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06

The residential real estate brokerage industry is un-
dergoing drastic change. As T3 Sixty has chronicled 
abundantly, the influx of venture capital investment, tech-
nology and innovative new players is rapidly shifting the 
industry’s rules of competition and the financial structure 
required for brokers generate a profit.

The Diminishing 
Financial Viability 
of Traditional Real 
Estate Brokerages
The squeezed finances of 
traditional brokerages



The Squeezed Profitability of 
Brokerages
One thing is clear: The traditional, commission-driven residential 
real estate brokerage model is being squeezed on all sides. A closer 
look at the financials and profitability of this model reveals it is under 
major financial pressure. As commission splits rise in favor of agents 
and teams, and the commission rates consumers pay continue to 
compress, brokerages are left in a tightening vice. Given that these 
are a traditional residential real estate broker’s two primary revenue 
channels, these firms must redefine their businesses to address their 
shrinking bottom lines.

A look at the financials of traditional residential real estate brokerages 
makes their precarious position clear: Profit-and-loss statements are 
where the rubber meets the road. This chapter provides a description 
for each key line item on a traditional broker’s P&L along with some 
suggestions for how brokerages can prepare for a sustainable future. 
These are the key financial elements brokers, managers and execu-
tives must address to remain viable. 

Evolution of the Traditional Model

What today is referred to as the traditional brokerage model really 
gained momentum after World War II when local community leaders 
became brokers and built businesses based on prominent local mar-
keting and networking. At that time, brokers typically shared commis-
sions earned with their agents on a 50-50 split.

In the seventies, when franchising exploded and brands such as 
Century 21 and ERA expanded from coast to coast, brokers began to 
focus more on operating at scale and provided less attention to local 
nuances and agent support. As agents became more self-reliant as 
brokers’ roles shifted from rainmaker to manager. Agents increasingly 
had to generate more of their own marketing and clientele and, as a 
result, gradually began demanding a higher percentage of the com-
mission; larger brokers, with more scale and volume, could afford to 
accommodate agent demands for service and higher splits and still 
make a reasonable profit. 

The surge of the 100 percent agent commission model’s popularity in 
the 1980s and 1990s, and especially the growth of RE/MAX (remax.
com), pushed agent splits higher from 50-50 to the 70-30 and 80-20 
range, with the bulk going to the agent. Keller Williams Realty (kw.com)

"Many brokerages 
struggle to 

elucidate a strong 
value proposition 

to their agents."
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with its capped commission model (in which the annual commissions 
agents pay to the broker are capped at a predetermined amount) 
surged in the 2000s. As a result, brokerages grew agent counts and 
agents developed teams to achieve more viable economies of scale. 

Then, in the 2010s, a number of firms promoting the agent flat-fee 
business model, such as Realty One Group, (realtyonegroup.com) 
HomeSmart (homesmart.com) and Allison James Estates and Homes 
(allisonjamesinc.com), began to take off. In this model — analogous 
to the RE/MAX and Realty Executives (realtyexecutives.com) model 
of the early 1970s — agents keep all of their commissions instead of 
splitting with their broker; instead, they pay their broker a flat-fee (also 
referred to as fixed-fee) on each transaction and often a flat monthly 
membership fee. 

Collectively, these developments began to shift the brokers’ role to 
more of a service provider to agents. Many brokerages struggle to 
elucidate a strong value proposition to their agents; their splits with 
agents remain low and continue to drop as agents have an increasing 
number of options to move brokerages, generate their own leads, buy 
their own tech and do their own marketing.

A similar attenuation of broker value has occurred on the consumer 
side. The internet and technology has diminished brokerages’ previ-
ous stronghold on key real estate data and information wide open. 
Furthermore, the rise of tech-enabled discount brokerages such as 
Redfin, who offer homebuying and selling services at lower rates, con-
tribute to the overall downward pressure on commission rates.

