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Multifamily owners and manag-
ers need all the reliable band-
width they can get. Network 

builders realize that bringing band-
width to an apartment is almost always 
cheaper than bringing it to a single-  
family detached home. Marketing to 
apartments is cheaper, too. And much of 
the construction can be done indoors –  
and thus carried out in any season.

Despite these advantages, build-
ing fiber in tough times requires even 
more justification. Financing is hard to 
get and expensive when it is available. 
Vacancy rates, even in great buildings, 
often exceed 10 percent. Owners and 
managers of multiple-dwelling-unit 
(MDU) buildings may lack experience 
with fiber optic networks and with the 
latest in wireless needs and technologies. 

Finally, although a great broadband 
experience can be a terrific marketing 
tool that cuts vacancy rates or raises 
condominium unit owners’ property 
values, a poorly conceived project by a 
weak or uncaring service provider can 
be disastrous. Figure 1 shows what hap-
pens when bad broadband service drops 
rent revenue just 1 percent.

Property owners and managers are 
not always expert in the technology 
that underlies reliable, high-bandwidth, 
low-latency service. ISPs do not always 
understand what property owners lose 
when promised service is not deliv-
ered. No one, including regulators, pays 
enough attention to anticipated broad-
band growth and possible changes in 
services over the typical 10-year life of 
a contract to deliver broadband services.
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It’s time to tip the scales. MDU own-
ers and network builders must stop leav-
ing money on the table and start taking 
advantage of the many benefits that 
fiber networks can provide in MDUs. 
First, reliable new broadband networks 
can save operating expenses by replac-
ing old, proprietary building networks 
that carry signals from security cameras, 
thermostats, fire alarms and more. Sec-
ond, a new network can increase reve-
nues by delivering new services to build-
ing managers and to tenants.

ReplAcing HigH-cost, 
pRopRietARy systeMs
Though owners (and code officials) de-
mand open-source, standard system 

components for plumbing and electri-
cal wiring, proprietary systems are the 
norm for security, heating and cooling, 
and fire protection.

As treasurer of a large, high-rise 
condo association, I see this firsthand. 
Our 240-unit building installed a new 
security system five years ago with stan-
dard, IP-based cameras. The system cost 
$38,000 and saves more than that each 
year in “night watchman” salaries. Ev-
ery once in a while, a camera or camera 
mount is damaged – and it can be eas-
ily fixed with high-quality, inexpensive 
parts available through multiple vendors.

By contrast, a proprietary fire control 
panel was installed when the building 
was finished 23 years ago. The panel’s  

Figure 1. Monthly cost, by region, if the broadband provider’s subpar service cuts the rent roll by 
just 1 percent (courtesy of Henry Pye, RealPage Velocity Advisory Services).
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function is vital. Smoke detectors 
throughout the building – about 300 of 
them – have small, proprietary modules 
that communicate with the panel in the 
management office. The panel failed in 
1999, just 12 years after initial installa-
tion – at least that’s what maintenance 
personnel said (I was not living there at 
the time). Cost to replace: $100,000, or 
more than $400 per unit owner. 

Spare parts are simply not available 
except through the original supplier, 
which goes so far as to buy up salvage 
parts that become available when build-
ings are renovated or torn down. Main-
taining the system using an authorized 
firm costs about $30,000 a year – about 
$10 a month per unit owner. And guess 
what? The panel now has “problems.” It’s 
been 12 years since the last replacement. 

Obviously, any provider of a propri-
etary system can hold a building owner 
hostage this way – but when that panel 
goes, we intend to replace it with one 
made by a company that uses open-
system parts, even though that means 
replacing 300 smoke detector modules 
as well. The extra module cost, and the 
cost of extra firefighters on-site during 
the switchover period, should pay for it-
self in just two years. If we have to – or 
want to – extend the system, the detector 
modules’ signals can ride on the IP net-
work rather than on the existing alarm 
wiring. (If local codes don’t allow that, 
there may be alternatives such as work-
ing with a network provider to use fiber 
cable that includes a copper conductor.)

Even in the economically disastrous 
year of 2009, the Continental Auto-
mated Buildings Association (CABA) 
tallied $20 billion in MDU spending 
for integrated systems such as fire safety, 
security, building management and ac-
cess control. As 2009 was a year during 
which almost no new MDU construc-
tion took place, most of the spending 
was for upkeep, not new installations 
(see Figure 2). Even a small portion of 
that $20 billion could go a long way 
toward retrofitting MDUs with reliable 
fiber networks. 

Buy And Hold?
Many property developers have dug in 
for the long haul, turning projects that 
were once meant as condominiums into 

rentals. Figure 3 shows what this means 
for developer economics. Maintenance 
– operations and in-building alterations 
– amounts to 18 percent of building 
costs in the first 10 years. Cumulatively, 
this rises to 54 percent in the first 20 
years and 76 percent over 40 years. With 
a low-interest mortgage (the model, 
which I derived from a CABA example, 
assumed 6.5 percent, which would be 

high today), the proportion of expenses 
due to operations rises even more.

Obviously, a building with lower 
maintenance costs is worth more when 
sold – if the owner can document the 
savings.

The old rules of thumb were always 
inadequate; now they’re way off. Think 
about fuel costs. Except in buildings 
served by natural gas (the price of which 

Figure 2. Security, building management, fire detection and temperature control equipment sales 
in North America totaled almost $20 billion in 2009 even though few new MDUs were being built.

