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Chapter 1: An agent’s perception of riches 1

An agent’s perception
of riches

After reading this chapter, you will be able to:

+ estimate the potential income and expensegs,a ent yill likely
experience when employed by a broke
+ evaluate competing brokerage firms fo
professional goals and expectations!

1ty with an agent’s

net operating income (NOI)
(employment)

Consider an individual w original salesperson license from the
California Departmen ate (DRE). The newly licensed agent
contacts a real estate broker in response to an advertisement soliciting agents
to join the broker’s office. The agent interviews the broker, and others, in an

effort to find a suitable office environment to work in.

Eventually, the agent selects the office they feel is most able to provide the
training and guidance they need to earn a living in real estate sales.

During an agent interview, the broker addresses the question of earnings.
The agent is told the employment relationship with the broker will be under
an independent contractor (IC) agreement with workers’ compensation
coverage provided by the broker. [See RPI Form 506]

No income tax withholding or employer contributions exist, such as for:
+ social security;
+ Medicare; or

+ unemployment insurance.
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Form 504

Agent’s Income

AGENT'S INCOME DATA SHEET

Data Sheet

NOTE: This form is used by an agent or broker when analyzing the income and expenses they are likely to experience
Page 1o0f2 while employed by a broker, to estimate their entry or change-of-office costs and their anticipated annual gross income
and expenses resulting from the employment.

DATE: B |
e office:
ANNUAL INCOME AND EXPENSES:
1. Gross Brokerage Fees [See instructions at line 11.4] $. %
1.1 Franchise fee disbursement ( %of§1.)(-) S
a. ubtotal, 5
1.2  Broker retains % of 0 §1., 0or 0 §1.1a......... 8
. Gross Fees due Agent g — %
3. Transaction Deductions by Broker:
3.1 Less:
a. E & O premium ($ per closing) $.
b. Prior client promaotion ( % of fee)...... %
¢ Listing/Tr ion inator 5
d. Other s
3.2 Total charges withheld -5 %
4. Office Expenses:
4.1  Equipment rent $
4.2 Forms & manual L]
4.3  Desk space and parking Charges......oeeeemesmsienns ]
44  Membership:
a. Trade association.
b. MLS fees.
c. ASRHAHONS. ....comvnmemramsrnssmsovaensrnsagzasmesns

4.5 Supplies/software updates............ P N ... 3
46 Postage/delivering services. =
4.7  Library/subscriptions.............S il

4.8  Pholocopies..........cuwns
49 Equipment use charge.\
4.10 Total office expenses.....\
. Agent's Business Expenses:

e

in in @ i 6

A O 0 B

Further, the broker explains the agent needs cash reserves or income from
other sources to meet their living and business expenses for six to nine
months. Several months will pass before income will be forthcoming from
closings in which the agent will have participated. The brokerage office does
not make monthly advances against future fees.

To assist the agent in an analysis of potential earnings, an income and
expense data worksheet is prepared by the agent. The agent enters the
approximations made by the broker for the various expenses a typical agent
may experience during their first year with the brokerage office. [See Form
504 accompanying this chapter]
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57 M

5.8
6.9

5.10 Insurance

51

Marketing and Sales Expenses:

6.1
6.2

6.8

A‘gem"s Net Income:

4

Agent's Net Income: g

T L —_
$

Travel/hotel..... $
Entertail s
-

and health).

Total Business E s %

o

Printing fly
Property ads:

a. MNew:

for listings.

jazine

b. TViradiofweb
Postage
Property prep
Open house
Gifts on closing
T i expense:
Total marketing and sales expenses (-)8

3

SRR R R

Income, S8 &1 taxes {-)$

EFEEF

Other Income Sources:

9.1
9.2
93

Draw/Advance 'y
Other )
Other 3.

Form 504

Agent’s Income
Data Sheet

Page 2 of 2

10. Cost-of-Entry/Change-of-Office Analysis:
101 M ing course
10.2 Lock boxes
10.3 Open house signs.

10.4 Stationary/card:

10.5 Comp prog
10.6 Office furniture.
10.7 Photocopier.
10.8 Phone/fax
10.8 Phonei
10,10 C: fprinter
10.11 Vehicle

10.12 Other
10.13 Other
10.14 Total Entry/f tion Costs:.

11. Gross Brokerage Fee Projection/Forecast:
111 Annual after-tax income desired by agen!
11.2 Divide by percentage of after-tax income 30§

11.3  Annual gross Brokerage Fee needed at §1)
to earn the desired after-tax in Z 3,

11.4 Analyze the source of G £1 by setting the price of the typical transaction Agent will close,
the dollar amount Broker Brokerage Fee on the typical transaction, and the number of
typical transactions Agen pr to attain the Gross Brokerage Fees set as the goal at §11.3.

in B e

‘ FORM 504 08-15 ®2015 RPl — Realty Publications, Inc., P.O. BOX 5707, RIVERSIDE, CA 92517 |

The agent uses the worksheet to further analyze income, expenses, cash
reserves and the sales goal they determine are necessary to provide an
acceptable after-tax income for personal living expenses.

