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ABSTRACT 

This research p r o j e c t  i s  an ana lys is  o f  a  sma 11 , Canadian r e a l  es ta te  f i  rm. 

It i s  presented i n  t he  form o f  a  case study composed o f  t h ree  par ts .  

The main t e x t  o f  the  case i s  a  c a r e f u l l y  developed h i s t o r y  o f  the f i r m .  This 

i s  in tended t o  present  t o  fu tu re  students o f  o rgan iza t i on  p o l i c y  courses the  

oppor tun i t y  t o  i s o l a t e  the f a c t o r s  which have con t r i bu ted  t o  t h i s  f i r m ' s  suc- 

cess, t o  gain experience i n  ana lys is  and dec is ion  making a t  the  entrepreneur- 

i a l  l e v e l ,  and t o  recognize and con f ron t  problems r e l a t i n g  t o  a  f i r m ' s  growth. 

The second component i s  an ana lys i s  o f  the case, i n c l u d i n g  i d e n t i f i c a t i o n  o f  

s i g n i f i c a n t  var iab les  and a  recommended s t ra tegy  f o r  t he  f i rm .  This  sec t i on  

i s  in tended f o r  use by  course i n s t r u c t o r s .  

The t h i r d  component i s  a  r e p o r t  t o  the  p r i n c i p a l  o f  t he  f i r m ,  o u t l i n i n g  the  

var ious r o l e s  he might occupy, h i s  opt ions as they  r e l a t e  t o  the business, 

r a m i f i c a t i o n s  o f  each a1 t e r n a t i v e ,  and a  recommended s t r a t e g y  fo r  him and 

h i s  f i r m .  

A v a r i e t y  o f  methods and ma te r ia l s  were used i n  the compi la t ion  o f  t h i s  repo r t .  

They are  : 

( i )  i n te rv iews  w i t h  the  p r i n c i p a l  o f  the  f i r m  

( i  i ) quest ionnai  res  completed by  employees 

( i i  i ) compi la t ion  and ana lys i s  o f  f i n a n c i a l  data 

( i v )  survey and ana lys is  o f  i n d u s t r y  p rac t i ces  

(v )  development and eval ua t ion  o f  a1 t e r n a t i  ve s t ra teg ies .  

The p r o j e c t  has prov ided a  case f o r  use by  f u t u r e  students o f  o rgan iza t ion  

p o l i c y  courses and a  r e p o r t  t o  t h e  p r i n c i p a l  o f  the  f i r m .  The s t ra tegy  



i v  

recommended t o  the  p r i n c i p a l  and inc luded i n  the  i n s t r u c t o r ' s  manual f o r  t h e  

case may be summarized as fo l l ows :  

( i )  increase the  e f f i c i e n c y  o f  t h e  present  opera t ion  by focusing more 

a t t e n t i o n  on cos t  c o n t r o l  

( i  i ) increase revenues by h i r i n g  a d d i t i o n a l  , h i g h l y  qua1 i f i e d  salesmen 

and by more a c t i v e  s o l i c i t a t i o n  o f  no tary  business 

( i i i )  h i r e  a  manager w i t h i n  3-5 years so t h a t  t h e  p r i n c i p a l  may r e t i r e  

from a c t i v e  management. 
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INTRODUCTION -. 

Purpose 

This study has two primary ob ject ives:  

1. To provide a  case h i s t o r y  and anal 

1 

y s i s  o f  a  l oca l  small f i r m  f o r  possib le 

incorporat ion i n  a  case book t ha t  can be included i n  the curr iculum o f  

organizat ion p o l i c y  courses f o r  undergraduate and graduate students. I t  

i s  hoped t h a t  t h i s  case w i l l  enable students t o  i s o l a t e  the fac to rs  which 

have cont r ibuted t o  t h i s  f i r m ' s  success, t o  'gain experience i n  analysis 

and decis ion making a t  the ent reprenur ia l  l e v e l  and t o  recognize and con- 

f r o n t  problems r e l a t i n g  t o  a  f i r m ' s  growth. An i n s t r u c t o r ' s  guide i s  a lso  

1 i n c l  uded. 

2. To out l ine,  f o r  the p r inc ipa l ,  Jerome Al ley,  the various ro l es  he might 

I occupy i n  future,  h i s  options as they r e l a t e  t o  t he  business, and the 

rami f i ca t ions  o f  choosi ng any given a1 ternat ive.  We a l so  hope t o  a s s i s t  

the  p r i nc i pa l  by documenting and thereby c l  a r i f y i n g  e x i s t i n g  problems i n  

the  firm and by p ro jec t ing  f u tu re  c r i t i c a l  decis ion areas f o r  wh ic ;~  he 

may have t o  prepare h imsel f  and h i s  f i r m .  This requires de l ineat ion of 

A l l e y ' s  personal charac te r i s t i cs ,  h i s  sk i 1  l s ,  object ives,  needs, and - 

r i s k  preferences. The end product i s  a  recomnendation based on we l l  

def ined a1 ternat ives . 



2 

Methods o f  Research 

A v a r i e t y  o f  methods and m a t e r i a l s  were used i n  t h e  compi la t ion  o f  t h i s  repo r t .  

They are: 

(i) in te rv iews  w i t h  the  p r i n c i p a l  o f  t h e  f i r m  

(i i ) quest ionnaires completed by employees 

(iii) compi la t ion  and ana lys i s  o f  f i n a n c i a l  data 

( i v )  survey and ana lys i s  o f  i n d u s t r y  p rac t i ces  

(v)  development and eval ua t i on  o f  a1 t e r n a t i  ve s t r a t e g i e s  . 

Re1 a ted L i t e r a t u r e  

The techniques f o r  w r i t i n g  cases, i n s t r u c t o r ' s  guides and repor t s  i s  a mat ter  

o f  s t y l e .  On a more s u h t a n t i v e  l e v e l ,  however, i t  was necessary t o  draw on 

many general reference books on r e a l  es ta te  and management o f  businesses. 

Those which were found t o  be most use fu l  a r e  l i s t e d  i n  t h e  Selected Bib1 i o -  

As t h e  f irm operates o n l y  i n  t h e  lower mainland o f  B.C., many o f  t h e  spe- 

c i a l  i i e d  pub l i ca t i ons  prepared by t h e  Vancouver Real Estate Board are  used, 

s p e c i f i c a l l y  f o r  e x t r a c t i o n  o f  s t a t i s t i c a l  data used i n  rev iewing t h e  per-  

. formance o f  t h i s  f i r m  i n  comparison w i t h  t h e  i ndus t ry .  Texts desc r ib ing  

t h e  r e a l  es ta te  brokerage business prov ide  standards f o r  t h e  eva luat ion  o f  

I t h e  f i r m ' s  opera t i  ng po l  i c ies  and procedures. 

I Reference i s  a l so  made t o  l e g i s l a t i v e  changes i n  Ontar io  which may be 

adopted i n  B.C. and p o l i t i c a l  t rends which cou ld  l ead  t o  l e g a l  r e s t r i c t i o n s  

on, and changes i n  the  nature  and manner o f  serv ices rendered by r e a l  es ta te  

agents, and the  fee  s t r u c t u r e  appl ied.  



M.B.A. program t e x t  m a t e r i a l  was used t o  provide t h e  t h e o r e t i c a l  background 

f o r  ana lys is  o f :  

- organiza t ion  s t r u c t u r e  and change 

- management cont ro l  systems 

- market s t r a t e g i e s  

- economic ana lys is  

- business p o l i c y  



ALLEY ESTATES LTD. CASE 

PRINCIPAL ' S GOAL 

I n  June, 1975, J e r r y  A l l e y  was r e f l e c t i n g  on the  progress h i s  f i r m  

had made i n  the e i gh t  years s ince incept ion,  and contemplat ing i t s  f u t u r e  

d i rec t ion .  

" I ' m  approaching t h a t  p o i n t  i n  my l i f e  when I should be able t o  soon 

s t a r t  tak ing  l i f e  easier. How can I do t h i s ?  As t he  business grows, demands 

on my t ime increase. To r e t i r e  o r  semi- re t i re  w i l l  probably requ i re  an i n -  

crease i n  my l e v e l  o f  income, espec ia l l y  w i t h  i n f l a t i o n  being so rapid.  I 

don ' t  want t o  r e t i r e  completely, bu t  5 years from now, I ' d  l i k e  t o  be i n  a 

pos i t i on  where I could i f  I wanted to." 

HI STORY 

Jerome F. A l l e y  i s  the  president  and bene f i c i a l  owner o f  A l l e y  

Estates Limited, (A.E.L.) a small r e a l t y  company engaged p r i m a r i l y  i n  r e s i -  

den t i a l  sales i n  the  Coquitlam area o f  B r i t i s h  Columbia. ~ s ~ u i t l a m  i s  an 

urban area w i t h  a populat ion o f  101,000, located east o f  Burnaby Mountain 

on the 'per imeter  o f  greater  Vancouver. 

The f i r m  earned $19,323 on revenues o f  $448,979 f o r  f i s c a l  1975 and 

employs 6 salesmen and 2 secre tar ies ,  one o f  whom works on a par t - t ime basis. 

A t  52, Je r r y  A l l e y  i s  marr ied and has a 10 year o l d  son. He takes an 

a c t i v e  i n t e r e s t  i n  l o c a l  p o l i t i c s  and has a repu ta t ion  f o r  speaking h i s  mind 

when deal ing w i t h  the municipal counc i l .  He i s  a l i f e  member o f  the  provin-  

c i a l  Social Cred i t  p a r t y  and supports the  Conservative p a r t y  federa l l y .  He 

i s  a past  president  o f  the  Coquitlam Chamber o f  Commerce, a 1 i f e  member of 

t he  Coquitlam and D i s t r i c t  Hospi ta l  Society and i s  a soc ia l  member o f  the 

Vancouver Gol f  and Country Club. He a lso  maintains memberships i n  the Notary 

Society and t he  Real Estate I n s t i t u t e .  



He estimates h is  net worth outside of his investment i n  Alley Estates 

Limited and i t s  related company a t  $235,000, of which 50% is  accounted fo r  by 

his home and personal possessions. His only recreational pursuit is  s a l t -  

water fishing. 

After receiving an honorable discharge from the Canadian army a t  the 

end of W.W.11, Alley spent a brief period upgrading his  Grade 8 education b u t  

stopped before writing his  Grade 12 exams. He decided t h a t  he would take on 

a variety of jobs for  a t  l e a s t  1 year each, "work 1 i ke he1 l " ,  and learn as 

much as he could, and t h a t  this would -be his education. He was employed as 

a cowboy, a gas s ta t ion  attendant, and l a t e r  formed and operated a jan i tor ia l  

supp'y concern i n  partnership with an associate.  He dissolved the partnership 

t o  pursue other in te res ts .  

Immediately pr ior  t o  his career i n  real e s t a  e,  Alley operated a con- 

t r a c t  logging firm which fa i led  due t o  an absence of available t i ~ b e r .  In 

1960 he found himself i n  the position of being unable to  obtain a job w i t h i n  

the forest  industry due t o  his age and inadequate formal education. On the 

suggestion of a f r iend 'he completed the Real Estate Council's pre-licensing 

course and began se l l ing  on a one year t r i a l  basis. The year proved to be 

a successful one and so he continued in the industry. In January, 1962, he 

changed employers and moved t o  Coquitlam, on the basis tha t  i t  was a develop- 

tng area tha t  he perceived t o  afford greater opportunity than the s tab le  

Vancouver market. 

