LN 1 205 E. Ridgeville Blvd. Suite C
HEN Home Builders Network b
Making a difference in the housing industry (800) 823-4344

7 oNEW BUILDER

maxive NAGHINE

10 ways for builders to increase their profits

Presented by Al Trellis

Better

) >N fysie Befter

Better Cost control ?WF'H ,
=

'-.\ = B.E,'HEJ'.

'I (. {F camwork

_lf@j! Petter

= Betler
) _‘:‘_ Sillﬂt:ﬂﬂ‘h"nﬂfﬂf “ai-.é

Kelahons



The New, Improved Builder
Money-Making Machine

Buildersdon’t build housesfor the exercise. They build
them because they enjoy doing it, and because they can
make money doing so. There are alot of stepsthat go
into the process of building ahome, and alot of places
where builders can lose money if they’ re not careful.

That's why we developed this program. We wanted to
identify steps abuilder could take that would have the
greatest impact on profits, outline aplan of action for
taking those steps, and calculate the cost and benefits
of those changes. Until the builder looks at the costs,
and calculatesthe benefits, he can’t intelligently decide
where he should put his time and management effort.

There are numerous areas where builders can
improve. However, for the sake of this analysiswe
chosetwelve that consistently turn up in consulting with
builders.

The twelve areas we decided upon were:

B Better designed homes

Better pricing on houses and lots

Better options and upgrades

Better spec house program

Better marketing

Better Realtor and salestraining programs

Better pre-construction cost controls
Better staffing

Better subcontractor relationships

B Better supplier relationships

In each of these areas we identified
several strategiesyou could implement in
your company.

The power of Excel

To analyze the impact, we put our
assumptions of the costs and benefits of
these strategies into a Microsoft Excel
spreadsheet. We wanted to quantify as
much as possible the benefit/cost trade-
offs so you could play with the numbers

and devise your own strategy. Spreadsheets are
marvelous analytical tools. But they’re only as accurate
asthe underlying assumptions behind them. The costs
we applied to these improvements will vary with the
builder and their situation. Y ou can input your own
valuesfor amore personalized analysis.

Improvementsare cumulative. For example, Improving
the design can increase sales volume, but it can also
increase the sales price you charge. Improving
scheduling and cycle time can reduce construction costs,
but can also reduce overhead per house by increasing
the number of homesbuiltinagiven time.

How to make improvements

Thefirst step isto determine how your company is
actually doing in each of these areas. Obviously, those
areaswhere you need the most help will aso show the
greatest profit potential oncethey’refixed. Second,
look at your company'slimits of time and resources.
Pereto’s Law also appliesto profit improvement — 80%
of your improvementswill come from 20% of your
efforts. Timeisour most limited resource —you can do
anything ... but you can’t do everything. Third, look at
your company's ability to absorb change. Make
incremental improvements (one or two at atime), rather
thantrying to reinvent everything at once. Finally,
get outside expert help where you need it.

We hopeyou find thisinformation beneficial and
practical, and that it helps you perform your
own analysis, identify those areas you need to
improve, and develop your own program for
increasing your profits.
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What's limiting your profits?

In anideal world, abuilder can sell all the houses he
can build, at a price that guarantees a good profit.
Unfortunately we don’t livein an ideal world. Many
thingslimit how much profit abuilder can make.

Demand

Within any given market, there are only acertain
number of homesthat can be absorbed in any given
pricerange. But sincethere are often severa buildersin
each price range, the question is often how do you
increase demand for your houses, at the expense of your
competition. Several factorsgo into the relative demand
for aparticular builder. Thefirst isvalue perception:
What's the bang per buck? How much quality doesa
buyer get divided by the price he hasto pay. You can
increase the val ue perception by either increasing the
quality perception or by lowering the price.

Lowering the priceis atricky proposition, since
lowering the price hasthe nasty side effect of lowering
profits. In addition, buyers have a particular quality
expectation they’ relooking for in buying ahome (the
quality threshold). If the builder doesn't exceed that
expectation, the lower price doesn’t matter. The second
element of demand is awareness. No matter how great a
home you build, if people don’t know about you, they
won't buy.

Production Capacity

The capacity isthe number of homes you can build,
given your present company structure. Y ou can only
close the number of homesyou can build. Increasing
demand without increasing capacity won't increase your
volume . On the other hand, increasing capacity without
increasing demand doesn’t increase your volume. It
usually leadsto excessinventory, lower prices, and
increased costs.

Y ou can increase capacity in anumber of ways.

Y ou can hire more superintendents and increase the
number of homesyou can build simultaneously, or you
can decrease the turnover time per house. Y ou could
alsoincrease superintendent efficiency by hiring
assistant superintendents, or by simplifying the
management process.

