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While much of the world was focusing attention on Y2K computer concerns, there were other changes taking place in business and the economy that have had a much greater impact than the millennium bug. Mergers and acquisitions, the impact of technology on internal business processes and changes in how customers and businesses interact are characteristics of the new transitional economy.
With the changing business environment, companies need to adopt a new operational strategy. One constant among the challenges of organizational change is the need to 
assess facility requirements. All of the aspects of transition: growth, downsizing, mergers, acquisitions, relocations and reorganizations have an impact on real estate and facilities. Portfolio management is the process used to link business strategy with real estate and facility operations. Portfolio management practices add value by driving down costs, gaining flexibility and supporting efforts to achieve results.
Real estate is an important component of managing the bottom line and maximizing asset value. A company operating on a 20 percent profit margin needs to increase sales by $5 in order to produce $1 of profit while $1 of facility savings typically translates into $1 of bottom line profit. It is no surprise that many well-run companies focus on facility strategies to create revenue growth and profits. 
Historically, companies have gone from crisis to crisis, responding to facility and real estate issues in a reactive mode, instead of developing integrated strategic plans that maximize the value of their assets. Since real estate and facility costs are typically the second largest expense on corporate P&L statements and very often the largest item on balance sheets, the most effective corporate strategies will be interwoven with portfolio management solutions.
In most organizations, facility management has been considered as more of a maintenance function and an overhead expense. Today, many companies seeking a competitive edge are looking to boost bottom line profits from their real estate assets. Facility management has a major impact on the physical and human resources of a company, affecting the ability to produce products and services as well as employee recruiting and retention. Instead of being a boiler room function, facility management 
and real estate services now are viewed as a board room priority. Facilities require active management to achieve maximum benefits. Companies used to put greater emphasis 
on growth than on expenses and real estate and facilities were simply a cost of doing business. Today’s operational environments require a more proactive approach to all aspects of administrative management. Managing facilities as a critical business 
function can: 
1. Improve the corporate bottom line by controlling expenses;
2. Increase the market value of real estate;
3. Improve employee working conditions and productivity; and
4. Maximize flexibility to meet on-going facility needs and changes.
A firm’s long-term profitability depends on how it achieves, maintains and increases its market position. Effective facility management supports competitive business performance through sustainable cost reductions that increase bottom-line profits. 
Identify the cost drivers
Workplaces and workspaces should support market share, productivity, customer service and product innovation. To manage occupancy expenses, companies must be able to identify cost drivers, measure their impact and develop options to change them. All of the costs related to procuring, building, operating, renovating and eventually disposing of the facility must be considered. 
Space management, energy utilization, maintenance and operations, lease expenses, workspace productivity, ergonomics, renovation and construction are key components of keeping score. The late Green Bay Packers coach Vince Lombardi once said, “If you aren’t keeping score, you’re just practicing.” Businesses that don’t maintain data on the operation and performance of their buildingswon’t know what the score is when they evaluate their business operations and their physical assets. 
The following ratios are typically used to identify related facility and business trends:
• Square feet person. 
• Gross revenue/total square footage
• Occupancy cost/employee
• Net usable space/total space available
• Occupancy cost / square foot 
• Total occupancy cost/revenue 
There are no absolute comparisons in using these ratios. All will vary among industries and even to some degree among companies in similar industries. For example, companies with tighter operating margins that may be subject to the effects of market changes might tend to run at a total occupancy cost/revenue ratio below 10 percent.Businesses with a high profile, such as retail, might be as high as 20 percent.
Start tracking your facility performance. Measure and adjust as appropriate, to gain an advantage for your business.
Portfolio management strategies
Effective portfolio management practices to control facility expenses and support the business strategy include:
• Alternate space strategies. Employee productivity and occupancy cost reductions are important considerations in evaluating real estate decisions. In order to keep up with the marketplace, a company has to constantly review its space needs and occupancy costs 
to reduce overhead and improve operations and productivity. Approaches such as telecommuting, hoteling, workstation sharing, etc. may be viable options for some staff. Evaluate potential operational and customer service impacts and benefits.
• Leasing communications. Licensing rights to buildings can be a source of revenue that is being left untapped. The so-called “roof rents” that building owners receive are a result 
of the growth of the wireless communications business and the difficulty in getting stand alone towers approved in certain zoning districts. The height of a building is a factor, but location is even more important. Allowing wireless service providers to locate their equipment on your rooftop or on structures such as water towers will translate into additional revenue. With the anticipated growth of wireless technology, this could result 
in a long-term income stream.
• Building operations and capital improvements. Housekeeping, energy management, repairs and maintenance, service contracts for equipment and grounds services, etc. are areas that impact expenses as well as service levels. While these items are seemingly mundane, they can be a drain on profit margins when not administered well and can create enormous headaches when not properly delivered.
• Strategic asset planning and management. Unlock the value of surplus or underutilized space, employing the most favorable financing techniques and making appropriate buy/sell/lease decisions. Other options include leasing or disposal of underutilized properties.
• Cost segregation or asset reclassification. Isolate the true depreciation life of individual building components to ensure that maximum after tax cash flows are achieved by properly identifying personal and real property assets for depreciation purposes.
• Property tax strategies. To remain competitive, businesses need to ensure that they pay no more than the minimum required property taxes to local jurisdictions. 
• Lease administration and auditing. Monitor lease expirations and audit operating and common area expense charges to maintain control over real estate costs, plan for the future and to determine whether the building owner or manager made any errors in passing through expenses.
• Exit strategy. Leases should be structured to provide mutually agreeable provisions 
that allow for changes in business situations. Business owners should phase the termination dates of multiple leases to provide options and opportunities for expansions and contraction.
• Life-cycle cost analysis. Evaluate capital expenditures by comparing the total cost of owning new or replacement assets over their lifetime. The analysis includes: comparing initial costs vs. replacement costs; determining preventive maintenance costs over the life of an improvement; projecting repair costs over the life of the improvement; and identifying the operational costs.
An effective portfolio management program reveals the financial impact of facility and real estate operations. With this information, companies can monitor facility expenses as closely as sales expenses and use the information as a strategic tool. Management of the physical assets of a company is one of the few areas of business operations that can be controlled compared to the economy or competitors. Having the resources and the experience to investigate, select and implement the correct course of action will provide 
your organization with a competitive advantage in today’s business environment.
The starting point for a company that needs to improve facility operations is to assemble the necessary resources to enhance operations. Seek out the recommendations of qualified real estate and facility management professionals and leverage your real estate’s potential as a competitive business opportunity. Work to strengthen internal alliances to ensure that real estate and facility assets are considered and utilized as strategic assets.
Remember that facility management is an ongoing process. Reductions in facility expenses and increases in operating efficiency go directly to the bottom line. Rethink the role of your facilities as a valuable resource and a lever to improve the competitive position of your organization.
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