Wi th  fur ther  study, he qual i f ied as both an agent and a Notary Public, 

making i t  possible fo r  him t o  open his  own combined rea l ty  firm and notary 

practice. In November, 1966, with $1,500 of personal savings, Alley and an 

older associate,  who was a l so  a Notary, opened Alley Estates Limi ted as a 

j o in t  venture in a small shopping centre. Six months l a t e r  the associate 's  

health fa i led  and Alley purchased h is  partner 's  share of the business. 



I n  1968 A l l ey  expanded h i s  premises by purchasing the  f lower shop 

adj-cent  t o  h i s  o f f i c e ,  l i q u i d a t i n g  i t s  assets and tak ing  on the lease f o r  

the add i t iona l  space. 

I n  May, 1974, A l l e y  reached an agreement w i t h  a nearby branch o f  t h e  

Bank o f  Nova Scot ia which resu l ted  i n  a l l  the  branch's mortgage conveyancing 

being d i rec ted t o  A l ley .  

SCOPE OF OPERATIONS 

A1 though A. E.L * was a pa r t i c i pan t  i n  the8 f i r s t  1 and development pro- 

j e c t  i n  P i t t  Meadows, and the f i r m  has p e r i o d i c a l l y  purchased propert ies,  f o r  

development and/or resale,  the t h r u s t  o f  the  business has remained i n  the 

area o f  r es i den t i a l  sales s ince incept ion.  Developments have been kept small 

because A l l e y  d i d n ' t  want t o  " s t i c k  h i s  neck out". 

FINANCING 

w i t h  the exception o f  the i n i t i a l  funding from h i s  personal savings, 

a1 1 f inanc ing has been through bank debt and re ta ined earnings. Only once 

has A l l ey  been refused f inancing.  A f t e r  the f i r m ' s  f i r s t  year o f  operations, 

he requested a $20,000 l i n e  o f  c r e d i t  which was turned down by h i s  bank, a 

problem which A l l e y  promptly solved by swi tching hanks. 

MANAGEMENT PHILOSOPHY 

A l l e y  explained h i s  management philosophy as fo l lows: "Good manage- 

ment i s  simply a matter  o f  having the r i g h t  people i n  the r i g h t  jobs. 1 don ' t  

have t o  mot ivate these people. They are motivated. I t r e a t  these fe l lows as 

independent businesshen, which i s  what they are. They don ' t  work f o r  me; 

they j u s t  h i r e  my services. The law requires t ha t  they do so." 



" . ADVERTISING AND PROMOTION 

A.E.L.'s most successful promotion too l ,  according t o  A l ley ,  has 

been a de ta i led  map covering Coquitlam and the  adjacent r es i den t i a l  com- 

muni t i e s  o f  Port  Coqui t l  am and Por t  Moody. The reverse s ide contains 

informat ion on a v a r i e t y  o f  community services avai 1 able t o  residents.  The 

maps are used by students, schools, churches and even the municipal govern- 

ment. The u n i t  cost  t o  A.E.L. i s  approximately 50&. The f i r m  a lso uses 

c l a s s i f i e d  adver t i s ing  i n  Vancouver's d a i l y  newspapers, the l oca l  newspaper 

and on-premises signs. A1 l e y  wr i tes  a syndicated general i n t e r e s t  column i n  

the  l oca l  paper and the company makes donations o f  approximately $5,000 

a n n u l l y  t o  a v a r i e t y  o f  l o c a l  causes. Many o f  these donations are categor- 

i zed  as Adver t is ing o r  Sales Promotion i n  the  company's accounts. (e.g. - 
comnunity centre scoreboards). Je r r y  A1 1 ey 's  entertt ' inment costs on behal f 

o f  the f i r m  are a1 so included i n  Sales Promotion. 

COMMISSION ARRANGEMENTS 

Resident ia l  customers a re  charged 5% o f  the gross s e l l i n g  p r i c e  on 

exclusive l i s t i n g s  and 7% on m u l t i p l e  l i s t i n g s  ( o f  which approximately 1/2% 

covers the cost  o f  the M u l t i p l e  L i s t i n g  Service). Approximately 40% o f  the  

comiss ions earned (see Table I) accrues t o  A.E.L. w i t h  the remainder going 

t o  the salesmen. A.E.L. absorbs the costs o f  advert is ing,  c l e r i c a l  services, 

u t i l i t i e s  and rent .  The remainder goes towards the p r i n c i p a l ' s  sa la ry  and 

the p r o f i t  t o  the  f i r m .  Competing f i rms use a host o f  commission-sharing 

arrangements. Those f i rms  o f f e r i n g  higher commission-spl i t s  t o  sales s ta f f  

o f f s e t  the reduced revenue by making employees responsible f o r  a greater 

number o f  operat ing costs. 
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ENVIRONMENT 

Whi 1  e  commission ra tes  o f  5% and 7% are f a i r l y  standard throughout 

the  industry,  one f i r m  i s  experimenting w i t h  a  r a t e  o f  &% on exclusive 

l i s t i n g s ,  combined w i t h  a  strong adver t i s ing  campaign, presumably on the 

assumption t h a t  demand fo r  r e a l t y  serv ices i s  p r i c e  e l as t i c .  Another change 

i n  the  way comnissions are se t  i s  being experimented w i t h  i n  Ontario. This 

involves the nego t ia t ion  o f  a  sales fee  by the vendor and the agent p r i o r  t o  

l i s t i n g .  (The adoption of such a  p rac t i ce  i n  B.C. may depend a t  l e a s t  i n  

p a r t  on whether the government deems t h a t  the present standardized ra tes 

unduly r e s t r i c t  p r i c e  competi t ion.) It i s  uncer ta in  whether negotiated fees 

woul? increase o r  decrease the agent 's commission and a t  present there i s  no 

substant ive evidence on which t o  base a p red i c t i on  o f  commission r a t e  changes. 

The p o l i t i c a l  c l imate i n  the province i s  u n c v t a i n .  The N.D.P. 

government enacted a  " land freeze" i n  December, 1972, which i n  par t ,  i s  i n -  

tended t o  curb development o f  a g r i c u l t u r a l  land f o r  non-agr icu l tura l  uses 

(i .e. housing subdiv is ions).  This l e g i s l a t i o n  l i m i t e d  the  supply o f  land 

ava i lab le  t o  r es i den t i a l  developers , thereby r e s t r i c t i n g  t h e  supply o f  new 

housing, and increasing the pr ices o f  e x i s t i n g  housing un i t s .  The government 

a lso  proposed t o  undertake a study o f  the r e a l  es tz te  indus t ry  i n  the prov- 

ince, which has been viewed i n  some c i r c l e s  as a  t h i n l y - v e i l e d  t h rea t  t o  

reduce the p r o f i t a b i l i t y  o f  the industry.  By purchasing Dunh i l l  Developments 

Ltd., the government began to.compete d i r e c t l y  w i t h  p r i v a t e  f i rms i n  the 

r e a l  es ta te  industry.  Co l l ec t i ve l y ,  these act ions i nd i ca te  t h a t  pressures 

against  r e a l t y  f i rms  are bu i ld ing .  However t he  government's popu la r i t y  i s  

present ly a t  an a l l - t i m e  low and many (A l l ey  included) be l ieve  t h a t  a f t e r  the 

next  p rov inc ia l  e lec t ion ,  t o  be he ld  w i t h i n  12 months, the  par ty  i n  power 

w i l l  have been ousted and the  Social Cred i t  Party e lected i n  i t s  place. The 

Social Cred i t  p la t fo rm i s  no t  seen as " threatening" by the industry.  



Also con t r i bu t i ng  t o  the present mood o f  pess imis t ic  uncerta inty,  i s  

a  w r l d - w i d e  economic slowdown, keenly f e l t  i n  B.C. w i t h  i t s  m i l i t a n t  unions 

and high degree o f  dependency on primary indust ry .  High roya l  t i e s ,  h igh 

wage demands and slumping comnodity pr ices have i ntensi  f i e d  i n f l a t i ~ n  and 

unemployment i n  the  province, t o  which i s  added the  f a c t  t h a t  recent consumer- 

p r i c e  indexes have shown Vancouver t o  be the most expensive c i t y  i n  Canada i n  

which t o  l i v e .  (Increases i n  the cost  o f  serv iced l o t s  and housing construc- 

t i o n  have made a  major cont r ibut ion,  ou t s t r i pp ing  Toronto i n  recent months). 

The supply o f  mortgage funds has also been uncer ta in  and mortgage i n t e r e s t  

ra tes  have remained near h i s t o r i c a l  highs. The r e s u l t  has been a  shortage o f  

low cost  housing wh i le  simul taneously some more expensive new homes have 

remained on the market f o r  long periods o f  t ime. 

EMPLOYEES' PERCEPTIONS AND GOALS 

Interv iews w i t h  employees i nd i ca te  t h a t  A l l e y  i s  general ly  wel l  re-  

garded by the s t a f f .  One salesman fee l s  t h a t  the firm i s  too large, and t h a t  

3-4 salesmen would be idea l .  Two f ee l  t h a t  A.E.L. should become more invo lved 

i n  land a  

becoming 

ssembly and development. Two salesmen also i nd i ca te  an i n t e r e s t  i n  

involved i n  management. A t . t h e  present time, none o f  the salesmen 

has q u a l i f i e d  as an agent, and so cannot be considered as po ten t i a l  purchasers 

o f  the f i r m .  The sen ior  salesmen fee l  t ha t  a  greater percentage o f  the com- 

mission over $15,000 should go t o  the  salesmen w i t h  a  corresponding decrease 

t o  A.E.L. They a lso  f ee l  t h a t  a  f u r t h e r  incen t i ve  should be re l a ted  t o  ad- 

v e r t i s i n g  w i t h  each i nd i v i dua l  given a  f l e x i b l e  budget f o r  adver t i s ing  equal 

t o  10% o f  revenue produced. A t  t he  year end, any amount spent i n  excess of 

10% would be paid  t o  A.E.L. w i t h  any def ic iency pa id  t o  the salesman as an 

e f f i c i ency  bonus. The j u n i o r  salesmen on the o ther  hand i nd i ca te  t ha t  the 

ex i s t i ng  comni ssion sp l  i t  i s competi t i v e  and acceptable. 



PRINCIPAL ' S ROLE 

By i n t en t ,  A l l ey  has employed salesmen who do no t  r e q u i l ?  constant 

supervision. The ma jo r i t y  o f  t he  notary work i s  delegated t o  the f u l l  t ime 

secretary, who prepares the  notary documentation f o r  h i s  signature. A l ley ,  

who does no t  s e l l  r e a l  es ta te  as he does no t  want t he  salesmen t o  f ee l  he i s  

i n  competi t ion w i t h  them, i s  thus l e f t  r e l a t i v e l y  f ree.  