Generally builders either have excess capacity or
excessdemand. Y ou have to determine what the
constraint isin your particular case, and address that
problem first.

Y ou can measure demand as a function of the
backlog of homesyou’ ve sold, but haven't been ableto
start. Thelonger the delay between salesand
construction start, the greater the excess demand.

Y our production capacity isafunction of the
number of homesyou can build simultaneously times
your turnover ratio. The turnover ratio is the number of
working weeksinayear divided by the number of
weeks you take to turnover ahome.

If you find that you have excess capacity, then you
need to increase demand through better marketing,
better design, better pricing, or better sales programs. If
you find you have excess demand, you can increase
capacity through better construction management, better
spec house programs, and reduced turnover time, or
decrease demand through higher prices.

Production Cost

Production costs are a function of material and labor.
Y ou can lower production costs by substituting cheaper
materials, but only at the risk of lowering the quality
perception. On the other hand, some costs can be
reduced without aperceived difference. Building your
homes on two foot modules can minimize material
waste. Eliminating excessive spans can minimize
oversize (and expensive) beams. Carefully purchase
materialsto take advantage of quantity discounts and
avoidduplications.

The other aspect of production cost isefficiency. If
your production personnel arelaboring under an
antiquated management system you may also be hiding
cost overrunsthat can eat into your profits. Review and
improve your current management systems, review your
supplier relationships, and institute a purchase order
system.

Overhead Costs

The other area of cost is overhead. Overhead is usually
afunction of productivity. Overhead isusually afixed
expense, and you can lower overhead per house by
building more houses with the same staff. However,
someitems of overhead are aonetime expense, such as
redesigning your house plans, or hiring an outside
consultant to help with your marketing materials. The
advantage of one-time expensesisthat you continueto
reap the benefitsin subsequent years without the
additional cost.



1. Better designed homes

Often buildersjustify their current design by saying
“That’swhat sellsin thismarket.” Sometimes that
merely meansthat everyone else's plans are as mediocre
asyours, and the buyer doesn't have achoice. If you're
in ahealthy market, but find there’ stoo much price
competition, then the problem may be that your product
designisnot as exciting asit could be. Creating or
finding exciting designs that meet buyer needsand
wants, and are cost-effectiveto build, is one of the most
challenging aspects of the building business. Itisalso
an areawith avery high rate of return. Y ou have three
optionshere:

Architectural review of plans

Go over your existing plans, discard the worst plans,
and make improvementsto four of the remaining plans.
This should result in an increase in both sales volume
and salesmargin. The volumeincrease comesfrom the
improved marketability of the plans. The margin
increase comesfrom val ue engineering the homesto
make them easier and less costly to build.

Create a new plan

Onceyou do level A, level B consistsof creating anew
plan to add to the portfolio, and devel oping 4-6 new
elevationsto go with thefloor plan. By using multiple
elevations, you increase the sales volume by appealing
to awider group of buyers. Y ou also have amargin
gain by building the samefloor plan more often.

Develop a new line of homes

Thisisthe ultimate design solution. Y ou

repeat level B over an entire portfolio

of homes (4 plans), all with

multipleelevations, and all \ f
designed to hit buyer’ s hot \

buttons. This solution
should give you the nicest
plansin the community, and
increaseyour competitive T
position. Sincethe homes
areall valueengineered, it
should giveyou additional
margin benefitsover your entire
product line.

/ +

Things to think about:

Different strokes for different folks

Every market segment has different needs and wants.
The home that works for agrowing family may not
work for empty nesters. Aslifestyle, income, and ages
change, needs and wants al so change. Remember, the
product must be tailored to the needs of a particular
market group, and (for custom builders), to the particu-
lar individual. Custom home buyers aren’t cookie-
cutter people. So don'’t give them cookie-cutter solu-
tions.

How do you find good plans?

Builders often use the same plans over and over simply
because they haven’t found agood source for new
design ideas. Sometimes builderstry to act astheir own
designers, without the necessary skill or talent. Thisis
particularly dangerouswith exterior details and eleva-
tions, wherefirst impressions are critical. Don't hesitate
to obtain the services of serious design professionals.

Finding a good designer

Good local designersare not only sources of good
design, they’ re sources of good clients. If the designer is
approached by aclient directly, they often recommend a
good builder. Make sure the architect is easy to work
with, understands cost-effective construction, and has
experiencein the housing market you speciaizein. It's
better to find anational designer who knows good
design, than settle for amediocrelocal designer.

Pay a little more for good design
Just as you don’t want your buyers to make
purchase decisions based solely on price, you
don’'t want to evaluate design based solely on
its cost. Paying a few thousand more for
good design can lead to many times that
amount in profitimprovements.

