth to the home and office in the form of cable, T1 and DSL and near DSL
performance on wireless |gptop and palmtop devices.

Thanks to the Internet, the confines of time and space have disgppeared. Thanks to the
NRT, bigger does actudly mean bigger profits Thanks to the new busness modds we ae
experiencing a RE/MAX-type revolution once again. Thanks to the “dotcommers’ we now
understand that real estate professionds in the future will have to offer more for less. But that's
OK. Redtors® ae not going away. They will not be dis-intermediated. Home buying
transactions will aways require the “high-touch” component of an effective, well-educated and
well-equipped facilitator and negotiator.

The change in information processng may seem ovewhadming and confusng. But red
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edtate brokers need not be technologigts. In fact, they shouldn’t be. Rather, technology is a tool
and, like any tool, can be used efficently only if you know when to use it to accomplish your
business goals.

Your firg job is to determine what you want to accomplish. That means developing a
busness plan. Second, you need to choose the right tools to implement that plan. Fortunady
there are vendors who are putting together the tools you might need for success. These tools can
roughly be divided into three categories.

o Communicaions
0 Information management
0 Persond (or business) management

The following sections describe representative companies delivering technologicaly innovative
toolsto the red estate industry.

3.2 Providing Brokers and Agentswith Better Information
Company Overview

Fideity Nationa Information Solutions (FNIS) was created ir
Augus 2001 when Fddity Naiond Fnancial merged its
exising data and information savices with Vista Info, & mFNIS”‘
company that was lissed on NASDAQ. Since then, FNIS has
asembled an impressve aray of software solutions and date

companiesto become theworld's largest dataand technology
company  specificaly sarving the red edate marketplace. Acquistions have included Micrc

Generd, ComStock, Vista Info (Moore and Boris), iProperty (RISCO), HomeSeekers (MLS
divison), Reez, and Eastern Financia Services to name but a few. Today FNIS has over $400
million in annua revenues and provides data and technology services to more than 400,000 red

edtate professonals.

Products and Services

FNIS offers three types of services:

1. Provisoning of data about real estate and consumers (both in an aggregated and

customizable formet).

2. Busness solutions that improve customer efficiency and lower codts.

3. Savices that eiminate paperwork and processes. The core products of these services
ae a lead and liging management solution (Paragon BrokerOffice or AgentOffice); a MLS
platform interface (IDX, VOWS, €tc.); a transaction processng service (TransactionPoint); and
an e-commerce and transaction processing service (Red EC).

FNIS Customers

FNIS is not a competitor to rea estate brokers or agents but rather a facilitator enhancing
their services. FNIS operates as a B2B (business to business) service provider and serves four
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indugtriess 1) Red esate brokerage, 2) Mortgage lending;, 3) Settlements services, and 4)
Homeownership services.

Value Proposition to Brokers

FNIS has come a long way in enabling cross-platform functiondity, thereby adding to
potentia broker profitability. By offering these services to your customers, brokers and agents
can now create additional revenue sharing opportunities as well as use a larger array of tools to
help identify and acquire new on and offline customers.

One of these tools is the ligting aggregation tool developed by FNIS that solves the
problem for brokers and agents working with more than one MLS. The sysem not only
aggregates the listings from the MLS providers operated by FNIS (Moore, Boris, RISCO, and
HomeSeekers) but will dso work with other sysems such as Interedty, Redtron, GTE,
MarketLinx, and Rappatoni.

Conclusion

Although FNIS is Hill a year or two away from Standardizing and integrating dl of their
product offerings into one seamless solution, no other company comes close to the extent of
what they offer: red property information for some 1,250 counties across the nation, arguably
the most dynamic MLS system in the nation, a great Redtor® desktop, a good broker back office
product and a transaction coordination system. Redtors® no longer need to go far to find a tota
one-shop data solution.

3.3 Expanding Your Core Business

]
Company Overview Las Mor tgageﬁ- —

L&G Mortgagebanc (L&G) was edablished 18 years ago and is headquartered in
Scottsdale, Arizona. In the last few years L&G recognized the emerging trend in homebuyers
demanding one-stop shopping for the home buying process. It was one of the fird mortgage
companies to offer a unique program of lending-related products and services to red edtate
agents, enabling them keep up with these industry trends.

