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Value add
in a day
For managers
targeting value-add
strategies in today’s
low cap rate
environment, an
intense focus on
operational efficiency
and operational
innovation is a must.
Multifamily specialist
TGM Associates talks
to NAREIM about its
interior renovation in
a day program and
how that integrates
with its focus on
improving resident
experience.
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I

magine renovating an occupied
apartment unit in one day, replacing
the entire kitchen, the majority of
bathroom components, and the lighting
fixtures and door hardware throughout
the apartment all while the resident is
at work.
Now, imagine renovating three to
four apartments in one day, even in
occupied apartments — as well as an
entire apartment community of 360
units in less than six months, without
any increase to historic vacancy levels.
Can’t be done?
For multifamily-focused TGM
Associates, their interior renovation in a
day program does just that. It’s a core
part of their investment strategy, one
that focuses intensely on operational
efficiencies and de-risking value-add
investing. Materially reducing the project
length without increasing historic
vacancy levels means that TGM is able to
realize rent increases more quickly,
ensure product standardization and
enhance the apartment’s functionality,
all without negatively impacting
operating cash flows during the process.
Since 2007, New York-based TGM
has renovated over 13,000 apartment

units utilizing their interior renovation
in a day program, which requires
anywhere from three to six months of
design, planning and supply chain
coordination to execute this highly
orchestrated process.
“Minutes matter,” says Zachary
Goldman, TGM’s chief operating officer.
“This just-in-time renovation process
requires, time, logistics and flexibility,
and only works if you are very precise.
We continue to re-conceptualize every
component of this process because every
minute matters.”
It has seen the firm travel to
China to work directly with product
manufacturers and suppliers to ensure
that all materials meet the firm’s
stringent guidelines for quality and
details, such as lighting fixtures are
packaged more efficiently, with units
pre-assembled, to ensure contractors
don’t have to spend additional minutes
onsite assembling them prior to
installation.

Pricing in the value add
The origins of TGM’s interior renovation
in a day program stems from the firm’s
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“

Since 2007, New
York-based TGM has
renovated over 13,000
apartment units utilizing
their interior renovation
in a day program

”

founding in 1991 as a vertically
integrated owner and operator of
multifamily communities. Since its
inception, TGM has acquired over
40,000 apartment units in 28 states
across the continental U.S. Today, the
firm has $2.3 billion in AUM, with more
than 9,500 units predominantly in
markets across the Northeast and
Florida, as well as locations in Ohio,
Indiana and Illinois. It is focused on
buying properties in markets with
favorable demographic and market
conditions, where it can utilize its
operational innovations to improve the
overall resident experience — and with
it enhance portfolio performance.
John Gochberg, TGM’s chief
executive officer, said gone are the days
when investment managers could make

money simply by buying and selling at
the right time, with no attention paid to
managing the asset.
Today’s historically low cap rates
mean that all managers underwriting a
value-add strategy, “have to be perfect
at executing it.” TGM believes having
internal capabilities is a major
competitive advantage over advisers
that outsource all or part of the property
operations function. And having too
many apartments vacant while
undertaking a value-add renovation,
or the renovation taking longer than
one year, can result in a significant
impact on returns.
TGM’s interior renovation in a day
program accomplishes four core
objectives:
1. No additional vacancy loss occurs
during the renovation period. This
greatly reduces the time it takes to
renovate the entire community as
well as the risk factors associated
with performing the value-add work.
2. Entire communities are renovated
in five to six months, depending on
the number of units being renovated
and the complexity of the renovation.
In the traditional value-add
approach, renovations are
undertaken only on vacant units and
the entire renovation can take 18 to
36 months to complete.
3. Provide consistency and
standardized quality to all units.
By leveraging logistics and national
buying power, TGM provides a
consistent finish to all units
within the community because
they buy all materials in bulk from
the manufacturer.
4. Reduce the amount of time
subcontractors and trades are onsite. This reduces labor costs and
disruption of the community’s staff

and residents, which in turn
improves the overall resident
experience and maintains asset
stability during the process.
The interior renovation in a day
program allows rents to be increased
sooner than is possible using the
traditional process. And the community
does not incur any of the typical lease up
and vacancy costs that one would expect
to see. “One of the most significant
savings for us is no additional vacancy
during the entire project time. For a
360-unit community, we have renovated
99% of the units within four to six
months without requiring vacancy,”
said Goldman.
“An additional benefit is product
standardization across the community
because we’ve purchased all the
materials in bulk directly from the
manufacturer. This allows us to
negotiate longer warranties and ensures
consistent quality in craftmanship.”