Good design may cost a little more up
ks front in design fees and the added cost
of appealing details, but it saves many
times that additional cost through good
market appeal and cost-effective construc-
tion.
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2. Better pricing on houses and lots

Nothing ismore critical to successin afree market
system than the prices we choose to place upon our
products. Price, in effect, becomes a shorthand for the
value we perceivein aproduct. If we pricetoo low we
leave money on the table and may actually lower the
perceived value of the product. If we pricetoo high, we
may find ourselves undercut by amore value-conscious
competitor. Pricing can be used in one of two ways:

Evaluate pricing program on houses

Y our houses should be competitively priced based on
their perceived value. If your houses are perceived as
better than those of your competition, you should be
ableto charge a price premium, without suffering a
volume decrease. If your houses are perceived asa
lesser value, it’ susually better to improve the value
perception than to lower the prices. Y ou may want to
hire a consultant to assist you in this process. Through
proper price differential s between homeswe can moti-
vate buyersto purchase the products which offer usthe
highest grossdollar contributions, and increase dollar
volume.

Evaluate pricing program on lots

Every lot in adevelopment isdifferent. However, if they
all have the same price, the better lotswill sell quickly,
leaving the less desirable onesto slow sales at the end.
Go through all your lots, and place the largest practical
premium on the best lots and smaller premiumson
about half the lots. Use at least part of the extrarevenue
to lower the base price on the least attractivelots. In
general, try to create many different prices on your lots,
evenif the pricedifferen-
tial isonly $500-$1,000.
Thiswill lead to in-
creased volumedueto
value perception and
sense of urgency that the
“best” lots (either best
quality, or best price) will
begone.

Things to think about:

Use market-based pricing, not

cost-based pricing

Market based is pricing according to the perceived value
of the product. Cost-based pricing is based on what it
cost you to build. But the reality isthat the public
doesn't really care what the product coststo build
...they care about what the product will do for them. If
you use better design and efficient productiontoin-
crease your product quality, people are willing to pay
more, despite your lower cost.

Use price to create a product line

A good product line hasthreeto five specific home
types, each tailored to a specific buyer profile. Thus, if
aneighborhood calls for housesin the $150,000 to
$175,000 range, you should have amodel for afamily
with two professionals that includes a study and an
option for an extra bedroom or office; amodel for a
family with two or three young kids (four bedrooms,
master bedroom up); and onefor adlightly older buyer
with teenage kids and bad knees (master bedroom
down). Themarket today demands responsivenessto
what each buyer needs and wants.

Price below psychological barriers

Sinceit'susually easier to sell up than down (although

it'sbest to do both), make sure to have models priced

at important psychological barriers. For the case

described here, models at $149,900, $159,900, and

$174,900 would beideal. A traffic generator at
$139,900 might be great, depending on the
area and market perceptions. It might not
beyour best seller, but it will bring in
people for your salesforceto close.

Thepurposeof using price points,
product mix, and lot premiumsisto
stimulatestrongbuyer interest early and
build critical massfor theproject as
quickly aspossible. Usebuyer perception
of valueto help createthat demand.




3. Better options and upgrades

Providing peoplewith choicesisapowerful marketing
concept. Remember, buyers always have achoice. They
can choose to buy, or not buy. They can buy from you,
or from someone else. To get them to buy from you, you
have to give them the choices they want, in away that
they like.

Secondly, most builders have ahigher profit margin
on upgrades and options than on the house itself. The
more optionsthey put into the house, the more money
the builder makes. Unfortunately, most buildersdo a
very haphazard job of presenting the options and
making it easy for the buyer to upgrade. Here are four
things you can do to improve your profitsin this area:

Review and revise present option program
Go over your present options and upgrades, and make
surethat they are priced profitably. Areyou offering
enough options? Too many? Get rid of those options
that peoplerarely select. Thisgivesyou increased
volume dueto increased number of options, and
increased margin dueto the higher margin of the
options.

Develop new options and upgrades

Go through your existing plans and see where you can
add additional options and upgrades. Concentrate on
low-cost optionsthat add “wow” to specific rooms.
Some of those options may require additional design
(such as built-ins, room expansions, etc.)

Bundle options into style and function

packages
Thethird step isto take your options and upgrades and
bundletheminto lifestyleand theme
packages. Y ou will probably want to
hire an interior designer to help you
with the selections. Havethe
designer prepare attractive option
boards for the sales office.

Things to think about:

The correct solution isto try to give
the buyer the right number of
choices, organized in away that makes
it easy. The key isto break the decisions

into “ bite-sized pieces,” and simplify the decision-
making process. Three waysto do thisare preselecting,
bundling, and

customization.