INDUSTRY ORGANIZATION 

The purpose o f  the  Real Estate Act i s  t o  p ro tec t  the pub l i c  by en- 

sur ing t h a t  agents and salesmen a re  reasonably competent. The ac t  provides 

t h a t  "No person sha l l  act.. .as an agent (sa l  esman) unl ess he i s  the holder 

o f  a v a l i d  and subs is t ing  agent 's  (salesman's) 1 icence issued t o  him under 

t h i s  Act by the Superintendent." The admin is t ra t ion  o f  the  Real Estate Act  

i s  the  responsi b i l  i t y  o r  the Superintendent o f  Insurance. This i nd i v i dua l  

has the  power t o  issue, renew, suspend o r  revoke l icenses.  The actual  admin- 

i s t r a t i o n  o f  t he  regu la t ions found i n  the Act  i s  undertaken by t he  Real 

Estate ~ o u n c i i ,  r epo r t i ng  t o  the Superintendent. (See Tab1 e X )  

THE REAL ESTATE MARKET 

Sales i n  Courty 1 ( C i t y  o f  Vancouver) through the M u l t i p l e  L i s t i n g  

Service (M.L.S. ) i n  1974 equal led $321.3 m i l l i o n .  The average sa le  i n  1974 

. was $57,861 and the average t ransac t ion  p r i c e  f o r  t h e  f i r s t  h a l f  o f  1975 was 

$63,169. Use o f  the  M.L.S. i n  1975 has increased over 1974, and t h e  market 

has become more compet i t ive as ind ica ted  by an industry-wide decreasing 

sales-to-1 i s t i n g  r a t i o .  (Source: Real Estate Board) 

Home p r i ces  increased s t e a d i l y  from 1965 t o  1974, and have remained 

r e l a t i v e l y  l eve l  s ince t h a t  time. New const ruc t ion s t a r t s  a re  present ly  

decreasing although there  appears t o  be a shortage i n  a l l  sectors, w i t h  the 

exception o f  condomi n i  ums and high p r i ced  s i ng l e  fami l y  dwel l  i ngs. 
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B.C. has a growing populat ion w i t h  the ma jo r i t y  of c i t i zens  choosing 

t o  res ide  i n  the Lower Mainland. Coquitlam i s  located i n  t h i s  reg ion and 

s i g n i f i c a n t  popul a t i on  increases are expected. While the  populat ion o f  

Vancouver increased 16.8% between 1966 and 1971, the Coquitlam area experi- 

enced a growth r a t e  o f  41.1% over the  same period. Forecasted populat ion 

f o r  the  Coquitlam area i s  152,500 f o r  1986. Sa t i s f ac t i on  o f  the r e s u l t i n g  

demand f o r  housing can on ly  be met through add i t i ona l  construct ion.  

Owners o f  e x i s t i n g  homes may be expected t o  change t h e i r  dwell ings 

as t h e i r  fami l i es  and thus t h e i r  needs change. Real Estate Board s t a t i s t i c s  

i nd i ca te  t h a t  owners change homes about every 8 o r  9 years. As t he  supply 

of . 2w homes i n  the  lower mainland adds on ly  2-3% annual l y  t o  the e x i s t i n g  

housing stock, ( i n  Coquitlam, which i s  a f a s t e r  growing area, the increase 

may be somewhat greater)  the ma jo r i t y  o f  sales w i l l  'nvol ve homes already i n  

existence. 

THE REAL ESTATE INDUSTRY 

The rea l  es ta te  indus t ry  i n  B.C. consists o f  both large and small 

firms. As o f  May 1975, the re  were 1,634 persons holding agent ' s 1 icences 

and 5,385 persons ho ld ing salesmen's l icences. 52.5% o f  a l l  l icencees oper- 

a t e  i n  the Lower Mainland. A.E.L. i s  lccated i n  County 4 ( there are  seven i n  

t he  province). Wi th in  t h i s  county, 27.9% o f  a l l  l icencees are found o f  whom 

362 a re  agents and 1,595 are salesmen. This compares w i t h  18.2% o f  t o t a l  

l icencees i n  1971. County 4 contains 199 head o f f i c e s  and 44 branch o f f i ces .  

while-revenues f o r  each company a r e  not  ava i lab le ,  i t  appears t h a t  no one 

f i r m  unduly inf luences the  market and t h a t  the oppor tun i ty  does e x i s t  f o r  

any f i r m  t o  increase i t s  market share, o r  f o r  new f i rms  t o  enter  the market. 



ALLEY ESTATES LTD. 
STATEMENTS o m k P l D ~ E f A f  ED EARNINGS. 

FOR THE YEARS ENDEDAPRIL~O, 1967 - 1975 

Table I 

1975 1974 1973 1972 1971 1970 1969 1968 1967 
REVENUE 

Real Es ta te  Comnission and . 
n o t a r i a l  revenue 
Insurance comnissions 
Proper ty  sa les  
I n t e r e s t  
Renta ls  

To ta l  Revenue 

DIRECT EXPENSES 

M u l t i p l e  1 i s t i n g  s e r v i c e  fees 
& o ther  agents'  cornnissions 

Salesmen' s comnission 
Cost o f  p roper ty  sa les 

To ta l  D i r e c t  Expenses 
Operat ing Income 

GENERAL AND 
ADMINISTPATIVE EXPENSES 

A d v e r t i s i n g  
Automotive 
Bad debts 
Deprec ia t ion  and amor t i za t ion  
Convention expenses 
Employee b e n e f i t s  
Insurance 
I n t e r e s t  and bank charges 
Licences, dues, and taxes 
L i g h t  and hea t  
Legal and accounting 
O f f i c e  and sundry 
Rent 
Repairs and maintenance 
S a l a r i e s  - management 

! - o f f i c e  
Sales promotion 
Telephone 

TOTAL GENERAL AND 
ADMINISTRATIVE EXPENSE 
Income be fo re  income taxes 
Gain on s a l e  o f  f i x e d  assets 

Prov is ions  f o r  income taxes 

Net income f o r  t h e  year  
Retained earnings beginning 

o f  year  
Retained earn ings end o f  year  

$135,615 $114,805 $ 82,240 $ 41,727 $ 29,815 $ 24,774 $ 13,333 $ 16,004 NIL 
154,923 * 135,615 114,805 82,240 41,727 29,815 24,774 13,333 16,004 

* 
$15 t a x  p a i d  on u n d i s t r i b u t e d  income 
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ALLEY ESTATES LTD. 

NOTES TO THE FINANCIAL STATEMENTS 

APRIL 30, 1975 

1. SIGNIFICANT ACCOUNTING POLICIES: 

Table I V  
1 o f  3 

Property Held f o r  Resale: 

The Property held '  f o r  r e s a l e  i s  valued on a s p e c i f i c  i t em 
bas is  a t  t h e  lower o f  cos t  o r  ne t  r e a l i z a b l e  value. Car- 
r y i n g  charges such as p roper t y  taxes, i n t e r s t  and lega l  
fees a re  added t o  t h e  c o s t  o f  p roper t y  h e l d  f o r  resale.  

Investment i n  J o i n t  Venture: 

Investment i n  t h e  r e a l  eq ta te  j o i n t  venture i s  recorded 
under t h e  e q u i t y  method o f  accounting which, a t  t h e  
company's year-end, approximates cost .  

Investment i n  Who1 ly-Owned Subs id ia ry  Company: 

The company accounts f o r  i t s  investment i n  P o r t  Moody 
Developments Ltd.  under t h e  equ i t y  method. Accordingly, 
t h e  value o f  t h e  investment i s  increased by t h e  subsid- 
i a r y  company's earnings f o r  t h e  year  and i s  reduced by 
t h e  amount o f  any d iv idends received. As t h e  earnings 
o f  t h e  subs id ia ry  s ince t h e  date o f  a c q u i s i t i o n ,  J u l y  
12, 1974, a re  minimal , t h e  va l  ue under t h c  equ i t y  method 
approximates cost .  

Depreciat ion:  

Automobiles and o f f i c e  f i x t u r e s  are  be 
a t  t h e  C.C.A. r a t e s  o f  30% and 20% p e r  
Leasehold improvements a re  being amort 
l i n e  bas is  over  t h e  terms o f  t h e  lease 

i ng depreciated 
annum respec t i ve l y .  

i z e d  on a s t r a i g h t  . 
2. INVESTMENT I N  JOINT VENTURE: 

The company holds a 50% i n t e r e s t  i n  a j o i n t  venture t o  develop 
r e s i d e n t i a l  p roper ty  f o r  r e s a l e  i n  Por t  Moody, B.C. As a t  A p r i l  
30, 1975 t h e  assets and pa r tne rs '  e q u i t y  were as fo l lows:  



ALLEY ESTATES LTD. 

NOTES TO THE FIdANCIAL STATEMENTS 

APRIL 30, 1975 

16 
Table I V  

2 o f  3 

2, INVESTMENT I N  JOINT VENTURE (Conti nued) : 

ASSETS : 

............................................ Land - a t  cos t  $ 64,067 

Development expenses and ca r ry ing  charges ................ 5,533 

Tota l  assets .............. $ 69,600 

PARTNERS ' EQUITY : 

R iche l le  Homes Ltd.  ..................................... $ 34,800 

...................................... A l l e y  Estates Ltd. 34,800 

.... Total  partners '  equ i t y  $ 69,600 
____F 

It i s  the  par tners '  p o l i c y  t o  account f o r  proper ty  he ld  f o r  develop- 
ment and resa le  i n  accordance w i t h  the  p o l i c y  described i n  Note l ( b ) .  

3. INVESTMENT IN  WHOLLY-OWNED SUBSIDIARY COMPANY: 

On J u l y  12, 1974 the  company acquired a l l  o f  the issued and outstand- 
i n g  shares o f  Por t  Moody Developments Ltd. f o r  a cash purchase p r i c e  
o f  $ 85,774. The purchase p r i c e  i s  representa t ive  o f  the  f a i r  m a r ~ e t  
value o f  land s i t ua ted  on Clarke Road, Coquitlam, B.C. he ld  by the 
company. 

The assets, l i a b i l i t i e s ,  and the de ta i l ed  revenues and expenses o f  
the  subsid iary have no t  been included i n  these f i n a n c i a l  statements 
as they would n o t  m a t e r i a l l y  a f f e c t  the f i n a n c i a l  pos i t i on  and 
r e s u l t s  o f  operat ions o f  the  company. 

4. LONG TERM INVESTMENT: 

During the year t he  company acquired shares t o  ho ld  as a long-term 
investment. 



ALLEY ESTATES LTD. 

NOTES TO THE FidANCIAL STATEMENTS 

APRIL 30, 1975 

Table I V  
3 o f  3 

5. BANK LOAN: 

The Bank o f  Nova Scot ia demand loans t o t a l  l i n g  $ 90,000 are  secured 
by a lodgement o f  c e r t i f i c a t e s  o f  t i t l e  o f  the  proper t ies  he ld  and 
the guarantees o f  the  shareholders and an associated company, J-Dor 
Holdings Ltd. Subsequent t o  t he  year-end, t he  bank postponed pay- 
ment o f  $ 75,000 o f  t h i s  amount f o r  eighteen months. 

6. CONTRACTUAL ARRANGEMENTS: 

Deferred P r o f i t  Sharing Plan: 

The company has entered i n t o  a deferred p r o f i t  sharing p lan r equ i r i ng  
yea r l y  cont r ibut ions t o t a l l i n g  no t  l e ss  than 1% o f  t he  sa la r ies  o f  
each o f  the  p lan 's  member employees. During the cur rent  year the  
company cont r ibuted $ 8,737 t o  t he  plan, the  amount o f  which i s  i n -  
cluded i n  "eaplcyee benef i ts " .  