The L&G sysem is unique because the borrower receives indant loan gpprova (within
an hour) from a live underwriter rather than an automated underwriting program. This assures
the red edate professond and the borrower of the highest level of service and diminates
inaccurate information being input into a loan application. In addition, the L&G 4Way Warranty
ensures that its service and rates will be comparable to the best in the indudry.
Mortgagegenie.net and Alff.net are divisonsof L& G.

L oan Finding and Funding
Automated Loan Finding and Funding (ALFF) provides an opportunity for red edate

agents to earn additiond income through a originationtype fee, while offering their buyers a
quality third party service.
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The key components of ALFF are:

(0]

(0]

(0]

(0]

(0]

A dmple and efficient loan origination program designed for red edtate agents, which
ensures that agents do not compromise ther exiging core busness of sdling red
estate.

A live underwriter avalable 7 days a week to counsd with your borrowers and assst
them in completing their loan application as well as counsd with your borrowers
This ensures that your loanswill be correctly structured upfront and close seamlesdly.

Ingtant loan gpprova (not a pre-qudification) within one hour of recept of the
application, from alive underwriter.

Twenty years of mortgage banking experience with a full variety of mortgage
products.

A fully RESPA compliant system.

Value Proposition for Brokers

(0]

(0]

o

Creates an additiond profit center for red edtate brokers by providing mortgage
services without the risks involved in owning a mortgage company.

Enables brokers to provide a qudity service to their agents, thus enabling them to
recruit and retain more agents.

Enables brokers to offer a superior service to homebuyers thereby improving
customer retention.

Value Proposition for Agents

(0]

O OO0 O

Offers your buyers a one-stop service, saving time and money.

Provides additiona income from mortgage origination fee.

Eliminate third party communication problems.

Loan approva received directly from the underwriter.

Enables agents to offer a superior service to homebuyers thereby improving customer
retention.

Marketing and Training Support:

(0]

(0]

(0]

(0]

The 4-Way Waranty guarantees competitive pricing, excdlent service and on time
dosngsinwriting.

The Customer for Life Program assures agents of ongoing business from exising and
past borrowers.

Free customized web page designed for a more convenient loan process and a
professona image to your borrowers.

Training and marketing support provided on an ongoing basis.

Conclusion

There are many ways to add mortgage services to a company’s portfolio. The L&G
system is however specidly designed for red edtate professonas and is an ided way of getting
into the busness without going through the risks and effort involved with sarting and operating
a mortgage company. With the hot refinancing market, this dso seems to be a great tool for red
edate professonas to increase their profitability.
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3.4 Improving Lead Management for Brokersand Agents

Company Overview lead Mn“

LeadMAXX and 360housecom ae wholly owned subsidiaies of the X-variant
Corporation, a NASDAQ listed company. Together these companies service the red edate
industry with lead generation, lead qudification, and digita imaging tools.

Products and Services

Their suite of products include:

0 A lead qudification service through both e-mal contact and “cal center” persond
contact to ensure the highest percentage of lead scrubbing and conversion.

0 A multi media 360? tour of homes, induding virtud tours, dill shots, interactive floor
plans, printable property brochures, and detalled datisticad reports (cdled
TourMAXX and PlanMAXX).

o For new home sdes, a buyer web page that displays job progress, photos of new
home and modd, community, and builder/agent information (cdled MalMAXX).

0 A means of communicating with buyers, usng automated surveys to improve
customer satisfaction (called SurveyMAXX).

0 A customizable experience to the broker's dste by providing a persondized web page
to store favorite properties.

0 A“Plugin” IDX/NVOW search engine.

0 A comprehensgive, integrated backend that helps manage Internet leads.

Value Proposition for Brokersand Agents

Websites are no longer just brochureware. It has become important for brokers and agents
to redlize that they can obtain measurable returns from the Internet. LeedMIAXX has cregted a
way to provide for the capture and qudification of meaningful numbers of web users early
enough in the home purchase process to make “one stop shopping” a posshility. They dlow for
red edae sdes a potentidly higher company retained commisson levels dong with the ability
to ganer increesed mortgage, title and pod-closng service converson and revenue.
Additiondly, as a result of the LeadMAXX program, agents secure better-quaified Internet leads
and avoid deding with early users who are not ready to buy thereby increasing agent income,
morale and productivity.