Preselecting

Thisconsistsof determining the most cost-effective
choicefor the buyer, and providing this asthe default.
This could mean choosing Andersen Windows, Kohler
fixtures, and Corian countertops, and explaining to the
buyer why you chose those sel ections (quality, war-
ranty, brand-name awareness, etc.) If they like those
selections, many of their decisions are already made.

Bundling

Bundling isthe process of grouping optionsinto a
predetermined package. For example, an upgraded
lighting package could include a predetermined number
of additional downlights, plusalighting coveinthe
dining room. Now, instead of making five or six
choices, buyers only have to make one. In addition, they
know that the options are professionally designed to
work together.

Customization

Customization (as opposed to pure custom) presents
buyerswith ahome plan and allows them to make
incremental changesin room size and usage. Instead of
starting from ablank sheet of paper, their choices are
manageable.

Consider a design center
While adesign center isahigh overhead item, it can add
additional volumeand can assistin
greater sales. However you should
only attempt thisif you have
sufficient volumetojustify the
expense. Y ou need to decide
whether the design center is
integrated into your sales
office, or is created asa
separate entity. Creating a
design center can makea
maj or improvement in upgrades
and option profits.



4. Better Spec House Program

Some builders are strictly production builders. They
don’'t want the hassles of custom building. Othersare
custom builders—they don’'t want the risk of building
on speculation. However, even custom builders should
consider building at least some of their houses as spec
houses. Thetrick isto structure your mix of housesin
order to gain the most benefits, with the least risk.

Cut lead time between houses by 4 weeks
Cycletimeisnot only thetimeit takesto build ahouse
—itincludesthetimethat el apses between selling one
home, and having the next one ready to go. Y ou can
reduce cycletime by having designs pre-selected, by
having permitsissued, and by lining up subs. The next
house must be ready upon sale. Many buildersfind that
by cutting cycletime, they can fit another houseinto
production every year, without a corresponding increase
inoverhead.

Increase number of specs in inventory

The number of specsyou haveininventory at any one
timeisameasure of the risk you take. A modest
increasein inventory may be amanageable risk.
However, you need to look at production capacity to see
if you can handle the increase without increasing staff,
and you need to look at the market to assure yoursel f
that therisk isreasonable. However, since the margins
on specs are often lower than those of custom homes,
you may see aslight decrease in overall profit margins.
Look at the overall profit gain, not just the profit
margin.

Things to think about:

1. Know your market. Know what
people want to buy, what they’re
willing to pay, and where they want to
live.

2. Always spec on a desirable lot in a desirable
neighborhood. Why risk building anice housein an
areawhere peopledon’t want to live. You can't pick up
and movethe house, if the neighborhood isn’t right.

3. Build for your customers, not for yourself. Don’t
put things into a home that you might like, but that your
buyers aren’t willing to pay for.

4. Never spec themost expensivehousein aneigh-
borhood. If you can, spec the least expensive since it
will appreciate the most in value by being next to the
moreexpensivehomes.

5. Separ ateyour self from the competition, through
moreinteresting design, uniquelot or special features,
and through better perceived value.

6. Select designsthat areexciting but still
functional and efficient. Y ou can have both. Avoid
complicated roofs, chopped up interiors, or details that
areexpensiveto build.

7. Everything in moderation (not too many “too’s”).
B Number built - Not too many

M Price - Not too expensive

B Design - Not too busy or too personal

B Decorating - Not too busy or too personal

B Features - Not too few, and not too many

8. Spec houses are supposed to be easier than
custom houses. Make all selections before you start,
finish the house completely, and learn from each one.

9. Spec houses are about velocity.
Price them to move and be pre-
pared to start another the instant
onesells.



5. Better Marketing

Think of your marketing materials astiny salesmen
that can be in many places at the sametime,
convincing buyersthat they want to buy from you.
Without them, you have to rely on your personal
marketing skills, and your timeislimited. Y ou can
only bein one place at atime. Y ou want to spend
your personal marketing time closing the sale, not
generatinginterest.

Good marketing materials create instant credibility
for you, and establish you as a market leader. They
don’'t have to be outrageously expensive or ornate, but
they do haveto present your message and your
benefitsin amemorableway.

Redo marketing brochure

The most important part of your marketing effort is
your message. A simple four to six page brochure
with astrong message is one of the most effective
marketing tools you can have. Y ou can then reuse
that messagein all your other marketing materials. If
you have to scrimp, scrimp on printing, not writing or
design.

Create or redo web site

The Internet is becoming a much more important form
of marketing, and can deliver full-color marketing
materials at no charge to any interested buyer. Being
on theweb isno longer an option for upscale builders.
Y our web site doesn't have to be €l aborate, it more a
method of letting people find you than acomplete
marketing system. Use the main message of your
marketing brochure asthe basis.

