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Benchmarking performance:
Insights for sustainable success

Welcome to Macquarie’s 2017 Residential Real Estate Benchmarking Report — bringing you
insights into the financial performance and business practices of residential real estate agencies

around the country.

Industry benchmarking is a uniquely

valuable tool for uncovering the drivers of
outperformance and identifying industry best
practice so you can put it to work in your own
business. Macquarie Business Banking has
een specialising in the real estate sector for
more than 30 years and benchmarking industry
performance for over a decade. Much has
changed in that time.

Ongoing technological change has reshaped
the industry, giving rise to new threats and
opportunities. The pace of change has
accelerated, with new market entrants

challenging long established business models.

Across market cycles, we've seen the best
performing agencies automate and streamline
pack office processes, create sustainable
cash flow through property management, and
leverage technology to become more efficient
and productive.

In this report, we combine our research findings
with insights and perspectives on the trends
shaping the industry’s future. We hope you find
it valuable.

Macquarie Business Banking
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Benchmarking performance

About the research

Conducted in November 2016, our survey captured the views of 430 business owners and
principals from residential real estate and property management businesses across Australia.
They included a broad cross-section of businesses of every size and from every state, including
both franchisees and independents.

Objectives
1. 2. 3. 4,

Map the trends reshaping  Track the performance of  Uncover the unique features  Establish best practice

the real estate sector agencies across Australia that enable agencies to benchmarks you can
outperform today use 1o iImprove your
performance
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Benchmarking performance

85% of the businesses in our survey offered sales
and property management, although around one
in 10 were sales specialists. They were evenly
palanced between mature businesses — with

one in four more than 20 years old —and newly
established start-ups.

Franchise or Independent
Franchise Independent

23/ wi 104 s
230 w0 194 s

The participants

| Type of business | Age of business

27% 25%
11% 4%
Sales and Property Sales only 20+ years <byears 6-10years 11-20 years
property management
management only

| Age of owners

30-39 23%
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The trends reshaping real estate

Headwinds gather, despite market strength

In 2017, Australians’ longstanding love affair with property was stronger than ever, with owner
occupiers and investors driving markets higher. Ongoing population growth has helped to
increase demand, while restricted supply kept prices buoyant.

Yet despite strong markets in most locations, there are growing headwinds that could challenge
businesses in the future, unless they begin to adapt. That’s why it’s important to start responding
now while business is good and balance sheets are strong.

Three trends reshaping real estate

Commissions
under pressure

Despite a booming market, competition for
listings and rentals has driven down sale

commissions and property management fees.

[Technological
disruption

Sometimes called the Fourth Industrial Revolution,
the integration of digital technologies into everyday
aspects of our lives is already impacting real
estate, with more change to come.

RIsiNg
competition

Powered by digital platforms, new entrants are
transforming consumer expectations of value
and convenience.
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The trends reshaping real estate

Over the past seven years, sales commissions
have steadily declined as competition
intensifies — falling from a national average of
2.5% in 2009 to 2.18% in 2016. The fall has
een even more pronounced in some states,
with commissions in South Australia now
averaging just 1.97%. Property management
commissions have also been negatively
impacted by new market entrants offering tiered
pricing models and promising a better client
experience. Nationally, property management
commissions dropped by an average of 0.3
percentage points between 2014 and 2016,
with evidence of an even more pronounced
decline in the inner metropolitan and premium
suburbs of Melbourme and Sydney.

As a result, median profits fell between 2014
and 2016, despite a booming residential
property market.

Commissions under pressure

| Average commission on sales

2.18%

2007 2009 2012 2014 2016

Average property management rates Profit %

/.30% 16.8% a.
/007 19.4% e

Profitability is down in 2016




Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

Three trends reshaping real estate

In an agenda-setting report, analysts from
Deloitte sought to identify the industries most
likely to be transformed by digital technologies.
Their conclusion? Real estate was among the
sectors most likely to experience a significant
impact (a ‘big bang’) within a few years’ time (a
‘short fuse)).

More recently, a study by KPMG and Real
Tech Ventures found that global investment in
‘oroptech’ (real estate technology) increased
1,200% between 2012 and 2016, from US$221
million to US$2.6 billion — and is forecast to
reach US$20 billion by 2020.

Yet our research suggests real estate agencies
have been relatively slow to invest in new
technologies compared to other sectors, with
only 10% spending $50,000 or more in the
12 months prior to our survey (less than 2%
of average revenue), in contrast with 19% of
strata businesses and 39% of law firms. Just
18% of agencies say they are leading the
way on innovation which, if an accurate self-
assessment, implies discomfort with change
faced by the industry.

' Deloitte, Digital disruption: Short fuse, big bang?, 2012.
2 KPMG and Real Ventures, Real Estate Technology Threat or Opportunity?, 2017.

<= 1 2

Technological disruption

| The impact: short fuse, big bang

Short fuse: Small bang Long fuse: Small bang
32% of the Australian economy 33% of the Australian economy

® (CT and media

240
® ® Retail trade ® Finance
= @ Education ® g

> ) ransport and post
E 30 Professional services @ Health
> . ) @ @ Recruitment and cleaning
o @ Arts and recreation Agriculture

& ® Real estate @ Government services

< 20

O o ® Utilities

0 Timing (Years) 1 2 3 4 5

g 10 Construction

o} Wholesale trade ® Min

S Accommodation ® Manufacturing Mining

0 and food services
Short fuse: Small bang Long fuse: Small bang
17% of the Australian economy 18% of the Australian economy

| Investment in tech

0y 0,
- A |

$50,001-150,000 $15,000+

B Legal 2015 Strata 2015 I Resi2016
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Three trends reshaping real estate

Competition is heating up, with new business
model agencies starting to have an impact.
Almost half of all firms say REA Group will
affect their business in the next three years,
while third-party referrers and flat fee agencies
are also expected to make their presence

felt. Airbnb is also making serious inroads in
property management, with 14% of businesses
saying it could impact them.