7. STATUTORY INFORMATION: 

Renumeration o f  d i r ec to r s  and sen ior  o f f i c e r s ,  as def ined i n  the 
Companies Act, B r i t i s h  Columbia, f o r  t he  year t o t a l l e d  $ 31, 790 
(1974 - $ 67,915). 

8. CONTINGENT LIABILITY: 

As a p a r t i c i p a n t  under the  j o i n t  venture agreement described i n  
Note 2, the  company i s  cont ingent ly  l i a b l e  f o r  a l l  ob l iga t ions  
o f  t he  j o i n t  venture. 
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Table V 

(1) Expenses, i n c l  udi ng management salaries, may reasonably be a1 located 2/3 

t o  r ea l  es ta te  operations and 1/3 t o  notary w i t h  the exception o f :  

- c l e r i c a l  - 50% notary 

- adver t i s ing  and sales promotion - 100% rea l  es ta te  

- i n te res t  and bank charges - 100% rea l  es ta te  

- mu l t i p l e  l i s t i n g  serv ice fees 
and other  agents' cornmi s s i  on 

- 1 icences, dues, and taxes 

- insurance 

- 100% rea l  es ta te  

- $100.00 f o r  notary; 
balance t~ r ea l  
es ta te  

- 85% rea l  estate; 
15% notary 

Cost behzvior pa t te rn  

Expenses - Var iable Por t ion  Fixed Por t ion 

Advert i s i ng 86% . 14% 

Employee benef i t s  7 5 2 5 

Licences , dues, taxes 20 80 

Sales promotion 

Telephone 

(3) Revenue from i n te res t ,  ren ta ls ,  and property sales a l l  accrue t o  r e a l  

estate. 

(4) Other expenses can be c l a s s i f i e d  as e i t h e r  a l l  f i x e d  o r  a1 1 var iab le  

based upon normal expectat ions f o r  these p a r t i c u l a r  expenses. 



ALLEY ESTATES LTO. 

Monthly Receipts antQisbursements Statements* 

For the  per iod  June 1, 1974 t o  June 30, 1975 

Table V I  

June/74 J u l y  Aug. Sept. Oct. Nov. Oec. Jan./75 Feb. March A p r i l  May June 

Income 

Real Estate Comnissions 6 
l l o t a r i a l  Revenue $27,214.40 $14,145.70 $12,568.00 $17,714.50 $25,488. E7 $29.100.93. $27,536.55 $34,102.97 $31,653.66 $27,427.46 $47,285.39 $50,744.79 $49.254.54 

I n t e r e s t  Revenu~ 160.27 272.46 827.00 y'2.87 
Rental Revenue 580.00 175.00 315.00 315.00 315.00 370.00 45.00 145.00 270.00 270.00 
Othpr R~venue 1,025.00 13,966.00 - - . - . - . . - - 

Tota l  Revenue 

D i r e c t  Expenses 
k l t i p l e  L i s t i n g  Service fees 

and o t h e r  comnissions 2,379.00 3,198.20 180.00 1,830.00 4,344.00 6,277.00 2,717.00 7,406.00 1,063.75 4,597.25 6,220.75 10,431.25 5,293.55 
Salesmen's Comnissions 11,554.40 6,669.93 6.728.00 8,217.00 9,234.35 10,542.00 11,541.59 14,019.30 22,628.02 11,281.53 20,395.35 20,465.70 22,044.43 

Total  13,933.40 9,868.13 6,908.00 10,047.00 13,578.35 16,819.00 14,258.59 21,425.30 23,691.77 15,878.78 26,616.10 30,896.95 27,338.01 

General Expenses 
Adver t i s ing  
Auto 
Boat 
Corporation Tax 
Legal Disbursements 
Donations 
Errployee Benef i ts  
Hydro 
1 nsurance 
I n t e r e s t  & Bank Charges 
J. A l l e y  - Draw - Income Taxes 
Legal & Accounting 
Licences & Fees 
Miscel laneous 8 O f f i c e  Expense 
Sales Promotion 
Rent 
Repairs & maintenance 
Sa la r ies  
S ta t ionery  
Telephone 
Rental Property Expenses 

Tota l  12,334.74 13,625.67 14.426.42 14,016.48 12,468.63 10,486.09 11,172.52 11,626.53 15,664.48 11,563.88 17,506.33 12,725.62 12,316.40 

Tota l  Expenses 26.268.14 23,493.80 21,334.42 24,063.48 26,046.90 27,305.09 25,431.11 33,051.83 39.356.25 27,442.66 44.122.43 43,622.57 39,654.41 

Net Income $ 1,106.53 S(9.075.64) $(7,939.42) $(5,256.11) $ 641.59 $ 2.110.84 $ 2,420.44 $ 1,366.14 $ 6,583.41 $ 29.80 $ 3,307.96 $ 7,392.22 $ 9,870.13 

* Prepared f o r  Manager by Bookkeeper, monthly 



B.C. REAL ESTATE INDUSTRY 

MEDIAN COST PERCENTAGES* 

Gross Revenue 

Expenses : 

Accounti ng 

Advertising 

Automotive 

Cl erical 

Commissions 

Depreciation 

Entertainment 

Insurance 

Licences 

Miscel 1 aneous 

Rent 

Stationery 

Telephone 

Unempl oyment Insurance and 
Canada Pension Plan 

TOTAL EXPENSES 

Nct income Before Owners Drawings 

20 

Table VII 

*Source 
B.G. Boaden, Report on Expense Allocations as Percentages of Commissions 
Earned. (Vancouver: Facul ty of Commerce and Business Administration, 
University of British Columbia, 1969), p.19. 



COMMISSIONS EARNED 

BY SALESMEN OF 

ALLEY ESTATES LIMITED 

APRIL 30 YEAR END 

Table VIII 

Salesperson Number 

Fiscal  Year 1 2 3 4 5 6 



ALLEY ESTATES LIMITED 

SALESMEN ' S  COMMISSION RATES 

JUNE, 1975 

GROSS COMMISSIONS EARNED 

( a )  Up to  $15,000 Per Annum 

(b)  $15,001 - $10,000 

(c )  $18,001 - $28,000 

(d) $28,001 - $43,000' 

(e) $43,001 + 

Table I X  

SALESMEN ' S SHARE 



* ( E f f e c t i v e  : Ju ly ,  1972) 

REAL ESTATE INDUCLRY ORGANIZATION* 

FOR BRITIZH COLUMBIA --- 

Table X 

1 THE REAL ESTATE INSTITUTE OF BRITISH COLUMBIA I 
Organized October, 1957 L 

p r o v i n c i a l '  Nembership D i v i s i o n  (Organized 1958). 
Membership open t o  a l l  B.C. l i censed  Real Es ta te  
Agents and Nominees by v i r t u e  o f  t h e i r  1 icence. 
No entrance fee  o r  annual dues. 1350 members a t  
t h i s  date. Purpose i s  t o  p rov ide  machinery t o  
e l e c t  15 C o u n c i l l c r s  on a County bas is  who a r e  
recomr~ended f o r  appointment by t h e  B.C. Govern- . 
ment t o  forn, the  Real Es ta te  Counci l  o f  B.C. 
(NOTE: The Real Es ta te  Counci l  acts  i n  an 
adv iso ry  capac i t y  t o  t h e  Superintendent o f  
Insurance, supervises t h e  process ing of 
a p p l i c a t i o n s  and the  r e a l  e s t a t e  p re - l i cence  
educat ion programme. It a l s o  a s s i s t s  t h e  
Superintendent i n  t h e  enforcement of t h e  
Real Es ta te  Act. ) . 

Rea l to r  D i v i s i o n  ( ~ o r m L r l ~  B.C. Assoc ia t ion  
o f  Real Estate Boards, Organized 1953). 
Membership open t o  a l l  agents, nominees and 
salesmen members o f  member Boards o f  t h i s  
D i v i s i o n .  There are now 9 member Boards 
w i t h  a t o t a l  i n d i v i d u a l  membership o f  5300 
t o  date. Membership dues i n  t h i s  D i v i s i o n  
p a i d  by member Boards $5.00 each agent and 
nominee, $3.00 each sa l  esman. 

D i v i s i o n  governed by a? Execut ive o f  Board 
Pres idents and o thers  appointed by t h e  
member bo wds.  

p ro fess iona l  D i v i s i o n  
Membership (Organized 
1960) open t o  a l l  qual- 
i f i e d  persons engaged 
i n  the  C a l l i n g  o f  Real 
Estate i n  B r i t i s h  
Columbia as de f ined  i n  
t h e  By-Laws o f  t h e  
I n s t i t u t e .  Entrance f e e  
$25.00. Annual Dues 
$25.00. To ta l  member- 
s h i p  t h i s  date 880. 

D i v i s i o n  Governed by 30 
Governors Elected by 
County, by  ma i l  vote. 

D i v i s i o n  appoints  f o u r  C o u n c i l l o r s  t o  t h e  D i r e c t o r a t e  D i v i s i o n  appoints  f o u r  o f  t h e i r  Execut ive D i v i s i o n  appoints f o u r  
o f  t h e  Real Es ta te  I n s t i t u t e  o f  B r i t i s h  Columbia. t o  t h e  D i r e c t o r a t e  o f  the  Real Es ta te  o f  t h e i r  Governors t o  

I 
I n s t i t u t e  o f  B r i t i s h  Columbia. D i r e c t o r a t e  o f  t h e  Real 

I 
Es ta te  I n s t i t u t e  o f  B.C. 

12 D i r e c t o r s  o f  t h e  Real Es ta te  I n s t i t u t e  o f  B r i t i s h  Columbia. The office!; o f  Pres ident  and two Vice-pres idents o f  t h e  Real Es ta te  I n s t i t u t e  o f  
B r i t i s h  Columbia a r e  appointed annua l l y  f rom t h e  chairman o f  t h e  t h r e e  D iv is ions .  

REAL ESTATE FIRMS 



SINGLE FAMILY DWELLINGS 

24 

Table X I  

STARTED 

Coqui t l  am 
Port Coqui tlam 

Port Moody 

TOTAL 

SINGLE FAMILY DWELLINGS COMPLETED 

1969 1970 1971 1972 1973 1974 

Coqui t 1 am 
Port Coqui t l  am 

Port Moody 

TOTAL 



POPULATION TRENDS 

Area I n  Census Increase 
Sq. Miles 1966 1971 1966 - 1971 

Coqui t l  am 46.1 40,916 53,073 29.7% 

Port Coqui t l  am 10.4 11,121 19,560 75.9% 

Port Moody 4.9 7,021 10,778 53.5% 

Fraser M i  1 1 s 0.6 164 157 -4.3% 

TOTALS 62.0 59,222 83,568 41.1% 

Metropolitan Vancouver 

1,073.9 933,091 1,082,352 16% 
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Table XI11 

ALLEY ESTATES LIMITED 

STATEMENT OF NOTARY REVENUE BY SOURCE 

TO 

APRIL 30, YEAR END 

Total 
Notary 

Year - Revenue 

Notary Revenue "Walk-In" o r  
Associated with Other Notary 
Real Estate Revenue 



ALLEY ESTATES LTD. 

INSTRUCTOR'S GUIDE 

A l l ey  Estates Ltd. i s  i l l u s t r a t i v e  o f  the f i r s t  step i n  the growth 

of a  f i r m .  The entrepreneur has begun w i t h  a  concept and created a  small, 

p r o f i t a b l e  operat ion which has enabled him t o  enjoy a  good standard o f  l i v i n g  

and t o  create the asset base and acquired s k i l l s  necessary f o r  the next  step 

i n  the growth o f  the f i r m .  