From 2014 to 2018, the commission rate for deals Realogy’s (realogy.
com) company-owned real estate offices (NRT) completed declined 
from 4.94 percent to 4.86 percent, according to Realogy’s 2018 full-
year financial statement. Although the percentage appears minor, 
those numbers reflect a large number of transaction sides (336,000 in 
2018, for example). For a deeper dive on these changing relationships 
see the 2019 Swanepoel Trends Report Chapter 9, “The Evolving Real 
Estate Value Proposition.” 

Back in the sixties and seventies, when brokerages enjoyed 50-50 
commission splits, many could realize profit margins above 12 percent 
without too much difficulty. In the nineties, broker profit margins 
dropped to the 10 to 12 percent range. In the 2000s, the amount 
dropped again to the 8 to 10 percent range, sometimes lower, and in 
some cases even negative toward the end of that decade. Today, many 
brokers face profit margins in the 4 to 6 percent range or lower, which 
is on the edge of financial viability. 
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Agent Growth
1. Net agent growth
2. Agent churn 
3. Percentage gain
4. Agent count at period end

Staff & Offices
5. Square foot per agent
6. Number of agents per staff member
7. Cost per desk
8. Effective desk occupancy

Production
9. Average sales price
10. Effective commission rate
11. Fall-out rate
12. Production per agent (units)
13. Production per agent (sales volume)
14. Production per agent (gross commissions)
15. Production units per full-time staff member

Income
16. Total income

Cost of Sales
17. Total cost of sales
18. Percentage of company-generated business

Operating Expenses (Excluding Capital Expense)
19. Facilities percent of operating expenses
20. Staff/executive/payroll percent of operating expenses
21. Marketing (non lead-generating) percent of operating expenses
22. Lead generation marketing and advertising percent of operating expenses
23. Technology percent of operating expenses

Capital Expenses
24. Facilities build-out/purchase percent of capital expenses
25. Marketing and technology developments (one-time) percent of capital expenses
26. Other capital expenses percent of capital expenses

Overall Financials
27. Company dollar
28. Percentage of retained earnings
29. Company dollar per closed unit
30. Total expenses
31. Calculated and actual net profit/loss
32. Profit per agent
33. Return on revenue aka profit margin33

Key 
Brokerage 

Metrics
T3 Sixty has compiled 33 key 
brokerage business metrics, 
organized into eight categories:
•  agent growth, 
• staff and offices, 
• production,
•  income, 
• cost of sales, 
• operating expenses, 
• capital expenses 
• overall financials
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Key Financial Metrics
By tracking key business metrics, brokers can identify the causes of 
their business challenges and determine what improvements to make to 
increase their profit margin. Brokers also must know which financial line 
items are causing the most financial pressure on their business and what 
strategies and best practices they could implement to improve those key 
metrics.

Brokerages, of course, operate in many different circumstances with 
different areas, price points, home types, local industry customs, aver-
age sale prices, and so on. This chapter provides insights for brokers 
on how their financial models are, or may be, impacted.

The Brokerage Profit-and-loss Statement

Although looking at brokerage financials provides a more black-and-
white analysis, many gray areas exist, and every brokerage and market 
presents different options and circumstances. Every organization is 
unique and has distinct strengths and weaknesses, so the profit-and-
loss statement outlined represents a generalized version. 

Just as patients may learn that they have high blood pressure at their 
annual physical, brokers who uncover weaknesses in their brokerage 
companies with a profit-and-loss statement check-up, do not have a 
death sentence; they have a warning that shows them what they need 
to change to improve their health. 

T3 Sixty has compiled 33 key brokerage business metrics, organized 
into eight categories:

• Agent growth
• Staff and offices
• Production
• Income
• Cost of sales
• Operating expenses (excluding capital expenses)
• Capital expenses
• Overall financials 

Agents

The relationship between agent count and income is simple. Brokers 
collect income from splitting commission with their agents. The more 
productive agents they have, the more income they bring in. Recruiting 
productive agents has been and continues to be the chief way brokers 

"T3 Sixty has 
compiled 33 

key brokerage 
business metrics, 

organized into 
eight categories."

