Buying Add-on services

Gaining a COMPETITIVE EDGE IN A HIGH-TECH, HIGH-TOUCH MARKETPLACE 

By Neil Fjellestad – UNITS: September, ‘98

"The future ain’t what it used to be," Yogi Berra, The New York Yankees.

Having invested a 30-year career in the real estate industry, perhaps you will allow me an observation and prediction, "There has been more change affecting multihousing operations during the last five years than in the previous 25 years. Furthermore, the sum effect of these recent changes will pale in comparison to the change in store over the next five years.”

The Importance of Ancillary Services

Some might argue that spending much time strategizing over which ancillary services to contract and who to contract with is not justified when considering the small contribution ancillary revenue makes to the healthy financial statement.

In addition, the introduction of other products and services creates complications to our leasing point of sale and to our service encounters after move-in. There is no question that liability exposure is expanded even if it’s shared with ancillary service providers. However, I believe that our residents will eventually require that our attention be turned to these issues, so why not confront the challenges now?

Consider these market trends before you decide: 

· Ancillary revenue sources will probably expand geometrically, unlike the linear increase of scheduled rent. Once our customers can trust their apartment community to become the point of sale for a variety of household services, it is not unrealistic to believe ancillary income could grow from the current one to two percent up to 25 percent of the total property revenue.

· Consideration of particular ancillary services is more important than others. Phone, cable, internet access, satellite and electronic security head the list. First, some of these are deemed fundamental at move-in. Secondly, our residents have had some experience ordering and paying for these items. Therefore, the "take-rate" (residents taking the service as a percentage of those offered the service) on these items can run as high as 75 to 90 percent. Last, and most important, placement of these services creates the customer database and distribution channel for future marketing.

· Both real estate lenders and investors are giving more credibility to the inclusion of ancillary revenue into property value calculations.

· Ancillary income can become a valuable source of incentive revenue to attract and keep quality on-site employees.

· Understanding and implementing the technologies that deliver phone, cable, internet access, satellite and electronic security can also be utilized to streamline our business processes in ways that preserve employee energies and make sense to our residents.

· We will continue to witness consolidated ownership and operation of more apartment communities by national public companies. Economies of operation along with public accountability will push these large players, with the results being widely publicized to consumers. This requires a competitive response from other housing providers. Failure to do so can have the negative results of losing customers and/or an institutional devaluation of asset values.

· Surveys confirm that our customers don’t understand our traditional biases inherent to our to our real estate upbringing nor do they comprehend our aversion to the customer service mentality that is preached everywhere they do business. From the customer’s view why shouldn’t someone leasing an apartment home have point of sale access to all the products and services that accompany that decision (furniture, utilities, phone, cable, insurance, security systems, internet, business services, etc.)? Why shouldn’t they be able to use their Visa or MasterCard for these decisions? Why shouldn’t they have a service guarantee with money-back-satisfaction remedies to accompany their decisions?

A Strategic Approach

It is true that every ancillary service including any monetary benefit to the apartment community deserves its own analysis and business strategy. The effort is time consuming and needs to be justified within the context of an overall plan for improving customer loyalty, employee satisfaction and business processes at each apartment community.

A strategic approach requires an informed plan designed and implemented by a motivated team. Different kinds of people should be brought together to create a competitive hi-tech, hi-touch task force:

· Engineers: those who enjoy how technology works and how to design applications. These team members will research the technical side of comparable ancillary services.

· Marketers: those who enjoy creating, measuring and optimizing satisfaction for various applications. These team members will evaluate the customer acceptance of ancillary service options.

· Human resource professionals: those who enjoy bringing the people elements together to get consensus from a diverse team. These team members will keep discussions and implementation on target with interim communication and maximum participation.

When you have assembled your team, develop a timeline to consider various service providers. Negotiate contracts. Closely monitor service request response and feedback to introduce improvements and evaluate progress. Measure customer satisfaction while reviewing integration with other ancillary services. 

In actuality, what you are doing is repositioning your property to provide more or better service to existing residents and/or to attract new residents. You must be able to define your apartment community physically to analyze your options. If you have brand new construction then create digital gateways to future opportunities by wiring beyond current requirements. Visit a variety of “smart” properties (single-family, commercial and apartments). If you are rehabilitating a property and you are already opening walls, then consider adding wiring capability that can save installation costs later. You will create a modern image that will go a long ways toward differentiating your property.