Je r ry  A1 1 ey 's  f , r m  has now reached a po in t  where f u r t he r  1  ong term 

decisions are necessary. His goal i s  t o  develop h i s  assets i n  a  form and 

quan t i t y  which w i l l  make i t  poss ib le  f o r  him t o  r e l i nqu i sh  d a i l y  responsi- 

b i l i t i e s  w i t h i n  a  f i v e  year t ime horizon wi thout  a  s i g n i f i c a n t  reduct ion i n  

h i s  income. His immediate task i s  t o  devise a  s t ra tegy which w i l l  a ss i s t  

him i n  achieving t h i s  goal. 

Students are provided the oppor tun i ty  t o  observe the growth o f  t h i s  

firm, i d e n t i f y  some o f  the var iables con t r i bu t i ng  t o  i t s  success, and based 

on t h i s  analysis, make recommendations as t o  what Jer ry  A l l ey ' s  s t ra tegy 

should be. 

A thorough approach t o  the case w i l l  invo lve considerat ion o f  the 

f o l  1 owing questions . 
(1) What are  the present strengths and weaknesses o f  A.E.L.? 

(2)  What oppor tun i t ies  and r i s k s  does the environment present 

t o  t h i s  f i rm?  

(3) What options does Je r r y  A l l ey  have and what are  the ram- 

i f i c a t i o n s  o f  choosing any one o f  them, f o r  the firm and 

for A1 1 ey? 



28 
This  analysis should not  on ly  enable the students t o  recomnend an 

appropriate s t ra tegy but  should a lso lead i n t o  a discussion o f  a number o f  

more general questions, such as: 

(1) Do the  problems faced by a small f i r m  d i f f e r  i n  k ind o r  

merely i n  s i ze  from those faced by a la rger  f i rm?  

(2) A t  what p o i n t  i n  the f i r m ' s  growth curve i s  i t  appro- 

p r i a t e  f o r  the funct ions o f  ownership and management 

t o  be segregated? 

ANALYSIS: 

(a) Present Strengths o f  the  Firm 

(i ) 3 competent salesmen 

(i i ) 1 f u l  l y  t r a i ned  conveyancing secretary 

(iii) asset base o f  $156,000 a t  h i s t o r i c a l  cost  

( i v )  l oca t i on  i n  a r a p i d l y  growing urban community 

(v )  n o t a r i  a1 , r e a l  tj and management s k i  11 s o f  ownerhanager 

( v i  ) complementarity o f  services of fered.  

(b) Present Weaknesses o f  the Firm 

(i) manager makes l i m i t e d  con t r i bu t i on  t o  the operations 

(i i ) decl i n i  ng working cap i t a l  

(iii) narrow base o f  notary revenue (essen t i a l l y  d i rec ted  revenue - .  

from one bank) 

( i v )  l ack  o f  cost  con t ro l  

(v )  f i r m  has low market value 

( v i )  l ack  o f  cap i t a l  and sk i1  1s necessary t o  expand the scope of 

r e a l  es ta te  operations beyond res i den t i a l  services. 



p .  
* A  (c)  Opportunities Presented by the Environment 

( i )  population growth will resu l t  i n  increasing demand ;'or 

resident ial  and commercial real e s t a t e  and notarial  

services 

( i i )  real e s t a t e  market i s  not dominated by a few major firms 

- opportunity ex i s t s  f o r  any firm t o  increase i t s  market 

share o r  fo r  new firms to  en ter  the market. 

(d)  Risks Presented by the Environment 

( i )  salesmen may leave firm i f  competitor of fers  more a t t rac-  

ti ve compensation s p l i t  

( i i )  conveyancing secretary may resign a t  some point 

( i  i i )  increased competition by rea l ty  firms and lawyers as  

cmnunity grows may reduce revenues 

( iv)  increased operating costs  resulting from lack of control 

by manager and inf la t ion ,  may erode prof i t s  

(v) change i n  commission ra tes  may reduce revenues. 

(e )  Options Available t o  Jerry Alley 

( i )  Keep the business and maintain the present operations. 

Examination of Table I shows tha t  w i t h  the exception of 

1974 (a year of panic buying), Alley's net wealth has 

been increasing a t  a decreasing r a t e  (Net Income plus 

Management Sa lar ies )  since 1972. I f  t h i s  trend con- 

t inues,  A1 1 ey 's  weal t h  w i  11 begin decreasing absolutely 

w i t h i n  the next f ive  years. I f  we assume tha t  A1 ley is 

capable of earning $30,000 annual ly  as a salesman or 

notary. and fur ther  assume tha t  he requires a m i n i m u m  

r a t e  of return on his equity i n  A.E.L. of 15% ( a f t e r  



corporation income tax) ,  then a minimum acceptable 

increase i n  his wealth for  1975 would be $50,500 

($30,000 plus 15% of $137,000). His actual wealth 

increase was only $34,300 ($15,000 plus $19,300) 

during 1975. 

Clcarly, continuation of the  status-quo will  not 

enable him t o  a t t a in  his goal. 

( i i )  Sell the business. 

T h i s  option may be rejected out-of-hand for the following 

reasons. 

- Alley's s k i l l s  a re  primarily in the area of residential  

real e s t a t e  sales  and i t  has been i n  this area tha t  h2 

has accumulated the major portion of his present wealth. 

- The market price of a real e s t a t e  agency as a going con- 

cern is  nominal. An agency's goodwill i s  i t s  only 

marketable a s se t ,  and the market price of the goodwi 11 

possessed by one small competitor i n  a fragmented 

market i s  not great. 

- Capital real ized from the sale  of the firm and i ts  

assets  would earn a lower R.O.I. than is possible 

w i t h i n  the firm (e.g. - 10% term deposits). 

. ( i i i )  Sell the business and retain a manaqement contract: 

T h i s  option may a lso  be rejected. Alley's goal i s  t o  

stop working but have his income continue. As a manager 

i n  the employ of the firm, he must continue working i n  

order to  receive an income. 



( i v )  Change the  commission-sharing arrangement. 

This p o s s i b i l i t y ,  a1 though i t  may be extens ive ly  pursued 

by some o f  the more mathemat ical ly- incl ined students, may 

a lso be r e a d i l y  dismissed. Increasing A l l e y ' s  earnings, 

e i t h e r  by increasing h i s  share o f  commissions o r  by a l l o -  

ca t i ng  more expenses t o  the salesmen, w i l l  be re jec ted  by 

the  salesmen. Such a suggestion, even though no t  subse- 

quent ly imp1 emented, unnecessari ly exposes the f i r m  t o  

the r i s k  o f  l o s i n g  one o r  more o f  t he  top  salesmen. 

Decreasing A l l e y ' s  share o f  gross commissions, o r  

increasing h i s  expenses w i l l  necessar i ly  1 ead t o  decreased 

p r o f i t s  t o  him. Therefore, any change i n  the commission 

s p l i t  favor ing t he  salesmen w i l l  have t c  be p e r f e c t l y  o f f -  

se t  by a l  l oca t i ng  more expenses t o  them. (See Table XX). 

The ne t  r e s u l t  i s  t h a t  p r o f i t s  t o  A l l e y  w i l l  remain con- 

s t an t  regardless o f  the commission s p l i t ,  assuming the  

present scale o f  operat ion i s  continued. 

(v )  Change A l l e y ' s  r o l e  i n  the  firm. 

A l l e y ' s  most obvious op t ion  i s  t o  become re- involved w i t h  

the f i r m  i n  the r o l e  he must have he ld  e a r l i e r ,  t h a t  o f  

an ac t i ve  manager. "Cont r ibut ion Margin" income s ta te-  

ments (Tables X I V  & XV) prepared from mate r ia l  i n  the  case 

c l e a r l y  i nd i ca te  t h a t  both Notary and Realty services are  

p r o f i  tab1 e, wh i le  a comparison o f  pro jec ted net  incomes 

(Tables X V I  & X V I I )  shows the advantage t o  be gained from 

con t ro l1  i n g  costs. Cost con t ro l  may be accompl ished 

e t  t h e r  through maintain ing personal supervision o f  



expenditures, o r  g i v i ng  employees a budget, o r  a com- 

b i na t i on  o f  both. Generating more revenue i s  p r ima r i l y  

a mat ter  o f  "hust l ing,"  a s k i l l  which, as an entrepre- 

neur, he c l  ea r l y  possesses, S p e c i f i c a l l y  i t  involves 

sol  i c i  t i ng more notary work from mortgage-granti ng 

i n s t i t u t i o n s ,  and h i r i n g  product ive salesmen t o  replace 

some o f  h i s  present "marginal-producers". 

The second way i n  which A l l ey ' s  r o l e  may be changed, i s  

by removing him from ac t i ve  management and h i r i n g  a pro- 

fessional manager. While t h i s  a l t e rna t i ve  might r e s u l t  

i n  greater  revenues and monitored expenses, i t  i s  less 

a t t r a c t i v e  than the f i r s t  f o r  th ree  reasons. 

( a )  A l l e y  has s ta ted t h a t  he doesn't  w m t  t o  r e t i r e  ye t .  

(b) The manager would be r e l a t i v e l y  less expensive i f  

t h e  business were 1 arger and more p r o f  i tab1 e. 

(c) The cost  o f  h i r i n g  a manager t o  maintain the business 

w i l l - b e  less  than the cost  o f  e i t h e r  a clean-up 

manager o r  a business-development manager. Any 

i nd i v i dua l  capable o f  both consc l idat ing the e x i s t i n g  

operat ion and making i t  grow a t  t h i s  p o i n t  would 

probably be another entrepreneur, and would want 

con t ro l  o f  .the f i r m .  

I f  A1 1 ey " t ightens"  t h e  present operations, and increases 

revenues, he can create  a s i t u a t i o n  where he can j u s t i f y  a 

professional  manager and a lso meet h i s  requirements f o r  an 

increased personal income. 



, RECOMMENDED STRATEGY: 

Alley's strategy then should be: 

(1) increase the  efficiency of the present operation by 

focusing mere at tent ion .on cost control 

(2) increase revenues by hiring additional highly 

qual i f ied salesmen and by more act ive so l i c i t a t ion  

of  notary business 

(3 )  hire  a  manager w i t h i n  a  '3-5 year time span so tha t  

he may r e t i r e  from ac t ive  management. 



Allev Estates L td .  - 
Notary Income Statement (Contribution Margin) Table X I V  

Apr i l  30, 1975 

Revenue : 
Notarial revenue 

Empl oyee benef i t s  
Licences, dues, and taxes 
Office and sundry 
Repairs and maintenance 
Telephone 

Total variable 

Contribution margin 

Fixed: - 
Depreciation and amortization 
Employee benefits 
Insurance 
Legal and accounting 
Licences, dues and taxes 
Light and heat 
Office sa l a r i e s  
Rent 
Tel ep hone 

*Total fixed: 

Net income before income tax 

*Management salary i s excl uded 



3 5 
A l l e y  Estates Ltd. 