Conclusion

Internet leads are consderably different and in most cases less time sensitive compared to
a lead generated by a wak-in, however the Internet lead ill has ggnificant vdue. Although we
do not yet completely understand the buying patterns and habits of the ebuyer, LeadMAXX has
one a long way in fadlitating red edate professonas to more effectively obtan and market
ligingsand attract and retain more potentiad web home shoppers with better web site content.
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3.5 Providing Ongoing Customer Contact A
ADIGIAA
Company Overview

Adigida Solutions, headquartered in Minnegpolis, Minnesota, was founded by a former
red edate company executive. His misson was to creaste the first Internet-based customer
relaionship, busness retention and sdes management service. It is the company’s integrated,
web-based gpplication caled Real Future that we have included in this whitepaper.

Maximizing past clients

Repeat sdes and referras from past customers is well recognized across indudtries as the
lowest-cost method for generating revenue.  Yet in the red edtate indudry, repeat saes account
for only about 10% of revenue. An obvious roadblock to marketing to this clientele is the
average sevenryear sdes cycle. The passage of time coupled with a typicd agent’'s failure to
day in contact tends to sever the bond between agent and customer. However, with a database
of customers, wdl-devised information and communication programs and the use of technology
to automate most of the tasks, the after-sale bond between agent and customer does not need to
be severed. Rather it can be nurtured with resulting referras and repest business.

Product Summary

Real Future provides a sructured series of automated customer “touch points’, that alow
the sdes professond the ability to effectively -- and non-obtrusvely -- nurture their customer
relationships through the sevenyear home-buying cyde.

The key components of Real Future are:

0 A private web dte “branded” by the sdes agent and automatically created for each
customer (called HomeHub).

0 A Client Rdationship Management sysem that works in concert with HomeHub
Connect to feed red-time data to the customer's Ste, while promoting the client
relationship through other traditiond touch points (caled Client Connect).

0 A savice that dlows dl the members of a team to work in unison, with real-time data
and from multiple locations, while giving the team leader an overdl view of the
business (called Team Connect).

0 An ability for brokers to easly work with their sales trainees, to better monitor and
coach them during the criticd ealy morths of ther career (cdled Management
Connect).

Conclusion

Stand-done and drink-wragp CRM and Sdes Management software invariably do not
work very wdl in the red edate industry. Adigidas web-based services are a welcome
improvement and offer many advantages. Perhaps the greatest advantage lies in the increased
profitability the sdes agent and/or broker can generate with a returning customer. Studies have
shown that if the customer retention rate can be increased from 12% to 40-50%, then the overdl
profitability for the real estate sales professond will increase with about 50%.
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'-Ren-'l'é-lr'g'in Your Business

4.1 Overview

The past quarter century has seen the gradual erosion of the broker’s profits, and as Stated
in Section 1, the average profit per transaction today ranges between $44 and $132. Unless the
company does a large volume of business, this is insufficient to produce the revenues needed to
day in busness.

Even lager firms have teken notice of the shrinking return to brokerage and have
commenced an attempt to control other parts of the transaction. They have purchased other
companies, created companies or partnered with existing companies to offer mortgage, title,
home inspection and escrow services to the home buying public. Snce magins in these
businesses are greater than that of brokerage, it makes sense to generate more business in these
aeas to enhance profitability. On another level, brokers have indituted transaction fees, usudly
(and ultimately) paid by the consumer, to cover their overhead expenses and technology fees to
help offset the cost of providing agents with modern transaction systems.

All these measures represent broker reaction to the redlity of the market as seen through
the filter of conventiona wisdom. These are the only ways in which most brokers are able to
make up for the decline in profits occasoned by the increasng commisson share clamed by
agents. There is another way to look at this, however.