Swanepoel Trends Report  2020    ©  T3 Sixty, LLC 93



can increase their revenue and profits.
 
Net Agent Growth
 
Net agent growth refers to how many more agents a brokerage has at 
the end of a twelve-month period versus how many it had at the begin-
ning. Often this is measured annually. One agent recruited per month 
to a traditional brokerage is a sign that there is no active recruiting 
happening. Net agent growth of more than one agent per month is a 
sign that a broker’s recruiting and retention is effective but also has 
room for improvement. Brokers who add a net of two or more agents 
each month are recruiting and retaining agents at a high level.
  
Agent Churn
 
Agent churn is directly related to net agent losses reflected as a 
percentage. For a specific time period, brokerages measure this by 
dividing the number of agents who left by the total number of agents at 
the beginning. For example, if a brokerage has 100 agents at the start 
of a year and lost twenty agents over its course, the brokerage saw an 
agent churn of twenty percent.
 

 

No. 1 

No. 2
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Percent Gain
 
Percent gain simply reflects how many agents a brokerage had at the 
end of a period versus how many at the beginning, reflected as a per-
centage. To get this number, brokerages subtract the beginning agent 
count from the final agent count and then divide that number by the 
beginning agent count. For example, if a brokerage had 100 agents at 
the start of a year and recruited twenty agents and lost ten agents over 
its course, the brokerage ended the year with 110 agents, and saw a 
ten percent growth in agent count.
 
Agent Count at Period End
 
This line item simply reflects the number of agents the brokerage has 
at the end of the time period analyzed.

Staff and Offices

Behind employee expenses, office space is typically the second larg-
est fixed expense for traditional brokerages. In expensive markets, 
however, office space is the top expense and employees second. 

Square Feet Per Agent

This line item reflects the office square footage a brokerage occupies, 
represented on a per-agent basis. Brokerages determine this by tak-
ing their total office square foot count and dividing that by total agent 
count. This gives them a square-feet-per-agent number. Brokerages 
can also designate a target square-feet-per-agent number, and work 
to calibrate office size and agent count to that metric. 

Number of Agents Per Full-Time Equivalent Staff Member

Like its description, this number reflects how many staff members a 
brokerage employs for each agent. To calculate this number, broker-
ages divide the number of total full-time equivalent staff they have by 
their total agent count. To get the number of full-time equivalent staff 
(FTE), each part-time staff person equals half of a full-time employee. 
For example: if a brokerage has three full-time employees and two 
part-time employees, it has a total of four full-time equivalent staff. 

This metric requires additional business metrics to help brokerages 
make prudent decisions concerning staff count. Brokerages should 
include the closed units per FTE (metric No. 15), for example, as well 
as the per-agent productivity by units (metric No. 12) to properly evalu-
ate whether they are over-, under- or optimally staffed. This metric 
also varies significantly by business model; in general fee-based and 

No. 3 

No. 4

No. 5 

No. 6
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100-percent models have a high agent-to-staff count, while high-ser-
vice-to-the-agent firms having a lower ratio as well as commensurate 
business models to support the staff.

Cost per Agent Desk

This calculation is more relevant to the business models that are more 
directly tied to physical space. Brokers determine the cost for each 
agent desk by dividing the company expenses for the period analyzed 
(typically a year) by their agent desk count. Traditionally, brokerages 
budgeted 100 square feet for each agent desk, but new business mod-
els are rapidly shrinking that number (Metric No. 5).

Effective Desk Occupancy

Similar to No. 6, this metric is important for models whose physical 
offices are a key part of their model. Effective desk occupancy refers 
to how many desks agents’ production pay for. Of course, agent 
production varies. Some agents will contribute well over the broker 
per-desk target, some will go under. Brokerages can consider having 
underperforming agents share a desk until they separately meet the 
target company dollar. 

Production (Residential Sales)

Tracking production is extremely important for brokerages, but indus-
try-wide benchmarking is very challenging as brokerages need to as-
sess average market performance to properly assess their production. 