Table XV 
Real Estate Income Statement (Cont r ibut ion Margin) 

Revenue : 
Comnissions 
I n t e r e s t  
Rental 
Property sales 

Total  revenue 

A p r i l  30, 1975 

Less Expenses 
Var iable expenses: 

Se l l  i ng: 
Advert i s i ng $ 44,048 
Cost o f  property sales 34,898 
M.L.S. serv ice fees and other agents 

comnissions B' 4,673 
Salesmen's commissions 198,006 
Sal es promotion 4,217 
Telephone 2 540 

Total  s e l l  i ng ,3328,382 
Administrat ive:  

Auto 
Smpl oyee benef i t s  
I n t e r e s t  and Bank charges 
Licences, dues and taxes 
O f f i c e  and sundry 
Repairs and maintenance 

Tota l  admin is t ra t ive  
Tota l  va r iab le  

Cont r ibut ion margf n $ 62,836 

F i  xed expenses : 
Advert i sing 
Depreciat ion and amort izat ion 
Employee bene f i t s  
Insurance 
Legal and accounting 
Licences, dues and taxes 
L i gh t  and heat 
O f f i c e  sa la r ies  
Rent 
Sales promotion 
Telephone 

*Total f i x e d  

Net income before income tax  

*Management sal  ary i s  excluded. 
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Alley Estates Ltd. Table XVIII 

Notary 
Revenue 

lo Forma of Notary Income 

Variable 
Costs 

Fi xed* 
Costs 

Profi ts  from 
Notary Revenue 

* Management salary i s  excluded. 

Assumes additional secretary a t  vol ume of $56,000. One half salary 
chargeable to  notary revenue. 

Note: - 
To reach successive levels of increased Notary 

Revenue, a 16% growth figure has been used. To 

achieve these revenue and prof i t 1 eve1 s both 

c le r ica l  employees should be able to  undertake 

the preparation of papers for  notary signature. 
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Table XX 

A l t e r n a t i v e s  t o  e x i s t i n g  commission s p l i t  

us ing 1975 as a  base 

Proposals 

1. 70% t o  salesmen, a l l  a d v e r t i s i n g  and sales promotion become salesmen's 
r e s p o n s i b i l i t y .  

30% t o  A.E.L. f o r  use o f  o f f i c e  f a c i l i t i e s .  

2. 95% t o  salesmen, salesmen accept a l l  r e a l  e s t a t e  costs. 

5% t o  A.E.L. p r i m a r i l y  f o r  us,: o f  f irm's name. 

Revenue : 

Commissions ( t o  A.E.L.) ~ e t  

Costs : 
M.L.S. s e r v i c e  fee  and 
o the r  agents commi ss ion  $44,048 
Var iab le  telephone 2,540 
Var iab le  a d m i n i s t r a t i v e  21,664 
Fixed 27,373 

Net income before  income t a x  
Former ne t  income before  income 

t a x  (Table X V )  

Increase (Decrease) i n  n e t  income 

Proposal 1 Proposal 2 

$111,851 $ 18,641 

N i l  

Note: - 
1. Proposal 1 i s  i l l o g i c a l  f o r  t h e  f i r m  as salesmen a r e  n o t  assuming t h e  

appropr ia te  costs f o r  t h e  add i t i ona l  commission. 

2. Proposal 2. As t h e  agent, i s  respons ib le  f o r  M.L.S. f ee  and o the r  
agent 's  commissions, t h i s  amount would have t o  be inc luded as revenue 
t o  t h e  f i r m  and then ex t rac ted  as a  cost .  



A l l a n  D. Cobbett 

REPORT ON ALLEY ESTATES LTD. 

! A p r i l  23, 1976 

Mr. Jerome A1 ley ,  

President, A l l e y  Estates Ltd., 

570B Clarke Road, 

Coquitlam, B.C. 

Dear S i r :  

Re: A l l ey  Estates Ltd.  

Enclosed i s  our r epo r t  on A l l ey  Estates Ltd., which we are  

submit t ing t o  you f o r  your perusual and considerat ion.  

We would l i k e  t o  thank you most s incere ly  f o r  a l l ow ing  us 

i n t o  your f i r m ,  and f o r  the  cooperat ion extended t o  us by .you 

and the  members o f  your s t a f f  throughout the  p ro jec t .  

I f  we may be o f  f u r t h e r  assistance t o  you i n  any way, please 

do no t  hes i t a t e  t o  contact  us. 

Yours very t r u l y ,  

Gordon H. F a r r e l l  

C.C. E.M. Sco t t  

3. P. Herzog 



I 
F: 

ALLEY ESTATES LTD. 

STATEMENT OF THE PROBLEM: 

Your ob jec t i ve  i s  t o  develop your assets i n  a form and quan t i t y  which 

w i l l  a l low you t o  r e t i r e  from ac t i ve  p a r t i c i p a t i o n  i n  the  business wh i le  main- 

t a i n i n g  your personal income, w i t h i n  a f i v e  year t ime horizon. Your problem 

i s  t o  develop a s t ra tegy which w i l l  f a c i l i t a t e  accomplishment o f  t h i s  goal. 

METHODOLOGY : 

I n  order t o  determine whether o r  no t  A l l ey  Estates Ltd. i s  the appro- 

p r i a t e  veh ic le  i n  which t o  maintain your investment, i t  i s  necessary t o  

i d e n t i f y  i t s  cur rent  st rengths and weaknesses, which must subsequently be 

matched t o  oppor tun i t ies  and r i s k s  i n  the environment. Once we have deter-  

mined those oppor tun i t ies  on which the  firm i s  capable o f  cap i t a l i z i ng ,  we 

may i d e n t i f y  your options, p r e d i c t  the  e f f ec t s  o f  se lec t ing  any one o f  them 

and as a resu l t ,  se lec t  an optimal s t ra tegy f o r  you i n  l i g h t  o f  your goal, 

STRENGTHS AND WEAKNESSES OF YaUR FIRM: 

I n  t he  course o f  our analysis, we have i d e n t i f i e d  the f o l l ow ing  

strengths and weaknesses i n  your f i r m '  s operat ion. 

(a Present Strengths o f  the  Firm 

( i )  3 competent salesmen 

(ii ) 1 f u l  l y  t r a i ned  conveyancing secretary 

(iii) asset base o f  $156,000 a t  h i s t o r i c a l  cost  

' ( i v )  l oca t i on  i n  a r a p i d l y  growing urban community 

(v) no ta r i  a1 , r e a l t y  and management s k i  11s o f  owner/manager 

( v i )  complementarity o f  services of fered.  



(b) Present Weaknesses of the Firm 

(1) minimum con t r i bu t i on  o f  manager t o  operations 

(ii) dec l in ing  working cap i t a l  

(ii i) narrow base o f  notary revenue (essent ia l  l y  d i  rected revenue 

from one bank) 

( i v )  1 ack o f  cost  con t ro l  

(v) f i r m  has low market value 

( v i )  l ack  o f  cap i t a l  and s k i l l s  necessary t o  expand the  scope o f  

r e a l  es ta te  operations. beyond res i den t i a l  services. 

We have a lso i d e n t i f i e d  the fo l low ing  oppor tun i t ies  and r i s k s  i n  the  

environment. 

(a Opportuni t ies Presented by the Environment 

(i) populat ion growth w i l l  r e s u l t  i n  increasing demand f o r  r e s i -  

den t i a l  and commerci a1 rea l  es ta te  and n o t a r i a l  services 

(ii) r e a l  es ta te  mark2t i s  not dominated by a few major f i rms-  

opportuni ty ex i s t s  f o r  any f i r m  t o  increase i t s  market share 

o r  new f i rms t o  enter  the market. 

(b)  Risks Presented by the Environment 

(i) salesmen may leave f i r m  if competitor o f f e r s  more a t t r a c t i v e  

compensation s p l i t  

(ii) conveyancing secretary may res ign a t  some po in t  

(il i) increased competi t i o n  by r e a l t y  f i rms and lawyers, as com- 

munity grows, may reduce revenues 

( i v )  increased operat ing costs r e s u l t i n g  from lack  o f  con t ro l  by 

manager and i n f  1 a t i  on, may erode p r o f i t s  

(v) change i n  commission rates may reduce revenues. 



A t  t h i s  po in t ,  i t  becomes necessary t o  i d e n t i f y  the  options ava i lab le  

t o  you, and t o  examine each o f  them i n  d e t a i l ,  bear ing i n  mind the  r e s u l t s  o f  

t he  analysis t o  t h i s  po in t .  The opt ions t o  be considered are: 

(i) maintain the present operat ion 

(ii) s e l l  the business 

(iii) s e l l  the  business and r e t a i n  a management cont rac t  

( i v )  modify the  commission s p l i t  

(v)  a1 t e r  your r o l e  i n  the f im 

- increased involvement 

- decreased i nvo l  vement. 

P ro jec t ing  the  probable r e s u l t  o f  se l ec t i ng  each a l t e r n a t i v e  w i l l  

enable us t o  d iscern those which w i l l  a s s i s t  you i n  achieving your goal, 

from those which w i l l  not.  

(i) Kcep the  business and mainta in the  present operat ion 

Examination o f  Table X X I  shows t h a t  w i t h  t he  exception o f  1974 

(a year o f  panic buying), your ne t  weal th has been increas ing a t  a decreasing 

r a t e  (Net Income p lus  Management Sa lar ies)  s ince 1972. I f  t h i s  t rend  con- 

t inues, your wealth w i l l  begin decreasing abso lu te ly  w i t h i n  the  next  f i v e  

years. If we assume t h a t  you a re  capable o f  earning $30,000 annual ly as a 

- salesman o r  notary, and f u r t h e r  assume t h a t  you requ i re  a minimum r e t u r n  on 

investment on your equ i t y  i n  A.E.L. o f  15%, then a minimum acceptable income 

f o r  1975 would be $50,000 ($30,000 plus 15% o f  $137,000). Your actual  income 

was on ly  $34,300 ($15,000 p lus  $19,300) dur ing 1975. 

Clear ly ,  cont inuat ion o f  the  status-quo w i l l  n o t  enable you t o  a t t a i n  

your goal. 



( i i )  S e l l  the business 

This op t ion  may be re jec ted  out-of-hand f o r  the  fo l low ing  

reasons. 
- Your s k i l l s  are p r i m a r i l y  i n  the  area o f  r es i den t i a l  rea l  

es ta te  sales and i t  has been i n  t h i s  area t h a t  you have 

accumulated the major po r t i on  o f  your present wealth. 

- The market p r i c e  o f  a rea l  es ta te  agency as a going con- 

cern i s  nominal. An agency's goodwil l  i s  i t s  on ly  mar- 

ketable asset and the market p r i c e  o f  the goodwil l  

possessed by one small competi tor i n  a h i gh l y  compet i t ive 

market i s  no t  great. 

- Capi ta l  r e a l i z e d f r o m t h e s a l e o f  t h e f i r m a n d i t s  

assets would earn a lower r e tu rn  on investment than 

i s  poss ib ie  w i t h i n  the f i r m  (e.g. - the  best  you could 

hope t o  earn through a standard investment vehicle, 

such as a term deposit ,  might be 10%). 

(iii) S e l l  the  business and r e t a i n  a management cont ract  

This op t ion  may a lso be re jec ted  as your s ta tus  becomes t h a t  o f  

an employee i n  someone e lse 's  f i rm.  I n  order t o  maintain your earnings, you 

must continue t o  work, which i s  not  the s i t u a t i o n  t ha t  you have s ta ted you 

want t o  be i n ,  f i v e  years from now. 