In today’s environment the red edtate agent engages a consumer (buyer or sdler) when
that consumer enters the red estate market and accompanies the consumer through to the closing
of the transaction. This involves hdping the consumer sort through avalable properties (an
increasingly less important function), helping the sdler prepare the property for the market,
preparing and negotigting a contract, and managing the transactions (arranging for financing,
ingpection, title clearance, settlement and so forth).

At this point, the agent leaves the consumer with a parting gift and turns their atention to
the next most pressing transaction. And while the best agents maintain a cadre of customers who
might return, the average agent moves from cusomer to customer, rather than building a
“cugomer for life” If there is any long-term rdationship, it condsts of referads from past
customers to new customers.

4.2 New Economy Brokers

But if you widen the definition of the red edtate transaction, the term ‘tustomer for lifé’
could have red bottom line implications. The degree to which the household uses property-
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related services after the closng of the sde is actudly greater than before the sde.  Thus, the
potentia revenue from the customer relationship expands dramaticaly after the sde.

This “move and improve’ stage encompasses al the changes a household wishes to make
to the property in order to make a house a home. Almost more importantly, the consumer will
reenter the housing market as both buyer and sdller, and will likely refinance the mortgage on the
house several times while till living in it. All of these activities represent opportunities for
ancillary income that a broker or agent might wish to seize upon. Creating the customer for life is
thus a key drategy for brokers in the new economy in order to both preserve and enhance
profitability.

The chdlenge to the broker-owner is to find ways to capture the revenues that are
avalable in the market place. Those that are attempting to do so are pursuing one or more of
three different but interrelated models for red estate brokerage in the new economy.

Model 1: Extension of Services

The brokerage attempts to reclam the money left on the table & closng by extending the
aftercare services it provides to consumers. The broker attempts to position the company as the
fird point of contact for consumers whenever they need any product or service to fill their
homeownership needs. The company’s revenues come from brokering these sarvices to
households. Various large independent brokerages and nationd franchises have their own
verson of thismodd, while others may use athird party vendor such as Home-Link.

Modd 2: Direct-to-Consumer

In this modd, the brokerage recruits and services customers directly rather than relying
on the real edtate agent. Services may be offered in a package (as is sandard in the industry) or
on a fee-for-service, menu-based system. The companies using this modd tend to be new in the
busness and rely heavily on technology to develop and ddiver service. They dso tend to use
sdaried agents (who may or may not be employees) rather than a fully commission-based sales
force. Revenues are derived from capturing as much of the transaction for the company as
possible and increasing profitability by using technology to reduce cogt.

Mode 3: Servicing the Agent

Mogt traditional brokerage companies see the red edtate agent as its primary customer
and seek to create a business “cocoon” that allows the agent to be as successful as possible.
Usudly, these modds create systems that alow the agent to execute as many functions of higher
busness (and in some cases persond life) as possble These range from the traditiond
information and transactions management functions to extended busness savices like
commission tracking, office supply orders and even travel arrangements. Revenues in this modd
come from the payment of monthly fees by agents to use the system.
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4.3 Giving the Consumers What They Want

The above dternatives are of course not mutudly exclusve, and some companies
combine them, usudly integrating the extenson of services modd with one of the other two.
More ggnificantly, larger companies may use a range of models within a sngle entity. But the
introduction of any of these rew models of rea estate brokerage hinges on a structura change in
the current business mode!.

Right now, the agent ‘owns’ the customer. The agent recruits the customer, cultivates the
customer, brings the customer to market and ultimately guides the closng of the transaction. The
broker usudly only enters the picture at the point of contract. Theoreticaly, up to that point, the
broker has had no need to know of the existence of the customer. Only after that point are the
records of the transaction and the information avalable on the consumer avalable to the

company.

Clearly, the implementation of these new modds require that brokers be more connected
to the consumer both a an earlier sage of the process and in a much more intensive way. In the
direct-to-consumer mode, the path to this reationship is obvious, in fact, the need for the broker
to have greater access to the consumer for the offering of ancillary services is the prime
motivation for moving to this modd. But for the others, an agreement might be required with
your agents. In return for access to the consumer earlier and more frequently, the broker could
include the agent as a partner, creating the process of sdling ancillary services to the customer
and sharing in the revenues generated from these sdles.