Even if their direct financial impact is still
relatively small, these new business model
competitors promise to have a profound
influence on the market by resetting
customer expectations for value, service and
convenience, forcing traditional agencies to
respond or risk losing their competitive edge.

Rising competition

| Which of these competitors do you believe will impact your business
in the next three years?

REA

Third party referrers
(Rate my agent, etc)

Flat fee agencies
(Hello Real Estate)

Sale by owner services
(buymycastle)

Airbnb
Purpleblocks

International operators
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Three trends reshaping real estate

Rising competition

| Airbnb penetration
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The high performers

Some businesses are already responding
creatively to an evolving market, re-engineering
their processes, leveraging new technology,
and improving the customer experience to drive
higher than usual profits.

In FY2016, around one in three real estate

businesses across Australia earned profits
of 20% or more. They included businesses
of every size in every region.

In general, higher profit businesses didn't
have more staff or higher revenues. In fact, on
average, higher profit firms (with profits of 20%
or more) earned less revenue than their lower
profit peers (with profits of 1%—-9%) — a median
of $1.8 million, compared to $2.13 million. Yet
they still had higher profits, with a median of
$480,000 or 25%, compared to $117,600 or
6%. In other words, it's not all about scale.

High profit firms also succeeded by focusing
on efficiency and productivity to drive revenue,
while keeping costs down.

Focusing on efficiency

| The high performers

N

37%
17%

oss/Broke even -9% profit
Loss/Brok 1-9% profi

I 10-19% profit 20%+ profit

Higher profit businesses focus on efficiency and value, rather than volume

Loss/Broke Lower profit | Medium profit
even 1-9% proflt 10-19% profit

Median staff 15

Median revenue $720k $2.13m $1.92m

Median profit $0 $117,600 $231,421

Median margin 0% 6% 13%
3 4 5 6

Higher profit
20%+ profit

14

$1.8m
$480,000
25%
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The high performers

Achieving best practice

Our analysis suggests you can achieve high profits, regardless of market conditions, by focusing
on the fundamentals of good business management. Here are three essential items for every

agency’s to-do list.

VWhat gets
measured
gets done

Establish the right KPIs
— Days on market

— Profit per person
— Efficiency and productivity measures
— Client satisfaction

Clarity and
competency

Be clear on your goal
— Align the team

— Provide role clarity
— Play to strengths and motives
— Be clear on acceptable standards

Return per
oroperty

Establish the right KPIs

— Grow yield per property

— Drive down cost per sale

— Drive down management costs per property



Financial
performance
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Financial performance

Strong markets have pushed revenues higher

For most agents outside Western Australia, Change in revenue
FY2016 was a good year. Across the country,

agencies earned median revenues of $1.67 D O O

million, with 59% generating higher revenue /I 4 / 26 /
than the year before. e C re aSe 2014 O 2016 O
That's a healthy result. But it's not quite as

healthy as 2014, when 79% of agencies
reported growing revenues. It seems that

tight markets in some regions, together with O /] 5(y
intensifying competition, have begun to make N O Chang e 2014 7 /O 2016 O

growth harder to achieve.
ncrease e (9% 2 09%
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Financial performance

83% of agencies made a profit in FY2016, even
without adjusting for principals’ remuneration.
But while revenues have been rising, average
profit margins have slipped.

Across Australia, the average profit margin

in FY2016 was 15.4%, down from 16.8% in
FY2013. In the year prior to our survey, one in
two businesses saw profits fall or stay flat.

These results suggest that many agencies have
experienced margin compression, as costs rise
while commission rates trend down. And with
flat fee and low-cost competitors beginning to
make inroads into the market, there are few
indications that margins will recover.

Profits slip

Change in profit

Decrease

s 1370

w0 32 70

No change

s 1970

w0 1370

INncrease

s 0370

0 U0
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Financial performance

In a multi-speed market, local conditions have a
big impact on financial performance. But strong
markets don't automatically mean big profits.

Around the country

State performance

TN viel ] wal  sa

Unsurprisingly, Perth agencies have been ll\q/ledian $1.4m $1.8m $1.6m $2.0m $1.0m
doing it tough, with one in five making a evenue

loss and 63% seeing profits fall — double the Average profit 18% 15% 15% 14% 15%
national average. Yet Sydney agencies also margin

reported lower mealian revenues and slower Change in profit 12.2% H17.4% 120.0% 11.0% +32.9%

profit growth than most other markets.

Agencies in Adelaide and regional Victoria
were most likely to have seen profits rise. Yet
the ACT took the prize for the country’s most
consistent market, with 100% of the agencies
in our sample making a profit in FY2016.

Regional performance

versus FY2015

NSW

Median Revenue $1.5m $1.3m $1.9m $1.7m $1.6m $1.6m $1.3m $1.7m $2.6m
Average profit margin 18% 17% 15% 14% 21% 10% 14% 14% 13%
Change in profit versus +14.3% +8.4% +18.6% +13.8% +16.6% +22.4% +36.5% -16.1 +5.7%
FY2015

<= (0 2 3 4 5 6 7
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Financial performance

Drivers of revenue and profit growth

Among the businesses who increased profits
in FY2016, 55% said higher revenues boosted
their bottom line. Yet revenue increases were
not the only driver. One in three reported that
efficiency improvements helped to lift margins,
including 37% of higher profit businesses.