( i v )  Change the Commission - Sharinq arrangement 

Increasing your share o f  t he  commissions, w i l l  undoubtedly be 

re jec ted  by your salesmen, as w i l l  the  a l l o c a t i o n  o f  a po r t i on  o f  the expenses 

t o  them. Conversely, increas ing the  salesmen ' s share o f  commissions w i  11 

r e s u l t  i n  decreased p r o f i t s  t o  you unless you a l l oca te  a s i m i l a r  amount o f  

expenses t o  the salesmen, p e r f e c t l y  o f f s e t t i n g  your decreased revenue w i t h  
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decreased expenses. The result of these conflicting forces i s  t h a t  the net 

inco.,le to you and t o  your salesmen will remain constant, regardless of the 

comnission sp l i t ,  i f  neither party wishes t o  become worse off, assuming the 

present scale of operation i s  continued. (See Table XXII.) 

( v )  Change your role in the firm 

Your most attractive option i s  to become more involved with the 

firm in the role of an active manager. "Contribution Margin" income state- 

ments (Tables XXIII and XXIV) clearly indicate that both Notary and Realty 

services are prof i tab1 e,  while a comparison of projected net incomes (Tables 

XXV and XXVI) shows the advantage t o  be gained from controlling costs. Cost 

control may be accompl ished either through maintaining personal supervision 

of expenditures, or giving employees a budget, or a combination of bo th .  

Generating more revenue i s  primarily a matter of "hustling", a skil l  which, 

as an entrepreneur, you clearly possess. Specifical ly, i t  involves sol iciting 

more Notary work from mortgage-granting institutions, and hiring productive 

salesmen t o  replace some of your present "marginal-producers". (See Table 

XXVIII). 

The second way in which your role could be changed i s  by hiring a 

professional manager. While this alterndtive might result in greater revenues 

and better monitored expenses, i t  i s  less attractive t h a n  the f i r s t  for three 

reasons. 

(a )  You have stated t h a t  you do no t  want t o  retire yet. 

(b) The manager would be relatively less expensive i f  the business were 

larger and more profitable. In a larger operation, his salary would 

represent a smaller portion of total revenue, and the need of the firm 

for a manager would be greater. 
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(c)  The cost of hiring a manager to  maintain the business will  be less  than 

the cost of e i the r  a c l  ean-up manager or a busi ness-developrwt manager. 

Any individual capable of both consolidating the existing operation and 

making i t  grow a t  t h i s  point would be another entrepreneur, and would 

want control of the firm. 

I f  you "tighten" the present operation, and increase revenues, you can 

create a s i tuat ion where you can jus t i fy  a professional manager and a lso  

meet your desire  f o r  an increased personal income. 

RECOMMENDAT IONS 

Based on the foregoing analysis,  we recommend the following as an optimal 

strategy. 

(1) Increase the efficiency of the present operation by focusing more 

attention on c t s t  control. 

(2) Increase revenues by hi ring additional , highly qua1 i f i ed  salesmen 

and by more act ive so l i c i t a t ion  of notary business. 

(3)  Hire a manager w i t h i n  a 3-5 year time span so t h a t  you may r e t i r e  

from ac t i  ve management. 

IMPLEMENTATION - RECOP?MENDATION ( 1) 

I t  will be eas ie r  f o r  you t o  concentrate on the selection of additional 

- personnel and expansion of your revenues i f  you a r e  confident tha t  the 

existing operation is functioning e f f i c i en t ly  and profitably. Therefore, 

your f i r s t  objective i s  t o  exercise control over the costs incurred by the 

present level of business. To do t h i s ,  you must change your bookkeeping 

system. The monthly statements which you presently use r e f l ec t  cash flows 

only. They do not a l locate  costs to  specif ic  products; they do not separate 

your personal expenses from business expenses and they do not charge costs of 

a particular period t o  tha t  period. Therefore, you cannot use these monthly 
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statements t o  evaluate your operations meaningfully. For example, your 

monthly statements f o r  f i s c a l  1975 i nd i ca te  an approximate net  1 0 ~ s  f o r  the 

year o f  $20,000, when i n  f a c t  ne t  income f o r  the year was $19,000, a ne t  

discrepancy o f  $39,000. A1 l oca t i on  o f  i n t e r e s t  costs r e s u l t i n g  from 

ments i n  special  ventures and a1 l oca t i on  o f  your personal expenses t o  

has the e f f e c t  o f  making A.E.L. r e a l t y  operations appear unpro f i tab le  

i n  f a c t  t h i s  may no t  be the case a t  a l l .  

i nves t- 

A. E. L. 

, when 

You w i l l  be able t o  evaluate your operations c o r r e c t l y  i f  your monthly 

statements a re  prepared on an accrual basis, as are your annual statements, 

and i f  costs are a l loca ted  t o  those p ro jec ts  which incur  them. This system 

i s  r e fe r red  t o  as a product cos t ing  system. We recommend tha t  ycs discuss 

such a system w i t h  your accountants, De lo i t te ,  Haskins and S e l l s  w i t h  a view 

t o  implementing i t  i m n e d i ~ t e l y .  

Once you have a system which accurately measures and a l loca tes  your 

costs, you can then begin t o  evaluate each cos t  t o  determine whether i t  

contr ibutes adequately t o  p r o f i t s .  Your approach might be +o ask you rse l f  

one o r  more questions about any given cost, such as: "How would my revenues 

have been a f fec ted  i f  I hadn' t  spent t h i s  money? Was i t  a necessary expend- 

i t u r e ,  o r  would I have done as we1 1 wi thout  i t ? "  This w i l l  enable you t o  

take a hard, but  f a i r  look a t  each expense item. 

One area which we s t rong ly  recommend be reviewed i s  t h a t  o f  adver t i s ing  

both i n  terms o f  the media you a re  using and the  amount being spent. You 

should-imnediately set  a f l e x i b l e  budget f o r  adver t i s ing  equal t o  10% o f  

r e a l t y  revenue (compati b l  e w i t h  indus t ry  p rac t i ce )  and monitor these expenses 

t o  ensure t h a t  they do no t  exceed t h i s  l i m i t .  A comparison o f  Tables XXV and 

X X V I  ind icates t ha t  adver t i s ing  and sales promotion as a percentage o f  revenue 

exceeds the  indust ry  median by 100%. While c l  ass i f i ed  advertisements and your 

"on-premise" signs are probably very e f fec t i ve ,  i t  i s  d i f f i c u l t  t o  be1 ieve 
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t h a t  media such as scoreboards and brochures g ive  you a revenue r e t u r n  o f  

$10 f o r  every $1 spent. Although the  e f f e c t  o f  adver t i s ing  expenditures 

on revenue i s  always d i f f i c u l t  t o  evaluate, g iven your 1 im i ted  f i nanc ia l  

resources, you should emphasize those on which a sa t i s f ac to r y  r e tu rn  i s  

f a i r l y  ce r t a i n  and avoid those on which i t  i s  not. 

IMPLEMENTATION - RECOMMENDATION (2 )  

Please r e f e r  t o  Table X X V I  11. The annual commissions from r e a l t y  oper- 

a t ions may be increased t o  t he  l eve l s  shown on t h i s  t ab le  i f  the  fo l low ing  

steps are taken sequent ia l ly .  

Guidance i s  given t o  the  marginal producers present ly  on s t a f f  and 

one add i t i ona l  experienced salesman i s  added t o  your s t a f f  as 

qu ick ly  as possible. (Realty r?venue should reach $157,500 i n  

the 12 irimths fa: lowing imp1 ementation). 

Another experienced salesman i s  added t o  the s t a f f  w i t h i n  12 

months. (Realty revenue t o  reach $192,500 i n  the  12 months 

fo l low ing  implementation). 

Another experienced salesman i s  added t o  t he  s t a f f  w i t h i n  24 

months. (Realty revenues t o  reach $200,000 w i t h i n  the  12 

mci~ths fo l l ow ing  implementation). 

This w i l l  increase your sales s t a f f  from 6 t o  9 salesmen, However, 

increases i n  comnissions beyond an annual l eve l  o f  $200,000 w i l l  be accom- 

panied. by a substant ia l  increase i n  f i x e d  costs (see Table XXVI), p r ima r i l y  

as a r e s u l t  o f  the  need fo r  an add i t i ona l  , q u a l i f i e d  secretary and add i t i ona l  

o f f i c e  space. For t h i s  reason, we do not  recomnend the expansion o f  r e a l t y  

revenue beyond the  $200,000 l e v e l  w i t h i n  a three-year t ime horizon. 

Note also, t h a t  t h i s  increase i n  revenue w i l l  bear w i t h  i t  a corresponding 

increase i n  the  number of t ransact ions t o  be processed by your c l e r i c a l  staff. 
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It i s  important, therefore, t ha t  the less experienced o f  your two secretar ies 

be encouraged t o  expand her s k i l l s  t o  the po in t  where she a l so  can s k i l l f u l l y  

and con f iden t l y  handle t ransact ions a r i s i n g  from e i t h e r  r e a l t y  o r  notary 

operations. I f  t h i s  i s  accomplished, your sec re ta r ia l  s t a f f  w i l l  be able t o  

process r e a l t y  revenue o f  $200,000 and notary  revenue o f  $50,000, annually. 

Expansion o f  revenues beyond t h i s  l e v e l  w i l l  r equ i re  the add i t i on  o f  a t h i r d ,  

fu l ly-qua1 i f  ied secretary t o  your s t a f f  compliment. We do not  recommend such 

an expansion w i t h i n  a three-year term on the basis t h a t  present f a c i l i t i e s  

would be inadequate and t h a t  the r e s u l t i n g  increase i n  f i xed  costs would no t  

be j u s t i f i e d .  

I n  order t h a t  the projected a:nual notary revenue o f  $50,000 per annum 

may be achieved, two condi t ions should be met. 

(1) "Walk-in" notary business t o  continue t o  increase a t  an annual r a t e  

o f  16 percent. Assuming t h a t  populat ion growth pro jec t ions f o r  t he  

Coquitlam area are correct ,  such a l i n e a r  p ro j ec t i on  i s  both j u s t i -  

f i a b l e  and obtainable w i t h i n  the t ime frame given. 

(2) A second f i nanc ia l  i n s t i t u t i o n  which w i l l ,  over time, d i r e c t  t he  

major por t ion  o f  i t s  mortgage conveyancing t o  you, be secured. 

While achievement of the budgeted notary revenues does no t  depend 

on t h i s  increased market share, i t  i s  extremely important t h a t  you 

d i v e r s i f y  your r i s k  i n  t h i s  area. A t  present, you are h i g h l y  

dependent on one bank, and a cessation o f  r e f e r r a l  s by them t o  you 

would cause a substant ia l  drop i n  your revenue. The a d d i t i o n  of a 

second, mortgage-granting i ns  t i  t u t i o n  would serve t o  reduce t h i s  

dependence and t o  assure achievement o f  the pro jec ted goals. We 

recommend t h a t  you attempt t o  secure a second i n s t i t u t i o n  w i t h i n  

12 months. 
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Generating the desired revenue wh i le  simul taneously maintain ing costs 

w i t h i n  the l eve l s  shown (Table XXVlII) w i l l  r e s u l t  i n  ne t  income before 

management sal  ar ies  and taxes o f  approximately $100,000. This amount w i l l  

permit  you t o  h i r e  a  professional  manager wi thout  subs tan t i a l l y  decreasing 

your personal i ncome. For exampl e  : 

Salary - J. A l l ey  $ 50,000 
Salary - Manager 30,000 
Bal ance t o  Retained Earnings 20,000 

The $20,000 remaining a f t e r  sa la r ies  would be ava i lab le  t o  pay corporate 

income tax, t o  f inance operations, and t o  pay dividends t o  you, as the so le  

shareholder. 