Figure 3. Long-term building owners find that it costs more to maintain and alter buildings than to 
build and finance them in the first place. Thus there is a natural difference in the motivation of the 
owners and the original builders. This model, originally published by CABA, was modified by the 
author to reflect actual costs in 2010.
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is expected to stay fairly low long-term 
because of new drilling technology), 
HVAC costs are expected to rise sharply. 
Even though my own building has taken 
advantage of sharply lower gas costs, the 
rise in local distribution costs and taxes 
has eaten much of the savings.

Because tenants and even electric 
utilities have the same issues, appliance 
vendors have responded. New refrigera-
tors, stoves, microwave ovens, dishwash-
ers, hot water heaters, washers, dryers 
and air conditioners are being equipped 
with network-aware controls. All such 
new appliances will have them by 2015. 
The appliance vendors’ standard as-
sumes that every dwelling unit will be 
equipped with Wi-Fi to handle the con-
trol and monitoring signals.

Smart equipment will make manag-
ing smart grids easier for utilities. This is 
especially important as more inherently 
variable generation sources, such as wind 
and solar power, replace steady baseload 
plants fueled mainly by coal. Another 
reason smart equipment is important for 
building owners and tenants is that new 
energy sources, at least initially, will be 
more expensive than coal. Thus, electric-
ity rates are bound to rise over the next 
five to 20 years. Energy conservation 
savings, too, should therefore increase. 

Many building owners have balked 
at the management difficulties conser-
vation entails, but modern systems can 
handle much of the “paperwork” them-
selves as long as a reliable network is 
in place. Such systems can turn down 
the heat and air conditioning in vacant 
apartments or when tenants leave on 
extended trips. They can monitor water 
use and detect leaks, cutting mainte-
nance costs as well.

Customers have been conditioned by 
ADT, Comcast and others to pay $40 
to $60 a month for security. The basic 

price is around $10, but that’s for service 
that was the standard 30 years ago, in 
which intrusion detectors around doors 
and windows trigger an automatic dialer 
that calls the monitoring service, which 
in turn calls the police department.

Indeed, premium security is now IP-
based. Through a smartphone app, users 
can watch a real-time video stream from 
their premises, turn on lights and air 
conditioning, and check the stove. Brad 
Morehead, CEO of LiveWatch Security 
in Evanston, Ill., says MDUs account 
for two-thirds of his business. 

His installations use wireless GSM 
technology, for which he pays a high 
price to cellular tower operators. Why 
wouldn’t he cooperate with an exist-
ing or prospective broadband carrier to 
serve the building? “I’ve never been able 
to interest a carrier,” he says, despite the 
obvious win-win and the obvious mar-
keting advantage for an MDU owner.

tenAnt lifestyles
Many young professionals, given a 
choice, would rather live in an energy-  
efficient building. They save some 
money, and they get some bragging 
rights. To be honest, they are not willing 
to pay much (in extra rent or broadband 
fees) for the privilege, but having the 
amenity should help reduce the vacancy 
rate.

Many of today’s young professionals 
also want broadband services that did not 
even exist a few years ago, and all those 
services have value. Newer smartphones, 
for instance, connect to their carriers’ 
networks through a Wi-Fi system if it is 
available. That makes it easier for cellular 
carriers to serve subscribers while mini-
mizing expensive and unsightly towers. 
Owners get fewer complaints about bad 
cellular reception in their corridors and 
may also get a little revenue from broad-

band carriers for carrying what amounts 
to cellular backhaul. 

setting A VAlue
Some savings and benefits are difficult 
to quantify but are nevertheless real. 

For example, the federal Depart-
ment of Education now requires college 
network operators to regulate peer-to-
peer traffic to cut illegal file sharing. 
How much is easy, Ethernet-based man-
agement of FTTH worth to owners or 
managers of a dormitory building?

First impressions count when show-
ing a unit. How much does an ISP’s 
cheap cove molding cost the building 
owner, especially in the age of social 
networking, which amplifies word-of-
mouth?

Telecommuting and distance learn-
ing have become part of the mainstream 
lifestyle. What are they worth to tenants 
and to building owners? The answer de-
pends on rents, vacancy rates, market 
demographics and user satisfaction with 
the broadband services provided. Thus, 
building owners can’t really value the 
network unless the technology, the net-
work design and the network manage-
ment are all specified.

Building owners and network pro-
viders need better ways to measure the 
value good broadband service – par-
ticularly fiber – adds to a building. If 
measurements are inadequate, there’s no 
bankable value. If there is no bankable 
value, ISPs will be forced to continue 
competing mainly on price. At least up-
front dollars are measurable.

Owners should use this equation for 
each marketed service:

Estimated average income per unit
= average revenue per customer
x estimated penetration rate (taking 

occupancy into account!)
x applicable revenue share
+ value of enhanced unit sales/  

rentals 
- cost of poor service.

All this requires more real-time net-
work management and more MDU-
owner and end-user customization of 
equipment that depends on abundant 
and reliable bandwidth. Is your build-
ing up to the task? v

By 2015, all new major home appliances will be 
equipped with network-aware controls. Vendors 

assume every dwelling unit will have Wi-Fi to 
handle the control and monitoring signals.