This year's report also confirmed once again
that property management has become a
key source of revenue. It now accounts for an
average of 45% of gross revenues, up from
29% in 2007. Nonetheless that figure was
almost unchanged from two years before,
despite a sizeable increase in the average
number of properties under management.
Similarly, revenue derived from ‘Other’ activities
(that is, activities other than sales or property
management) remained unchanged at 4%,
suggesting that a lack of diversification is still a
potential risk for the industry.

| Reasons for increase in profit

55%
38% 34% o
23% 23% 15% . b 1 g0,
—

Revenue Increase in Efficiency Improved Cost Employment ~ Mergers New products/
growth marketing/ improvements  markets cutting of new staff and services
sales acquisitions
B 2014 2016

‘ Sources of revenue

2016
2014
2012
2009
2007

51%
52%
55%
63%
67%

. Property management income Agency sales . Other
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Financial performance

Our research shows a significant degree

of variation in expenses across agencies,
suggesting that there'’s still scope for some
pusinesses to cut costs by operating more
efficiently. For example, overall remuneration
costs (including both salaries and
commissions) ranged from 37% of revenue
among higher profit firms to 52% among their
lower profit peers.

In comparison, premises are a relatively small
expense for most firms. At a time when many
agents are asking whether they should cut
costs by dispensing with bricks and mortars
premises, this suggests that the way you use
human capital is still much more important
than how you employ physical capital. In other

words, the best way to control costs and boost
productivity is to ensure you're getting the most

out of your people.

The benefits of efficiency can be significant.
Our research shows that, on average, the
principals of higher profit residential real estate
businesses received a total return of 42% of
revenue (profit plus principals’ remuneration).

<= @ 2

Expenses

| Top seven expenses as a proportion of revenue

Profit

Salary &
wages

Sales person
commissions

0%
6%

32%

32%

23%

I

20%

14%

I

Principal’s 11%
remuneration |
10%
[ Loss/Broke even 1-9% increase I 10-19% increase

e

7%

Rent/premises e

5%

Advertising & 70
marketing 2
(corporate) ?

e

4%

[T/comms
U

3%

20%+ increase
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Financial performance

1.

Growing the property management business:
almost two in three higher profit agencies (64%)
said expanding their rent rolls was a key driver
of higher and more sustainable profits.

Best Practice

2.

Maximising productivity: by working to

keep quality staff (579%) and developing skills
with targeted training (32%), higher profit
agencies made the most of their investment

in exceptional people. Our experience also
suggests that high performers are more likely to
set and track key performance indicators (KPIs)
and managed process efficiency tightly.

3.

Creating stronger client relationships:
higher profit businesses were more likely than
other agencies to focus on developing client
relationships (49%) and excellent customer
service (35%).



Sustaining profits across market cycles

Sales
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Sales

Around the country

Victorian agencies led the nation with the Median sales by state

htiofhwebale M | ~Nsw|  wvicl o] wa|  sA]
median of 127, But businesses in New South e e QLD A e
Wales outperformed when it came to sales 55 127 95 73 97

by auction, with 43% of sales made under the
hammer. That contrasts with just 4% in Western Auction versus private treaty by state

Australia, where markets were more subdued.
| nsw| wc| ab| wal _ sA

Nationally, the proportion of sales by auction :
has continued to creep higher, up 3% since Private treaty 57% 68% 88% 96% 84.5%

2014 to 26%. That's helped to drive average Auction 43% 32% 12% 4% 15.5%
days on market down, with two thirds of

properties selling within two months. In New

South Wales, 41% sold in less than 30 days.

Auction versus private treaty by region

NSW

Private treaty 46% 75% 60% 90% 88.5% 87% 82% 96% 57%
Auction 54% 25% 40% 10% 11.5% 13% 18% 4% 43%
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Sales

Around the country

Average days on market by state

TS el wal sa

Less than 30 days 41% 26% 16% 4% 12.5%
31-60 days 45% 55% 46% 25% 56%
61-90 days 8% 14% 26% 48% 19%
Over 90 days 6% 5% 12% 23% 12.5%

Average days on market by region

NSW

Less than 30 days 49.28% 25.64% 32.86% 8.00% 22.73% 13.04% 14.29% 4.84% 0.00%
31-60 days 43.48% 48.72% 5714% 48.00% 59.09% 39.13% 64.29% 30.65% 56.25%
61-90 days 4.35% 15.38% 714% 32.00% 18.18% 30.43% 14.29% 50.00% 31.25%
Over 90 days 2.90% 10.26% 1.43% 12.00% 0.00% 17.39% 714% 12.90% 12.50%
Can’t say 0.00% 0.00% 1.43% 0.00% 0.00% 0.00% 0.00% 1.61% 0.00%
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Sales

Days on market

Average days on market were one of the
strongest predictors of profitability. Fewer days
on market mean more productive sales staff,
better cash flow and lower costs per sale.

| Average days on market by profitability

Higher profit firms were exceptionally efficient

at turning over properties quickly, with one in
four averaging less than 30 days, and 80%
averaging 60 days or less. One factor in their
success was the high proportion of sales made

0.64%

1
17.24%
27.73%

2.75%
0.84%

2.13%
0.92%

0%
0%

0%
0%

. . L th 1- 1- 1-1 1 Tooh t
at auction, often driven by hot local property ess than 30 days 31-60 days 61-90 days 91-180 days 80 days or more Too hard to say
markets — an average of 29%, six percentage
pOiﬂtS more than those making 1-9% prOfIt [ Loss/Broke even 1-9% profit I 10-19% profit 20%+ profit

| Proportion of auctions by profitability

1-9% profit 23%
20%-+ profit 29%
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Sales

Commissions
In a highly competitive market, sales Average commissions have been falling
commissions have continued to come under -
pressure. The national average in 2016 was ‘ Average commission on sales

2.18%, down from a high of 2.5% in 2009.