Average Sales Price

Average sales price is just that — the average sale price of closed bro-
kerage sales transactions in the time period analyzed. It is calculated 
by adding up the sale price of each home sold in the period analyzed 
and dividing that sum by the total number of homes sold. This number 
obviously is heavily influenced by market. It is important that broker-
ages benchmark their company against their competitors on a market-
by-market basis to determine clear targets and strategies. 

Effective Commission Rate

Real estate commissions are always negotiable. 

Effective commission rate is the average commission rate consumers 
paid the brokerage on each transaction in the time period analyzed. 
Brokerages determine this number by adding up all the commission 
dollars they collect in a time period to get their gross commission 

No. 7 

No. 8

No. 9

No. 10
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number and then dividing that by their total closed sales volume for 
that period. The range varies depending on many market factors as 
well as the brokerage’s particular consumer value proposition relative 
to the competition. 

This is an oversimplification, of course; in addition, gathering competi-
tors’ average effective commission rate is difficult if not impossible. 
The goal is to motivate agents to increase in their commission rates. 
Many top agents discount their commissions but establish a baseline 
below which they will not drop.  

Fall-out Rate

This particular metric varies significantly by market, so it is very impor-
tant to determine local benchmarks.
 
Fall-out rate refers to the percentage of deals that do not close out of 
the total written. To calculate this number, brokerages subtract the to-
tal number of deals written in the period analyzed by the total number 
of deals closed in the period. This number is then divided into the total 
number of transactions written, which provides the fall-out rate. 

Production per Agent (Units)

Also known as per-person productivity, this line item refers to the aver-
age number of units each agent at the brokerage closes in a given time 
period. Brokerages determine this number by dividing the total number 
of units by their agent count. 

Production per Person (Sales Volume)

This metric follows the same concept immediately above, except it 
focuses on sales volume. To get this number, brokerages divide their 
total transaction volume by their total agent count. 

Production per Person (Gross Commissions)

This follows the same principle as above except brokerages divide 
their gross commission income dollars in the time period analyzed by 
their total agent count. This metric is a helpful tool in agent recruiting 
and retention interviews. Benchmarks vary depending on average 
price and commission percentage charged.

Production Units per Full-Time Equivalent Staff Member

As noted before, this metric will vary by business model and also 
by geography, so local benchmarks and benchmarks within similar 

No. 11 

No. 12

No. 13

No. 15

No. 14
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business models are important to use in evaluating specific targets. 
By measuring how many closed units the brokerage closes for each 
full-time equivalent staff member it has, the firm can evaluate how 
effectively its staff supports brokerage production. Brokerages get 
this number by dividing total closed units in the time period analyzed 
(typically one year) by the total number of full-time equivalent (FTE) 
staff members. Brokerages need to watch this metric closely as it will 
tell them if they are over-, under- or properly staffed or if they have 
inefficient or subpar operations. 

Income

Two income categories account for the bulk of traditional brokerage 
revenue: residential sales commission and transaction fees. Many 
traditional brokerages, especially larger ones, also operate ancillary 
businesses, which can be very lucrative components of a brokerage’s 
portfolio, but ancillary revenue is usually recorded on a separate profit-
and-loss statement.

Total Income

Total income can include the total of multiple sub-line items such as:
• Residential sales commission 
• Transaction fees
• Relocation commission
• Company-generated leads or referral fees 
• Commercial commission
• Lease or rental fees
• Agent desk or monthly fees
• Administrative or technology fees

Beginning in the nineties, certain brokerages began charging consum-
ers transaction fees due to dwindling profit margins; once called an 
administration fee, many brokers now use the term “broker’s flat fee 
commission.” These fees vary from brokerage to brokerage and market 
to market, but they began in the $150 range and now approach $500 
per transaction for many brokers in many markets. 