Total marketing makeover
Once your marketing brochure and web site are done
to your satisfaction, look at al your marketing
materials, include product sheets, community
sheets, option sheets, display advertising,

and signage. L ook at your logo and
graphicidentify —maybeit'stime
for anew look.

Increase market exposure

Y ou should consider increasing the frequency of your
marketing effort (ads and direct mail) only after com-
pleting all previous steps.

Things to think about:

Get professional help
Initially, you'll want to hire amarketing professional to
create your company identity and your benefit brochure.
A smart way isto find a marketing design firm or free-
lancer to create your materials. Creating publications
electronically ismuch faster and easier than creating
them manually. Make sure you get the publicationin
electronic format, aswell as camera-ready form. Design
elements such aslogotypes should be available as
electronic files. That way you can drop your logo into
materialsthat you create in-house, using your word-
processing or desktop publishing programs.
Avoidthetemptation to create expensive, inflexible
materials that you will haveto replace later. Start with a
simpletwo-page or four-page flyer, using full-color
photographs of your work. Avoid the temptation to print
more copies of materialsthan you think you will usein
ayear. Even though the cost per piece goes down asthe
guantity goes up, there’ s nothing worse than throwing
away out-of-date material. No matter how good a
marketing pieceis, assoon asit’ s printed you'll think of
away to makeit better.

Get good pictures
If apictureisworth athousand words, then use lots of
picturesto convey your message. Hire a photographer
to take pictures of your work. Don’t show pictures of
empty houses, or homesunder construction. People
want to see afinished product. Y ou may be ableto
convince recent buyersto let you
photograph their furnished and
decorated home. Don’t scrimp on
photographic quality. A lousy
photo conveysanimpression
of poor quality. Always use
captionswith the pictures.



8

6. Better Realtor and Sales Program

Once marketing brings peoplein the door, sales
convertsthem to buyers. Y ou need well trained and
motivated sales people, assisted by an effective
Realtor outreach program to bring new buyersto you.

Profit targeted compensation program
Before you even begin salestraining, you need to
devel op atargeted compensation program.
Compensation should not be based purely on sales,
but on the corresponding profitsthat ensueto the
builder. There are two waysto look at this. First, if
the sales people are offering price concessionsin
order to increase sales, you need to tiethe

sal espersons compensation to the profitability of the
builder. A $2,000 price concession on a $200,000
house can lower the net profit by 20-25%. Here's
how such a program should work. Pick asales point
1% below your full-sales price ($198,000). If the
sales person sells at that price they get
full commission. If they sell it at

complexity of the sale and the length of timeit takesto
get paid. With existing homes, the buyer either likes or
doesn't like the house, the saleismade, and the agent is
paid. Instituting a Realtor sales program can get around
that barrier by informing the Realtor community what is
expected of them, and how they can make an easy sale,
with accel erated commissions, by bringing buyersto
you. An example of a Realtor program flyer is shown
below. Cost: Budget $3,000 to promote your program
to Realtors. Thisincludes designing, printing, and
distributing a Realtor brochure, as well as sponsoring
special events such as open houses for Realtors, or
delivering pizzaor pieto Realtors officeswith a*“ Get

Y our Piece of the Pie” message attached. Thereal cost,
however, isthe additional sales expenseon sales
generated through Realtors. Benefits: Y ou should
experience an increase in volume but adecreasein
margin due to higher average sales costs.

$200,000, they get full commission plus
25% of the difference between the cutoff
point and the sales point. If they sell for
bel ow the cutoff point, their commission
isreduced by 25% of the difference. If

Ten reasons Realtors should bring
their clients te Pinnacle Homes

1. You'll sleep easier at night,
knowing we're taking care of your

6. We care about quality,
We're exporenced mough to do the job right,
and dedicated mnowgh to care. Y ou don't have

they brought you a contract for $20,000
lessthan the sales price, they'd get no
commission at all. (You may want to
[imit the downside risk to 50% of
commission.)

The second way to look at this
problemisbreak even. If the builder
needs 36 salesto break even for the year,
and the salesperson makes 35 sales, the
sal esperson made alot of money, and the
builder lost money. So the compensation
program should be targeted so that the
sal esperson doesn’ t make as much money
on sales below atarget, and makes more
money on sales above the target.