But there were big differences between
states. Commissions ranged from a low of
just 1.97% in South Australia, to a high of 2.6%
in Queensland. Much of the national fall was
driven by Western Australia, where 75% of 2.18%
agencies have dropped their commissions
since FY2015.

2007 2009 2012 2014 2016

Average sales commission by state

2.00% 2.03% 2.60% 2.30% 1.97%

Average sales commission by region

™1 Gapta ites | Rogona | Syney | Other NSW | Melboure | Other IC | Brisbane | Other QLD | Adslaide | _Porin | AGT-

Median 2.0% 2.5% 1.8% 2.2% 1.9% 2.2% 2.5% 2.6% 1.8% 2.2% 1.9%

«= 1 @ 3 4 5 6 7
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Sales

Attracting higher commissions

Qutside Western Australia, & small majority | Change in commission from FY2015 to FY2016
of agencies earned higher gross sales

commissions in FY2016 than in FY2015. But
even in a strong market, not every agency is
able to drive commission revenue higher.

The most profitable businesses were also the

most likely to have lifted commission income, 36% o995 299
reflecting their ability to deliver a premium and .10%.10%
charge for it.

d Decreased Stayed the same

[ Loss/Broke even 1-9% profit I 10-19% profit 20%+ profit

Increased
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Sales

Best Practice

0llo

FoOcus on LTt commission

days on Market oroductivity income

Sale process

Vendor management
VPA and staging costs
Buyer management
Database management

Revenue per staff member Deliver a premium and charge for it

Profit per staff member Use technology to improve the customer

Time invested versus return experience

Role clarity Stay customer focused

— leverage strengths Deliver expertise and insights

Activity ratios: Create a clear market differentiation

— Appraisals versus listings Focus on high value listings

— Listings versus sales
— Days on market




Property
management
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Property management

Properties under management have surged

Rent rolls have risen steadily as the number

of investment properties across the country
grows. At the end of 2016, agencies managed
an average of 563 properties each, up from
just 375 seven years earlier.

But that doesn’'t mean productivity is soaring.
The average number of properties managed
per property management FTE hasn't shifted
since 2014. Then it was 103, now it's 101.
And while property managers at higher  profit
firms are slightly more productive (about 10%
more than the average), the difference is
relatively modest.

Given the ready availability and affordability of
new digital management tools, that suggests
that most agencies have yet to realise the
potential to re-engineer their processes for
greater efficiency.

| Average number of properties managed

563
508
436
375

2009 2012 2014 2016

| Median number of properties per full time property manager

1-9% profit 105
20%-+ profit 110

® 4 5 6
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Property management

Around the country

Looking beyond the national average, there are
wide differences in local markets. Melbourne
agencies manage by far the highest median
number of properties, followed by Sydney and
regional New South Wales. Perth and Brisbane
are at the other end of the scale, with fewer
property managers per agency and sparser

rental markets.
N~
o
8 2 _
(2]
1) <« = =
= =+ = =
(3]

31-60 days 31-60 days 31-60 days 31-60 days

| Median properties managed per agency

B 2009 2012 | 2014 2016

493

310

31-60 days
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Property management

On average, property management
commissions have edged lower over the last
few years, faling from 7.3% in 2014 10 7% in
2016. But again, there are large differences
between regions.

The Sydney market is by far the most
competitive, with an average commission rate
of just 5.5%. Agencies in areas like Perth and
regional Queensland, where there are fewer
properties managed per agency, make up the
difference by charging more — an average of
8.5% in Perth,

Commission edge lower

Average property management commission rates

i (370 o (0%

Property management commission rates by state, 2016

5.9% 6.2% 7.6% 8.7% 7.7%
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Property management

For most agencies, property management

has become a vital source of reliable income,
without the ups and downs of sales. And with
many national markets tightening, agencies
across the country are looking to futureproof
their businesses by building out their property
management portfolios. That's seen one in five
agencies buy a rent roll in the past two years,
with a median multiple of 2.8 times annual
commission income. However, there were
marked differences in multiples paid in different
states, with New South Wales businesses
valuing rent rolls most highly at an average of
3.3 times recurring income.

Who’s buying rent rolls?

Median multiple paid

2.3%

Retention sum as a percentage
of purchase price

20%

| Rent roll acquisitions

. Yes —in the past 12 months Yes — in the past 1-2 years
. No —not in the past 2 years

Average multiple paid by state

SIS 2.6 2.8 2.4 2.3



33

Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

Property management

Buying a rent roll

Seven best practice tips for buying a rent roll

1.

Look for quality properties

commanding higher rents and the
highest management fees as this
impacts the value of your rent roll,

O.

Negotiate an appropriate retention
sum and period to allow for
landlords leaving after the change
in ownership.

2.