The r e ~ r u i  tment and se lec t ion  o f  add i t iona l  competent personnel and an 

add i t i ona l  conveyancing secretary w i l l  increase your strengths and decrease 

your weaknesses. The gradual add i t i on  and ass im i la t ion  i n t o  your firm o f  

motivated, p r o f i c i e n t  people w i l l  increase your earnings and capacity, i n -  

crease your f i r m ' s  in f luence and market share, and decrease the negative 

e f f e c t  on the f i r m  o f  l os i ng  any one person. Two addi t iona l  comments seem 

appropriate a t  t h i s  po in t .  F i r s t ,  you w i l l  probably not  lose  good s t a f f  t o  

someone e lse  paying s l  i g h t l y  h igher commissions unless: 

(a)  the competing f i r m  has as good a reputat ion i n  the community as 

does A.E.L. 

(b)  the salesman i s  conf ident  he can take a1 1  h i s  c l i e n t s  t o  the new 

f i r m  

(c)  the salesman i s  confident he w i l l  l i k e  the s t a f f  and management 

as we l l  a t  the new f i r m .  

To summarize, swi tching firms i s  a  hassle and your senior  s t a f f  1  i k e l y  

won't do so wi thout  very sound reasons. Second, you must bear i n  mind t h a t  
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i t  would be naive t o  t h i n k  t h a t  you could r e t a i n  i n  one o f f i c e ,  the best  

salespeople i n  the c i t y .  No sound business can stand the  s t r a i n  o f  many 

prima-donnas. From t ime t o  t ime you w i l l  l ose  good people but  the wor ld 

won't end as a  resu l t .  You w i l l  simply replace them. 

You have an i d e n t i f i a b l e  and growing res i den t i a l  market, a  proven record 

o f  success w i t h  t h a t  market, and a  pool o f  t a l e n t  matched t o  t h a t  market. 

Br inging i n t o  the  firm add i t iona l  people w i t h  s i m i l a r  s k i l l s  i s  simply cap- 

i t a l  i z i n g  on your e x i s t i n g  strengths o f  locat ion,  market and ta len t .  

IMPLEMENTATION - RECOMMENDATION ( 3 )  

As your business grows la rger  and more p r o f  i tab1 e, you w i l l  have greater 

need for ,  and greater a b i l i t y  t o  pay fo r ,  a  professional  manager. It w i l l  

probably be easier  t o  find, and r e t a i n  a t  a reasenable pr ice,  a  manager t o  

maintain a  larger ,  more p r o f i t a b l e  business, than i t  would be i f  you attempted 

t o  r e t a i n  a  "man f o r  a l l  seasons". 

A t  what po in t  you wish t o  r e t i r e  from ac t i ve  management w i l l  be a  personal 

dec is ion which we cannot pro jec t .  However i t  would seem reasonable t h a t  you 

begin your search a t  l e a s t  two years p r i o r  t o  your ret irement. It may take a  

year 's d i l i g A n t  search t o  f i n d  a  person w i t h  the  appropr iate s k i l l s  and per- 

sonal i t y  and another year t o  es tab l i sh  t h a t  you had made a co r rec t  choice and 

t h a t  the encumbent was both competent i n  and conf ident  w i t h  h i s  new pos i t ion.  

This time per iod assumes a person w i t h  rea l  es ta te  and managerial s k i l l s .  I f  

you wish t o  se lec t  a  less experienced ind iv idua l ,  and t r a i n  him yourse l f ,  the  

t ime l a g  w i l l  be t h a t  much greater.  



CONCLUSION 

By se lec t ing  t h e  s t ra tegy we have out l ined,  and by implementing i t  i n  the 

1 sequence indicated,  you should a t t a i n  your f i v e  year goal. You w i l l  be i n  a 

pos i t i on  a t  t h a t  t ime t o  r e t i r e  i f  you wish t o  do so, w i thout  su f f e r i ng  a  

s i g n i f i c a n t  decrease i n  your personal income. 



ALLEY ESTATES LTD. 
STATEMENTS OF INCOME A N ~ N E D  EARNINGS 

FOR THE YEARS ENDED APRIL 30, 1967 - 1m 

Table X X I  

Real Es ta te  Comnission and . 
n o t a r i a l  revenue 
Insurance commissions 
Proper ty  sa les 
I n t e r e s t  
Renta ls  

To ta l  Revenue 

1975 1974 1 9 7 3  1972 197 1 1970 1969 1968 1967 
REVENUE - 

DIRECT EXPENSES 

M u l t i p l e  l i s t i n g  s e r v i c e  fees 
& o t h e r  agents '  comnissions 

Salesmen's c o m i s s i o n  
Cost o f  p roper ty  sales 

To ta l  D i r e c t  Expenses 
Operat ing Income 

GENERAL AND 
AOMIFIISTRATIVE EXPENSES - 

A d v e r t i s i n g  
Automotive 
Bad debts 
Deprec ia t ion  and a m o r t i z a t i o n  
Convention expenses 
Employee b e n e f i t s  
Insurance 
I n t e r e s t  and bank charges 
Licences, dues, and taxes 
L i g h t  and heat  
Legal and accounting 
O f f i c e  and sundry 
Rent 
Repairs and maintenance 

I S a l a r i e s  - management 

I - o f f i c e  
Sales promotion 
Telephone 

TOTAL GENERAL AN0 
ADMINIST,:iTIVE EXPENSE 
Income b e f o r e  income taxes 
Gain on s a l e  o f  f i x e d  assets 

Prov is ions  f o r  income taxes 

Net income f o r  t h e  year  
Retained earnings beginning 

o f  year  
Retained earn ings end o f  year  

$135,615 $114,805 $ 82,240 $ 41,X'7 $ 29,815 $ 24,774 $ 13,333 $ 16,004 N IL  
154,923 * 135,615 114,1305 82,240 41,727 29,815 24,774 13,333 16 ,004 

* 
$15 t a x  paid on ' u n d i s t r i b u t e d  income 
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Table X X I I  

A1 t e r n a t i  ves t o  e x i s t i n g  commi ss ion  s p l  i t  

us ing 1975 as a base 

Proposals 

1. 70% t o  salesmen, a l l  a d v e r t i s i n g  and sales promotion become salesmen's 
responsi b i  1 i ty. 

30% t o  A.E.L. f o r  use o f  o f f i c e  f a c i l i t i e s .  

2. 95% t o  salesmen, salesmen accept a l l  r e a l  e s t a t e  costs. 

5% t o  A.E.L. p r i m a r i l y  f o r  use o f  f i n d s  name. 

Revenue: 

Commissions ( t o  A.E.L. 1 n e t  

Costs: 
M.L.S. se rv i ce  fee  and 
o t h e r  agents comni s s i  on $44,048 
Var iab le  telephone 2,540 
Var iab le  a d m i n i s t r a t i v e  21,664 
Fixed 27,373 

Net income before  income t a x  
Former n e t  income before  income 

t a x  (Table XV)  

Increase (Dx rease)  i n  n e t  income 

Note: - 

Proposal 1 Proposal 2 

$ili  ,851 $ 18,641 

1. Proposal 1 i s  i l l o g i c a l  f o r  t h e  f i r m  as salesmen a r e  n o t  assuming t h e  
appropr ia te  costs f o r  t h e  a d d i t i o n a l  comni ssion. 

2. Proposal 2. As t h e  agent, i s  respons ib le  f o r  M.L.S. f e e  and o the r  
agent 's comnissions, t h i s  amount would have t o  be inc luded as revenue 
t o  t h e  f i r m  and then ex t rac ted  as a cost.  



A l l ey  Estates Ltd. Table X X I I I  

Notary Income Statement (Cont r ibut ion Margin) 

A p r i l  30, 1975 

Revenue : 
Nota r ia l  revenue 

Less a(;;;;;;; 

y o m o  t i ve 
Employee benef i t s  
Licences, dues, and taxes 
O f f i c e  and sundry 
Repairs and maintenance 
Tel ephone 

Tota l  va r iab le  

Cont r ibut ion margin 

Fi.xed : 
Depreciat ion and amort izat ion 
Employee bene f i t s  
Insurance 
Legal and accounting - 

Licences, dues and taxes 
L i g h t  and heat 
O f f i c e  sa la r ies  
Rent 
Tel ep hone 

*Total f i xed :  

Net income before income tax  

*Management sa la ry  i s  excluded 
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A l l e y  Estates Ltd. 

Real Estate Income Statement (Cont r ibut ion Margin) Tab1 e  X X I V  

A p r i l  30, 1975 

Revenue : 
Comi  ss i  ons 
I n t e r e s t  
Rental 
Property sal  es 

Tota l  revenue 

W ex enses: 
-mi+- 

d s i n g  
Cost o f  property sales 
M.L.S. serv ice fees and other  agents 

comni ssions 
Salesmen's commissions 
Sal es promo t i on 
Telephone 

Total  s e l l  i ng  

Admin is t ra t ive :  
Auto 
Empl oyee benef i t s  
I n t e r e s t  and Bank charges 
Licences, dues and taxes 
O f f i c e  and sundry 
Repairs and mai ntenante 

Tota l  admin is t ra t i ve  
Tota l  va r iab le  

Cont r ibut ion margin 

Fixed expenses : 
Advert i s i ns 
Depreciat ion and amort izat ion 
Employee bene f i t s  
Insurance 
Legal and accounti ng 
Licences, dues and taxes 
L i g h t  and heat 
O f f i c e  sa la r i es  
Rent 
Sales promoti on 
Telephone 

*Total f i x e d  

Net income before income tax  

*Management sa l  ary i s excl  uded 
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Notary 
Revenue 

* Management salary 

Alley Estates Ltd. 

Pro Forma of Notary Income 

Variable F i  xed* 
Costs Costs 

is excluded. 

Assumes additional secretary a t  volume of 
chargeabl e t o  notary revenue. 

Note: - 

Table X X V I I  

$56,000. One ha 

Profi ts  from 
Notary Revenue 

To reach successive 1 eve1 s of increased Notary 

Revenue, a 16% growth figure has been used. To 

achieve these revenue and prof i t  levels both 

c le r ica l  employees should be able t o  undertake 

the preparation of papers for  notary signature. 

~l ary 
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B.C. REAL ESTATE INDUSTRY 

MEDIAN COST PERCENTAGES* 

Gross Revenue 

Expenses : 

Accounti ng 

Adver t i s ing  

Automoti ve 

C l e r i c a l  

Commi ssions 

Depreciat ion 

Entertainment 

Insurance 

Licences 

M i  scel  1 aneous 

Rent 

Sta t ionery  

Telephone 

Ut~empl oyment Insurance and 
Canada Pension Plan 

TOTAL EXPENSES 

Net Income Before Owners Drawings 

6 2 

Table X X I X  

B.G. Boaden, Report on Expense A1 loca t ions  as Percentages of 
Commissions Earned. (Vancouver: Facul ty o f  Commerce and 
Business Administ rat ion,  Un ive rs i t y  o f  B r i t i s h  Columbia, 1969). 
p. 19. 
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