Cost of Sales

Total Cost of Sales

Cost of sales refers to any dollars brokerages pay out before address-
ing their expenses. Traditional brokerages have a high cost of sales 
because they share so a large percentage of their gross commissions 
with their agents. The cost of sales numbers are highly dependent 
on business model and local competition, so treat any benchmark 

No. 16

No. 17

Trend 06: The Diminishing Financial Viability of Traditional Real Estate Brokerages98



accordingly. Total cost of sales is best reflected as a percentage of 
total revenue. The lower the percentage of revenue cost of sales is, the 
higher the company dollar. If expenses are in line, this would create a 
higher net profit. Metric No. 27 below, retained earnings, provides the 
description for net profit, also referred to as retained earnings. 

Percentage of Company-Generated Business

Company-generated business primarily covers leads brokers generate 
and pass to agents that carry higher splits to the brokerage when one 
transacts. This is one area where traditional brokerages can generate 
a much higher profit margin. Having an active company-generated 
business focus will help brokerages recruit and retain associates and 
generate company dollar. There needs to be a real focus and account-
ability in this area, or brokerages may realize a net revenue loss with 
the effort.

For brokerages that choose to invest in company-generated business 
such as lead generation programs, there needs to be a real focus and 
accountability in this area. Without this these programs can easily cre-
ate a net loss in revenue to the brokerage. Brokerages should create 
a separate income-and-expense tracking report for their company-
generated business and closely track their conversion rates. 

No. 18



Operating Expenses

Tracking expenses helps brokerages get a precise picture of where their 
dollars are going. Understanding what percentage of total expenses 
a brokerage spends on certain categories allows brokers to set clear 
financial targets. This section only looks at expenses in each category 
as a percentage of total expenses, but brokerages can also choose to 
analyze each expense category as a percentage of total revenue. 

In this section, capital expenses are excluded because they are typi-
cally a one-time expense and are not a recurring yearly expense. 

Facilities as a Percentage of Operating Expenses

Office space is typically the second largest fixed expense behind em-
ployee costs when running a traditional real estate brokerage. This ex-
pense should be less than 25 percent of a brokerage’s total expenses. 
Many brokerages are prudently downsizing or eliminating this fixed 
liability to reduce expenses. 

To determine the proportion of total expenses brokerages spend 
on facilities, companies divide the facilities expenses by the total 
expenses for the time period analyzed. Facilities expenses are also 
highly influenced by market costs for commercial real estate, so local 
benchmarks are important to determine.

Staff and Executive Payroll as a Percentage of Operating Expenses

Brokerage employees — marketing, operations, sales managers and 
transaction coordinators — are typically a brokerage’s top expense. 
Having a great team is extremely important to an organization’s suc-
cess. But ensuring the company is financially sound will help the 
organization scale while staying profitable. Brokerages divide payroll 
expenses by total expenses to determine this metric. Keep in mind, 
that brokerages typically get what they pay for. If they cut corners and 
do not pay staff market rate wages for their work, it may come back to 
bite them. They should treat their people well and pay them well; this 
will allow them to attract and retain the best talent.

Marketing (not Related to Lead Generation) as a Percentage of 
Operating Expenses

All company marketing (except lead generation marketing) falls under 
this bucket. Total expenses are divided by these marketing costs to 
derive this line item. Marketing plays a very important role in the suc-
cess of a traditional brokerage. It can negatively impact the profitability 
of an organization if not large enough. Brokerages will struggle with 

No. 19
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profitability if these expenditures are too high or too low. 

Lead Generation Marketing and Advertising as a Percentage of 
Operating Expenses

Lead generation can be a boon to brokerages if they have the systems 
in place to take advantage of them. This line item covers all expenses 
related to that effort divided by total expenses. Companies should 
track the income and expenses from their company lead generation 
activities separately. When they track these separately, they can better 
determine ROI and make informed decisions on what their company 
lead generation spend should be. 

Technology Cost as a Percentage of Operating Expenses

Same idea — technology expense is divided by total expenses to de-
termine this metric. Any technology expenses that do not fall into the 
other categories above go here. 

Capital Expenses

Capital expenses are one-time expenses that companies make to 
improve their business. For example, a new website or intranet is a 
capital expense; a new office build-out is one, too. Maintaining profes-
sional public and agent spaces that match brand standards and keep-
ing equipment running efficiently are critical to effectively recruiting 
and retaining agents.