Consider the cost of servicing the
portfolio. What's the age of the
properties, how far are they from
your office, are they apartments
or houses?

o.

Put people and resources in place
before the transition. One popular
option is to hire in the existing
property manager from the agency
selling the roll — not only do they
already know the portfolio, but this
strategy can reduce the risk of
poaching after the sale.

3.

Review and compare key quality
metrics such as vacancy rates,

arrears and recent rental increases.

Ensure all bonds are up to date
and repairs have been regularly
carried out.

/

Be ready to contact every landlord
and tenant in person to begin
building a relationship and prevent
drop off.

4,

Don't forget ancillary fees. A rent
roll with the right mix of properties
can deliver an extra 20% or

more in revenue each year from
ancillary services.
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Property management

The outperformers

Scale and efficiency are critical when it

comes property management. Higher profit
businesses tend to manage more properties
overall, and more per property management
FTE — allowing them to generate strong
revenues, even with lower average commission
rates. Yet our research also suggests you

can be highly profitable with a small rent roll,
provided you focus on managing it efficiently.

| Property management

729

583

Average number of Average number of properties
properties managed per property management FTE
[ Loss/Broke even 1-9% profit I 10-19% profit 20%-+ profit

Average commission
rates by profitability
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Property management

Maximising the value of your rent roll

The benefits of a healthy rent roll are clear when Median recurring property management income by state

ARSI Noonal | Nsw|  vic]  ap|  wal  sA
income to their ongoing expenses. Agencies O NSW VIC QLD HA SA

cover up to 70% of their fixed costs out of 70% 70% 50% 75% 70% 90%
property management income, or up to as

much as 90% in South Australia. Median sales from rent rolls, nationally and by state

the key element of your business’s value.

Protecting and enhancing this value can have a 7% 20% 15% 15% 15% 16%

big impact on your personal wealth.,

And property management can also be a
powerful source of new sales, with businesses
relying on their rent rolls for a median of 17% of
new listings.



36

FOCUS
on quality

Type of property, location and age
Cultural alignment of landlords
Arrears and maintenance record
Deliver a premium and charge for it

Use technology to improve the
customer experience
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Property management

Best Practice

Get the
olatform right

Be clear on your end goal

Select cloud-based SAAS (software as
a service) operating system and software
that suit your business needs

Define and them build — refining with scale
is hard

Changing platforms requires focus,
commitment and strong leadership

Get ready for a
changing market

Growing volatility, uncertainty, complexity
and ambiguity (VUCA)

Record high proportion of investors in market
Interest only loans

Financial regulation

New entrants — platform technologies



Marketing and
advertising
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Marketing and advertising

How high profit agencies win business

Referrals are a key source of new business

for every agency. Yet high profit agencies are
also skilled at generating repeat business from
satisfied customers. That helps them generate
more revenue at lower cost, since it can be
much less expensive to keep an existing
customer than to attract someone new — which
is why client experience at every point of
interaction with your business is so important.

| Sources of new business enquiries by profitability

Referral/ 22%
WOM
25%
Repeat 20%
business |NZORN
23%
Online 16%

advertising |

14%

[ Loss/Broke even 1-9% increase

Business 12%
dev. activity

12%

o

Company 6%

website |

enquiries g%

"

Print = 9%

advertising |1l

I 10-19% increase

5%

20%+ increase

Walk-ins | 6%

4%

Signboards 4%

4%

Social | 2%
media 3%

2%
6
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Marketing and advertising

What are the most effective ways to drive sales?

It's no surprise that online advertising is now Methods of generating enquiries by state

iviviitti et | Nsw|  vic] o] wa]  sa
we asked agencies for their top three methods NSW VIC QLD HA SA
of generating enquiries, we found the sales Online 94% 92% 96% 99% 94%
tools of choice depended on location. - 66% 80% 68% 83% 81%
While realestate.com.au is popular elsewhere B 46% 539% 539% 319 389%
around the nation, agencies on the west coast

unsurprisingly prefer reiwa.com.au. Western Other 35% 33% 38% 40% 44%

Australian agencies are also more likely to rely
on web searches than businesses in other
states. In Victoria, the Weekly Review has
helped to sustain interest in local newspaper
ads, which have become less popular in
other states. And both New South Wales and
Western Australian businesses are unusually
likely to favour social media.

It's also striking how many agencies continue to
spend money on sales tools which they admit
only generate a small number of enquiries.
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Marketing and advertising

What are the most effective ways to drive sales?

| Sources of new business enquiries by profitability

realestate.com.au et Local o Domain geet . Other specialist 10/: SEO 7:/“
newspapers L 10% real estate I 3% (e.g. Google) 7%

72% 21% 3% websites [l 20%

% 19% 19% 0% 6%
o T

Referral/ i Direct mail/ meSie Company it Weekend [l Social 5%:

WOM 8% direct emall website 2% newspapers 9% media [l 7%
83% 29% 24% 4% 9%

I 1 sk 5% 5% 6%

NSW VIC QLD WA SA
[ | | [ |
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Marketing and advertising

Five strategies for driving repeat business

1.

Work your database:

A strong customer
relationship management
system is the key

to building the great
relationships that drive
repeat business — but only
if you put it to work.

2.

Treat every contact as a
potential client: \With your
system in place, record
and rate every contact —
from the neighbours who
drop in to an open house
to the tenants who might
pe saving to buy.

Best practice

3.

Create a contact
strategy: Use your
database to contact
prospects in a systematic
way. Rank them in order of
value, then use automated
reminders to ensure you
contact them regularly

in person.