Institute a Realtor Sales Program
Realtors can be an important adjunct to
your regular marketing program, bringing
you additional salesthat you might not
otherwise have. The biggest barrier to
Realtorsin selling new homesisthe

customers,

We knew horw imporiant hapgry cslomes ans
o youir falure mecoess. Hapgry cstomer s besd
Ny o relisrale — both for vou ssd for us,
That's why we spell cul the anire consiruction
prosasss From the begmnag of the job, ad why
ovary Pinnacle cuslomer pas o weadkly ansil
or fax progress repor, Y our cetomas will
sloap bafllar Lon

2. We pay your commission faster.
We offer selling sgent a 3% commission and
pay commmissions fester than other bagildors

T ouw can gel the Bindt bhall off your comenission
wehim the contract is signed {with loan pre-
approvaly, and the balasscs sl cosmg,

3. It's easy to sell value.

Char standard festures and bonefis look like
most buibders” optson lists. Thal means no
hidden costs happior cuslome s, and casior
=i,

4. We let you get on with your
business.

For todey"s active femilies, time s ot a
premiun. MMost real estme prodessionals bave
even more demands on their time. We lake
care of the building process so you

oo concentrale on buildng
womr reforral base

5. We give your clients
muare choices.

W have avoujph Mamdend
plass, ench with optional
adevations and lavouls Lo give yous
lianls e claance Lo CTeate 4 unsgque
Erimmie it vl et thesir niceds.

We Love
Realtors

bo wormy albout Bhy-bo-mighl. constraction
practiam, or shaky busines kagevity

7. Our service keeps our cusiomers
happy after the sala.

Wik our scheduled Servees warranty program,
vom cllenis recnive pro-schadulel visls o
wwoeks. four months, and |1 monghs sfler the
sale i addition o 24 howur amaniancy aarvice

8. We've got the winning team.

Oiur subcontracions and ssppliors ane seloded
hased on their reliability and sfomtion o
quality. Thst means & smoother construdion
proass, earlier dosing daes, == callbacks and
warrardy priobilos

9. We respect your relationship
with the buyer.

Onoe your cliost is rogstered will ui, we
profec your commassion. Yo don't eve e
oonstant by dheck hack and makc sure thal
thimgs are still going smoothly, or Uhat
paporw ek hes e submiited

10. We love paying real estate
commissions.
Rzl dre ouf parines in providing
Tizr The heovsin g nosds of our arsers
WWhan Wepay VoLl 8 COWETHESion
we both win

Call 301-234-5678
today for details.




[. Better pre-construction cost controls

The pre-construction processis of equal importance to
the actual construction. From a profit point of view, if
you fail inthe pre-construction process you are doomed
tofaillure evenif you do aperfect job of construction.
Great craftsmanship and a beautiful house are of little
valueto the builder if it' samoney losing project.

The pre-construction processisall the stepsleading
up to the day you break ground for the client’s new
house. It resultsin the definition of the product (plans
and specifications), the establishment of the price
(estimate and contract), and the creation of afoundation
for the builder/client relationship. Theseitemsare
among the most important contributors to profit.

Review and improve existing

pre-construction systems

Before you can improve your system, you need to
understand it sweaknesses and failures. Go over the
estimates and job costs for the past few jobs and
identify those areas where the greatest variations
occurred. Isthere any pattern to those variations. Can
you identify asystem to reduce those variations? This
will take alot of time. Y ou may want to hire someone
from the outside to look at your systems and make
recommendations.

Upgrade estimating system

If you identified problem areasin A that affect your
estimating system, you need to fix them. A
computerized estimating system (using either an Excel
Spreadsheet or astand alone computer program) should
increase efficiency and reduce error. Whilea
computerized estimating program can be purchased for
as little as $500, the major expense

isthetime and energy it takes

tolearnit and adapt it to
the way you do business.
But if you catch just one
major error, it pays for
itself many timesover.

Implement computer job-cost control system
Once you have a system you' re comfortable with, and
an estimating program that gives you accurate and
timely numbers, the next step isto integrate thisinto a
computer job cost control system. Here the trade-off is
alwaysfunctionality vs. complexity. Largescale
integrated programs may betoo difficult to implement,
and actually lead to productivity decreases. If you use a
simple accounting program, such as QuickBooks Pro,
implementing thejob cost control programismore
straightforward, but doesn’t add construction manage-
ment functions such as scheduling. A job cost control
system allows you to integrate pre-construction with
construction management, get meaningful construction
budgets, and identify cost overruns early in the process.

Things to think about:

The major benefit of pre-construction isin reducing
expensive construction mistakes before they happen.
Money lost in the pre-construction stage can rarely be
made up on the construction stage. Y our client contact
process should establish realistic expectationsfor
quality and schedule, and communicate client responsi-
bilitiesin the construction process. Y our estimating
system should be complete, organized, accurate, and
timely. Scheduling systems should berealistic and
clearly establish milestonesfor client decisions.