Asa prerequisite to an agent’s use of an income and expense data worksheet,
the agentneedsto collectincome data during an interview with a prospective

Data

broker, including: underlying
+ the price range of property the agent is most likely to list and sell; an income
+ the number of sales the agent is likely close in that price range during analysis

the first year;
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sales goal

The amount of after-
tax income agents

and brokers intend to
earn as a result of their
real estate licensing
activities.

The agent’s
personal role

The broker
steps
forward, with
information

+ the gross broker fees generated by the number of sales during the first
year; and

« the share ofthe gross broker fees the agent will receive under the fee-
sharing schedule offered by the broker.

The likely gross fees the broker is to receive and the agent’s share of those fees
are entered on the worksheet as a result of the interview. [See Form 504 §§1
and 2]

Ultimately, the sales goal set by the agent is reflected in the amount of after-
tax income the agent seeks for themselves. [See Form 504 §11]

Until the worksheet is filled out accurately, projecting fees to be received
by the agent, estimating expenses to be incurred and attempting to set sales
volume goals or probable after-tax earnings is an uneducated guess.

agents during their first year in
ercentage of all sales efforts

The volume of real estate sales closed by n
the business is a “numbers game.” Onl
come to fruition in the form of fees receiv osings. Thus, the type of
person attracted to real estate sales needs t e an innate curiosity and
enthusiasm for estimating and ting imcome and expenses if they are
to succeed.

couraged or daunted by the exercise of
to be a prime candidate for employment

A prospective agent w;
completing a worksheet
in the real estate busi

also better able to anticipate the income and expenses an
an recently licensed agents. It is the broker who is best

another office due to inadequate or nonexistent planning and organization.

A broker's primary objective when hiring agents is to increase the gross
broker fees received by the office without a disproportionate increase in
operating expenses. For the broker to make hiring a productive endeavor, the
broker needs to organize an agent selection and evaluation plan to avoid the
turnover of agents who remain with the office for only a short period of time.

Long-term employment of agents contributes to a favorable industry-wide
reputation for the broker, and provides a return to the broker for the time
and energy invested with each agent during the employment process and
the agent’s start-up period. Energy, money, time and enthusiasm all wane
fast when the turnover of talented agents in an office is due to the failure of
unrealistic expectations held by the agents.
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A broker's full disclosure — upfront and prior to employment — covering the
agent'’s likely income and expenses, and why the fee sharing and expenses
allocations are reasonable, leads to a realistic expectation of income by the
agent.

Monthly and quarterly sales goals may then be set at levels designed to meet
projected earnings if the agent is employed by the broker.

To control the agent’s interview and get long-term results, the broker needs
to initiate the income and expense discussion, not wait until the prospective
agent takes charge by raising the question of earnings. Earning a living is the
crux of entering the profession.

To be ready for an interview with a prospective agent, the broker needs to
prepare a worksheet by estimating the expenses the agent is most likely
to incur. Also, the broker needs to estimate the initial cash 4

expenditures and the carrying costs for a period of time n to get a
proper start in real estate sales. [See Form 504 §10]

Once the operating expenses, nonrecurring costs ryingycosts to be
incurred by the typical agent have been establis the broker’s
history with their present agents — what re the difficult task of
anticipating an agent’s gross fees from s will most likely close
during the first year of employment.

A couple of approaches for estim
broker may project a range of gr
earnings generated by a hi@® pro
their first year with the @ffic
ranging from low, mediu
the income and expense wo et. The agent’s expenses estimated for the
first year are included in the worksheets.

ee amounts, varying from the
er to those of a low producer during
rious gross broker fee projections —

Thus, the prospective agent’s after-tax income can be calculated based on
various levels of sales.

Another approach for the interview is to discuss the range of gross broker fees
an agent can generate, without the broker first entering a projection of fees
on the income and expense worksheet handed to the agent. Thus, the agent
is left to enter and calculate the income they either believe they can produce
or want to produce to attain the after-tax income they seek.

Reviewed by the broker and the prospective agent under either approach, or
a combination of approaches, the worksheet becomes both a budget and a
sales goal for the agent. With an open-minded review of the pros and cons
of income sharing and expense allocation, the broker encourages the agent
to set attainable production goals.

Estimating
the initial
cash
investment

Forecasting
gross fees

to set
expectations,
and goals



Steps a
broker takes
to inform

net operating
income (NOI)
(employment)

The net revenue
generated by an
agent’s employment,
calculated by
subtracting business
operating costs from
the expected income
from fees generated
from sales, leasing or

financing transactions.