You must be able to identify your current resident profile so you can match up ancillary service options with their life-style requirements; are extra phone lines more or less important than extra video cable channels? If you want to attract a different resident profile then you must be able to identify what feature-benefits are important and how important various ancillary services are to that mix. With many of the high-tech ancillary service options you are going to commit the apartment community to a rapidly changing future. What changes in resident profile can you anticipate over the next three to five years, five to 10 years? If the above information is not currently available to your task force, where are you going to get it? 

The point I am making is simply this -- ask your customer before you commit and before you negotiate a contract. Don’t decide for your customer. Decide with your customer. Surveys and focus groups of existing residents can determine expectation of service and value, their opinion of anticipated changes, preferences and willingness to pay for perceived value. If the apartment community is a new construction or is scheduled for rehabilitation, then representation of your target resident profile must be sought out for their valuable input. “Build it and they will come” or “more is better” no longer apply to the correct selection of feature-benefits. Experts agree that diversity now drives what should be included. Don’t guess. Ask, then ask again, in a different way.

Your on-site service team should also be part of this process. They touch the customer on a daily basis. Can they sell the chosen ancillary service options? What impact on service encounters do they anticipate? Technology changes, but the service that our residents want is simple. They want clear video, voice and data transmission on demand without thinking twice about it. The on-site service team wants are simple as well. Bring the customer to the apartment community. Sign them up. Keep them happy. Renew their lease. During all your discussions and decisions keep the simple requirements of your customers and front-line service providers clearly in mind.

In fact, you might be pleased to find just the right work task force among your residents and on-site employees. There are often talented people, some with background and interest in the different technologies, the financial expertise and communication skills to evaluate satisfaction with ancillary services. You might be very pleased to see how much effort these people are willing to put into their apartment community and their workplace.

Two years ago I was invited and agreed to sit on a Reconstruction Committee at a local condominium apartment community. The committee’s assignment from the HOA Board was to oversee the expenditure of an $8 million structural damage award. My company represented about 60 investor-owners in the HOA. During months of volunteer meetings, presentations and decisions, I interacted with the committee members regularly. These were talented, contributing people all living in the community (I was the only exception). It occurred to me that this was as fine a task force as I had seen. Although these committee members were homeowners at this community, it came to my awareness that among the 30% percent within that same community that rented from my company there existed a similiar profile of required skills and willingness to serve.

I can understand that you might be concerned about residents and on-site employees knowing the financial details of the arrangements with ancillary service providers. However, consider that when you trust these people with such information you might find that they trust your intentions and give 100 percent to the effort. If you still have concerns, I would suggest linking the revenue line item that you are creating or upgrading to specific expense line items that will be inspiring to the work of the task force.

Contract Negotiations

You should have a written strategy from your task force that defines the services that are best suited to the apartment community and the service and technology standards that define how it will be delivered to your customers. This written strategy will constantly remind the negotiator(s) what is needed, the necessary timing and why it is important.

Even if you believe that you have an opportunity to negotiate a multi-property deal and the soliciting service provider will take care of everything for you, I strongly recommend that you control the negotiations by walking through these steps on a property-by-property basis.

Step #1
Dig out and review any existing contracts with phone, cable, satellite, internet access and other providers. If you cannot locate a service agreement, request a copy from each provider or confirm in writing that a written agreement doesn’t exist. Review contract(s) for dates of execution and activation, automatic renewal clauses, assignment clauses, exclusive and perpetual easements, service clauses and inclusion of other technologies that can be provided at unspecified future dates.

Based upon input from your task force, do you want to redefine or better manage your benefits under the existing contract? Do you want to renegotiate the contract with the same provider? Expand into other technology services or wrap more properties into one contract with the same provider? Do you want to break this contract and start fresh? Use independent legal counsel specializing in these kinds of contracts to assess ability to terminate with a list of exposure possibilities.

Remember there are other ways besides legal approaches to renegotiate a contract. Providers are motivated by legitimate economic and marketing self-interests. A stronger case can be made when you have a plan that will serve the users better and help you stay focused on service and technological standards to accomplish specific goals.