4,

Ask the right questions:
Talk to your current
landlords and vendors
about the decision-
making process they
went through before
listing their property. How
did they choose their
agents and narrow down
their choices”?

0.

Stay in touch: Keep in
regular contact with every
client. These can be
electronically generated
by sales CRM systems,
helping you stay top of
mind when it matters.



Sustaining profits across market cycles

People



43

Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

People

Getting staffing levels right

The average agency has around 19 staff, with
around 7.5 FTEs in sales and six in property

management. But while it's no surprise that oo
larger agencies tend to have higher revenue, oss/Broke cven ||

| Average number of staff by profitability

pigger isn't always better. In fact, higher profit 1-9% profi 50
agencies tend to have slightly fewer people '
than their lower profit competitors. Instead, they 10-19% profit

leverage best practice systems, technology

and processes to generate greater productivity. 20%+ profit 20.0

Average number of staff by role: higher and lower profit businesses

Loss/ 1-9% | 10-19% 20%+
Broke even proflt profit profit

Principals / Business owners 1.9 1.8
Sales staff 3.3 6.6 6.7 5.0
Sales support 1.2 2.2 2.2 2.0
Property management 3.1 6.2 5.8 6.2
Accounts payable and accounts receivable 0.4 0.9 0.9 1.0
Other administration 0.6 2.3 1.6 2.1
Business Development Manager 0.2 0.8 0.5 04
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Salaries for experienced property managers
have been creeping upwards. 61% of
managers with three years’ experience now
earn $60,000 or more, up from 53% in 2014,
But not all agencies are paying a premium.

High profit businesses tend to be very
successful at keeping a lid on costs by hiring
experienced property managers for less,

People

Salaries for property managers

Salaries have edged higher

Remuneration of property management staff by profitability

Syears s O30

0 0190

Ei@e%goykgars 2014 2/I %

e 1070
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People

Salaries for property managers

| Under 3 years’ experience

43% 40% 40%

36% 35%
= 10% .10%. 9% 0o 2% 2% 4% 0% P 1% 2%
A w00 20 e

<$40k $40-$49k $50-$59k $60-$69k $70-$79k $80k+

[ Loss/Broke even 1-9% profit I 10-19% profit 20%+ profit

| 3+ years’ experience

37% 37%
27% 27% 25%
14% 15%  15%
5% 2%

w2 0% 0% 1%
<40k $40-$49k $50-$59k $60-$69k $70-$79k $80k+
[ Loss/Broke even 1-9% profit B 10-19% profit 20%+ profit

= 1 2 3 4 (5 )



46

Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

Agencies are looking to get more value from
their investment in sales people, with a big
jJump in the number paid on commission only.
54% of salespeople now work for commission
alone, up from 44% in 2014. At the same time,
commission splits have risen to a median

of 50%.

High profit agencies tend to have lower average
commission splits than other businesses, while
still rewarding their best sales people well.

57% of sales staff at high profit businesses
earn $100,000 or more.

People

Salaries for salespeople

Average commission splits by profitability

Loss/ 1-9% | 10-19% | 20%+
Broke even profit profit

profit

45% 46% 48% 45%
54%
42%
R

| Remuneration method: Sales staff

Commission Fixed salary Fixed salary
only + commission
B 2014 2016

| Salary bands by profitability

26%
23% 70 21% 21%
0, 0, 0 0 0,
o 15% 15% 15% 199 11y 15%
8%

<$50k $50-$75k $75-$100k $100-$150k $150-$250k $250k+

[ Loss/Broke even

3 4 (5 ] 6 7

1-9% profit I 10-19% profit 20%-+ profit
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People

Who’s hiring?

Around three in four agencies are looking to Hiring in the next 12 months by state and job role
add staff over the next 12 months, slightly

down on 2014 (749% versus 78%. Seles Siaff

are in demand around the country, although 71% 83% 76% 69% 64%
Queensland and South Australian businesses

are also especially keen to pick up more

property managers. Victorian firms are most

likely to hire, with 83% of businesses posting

job ads in 2017.

| What areas of your business will you be recruiting for?

79% [T7% 75%

0, 0, 0,
22% 459 15% 16% {38 7% 4% 7/°-5% o 2% 4% 3% 4% oo o P 0% 0% 0%

Sales Property management Sales support Clerical/administration Marketing Specialist recruitment Other
manager

B nsw viC B ab WA [ sA
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People

Attracting and keeping great staff

Training and development is the number one
strategy for keeping staff, followed by a clearly
defined bonus struclture. Yet fewer than half Training and
of all real estate businesses offer non-salary development
penefits like flexible working, so many could
do more to keep their staff productive and

engaged. Non-salary benefits
(ie flexible working)

| Staff retention methods

Defined bonus tenure

Bonuses awarded
on an ad hoc basis

Out of cycle
salary reviews

Equity in the business

Profit share
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People management

Best practice tips: strategies for
attracting, developing and keeping
high performers

FOCUS on
the right KIS

Profit per employee
Yield per property

Remuneration based on profit growth,
not just revenue

Long term incentives

Customer service incentives

Best practice

Salaries and commissions consume around
$4.40 in every $10 the average agency makes.
So anything you can do to get more value from
your salary spend will boost the sustainability of
your business.

L ead with
the right metrics

Understand the cost of doing business

Make the difficult decisions

Build a cohesive team that understand the risks
Lead in your communities

Build value in personal and business brands

Prioritise client experience

High profit firms use a range of strategies to

find, motivate and manage high quality staff.