Facilities Build-out, Purchase Percent of Capital Expenses

Facility build-outs or purchases fall within this line item. Brokerages 
divide expenses in this category by total capital expenses to get this 
metric. When negotiating a new lease or renewing a lease, brokerages 
should negotiate some tenant improvement money into their lease 
agreements. Also, having several options to extend at a predetermined 
amount helps brokers as a term comes to an end. For example, when 
negotiating a five-year lease term with a landlord, brokerages should 
ask for a tenant improvement contribution of X dollars per square foot 
(or a fixed dollar amount) as well as two- to five-year extensions at a 
predetermined fixed rate. The predetermined amount could be a 2.5 
percent increase in the rental rate each year, for example. 

At the end of the initial lease term, brokerages will be in a better posi-
tion to extend at a rate they are prepared for compared to renegotiat-
ing or possibly moving out and going through another disruptive, 
expensive build-out. The initial lease term will pass quickly; think long-
term and develop a long-term budget by planning ahead.

No. 22

No. 23

No. 24
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Marketing and Technology Capital Costs as a Percentage of Capital 
Expenses

Expenses such as building a new website, or purchasing technology 
equipment fit into this category. Brokerages divide expenses in this 
category by total capital expenses to calculate this line item.

Other Capital Expenses Percent of Capital Expenses

Other one-time capital expense events should be recognized sepa-
rately from operating expenses, so having a catch-all for these capital 
expenses avoids confusing them with operational metrics. Brokerages 
divide expenses in this category by total capital expenses to calculate 
this line item.

Overall Financials

No. 27 Company Dollar

Company dollar reflects the revenue a brokerage has left over after 
subtracting the commissions the company pays agents, the referral 
fees it pays to other firms from the total gross commissions and fees 
collected from agents such as desk fees or any other source outside of 

No. 25
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commission. The more company dollar the better, but company dollar 
is best measured as a percent of gross revenue, which is known as 
retained earnings or company dollar percentage. 

Percentage of Retained Earnings

This is a key metric for brokerages and also one of the few metrics that 
can negatively impact the brokerage if too low or too high. Brokerages 
determine it by dividing company dollar by gross commission revenue. 
Companies with a very low company dollar retained percentage — in 
other words company dollar reflected as a percentage of gross com-
mission income — will struggle to make a profit. Brokerages start 
suffering when retained percentages get too high in favor of the 
brokerage because they have trouble retaining agents — it is just not a 
sustainable rate in the current real estate market. 

Company Dollar per Closed Unit

To calculate this line item, brokerages divide total closed units by total 
company dollar. Knowing this number helps firms set company recruit-
ing and profit goals as they can clearly see how many closed units they 
need to add to meet their goals. Companies should multiply their mar-
ket’s average sales price by their best guess of the market’s average 
commission rate. This will give them the average gross commission 
revenue for each transaction in their particular market. By multiplying 
this amount by the percentages used in the retained percentage met-
ric (metric No. 27), they can compare how their per-unit company dollar 
compares with the market. 

Total Expenses

This line item covers all the expenses a brokerage has, both operating 
and capital expenses.

Calculated and Actual Net Profit (Loss)

This line item includes both calculated and actual net profit; it helps 
firms verify the accuracy of their reporting and accounting. If their ac-
tual net profit deviates from their calculated net profit, then they must 
jump back into their numbers and calculations to determine where 
their calculations failed them. 

Profit per Agent

Profit per agent simply measures how much profit the brokerage 
brought in for each agent. Brokers determine this number by dividing 
the company’s total profit by total agent count.

No. 28 

No. 29

No. 30

No. 32

No. 31
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Units 400

Average Sales Price $284,000

Average Commission on Units 2.5%

GCI $2.84 million

Retained Company Dollar Percentage 20%

Company Dollar (GCI-Commission Expense) $568,000

Total Expenses ($36K per month) $432,000

Calculated Net Profit (EBITDA) $136,000

Profit Margin 4.8%

Sample Profit Margin Determination



Profit Margin or Return on Revenue (ROR)

This is a critical metric. It shows how well a brokerage performs and 
whether the brokerage owner’s efforts are generating positive results. 
It is measured by dividing company net profit, metric No. 31, by com-
pany total income, metric No. 16. See example on opposite page.