It is undenidble that the Internet has brought a world of options within everyone's grasp
and has forever changed consumer-buying habits. New Internet empowered consumers are now
more savwvy, more sophisticated and more demanding than ever before. They now require the
best price, greater efficiency in ther transactions, and in some cases ingant gratification. Retall
hes cregted a “24 x 7' mentdity, intertwined with a one-stop approach and enhanced customer
savice. In most mgor cities individuad grocery and liquor dores, butcher shops and more
recently even drugstores have gradudly been incorporated into the megaretail chains.

When that philosophy is transferred to red estate it becomes important to describe what it
is that e home buying consumer might expect to be offered as the ‘total home solution.” Does
it encompass dl off and online services that integrate sdes and settlement services to facilitate
the entire home purchase transaction? Does it include everything that manages the process
before, during and after the closng, while extending to include a “lifestyle concierge’ sarvice
for the entire home ownership period?

The one indigpensdble dement that remains is persondized service Red edae
companies have to maintain a strong component of their existing brick and mortar operations but
must add, and continue to add, increased ancillary and online transactiond capabilities. By
doing this they have a high probability of remaining the primary gaiekespers of the home
purchase transaction. However, the shift will have to be from gatekeepers of the information to
gatekeepers of the process. If red edtate brokers don't make this trandtion they may find their
role, aswe know it today, decreasing and maybe even disappearing.
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4.4 The Decisons: A Guide to Remargining

The correct decison for you hinges on a smorgasbord of interrdlated issues. The first step
is to think through and answer the following questions and to then prepare a detaled
implementation plan. The successful introduction of a new ancillary service or technology
amog dways depends on which combination of choices you make and how wel you see the
rollout through. The decison to enter any ancillary business requires on a fundamenta decison
of whether you are going to build a new business from scratch, buy an exising business, or dign
with a drategic partner.

The WHAT Question

In order to consder what makes sense, it's necessary to understand what you want to
accomplish. Are you intereted in maximizing maket shae? Do you want to focus on
profitability? Does red edate brokerage conditute your primary identity? Going forward in a
new economy setting absolutely requires that you have a busness plan that charts your course
over the next severd years. If you do not have a plan, then it is impossble to evauate options for
deveoping ancillary income.

Then, ask yoursdf whether the services that you will be adding to your exiging portfolio
isa“mus” (Category A - Important) to remain competitive or to keep the customer, or are the
savices only a “vdue-added” (Category B - Optional) to have, but not criticad to customer
retention and basc service. Services frequently congdered important include mortgege, title,
escrow and insurance. Services usudly placed lower on the list and therefore consdered more or
less optiond would include those that play a smdler role in the home buying transaction or have
less probability of interfering with your reaionship with the cusomer. Such sarvices might
include pest ingpection, appraisal services, repairs, and so forth.

The WHY Question

Why ae you offering the specific service, and how do you wish to have this specific
sarvice podtioned in your company? Category A - Income refers b additiond service if it is
being introduced as a primary revenue source that will one day become a maor source of
income. Category B - Support is when a new sarvice has, as its god to only support your existing
core services and protect your customer base, and you redly don't mind too much whether the
sarviceis profitable or not.

Certan services, such as mortgage and title insurance, tend to fdl very easly into
Category A. These are both core services of the home buying transaction and both have the
potentiad to generate farly sgnificat revenue income. On the flip Sde the profit margins on
sarvices such as pest ingpections and appraisds is farly smdl and customer loydty is generdly
low. As such they would mog likdy fdl into Category B. The importance of determining
whether a service isin Category Aor Category Bwill determine the level of your invesment and
commitment to offering that service.
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The HOW Question

Now that you know what services you are adding and why you are offering them, you
can focus on how you are going to offer them. If the sarvices fdls in both previous A categories
(Important and Income) you will most likely leen towards doing it yoursdf (Category A - In-
house). If the services again are both in the previous B categories (Optiona and Support) you
will mogt likdy lean towards finding an dliance that can help you offer those services (Category
B - Partner). The many other variaions such as AB or BA usudly can be equdly satisfied by
ather an in-house or partner solution. Generdly your decison to buy or build should be based on
your own competencies and the relative cost of developing it yoursdf versus buying it from an
outside source.