Here are some of the most effective.

Define
your culture

Who you recruit
How you lead them
What behaviour you expect



Operations and
technology
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Operations and technology

How innovative is your business?

As digital solutions become increasingly
accessible and affordable, they offer significant
opportunities for businesses responding to a

| Current use of technology

market impacted by margin compression and Have mobile friendly website
Iow-cqst market entrants. Yet while reallestate Active on social media
agencies have been quick to adopt online (Twitter/Facebook/LinkedIn)
sales tools, many have been slower to reap the Operate online platform,
benefits of integrated digital platforms. staff can work from anywhere

Offer publicly available

In our 2016 survey, more than two thirds of information and docs online

respondents said they had mobile-friendly

websites and were active on social media, Use SEO on our website
but Iesg than half were offemg Ionhlne forms or Collaborate with clients
leveraging search engine optimisation (SEO). using online software
As a result, most agencies still have unrealised None of these

potential to reduce costs and boost productivity
by putting technology to work. And many

seem prepared to do so, with 46% saying they | Areas to automate
would like to automate property management
activities, and another 35% expressing an
interest in automating administration.

1%

Property Admin Sales Finance Other None of these
management

= 1 2 3 4 5 (6 ) 7
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Operations and technology

Should you be investing more?

Despite preparedness to invest in automation,
few agencies have been investing large
amounts in technology. 63% invested just
$25,000 or less over the past 12 months,
with most planning a similar spend over the
year ahead.

| Top seven technology investment areas

Website

IT systems/platforms

Cloud platforms/

The most popular areas for investment are data warehousing

websites and [T platforms. Only around

one in four plans to put money into mobile Client communication
technologies, integration and client portals,
despite the potential for automation and Document management

easier collaboration. .
Mobile enabled technology

| Investment in technology — Software integration
last 12 months

<$25k $25k-$50k $50k+
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Operations and technology

Outsourcing

QOutsourcing represents another significant
opportunity for real estate agencies to realise
new efficiencies and liberate resources to
focus on high value-added areas where they
have a competitive edge. Yet while agencies
are keen users of [T outsourcing, with 68%
of firms already practicing it and another 20%
considering it, only a small number make use
of other outsourcing services. From property
maintenance to payroll, most businesses still
keep most functions in-house — even though
many are open to doing more.

Overall, our research shows there is significant
potential to improve productivity and client
experience by leveraging new technology,
automation and outsourcing services.

| Businesses currently outsourcing and considering outsourcing

T

Maintenance

Payroll
administration

HR

Marketing

Trust accounting
& banking

Document
management

[ Currently outsource

I Not consider

Would consider
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Outsourcing and technology

Most agencies know they could be more
efficient in key areas, although there are
revealing differences in their areas of focus.

The more profitable a business is, the

more likely it is to be focused on improving
business development. In contrast, most
higher profit businesses seem to believe

that their performance management and
client management are already fairly efficient,
underpinning a high-quality client experience.
However, higher profit businesses are among
the most likely to see banking and account
reconciliation as key focus areas where
efficiency can have a significant impact.

Maximising productivity

| Areas requiring efficiency improvements

Business 58% Invoicing/ (8%
development document
53% preperation [q20
Performance 53% Compliance [13%
management | and licensing
46% obligations e
4%
Client 44% Outsourcing | 19%
management [ [
43% 12%
[ Loss/Broke even 1-9% increase B 10-19% increase 20%-+ increase
3 4 5

Banking and 6%
account 5%
reconciliation |o#

m

Debtor 6%
management/
collections 6%

T

None of 6%
the above |l
9%
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Operations and technology

Best practice

Re-engineering your processes from the ground up can help create the platform for outstanding customer service, liberating your staff from low value
activities to focus on improving the customer experience and winning new business.

Productivity/Cost  Service and CX Revenue growth

Know your current state & determine For the buyer/For the seller Win more business more quickly/cheaply

your future state For the landlord/For the tenant Build distribution channels

Re-direct capacity Trust/Transparency/Time Reverse fee decline

i?oﬂgirt\évggrsotizssbom the aim & manage Value, Advice, Insights Yirtual prospthing - g0 digital, leverage data
#digitalandsocialmarketing!

) - First class experience
Focus on execution once the decision

has besn made
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Across the country, most agencies were
optimistic about FY2017, Western Australia
aside. Even there, 66% expected revenues to
increase, while 70% said their profits were set
to rise.

East coast businesses were especially
confident, with a majority in New South Wales,
Victoria and Queensland expecting markets to
continue growing in 2017.

Outlook

Optimism reigns

| Expected change in revenue in FY2017

Increase 20%
or more

Increase 10-19%

Increase 1-9%

No change

B Nsw VIC

|

23%

13%

|

23%

26%

'\

21%

28%

|

11%

5%

B awo

7%
Decrease 1-9% .
10%
0%

0,
Decrease 10-19% >%
9%
0%

0%
2%
0%
10%
0%

Decrease 20%
or more

2%
2%
1%
0%

I’'m not sure



58

Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

Outlook

Optimism reigns

| Expected change in profit in FY2017

Increase 20%
or more
Increase 10-19%

Increase 1-9%

No change

_Qo
Decrease 1-9% 2%

0%

Decrease 10-19%

Decrease 20%
or more

I’'m not sure



59

Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

Outlook

Optimism reigns

| State outlook

ey

1%

High growth
0%

—

44%

Steady growth
13%
S
Stable 34%
46%
B Nsw VIC B ao WA 0 sa
<= 1 2

Slight decline e

29%

0%
0%
1%
5%
0%

Significant decline

1%

1%

Too hard to say
8%
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Outlook

What could impact your business?