How to Increase Profits
Brokerages have a variety of options to increase their profit margins. 
The first step involves carefully reviewing their profit-and-loss state-
ments, analyzing their performance relative to local companies with 
similar business models and then revamping their company’s opera-
tions to improve efficiency. Next, they should consider providing ancil-
lary services if they do not already offer them and consider building out 
company-generated business initiatives to provide additional streams 
of income.

Improve Specific Profit-and-loss Metrics

Brokerages must carefully measure their financials. Their numbers 
will tell a story that will help brokerage owners navigate the broker-
age business, and, if done correctly, will generate higher profits. They 
must discover where they can optimize their current operations. For 
example, they can determine whether or not they are over- or under-
staffed, if their per-agent productivity stands below market average, 
if their office expenses are too high and in what areas, or if their deal 
fall-out rate is too high.

All brokerages must do these things just to turn even a limited profit 
today. To really face the challenges of real estate’s new era and grow 
profits to a meaningful and sustainable level, they not only need to 
know their numbers, but they also need to add or increase revenue 
from ancillary businesses and consider developing a refined company-
generated business program.

Add Ancillary Services

Real estate transactions are just the tip of the real estate iceberg. 
When consumers transact, they need title and home warranty insur-
ance, escrow (in states where it is practiced) and many need mort-
gages. Brokerages are in a natural position to take advantage of the 

No. 33 
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ancillary service opportunity. Many of the nation’s most successful 
brokerage companies — such as Realogy, HomeServices of America 
and Howard Hanna Real Estate — already have well-established ancil-
lary businesses.

If executed well, a brokerage can maintain slim profits but really shine 
with higher bottom line profits from business fed to brokerage ancil-
lary business units. The real estate transaction is the engine that drives 
all of these other opportunities. 

Ancillary businesses can be structured in a variety of ways:

• Marketing services agreements (MSA). These are easy to set up 
and to dissolve but produce the lowest return.

• Joint ventures. These involve becoming a part owner — with a 
known mortgage or title provider — in a new company.

• Ownership. Not as easy and not dramatically more profitable. 

"Brokers must 
know their 
numbers."
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Brokerages can legally own a mortgage broker under a real estate 
license in most US states. For other ancillary services such as insur-
ance, the rules vary by state, and often require state licensing. 

Escrow

If brokerages operate in escrow states and do not have an escrow 
business, they are missing a significant source of additional revenue. 
Escrow is perhaps the most straightforward and easiest ancillary busi-
ness to create. Brokerages can capture approximately 60 percent of 
the clients they help on the transaction side as escrow clients.

Mortgage 

Operating or participating in a mortgage venture as a mortgage broker 
or mortgage banker can be relatively easy, although brokerages will 
have to make sure to stay on the right side of RESPA. The law allows 
brokerages to operate a mortgage company.  Some brokerages have 
marketing service agreements with mortgage companies; some just 
have mortgage officers in their offices and receive rent, which, accord-
ing to RESPA, must be market rate.

Brokerages who decide to go full-blown mortgage broker can really 
synergize their transaction and mortgage businesses. If successful, a 
mortgage unit can capture 35 to 40 percent of the buyers the broker-
age represents on transactions; that is a high, but achievable rate.

Homeowners Insurance 

Homeowners insurance or property and casualty insurance is a longer-
term play because brokerages really make money when they start 
receiving the residual income provided by these financial products.

Title Insurance

If they choose do title insurance, brokerages should operate their own 
shop. Title insurance is very lucrative, but it takes a while to ramp up. 
Brokerages can capture their transaction customers at a rate of 40 
percent fairly easily, and if they have rigorous policies in place, can 
capture up to 60 percent. 