A. Important

B. Optional

A. In-house A. Income

B. Partners B. Support

No business can be entered without a cost attached, but some require more investment
than others. For example, beginning your own mortgage company requires far more in the way
of capitd than entering into a joint venture. Long and Foster, one of the largest independent red
estate brokerages in the country, could certanly enter the mortgage business by itsdf. But it
chose to form a joint venture with Wells Fargo, a tactic that dlowed for a smdler investment in
both capita and human resources.

The WHO Question

If you decide to invest in an ancillary business your next step is to determine who your
partner will be. In today’s red edtate industry, state of the at is frequently required and usudly
dso means tha any sysem necessary to enter an ancillay business and to remargin your
brokerage business, is dready available somewhere.

For example, Fiddity Nationa Information Solutions and Firsg American Title are both
cose to offering full information and transaction management systems to the red estate indudry.
Home-Link dready provides full &fte-sde cae L&G offers a great addition of ancillary
savices. LeadMAXX and Katabat offer excelent transaction and lead management systems.
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And of course there are a myriad of other software companies that have developed systems that
will enable you to do avariety of things

Clearly this whitepaper does not even begin to contemplate al the dternatives and tools
that exist, and your decisons on the what, why, how and who, should be based on the benefits
you will receive.

4.5 The Implementation

Most new modds can only be successfully developed with the cooperation of your agents
snce they are in today’s modd and dill the primary point of contact with the consumer. In an
effective implementation, a mgor condderation is the attitude of your red estate agents. Clearly,
the more vaue they see in the rdaionship, the esser it will be for you to implement new
busnesses, the more customers they will recommend the business to and the longer they will
say with the company.

So, if you think that the evauation process was complicated, those who have waked the
path before you, will caution that the execution and implementation is even harder.

In clogng we share with you some tips to guide you to a more effective implementation:

0o Do your homework well. Make sure you know what, why, how and with whom,
before you begin a new venture.

0 Share the vison with your management team, administrative personne and the sdes
force.

0 Show everyone that you are committed to the project and that t is an integrd and
equaly important part of the tota company.

0 Moativate those you expect to participate in driving the new program on a regular
bas's, especidly your sdesforce.

0 Remember to cross-sdl and cross-pallinate your services everywhere, dl the time, in
brochures, on business cards, websites, sdes rdlies, and so forth.

0 Manage the roll out by sdting targets, obtaning meaningful and regular datidtics,
monitoring progress and correcting inefficiencies.

0 Ensure that one person has the primary responghbility of championing this vison and
has red authority to make it happen.

o Give exiging managers in other divisonsddepartments additional incentives to
participate and ensure the project’ s success.

0 Always continue to promote change, share and inform your team about the ongoing
changes and trends in the red edtate indudsry while rewarding new idess tha initiate
growth and success.
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Red edate has traditiondly offered a dngle price sarvice to the consumer. All the
sarvices, whether required or not, were bundled into one set fee, dways quoted as a percentage
of the sdles price With the removd of information bariers, consumers are finding that they can
perform some of these bundled tasks themsdves, and the traditional mode is under desperate
attack.

Smply put, the traditiond modd is too inflexible. Consumers are serioudy questioning
the vaue of a red edate agent. They frequently fed that many of the traditiond tasks undertaken
by the agents are now either no longer required or can be done by the consumer themselves.

So, the mogt effective way for existing real estate brokers to thrive in this consumer-
centric environment is to re-engineer their exigting traditional business; by remaining the first
and key point of contact with the client; and by providing unparalleled customer satisfaction.

Like achess game, red estate businessis strategy as well astactics.

You know what you have, but you do not know what your competitor is going to do next
and thus you need to think ahead, further than he or she will. You have to plan, plan to make the
right move, as often and conggtently as you can. You have to know wha your ultimate god is
and how you intend getting there. You need to play fair, ethicaly and wherever possble, lead by
example.