Evaluation of non hard-cost factors
The hard part of estimating isthe subjective evaluation
of the client, the job and your need to win the bid. Here
are somethingsto consider:
B Client personality and price consciousness.
B | ocation of site. Isit closeto other jobs?
B Job complexity - areyou getting in
over your head? Do you have the
expertiseto do thejob?
B Y our availability/necessity for
work, other workload, other
potential contracts, general
businessenvironment.
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8. Better staffing

No matter how much you improve your productivity
and output per employee, you will reach a point where,
in order to grow, you haveto hire additional personnel.

The danger isin adding staff prior to demand.
Creating excess capacity with increased salesonly leads
toincreased overhead. Another danger isthe tendency to
hire additional support staff in order to bring functions
in-house, such as marketing or design. Unlessyou are
currently paying morein outside servicefeesthan it
would cost to hire aperson inside, you' re better off
buying servicesasneeded.

Evaluate existing employees and staffing

needs and upgrade

In every organization some people are more productive
than others. Look at your current staffing and make
sureit fitsyour needs. Get rid of unproductive employ-
ees, and increase the compensation of those who have
madesignificant contributions.

Hire assistants to superintendents

Hiring an assistant superintendent doestwo things: it
hel psthe superintendent increase their productivity, and
it provides atraining mechanism for new superinten-
dents. A superintendent with an assistant should be able
to handle 50% more houses than an unassi sted superin-
tendent. Salaries and benefits for assistants vary with
the area and the general demand.

Things to think about:

1. Look for what’s important

People are often hired based on their experi-
ence and education. But attitude and
aptitude are much more important. What
you'relooking for issomeonewho’s

willing to work and succeed and isableto learn and
grow. When those two traits are present, you can
provide both the education and the experience, espe-
cially when you staff from the bottom up. It'smuch
better to mold and shape someonewho isable and
willing to learn than try to change or correct someone
who aready has set ideas and preconceived notions.

2. Hire at the bottom levels

Wherever possible, hire good people at the lowest levels
of your organization. For example, if your superinten-
dent isoverworked, think about hiring an assistant
superintendent instead of asecond superintendent.

B |t costslessto hire someone with less experience.

B Theexisting employeefeelsimportant (the new
person is someoneto help him) rather than threatened
(not someone with whom to compete).

B Y ou can mold the new employee the way you want.
He or she hasn’t picked up a set of ingrained habits that
may conflict with the way you want to do things.

B Y ou provide an upward migration path. By hiring
from the bottom, you enabl e people to look forward to
the possibility of promotion.

3. Follow your first instincts

Thebest timetofire (or hire) someoneisusualy when

you think of it. People rarely change. Thetimetofire

them isnow, not six monthsfrom now, after they’ve
made alot of mistakes.

Hiring good people who want to work
hard, finding waysto motivate them, and
quickly letting go of thosewho don't
measure up will go along way toward
making your organization stronger
and better.
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9. Better subcontractor relationships

Subcontractors account for alarge part of the direct
cost of building ahome. They can have asignificant
impact on your bottom line not only through their
pricing, but also by slowing production schedules and
causing work to be redone. In addition, theinability to
find good subcontractors can limit your ability to
produce homes and thereby limit your potential profits.

Review existing subcontractors for efficiency

and reliability & replace problems

Look at your last three jobs. Were there any avoidable
delays or overruns due to subcontractor error or poor
scheduling? Arethere any substhat consistently mess
up the schedule of the other subs? Replace subpar
contractors. Then look at your subcontractor manage-
ment system. How many of those errors were your
fault? Institute adaily sub scheduling system using
email or fax. You may haveto pay higher pricesto
better subs, but the long range savings will probably be
worth it due to increased margins and volumesthrough
better production schedul es, increased customer satis-
faction, and reduced cost overruns.

Institute a weekly/daily email/fax task

reminder system
Thetimeto find out that a sub has a scheduling problem
is not the day he's supposed to be on your job site, but
isn't. Not only doesthis cost you extramoney for
overhead and construction financing, but it can also
play havoc with the other subcontractors schedules.
Once aweek, email or fax (if they don't have
email) aschedule of all the tasksthey are
scheduled for the next following week. In
other words, on Monday send them the
entire schedulefor theweek beginning the
next Monday. Then send them adaily
email/fax for the tasks scheduled for the next
day. Let them know that if there are any
problemsin meeting that schedule, they are
to notify you immediately. That way you
can reschedul e other subsor deliveries,
and keep the job moving as effi-
ciently aspossible. And there are
NO EXCUSES.

Things to think about:
Most smaller custom builders use subcontractors to
perform the majority of their work. These subcontrac-
tors become part of ateam that isresponsible for
producing the final product. Whether you buy a2 x 4
from supplier “A” or supplier “B” the quality of the 2 x
4 isrelatively constant. Not so with subcontractors.
Priceisonly one of many factorsto consider. These
factorsinclude price, quality, reliability, timeliness, and
cooperation

There are ways to use your subcontractors to reduce
the cost of construction other than direct cost reduc-
tions. Since timeismoney, subcontractors can help save
you money by helping you schedule efficiently and
reduce your call back and warranty work.