Step #2
Search for credible providers to negotiate services called for in your strategic plan. Phone, cable, internet access, satellite transmission providers are often the local telephone companies and regional cable companies that have been around for years, but are now adding additional services. Such companies are motivated to capitalize on existing infrastructure that they built under franchise agreements with local and state jurisdictions. Although limited competition and heavy regulation have given these players a bad reputation with our industry, there is evidence that a solid win-win relationship is becoming more possible.

Independent operators are anxious to gain marketshare and have greater flexibility to negotiate with you, but may or may not have had sufficient time in your marketplace in order to establish a solid service track record for a given service at a given location.

There are also some ancillary service brokers out there who will negotiate for services on a large scale then make sure your residents have access to that pool of services. Finally, there are independent advisors that will negotiate on your behalf.

Step #3 
Draft and negotiate a very definitive contract that spells out the service(s). Give the provider a license to access your property, not an easement. Establish beginning and ending dates with access rights before, during and after these dates. Establish ownership of components, internal/distribution wiring and/or a method of ownership transfer at end of contract. Don’t rely on Federal Communications Commission (FCC) rulings. Create legal contract provisions. Renewal or assignment of agreement should require written approval from you at the future date. Ensure that no resident can successfully bring an action against you as a result of the provider. Create flexibility for you to renegotiate terms of contract if provider renders itself non-competitive due to business decisions beyond your control. Create some flexibility for you, should changes in the law require modification or rethinking of contract terms. Define and restrict the use of resident information in conjunction with providers’ access.

Step #4 
Define and establish standards for provider’s point of sale and subsequent service encounters. Outline remedies for unsatisfactory or delayed service. If you have contractual remedies and you exercise them, you are more likely to keep the provider’s attention throughout the term of the contract.

Step #5 
Define and establish standards for future decisions on technologies not yet provided. Don’t allow a provider to have a right but no obligation to provide other services. Establish evaluation process for competing technologies and provider’s willingness and ability to render a competitive bid in a timely manner. Don’t assume that a provider of multi-services is a better choice than separate providers for each service.

Step #6 

Set up group presentation(s) by the provider to your apartment community answering potential customers’ questions and concerns first-hand. Contracts should require such presentations as you deem necessary.

Step #7 

Spell out in the contract the providers’ responsibility to give ongoing training and support to on-site employees as you see fit with specified interval notice. Again, all contract requirements should be tied to a performance standard and a remedy.

Step # 8 

Often a provider will be required to provide capital improvements that must be recouped. This is usually the basis for a longer contract, which might be justified. It is also appropriate for you to know and negotiate the rate of return on capital investment that your provider is assigning to your deal. Now if there is little or no capital outlay required to gain access to your property, perhaps you can discuss an access bonus paid at contract signing.

There is a window of opportunity to create a win-win agreement while everyone is not totally sure about the regulatory environment, but there is motivation to do business. Like any investment opportunity you can push too hard. 

A Look at What’s Ahead

The Independent Cable and Telecommunications Association (ICTA) is a trade organization, which represents private cable operators (PCOs) that focus on multiple dwelling units (MDUs). There are some 2,000 PCOs across the country. There are a growing number of companies in our industry that are participating with ICTA to gain FCC rulings favorable to our property rights. It seems extremely important that our industry supports dialogue on the current issues with both Independent Operators and Franchise Operators.

New technology standards and integration of existing technologies are key to expanding the availability of meaningful hi-tech ancillary services. It is not currently clear how long it will take to create complete digital integration in our lives that will allow fluid interaction of video, voice and data from every appliance in our home, office and on the road.

Smart homes (about five percent of what is being built in high-end markets) are equipped with a communications hub that allows hookups for multiple cable lines and "category 5" wiring (that allows networking and/or digital connections) organized as "Information Outlets" in every family room and bedroom. Such a system provides for capability when the resident is ready. Utilizing such wiring a resident can enjoy video by phone, closed circuit television for security and/or video intercom, satellite programming, saving your cable connection for high speed internet access and community news.

Perhaps because our industry’s culture is steeped in documentary redundancy, we don’t keep track of the dramatic progress being made toward "paperless commerce." Actually our industry is ideally suited for a complete operational overhaul, which is certainly implied within the next 2-3 years given current digital capability.

Note: Hopefully this article along with the additional resources provided will alert industry decision-makers to the strategic requirements of the purchase and implementation of ancillary resident services.
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