Follow these saven steps and you should stay on the winning track:

Revigt your thinking.
Re-evauate dl business modds.
Redesign your service offerings.
Rewrite your business plan.
Restructure your operations.
Retool your e-infrastructure.

O O O O O o o

Redtate and resdll your vison to your team.

PS: Don’t forget to have fun along the way.
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Stefan

is widely recognized as the
leading visionary in the US real estate industry.
He is a high-energy speaker, weaving rapidly
through complex subject matter in an
infformational and entertaining manner. His
enthusiasm is contagious and his messages
intermingled with interesting statistics and
thought provoking ideas. He has received
numerous awards including “ Businessman of the
Year,” “Best Idea in Real Estate” and has been
ranked as one of the top 20 Movers and Shakers
in the Real Estate Industry.

His academic accomplishments include a
bachelors degree in science, a masters degree in
business economics (cum laude) and diplomas in
arbitration, computer science, marketing and
mergers and acquisitions. Today Stefan serves or
the Board of Directors/Advisors of real estate,
financial, technology, educational and
telecommuni cation companies.

Stefan is a prolific writer with ¢
penchant for the impact of technology on real
estate. He has penned five booksincluding “Real
Estate confronts Reality,” (ranked as the #1 Real
Estate Business Book for 1998 by Amazon.com)
and his current best seller, “Real Estate confronts
the e-Consumer” (2000). He has also written
various white papers including “Real Estate
confronts Technology” (1999) and “ Real Estate
confronts the Banks” (2001).

Prior to calling California home he lived
on three continents and developed a broad
international business background centered in the
real estate and technology industries. In 1994
Stefan, his wife and their two boys immigrated to
the United States and n 2002 they became US
citizens.

Stefan can be reached via email at
Stefan@Swanepoel .com

John

is widely
real estate and housing finance
economist in the United States. His current

recognized as the
foremost

consulting practice is focused on strategic and
business planning, and his experience and counsel
are sought out by trade associations, major real
estate and other private firms.

His presentations on the economic
outlook, real estate markets and change in the real
estate business are invariably witty, informative
and accessible to both lay and professional
audiences.

He has served as a director or advisor tc
a number of technology firms, which shall remain
nameless, since they are out of business and still
owe him money.

He was educated a Georgetown
University and Cornell University, and holds a
doctorate in economics. His books, The Eight
New Rules of Real Estate and Click and Close
(written with Jim Sherry), are best sellers and
have been instrumental in shaping the thinking of
real estate industry leaders as they approach the
challenge of changing their business models. His
new book, New Business Models for the New
Economy, was released in June 2002.

From 1987 to 1997 he was Chief
Economist for the National Association of
Realtors. He now runs his own consulting
business, JTA, LLC, specidizing in strategic and
business planning. His clients have included
Fannie Mae, Microsoft, GMAC, Prudential Redl
Estate Associates, Re/Max, Cendant, Ellie Mae,
Windermere Realty, and a host of other large real
estate firms.

Heisaregular columnist for The Real
Estate Professional. John can be reached via

email at tumler@aol.com



New Business Models for a New Economy:
Remaking the Four Business of Real Estate
by John Tuccillo

Going beyond laptops and online listings, New Business Models for a
New Economy describes and analyzes the new types of business
arrangements that today’s successful real estate practitioners are using
to adapt to the changes that have occurredin information technology.
After reading this book, you’ll know the tools you will need to succeec
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Price: $24.95
i

RealeConnections
Strategies, Trends & Practical Ways to Improve Your Business

by Stefan Swanepoel

A two-hour audio tape on the trends that have impacted our daily lives
and the real estate industry as well a look ahead at future changes that
will most likely result from existing well-established strategies already
in place. There is no doubt that today's customers are increasingly
calling the shots, and to be successful in the "New Economy" means tc
understand and to connect with the new e-Consumer. Swanepoel
makes numerous practical suggestions, tips and guidelines on how tc
communicate, transact and advance your business in this new
economy.

Order from RIS Media at (800) 724-6000 or online at
www.RealeConnections.com

Price: $99.00
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