Few agencies saw new risks emerging in 2017. : B . _ :
Most were focused on their core business, with | Factors with significant impact: past 12 months versus coming 12 months
staffing issues and profitability at front of mind. Changing the pricing

However, around one in four were concerned Staff retention ; model/fee structures —u
that investor confidence could decline — andrecrument A% of the business 17%

|

something that has proved prescient, given - Spending too much
the ongoing impact of new restrictions on Maintaining and time with lower
growing profitability % value clients 10%

investor borrowing.

|

Increased
Attracting enough legislative
new target clients 29% requirements [19%
Finding investment

Reduced investor opportunities with
confidence 25% a better...

7%
Leveraging/integrating

the IT infrastructure

|

The threat posed by
new and different

I

competitors 23% within the... 7%
Another downturn _ The breadth and depth h
in investment markets/ of solutions/services
economic... 23% you offer... 8%
Slow recovery of h
investment markets/ None of the above
economic... 22% 3%
. Led to significant change in the past 12 months Wil significantly impact in the next 12 months
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Around one in four business owners plan to
sell all or part of their agency in the next three
years, up from 19% in 2014. An internal sale
remains the most popular option, favoured by
58% of potential sellers.

53% of businesses have a plan for the future
in place, with more profitable businesses most
likely to have a documented plan. Yet that
leaves almost half of all agencies without an
effective plan in place.

And our survey reveals an even larger planning
gap. Only 39% of businesses with more than
one principal has a buy—sell agreement in
place. That could be challenging if a principal
needs to leave the business unexpectedly due
to ilness, injury or family problems.

Outlook

Buying and selling
Business owners intending to sell

o 1970 e 2070

| Succession planning: loss by profitability

1-9% profit 48%
20%+ profit 53%
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1.

Start planning early

and set a timeframe.

Make sure your
personal and
business goals are
in sync.

Sustaining profits across market cycles 2017 Residential Real Estate Benchmarking Report

Best practice

Creating an effective succession plan

2.

ldentify your
SuUCCessor —
whether a co-
owner, employee or
external party.

3.

Identify the talent
within your firm and
develop their skills
and make them
feel valued.

4,

Know what it's

worth — get a
realistic, independent
valuation of

your business.

0.

Watch out for tax
implications — get
advice on maximising
aftertax payments
from the sale of

your business.

o.

Decide on your
future role. If you're
not ready to let go
completely, define
your role and make
sure you're rewarded.
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Outlook

Focus areas for FY2017

In 2017, Australia’'s most profitable real estate
agencies will focus on upskiling staff, building

strong client relationships and focusing on the
basics of good business practice. More effort on —

| Top five focus areas by profitability

. Improve monitoring 9
. -~ 74% , 55%
What will your priorities be’? Sa(;eei/etfgggeesri e 0s business plans
and marketing 67% and performance 49%
Best practice: Building stronger
client relationships
. 45% increasing training 40%
1. 3. Managing staff and skills development
What insights are Are you and your 56% 49%
you providing to your  team considered
clients on the state of  the experts your
the property market?  clients wil need if the mar?;;gr;'m 48%
5 market changes? 45%
What value do your 4.
interactions add How will you make I Loss/Broke even 1-9% increase [ 10-19% increase 20%+ increase
to your database them money or save
if someone is not them from making a
actively transacting”? loss? How can you

explain that better?
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Key take-outs

Overall, our research shows a sector in good shape with
strong prospects for the future. However, it also reveals
emerging threats from technological change and new
business model competitors which, while not heavily
impacting profitability today, could lead to significant
change in the near future. That suggests many agencies
could be doing more to create a sustainable platform for
future success.
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Ready to learn more?

If you'd like to learn more
about putting our best
practice insights to work in
your business, contact me or
your Residential Real Estate
Relationship Manager.

NSW VIC QLD WA SA
Armene Zmuda  Ben Collins Steven Marinucci James Alexander Adam Trengove
0429 693 958 0419 530 105 0438 315 071 0437 118 044 0428 697 834
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Important legal notice

This information has been prepared by Macquarie Bank
Limited ABN 46 008 583 542 AFSL & Australian Credit
Licence 237502 (‘Macquarie’) for general information
purposes only and is based on statistics and information
sourced from the 2016 Macquarie Business Banking
Residential Real Estate Benchmarking Survey conducted
by Thrive Insights (‘the Survey’). This information does
not constitute advice. Before acting on this information,
you must consider its appropriateness having regard to
your own objectives, financial situation and needs. You
should obtain financial, legal and taxation advice before
making any decision regarding this information.

While Macquarie has taken all reasonable care in
producing this information, subsequent changes in
circumstances may occur at any time which may impact
the accuracy of information. Graphs and forward-looking
forecasts have been included for illustrative purposes
only and have been derived from information provided by
third parties that participated in the Survey. Macquarie
does not warrant the accuracy of any information
provided by any third party.

Past performance is not a reliable indicator of future
performance. Forward looking forecasts are estimates
only and are based on the Survey results. Macquarie
does not warrant the accuracy of these estimates and
actual results may vary based on a number of market,
regulatory, financial and environmental factors.

© Copyright is reserved throughout. The information
contained in this document must not be copied, either
in whole or in part, or distributed to any other person
without the express permission of Macquarie.