Home Warranty

The amount brokerages can earn from providing home warranty ser-
vices varies by state. Regardless, it is a relatively small number, in the 
ballpark of $50 per transaction, so volume really matters if brokers 
decide to participate in this business.
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Additional Services

Depending on their market, brokerages can also explore a handful of 
other services including property management, resort rentals (if the 
area in which the brokerage operates supports this) and commercial.

Build Out Company-generated Business Program

By developing in-house systems, acquiring and delivering leads 
brokerages can charge higher referral fees or higher splits with 
agents. This requires significant investment and systems and an agent 
population that supports it. Usually, newer agents function as great 
team members. As they mature, they spin out and become productive 
agents, but still benefit from the team’s operational support they still 
need as their sphere-of-influence-business grows. 

Brokerages can adopt this by training up a special e-team of agents 
trained to handle the leads the brokerage delivers. Of course, the 
brokerage needs to efficiently acquire leads, have tight processes to 
follow up and respond to them, such as a highly trained inside sales 
operation, and consistent training on conversion. 

Inside sales agents serve as lead managers who incubate and con-
vert company-generated leads. When ready, they distribute them. 
Conversion rates have been shown to significantly improve when a 
team is tightly managed, for example:

• 1 percent or worse when leads are sent to individual agents
• 2 to 3 percent for agents on an e-team with some systems in place
• 4 to 5 percent when an agent team holds weekly accountability 

meetings and has complete systems in place

Owning Real Estate

Brokerages can invest in owning their office space or purchasing other 
investment properties. This involves a longer-term plan to build wealth. 
Brokerages who do own their office space, typically enjoy a higher 
level of control over their operating expenses and, in time, can realize a 
much larger bottom line. 

The company’s valuation also benefits from owning property. 
Investment properties provide another revenue stream to the broker 
and can help them launch a property management division.
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Takeaway
Traditional brokerages face daunting times. The ground is shifting un-
der the industry’s feet, and without movement, brokerages who have 
operated under the rules and guidelines of a previous era, will likely not 
remain standing. 

One thing is certain: without a rigorous analysis of their financials and 
some smart, aggressive adjustments, their businesses may no longer 
be financially viable. Whether brokerages begin offering refined lead-
generation programs or add to or start their ancillary services, they will 
need to adapt to realize business-sustaining profits. 

Given that office space and employee costs far outweigh all other 
expenses, more brokerages may choose to go virtual. But managing 
expenses is just one factor in the sustainable equation. They will have 
to revamp how they make money and carefully measure, tweak and 
improve every line item in their business. 

"Without a 
rigorous analysis 
of their financials 
and some smart, 

aggressive 
adjustments, 

their businesses 
may no longer be 

financially viable."
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About T3 Sixty 

Since 1997, we have identified and analyzed hundreds of trends, 
business models and shifts that have impacted the residential real 
estate industry. Many were accurately detailed years before they 
became part of the mainstream. 

T3 Sixty does not create the news. We do not report the news. 
We analyze the news, understand why it happens and what impact it 
may have. We help reduce the noise in the real estate industry, so you 
can make better decisions. 

Understanding innovation, change and new business models in real 
estate, especially before the rest of your competition, enables you to 
create strategies that give you an advantage. Countless companies have 
ignored change and suffered the consequences. Don’t be one of them. 

Although no one can exactly predict the future, you can find double-digit 
growth if you know where to look. Constant exploration and systematic 
analysis provides insights that can be as valuable as market intelligence, 
if not more. 

And that is what T3 Sixty provides business leaders: a multidisciplined 
and experienced consulting team focused on finding the answers and 
solving problems. 

If you would like to leverage T3 Sixty to your benefit, let’s have a 
confidential conversation to explore your options.

Stefan Swanepoel, CEO
stefan@t360.com 
(949) 202-5758

Jack Miller, President
jack@t360.com
(512) 772-4341

Tinus Swanepoel, COO
tinus@t360.com
(949) 397-2107

(707) T3-Sixty
t360.com | t3sixty.com