Selecting a
broker by
comparative
shopping

Due Diligence and Disclosures, Fifth Edition

At the same time, the broker confirms whether the prospective agent has the
financial capacity to carry their personal and business expenses during the
start-up period with the office before the fees from closings start to roll in.

An employing broker informs a prospective agent about the out-of-pocket
operating expenses the agent is most likely to incur while employed by
the broker. Also, the agent needs to have a vehicle, computer and materials
required for transactions involving real estate sales, leasing or financing.
Agents need to pay multiple listing service (MLS) fees to become part of the
market. An explanation of the net operating income (NOI) from sales the
agent is to expect they will receive cannot be overlooked by the broker.

Without these disclosures, an analysis of the agent’s long-term potential
with the office has not taken place.

These types of disclosures will help avoid either a termination of employment

or dissatisfaction over lost expectations.

f income, expenses and
tering the employ of the

Thus, a realistic and relatively accurate
the initial investment an agent igto make

broker:
e

asthent of time and energy hiring and training

« reduces the office turg agents;

» reduces the broker
agents; and

se income expectations are met based on
e sales goals each have set for themselves.

« produces a

employment in the business of real estate sales, efficient
ant to earn more for the time they spend:

listing pfoperties and buyers;

+ locating buyers and properties; and

+ engaginginall the activities surrounding a real estate sales transaction.
Before walking into the broker’s or manager’s office with a demand for the
office to cover more expenses and give the agent a larger share of the broker
fees, the agent is to first conduct comparative shopping to determine how
other brokers share expenses and fees with their agents.

The first step for the agent interested in renegotiating their current
employment arrangement with a broker or moving to another broker’s
office is to prepare a worksheet on their current operating conditions. The
worksheet details:

+  what fees the agent has generated;

« the share of the fees the agent received;

+ the operating expenses paid by the agent and the net income; and

+ the after-tax income experienced during the past 12-month period.
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If the exercise goes no further, the worksheet may act as a budget or a basis
for forecasting the next 12 months. Further, the variables controlling the
amount of income and expenses may be analyzed, adjusted and projected to
set sales goals the agent wants to attain during the next 12 months.

The second step is to distinguish the agent’s current arrangement with their
broker from the earning opportunities available with other acceptable
brokerage offices. The comparative analysis is accomplished by preparing a
worksheet for each prospective office. Information for the worksheet may be
gathered from interviews with those brokers or their managers, or agents in
those offices who have a handle on their income and expense arrangements
with their broker.

On completion of the worksheet for each office, a comparison shows the
distinctions and parallels between the different offices.

Armed with comparisons reflected by the data on the works e agent
seeking to renegotiate fee splits and the allocation of exp ith their
current broker are able to structure their request for specific
on the market place of employing brokers.

Alternatively, the agent seeking to change office eettomake
the same comparisons and size up prospective Brokerdge offices. Ultimately,
the agent hopes to negotiate an income an peiise sharing arrangement
which satisfies the agent and provides a opportunity for greater
earnings — expectations realized ba rison shopping and the
agent’s past sales history.

0]

However, timing is important. Tl
negotiations with their cu
brokers can affect their re

i uring which the agent begins
or schedules interviews with other

For instance, at the height of a B6oming market, a broker is more willing
to increase a productive age share of the fees since the broker’s current
overhead is already covered without the fees from additional sales.

The agent’'s advantage of a better fee split and cost allocation carries over into
the inevitable slowdown in sales which follows every boom.

Conversely, a new agent entering an office during a recessionary period just
prior to an upswing in sales benefits from a broker's attention to the care
and training of new agents. Also important is the invaluable assistance of
experienced agents in the office who have a little extra time on their hands.
The extra time afforded by a slower market allows agents to assist others, a
bonding process important for a successful future in real estate sales in the
following years.

An informed
comparison

7
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Chapter 1
Summary

Chapter 1
Key Terms

A new sales agent seeking employment with a broker may use an
income and expense data worksheet to analyze income, expenses, cash
reserves and the sales goal they need to meet to provide an acceptable
after-tax income.

Established brokers are better able to anticipate the income and expenses
an agent will incur. Thus, a broker’s full disclosure of the agent’s likely
income and expenses leads to realistic expectations of income by the
agent.

An employing broker needs to inform a prospective agent about the
operating expenses the agent is likely to incur while employed by the
broker. The agent needs to have a vehicle, computer and instruments
and materials required for transactions involving real estate sales,
leasing or financing. The agent also needs to pay multiple listing service
(MLS) fees to become part of the market.

If an agent later seeks to negotiate hi
brokerage office, they are best serve
worksheet to assess their curr
them with prospective brokerag rative shopping allows the
agent to request employ: n
market place.

net operating
sales goal

Pg. 6
Pg.4