Motivating Subcontractors

In acompetitive environment, motivating subcontractors
isn’t always easy. It requires a sense of fairness and
reciprocity. In exchangefor your subs’ loyalty and
support, you repay that loyalty by providing repeat
business, referrals and prompt payment and by having
reasonable quality expectations. If you are overly
demanding, impossible to work for and slow to pay,
they will transfer their loyalty to someoneelse. Y ou
won't get their best work or their highest scheduling
priority. Here are three ways to motivate subcontrac-
tors:

Givecontinuousfeedback.
No onelikesto find out he’ s been doing thingswrong
for awhile. When you see aproblem, address it
then. Don't wait or the opportunity for positive
reinforcement may belost. Talk with your

subs on aregular basis.

// Y ou can’t prai se someone one minute
and later criticize him for the same

behavior. Set standards and | et people
know what they are.

Beconsistent.

Befair.

The fastest way to destroy moraleisto play favorites. If
asub isrewarded based on any factor other than
performance, the message quickly gets out and perfor-
mance declines across the board.
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10. Better supplier relationships

Buildersuse amyriad of suppliersin building a home,
including lumber, roofing, concrete, cabinets, plumbing
fixtures, windows, doors, appliances, etc. The dollar
volume of materials purchase can be asignificant
percentage of the sales price of ahome. Sometimesa
builder uses one source for most of those purchases. Or
me may rely more heavily on specialized suppliers.
Sometimes, especially in plumbing and electrical, the
subcontractor will act asthe supplier, and include the
cost in the subcontract.

In addition to pricing problems, suppliers can often
delay construction through delivery delaysand incorrect
orders. In some cases, pricing volatility and materials
shortages makeit difficult for buildersto estimate
profitably.

Review existing suppliers for pricing and

reliability and negotiate prices

If your supplier's prices or delivery times are out of line,
you may need to negotiate better prices and terms, or
find an alternate source of supply.

Implement purchase order system

To keep costs under control, use a purchase order
system for all outside purchases. The purchase order
should specify quantities, prices, and expected delivery
dates.

Institute a weekly/daily delivery task

reminder system

Just like you don't want to come on ajob site and
discover a sub not there, you don't want to find out at
the last minute that the delivery you

needed today won't be there until next

week. Institute aweekly and daily

email/fax early warning system

so that if thereisaproblem,

%

you know about it early enough to plan around it. Cost:
minimal. Benefits: Moretimely deliveries, fewer mis-
takes.

Things to think about:
Onceyou're selected a suppler you can trust, with the
products and services that meet your needs, you have to
ask “Am | getting the best price possible?” Hereare
some ways to make sure the answer isyes.
B Doesyour supplier have multiple price schedules and
areyou on the appropriate price level ?
B Do you get alternative price quotes and will your
normal supplier match other prices?
B Do you negotiate price with your key suppliers?
B What price markup do you pay for special order
items and can you buy directly from the sources?
B Can you buy from an out-of-state or out-of-country
supplier and eliminate state salestax?
B Canyou get price protection on major items such as
lumber and windows from the beginning of the job?
B |f you provide enough lead time, can you get factory
direct prices on such items as windows or interior
doors?
B Can you negotiate a better price on shop charges
such aswindow assembly or special millwork?
B Do you use a purchase order system or some other
method of assuring that you are only billed for what was
ordered and actually delivered? Example: 40 boxesvs.
40 pieces of closet shelf supports.
B What are your suppliers' policies on damaged goods,
returns, and warranty work?
B How efficient are your suppliersin termsof timely
deliveries, mistakes and accessibility?|syour salesper-
son aways available to you?
B What arelate charge and
early payment policies?

NS
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Self Analysis

Stepsto I mprovement

Better design

Better pricing on housing and lots
Better options and upgrades
Better spec house program

Better sales and Realtor program
Better marketing

Better pre-construction cost controls
Better construction management
Better teamwork

Better staffing

Better subcontractor rel ationships
Better supplier relationships

Needs
I mprovement

m
o
o
o

xcedllent

gauauuuaaadadaaaaa
QUuaudauauaooaoaoe
gaauuuaaadaaaana

What are the three areas where improvements would have the most impact on our future profits?

What are the three areas that would be easiest to improve?

What are the three areas that need the most improvement?

What are the first three things we're going to improve? (High impact, easy to improve items should be
your highest priority?

What action steps are we going to take to improve the first priority?

0Nk WNE

What action steps are going to require outside help?