It’s all in the education
The effort isn’t easy, and begins with
education. TGM holds town-hall-style
meetings between their community
staff and residents, including those
about to go through the process. The
meetings include community directors
from other properties to discuss their
experience, as well as sample units so
residents can touch and experience
the renovation materials that are going
to be used.
“The education of residents, property
staff, vendors and installers is the
hardest part of this process and it’s
something we are trying to improve
upon all the time,” said Gochberg, who
said one of the biggest lessons learned
for TGM was ensuring suppliers and
manufacturers were held accountable

NAREIM

14
ASSET MANAGEMENT

for keeping the supply chain moving in
accordance with project timelines.
It’s also important to build duplicity
into the process. “When one of the
[supply chain or contractor] groups
breaks down, you have to have enough
options that you can kick them off the
site and have the process back up and
running again within a very short
amount of time. You need the depth to
do that, because you cannot be
dependent on any single group.”
As an example, Gochberg said
appliance manufacturers are penalized if
they fail to provide consistent and
sufficient product throughout the course
of the project. They are also required by
contract to go back and replace all
appliances in newly renovated
apartments with a new spec, at their
own cost, even if half of an apartment
building’s units had been completed.

Renovation day
For most residents undergoing the
interior renovation in a day experience,
the renovation activity takes place
between the time they leave for work
and the time they return home. The
scope of the renovation varies
depending on the opportunity TGM
identifies for a particular community in
a specific market. The scope may include
an overhaul of kitchens and bathrooms
including new countertops, sinks,
faucets and cabinets, as well as light
fixtures, USB outlets and door hardware.
Residents do not have to move out,
or move furniture or belongings other
than the contents of their cabinets.
“Our occupied renovations can entail
almost anything as long as we don’t
require residents to move too many of
their belongings in the process,”
Goldman said.
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“

For most residents
undergoing the interior
renovation in a day
experience, the
renovation activity
takes place between
the time they leave for
work and the time they
return home.

”

Residents also continue to pay the
same rent post-renovation, with rent
increases not taking place until lease
renewal. “We do this process by building
and not by lease expiration, which
means we can do all the aesthetic
improvements to an apartment unit and
allow the resident to live in the
renovated apartment at an unrenovated
price, which in our experience, makes it
significantly easier to pass along the
value-add premium at lease renewal.”

Cap rates and operational focus
For Gochberg, the interior renovation in
a day program goes to the heart of one
of the key challenges facing multifamily
investors today: the weight of capital
chasing deals, and thereby bidding up
values, is so strong you have to be
intensely focused on operational
excellence when executing the value add
of your deal, and the ongoing operations
of your assets, to be successful.
“In today’s world where all the meat
on a deal has become significantly
thinner and cap rates have compressed,
you have to price in the value play very
precisely and, once you’ve done that,
you must implement it perfectly and on
schedule,” Gochberg said.

For TGM’s chief financial officer,
Michael Frazzetta, declining cap rates
have helped cushion the fallout of
operational inefficiency — for now.
“Falling cap rates have helped bail
out the weaknesses in the industry,
particularly those surrounding
operational efficiency. Do I think
cap rates could go a lot lower than
where they are?” asked Frazzetta. “It
remains to be seen, but if we get back
to a place where there is an upward
trend in cap rates, I think things are
going to get interesting.”

The rise of amenities
It’s not just the potential for an expansion
in cap rates that is focusing attention on
multifamily operations. The rise of
amenities — and resident experiences —
is also fueling the need for investors to
focus much more on the services they
provide, and pay for, at the asset level.
“We should all remember that
amenities are hubs for social
interaction,” said Goldman, advising all
investors to concentrate on the most
valuable amenity for renewing residents
as well as the most usable amenities for
the residents.
Once what those amenities are
and what amenities best suit the
residents have been determined, a
sense of community can be created
around them, whether facilitated
directly by the landlord or led by the
residents themselves.
“We can all build wonderful gyms and
they do get used extensively,” said
Goldman. “But it’s meaningless if you
cannot put that amenity and all the
others into action to foster a sense of
community and provide an enhanced
living experience for your residents, which
is demanded by today’s residents.” ◆

