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Lessons from the Real World

Studying the world of industry can provide powerful
lessons for homebuilders on whatto do, and what not
to do. Obviously ahome building company isa very
differentanimal than the giantbehemoths of business
such as General Motors, IBM,and AT&T. Yettheir
failures and successes provide insights into the
American economy and consumer behavior.

Like every business, home builders existto make a
profit. They do this by serving the needs of buyers,
and providing better products and services than their
competitors. There are, however, unique aspects of
home building. Because of the nature ofhousing, each
homeis builtonaspecific piece of land, and is
therefore unique. This facthas kept the home building

business primarily alocally oriented, fragmented
market. Even the largestbuilders have a tiny market
share when compared with major manufacturers such
as General Motors. Itisalsoahighly customized
market, with each buyer modifying the finished
productto match his or her particular needs.

Because builders are often protected from national
competition by the fragmentation of the marketplace,
they often fail to grasp the lessons that the history of
business can provide. That's why we created this
program -- so that builders can take the appropriate
lessons from industry, and improve theirown
productivity and profitability.

Lesson 1: Supersizing at McDonald’s

Ifyoureally wantto learn about the
artof pricing—goto McDonald’s. If
youorder alarge value meal, the
chances are they will ask “Would you
like to supersize that?” For an addi-
tional 39 cents, you can get a super-
size order of fries, and a supersize
drink. Why would McDonald’s sell
younearly twice the amount of fries,
and twice the soda for only 39 cents
more?

That’s because the only additional
costto McDonald’s is the material
cost ofalittle more soda, someice,
and a few more pieces of potato. The
material costis only asmall part of the
total cost. All the other costs; labor,
rent, utilities, advertising, etc. remain
the same. Ofthose 39 cents, perhaps
25 cents represent pure profit—over
and above their costs. If40% ofthe
customers supersize, multiplied by 25
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cents per customer, times 25,000 (the number of
McDonald’s restaurants), times 1,650 (the average
number of McDonald’s visitors per day), times 365
(daysinayear), youarrive at the astronomical figure
of $1.5billion dollars. Pure profit, just from asking
“Wouldyouliketo supersize?”

Supersize options are priced attractively to
increase the number of people who say yes. Inaddi-
tion, supersizing creates the perception of increased
value for all buyers, whether they supersize or not.
Remember, unless they buy the meal, they can’t
supersize.

Lessons for Builders
Homebuilders have a similar opportunity to increase
their profits by supersizing theirhomes. Forhome-
builders, supersizingmeans giving buyers additional
items at prices that make it hard to say no. Thename
ofthe game is to maximize revenue from your existing
overhead and customer base. While price is important
to many buyers, value is even more important.
Whatdoes it cost you to bump out the family
room by 4 feetto create a “supersize” family room? If
youlook at hard costs alone, it probably adds only
$25-35 persq. ft. If you assume that your overhead

remains the same, and that you can charge an addi-
tional $60-70 persq. ft. for the supersize, the incre-
mental profitmargin can be 40-60%. And the cus-
tomer feels great since the extra space is priced
substantially less than what they paid for the base
house.

Butsupersize profits aren’tlike ordinary profits.
Since your overheadis already covered, they’re net
profits. So evenifyour profitmargin on these items
was lower than your gross profit margin on the rest of
thehouse, it’s still increasing your overall profits since
itgoes directly to the bottom line.

Y ou could supersize the master suite by adding an
additional closet, a sitting area, amorning kitchen, ora
super master bath. Look around your currenthomes
and ask yourself—how could I supersize this plan?
How aboutadding an indoor/outdoor package that
includes asuper deck, outdoor lighting, and a gazebo?
How abouta supersize closet option, thatincreases
the closet sizes and adds closet organizers throughout.
Eventhoughbuildersaren’tsellinghamburgers,
whether you’re sellinga 99¢ burgerora $199,000
new home, the principles remain the same. The more
perceived value you can create in the mind of the
buyer, the higher your sales and profits will be.



Lesson 2: Undating Old Ideas -
Volkswagen and the PT Cruiser

Sometimes the bestideas aren’tnew ideas—they’re
oldideasthathave beenreworkedto fittoday’s
needs. A classic example of this isthenew VW
Beetle. The original Beetle was the original reverse
snob car. It was cheap, durable, and economical to
run. During the 60’s it became the most successful
importcarin America, and created incredible loyalty
inits owners. Its famous “Think Small” campaign
defined the way owners felt about their car. Then VW
started introducing new models that tried to compete
againstother niches in the market, and fell flat on its
face.In 1971 VW had a 35% import market share
withjustone model. By 1979 they had five models,
and a 12% share. It never could seem to create a new
car that captured the hearts and minds of its buyers.

In 1999, VW came up with anew idea—“Let’s
reintroduce the Beetle” —only updated fortoday’s
market. The new car looks like the old Beetle —it still
hasthe curved silhouette, but everything else aboutitis
better—better engine, better heating, and higher price.
People ofall ages were drawn to it—partly out of
nostalgia, butalso because the car had character—it
wasn’tyour typical, humdrum, middle of theroad car.

Inasimilar vein, one ofthe outstanding success
stories of the recent auto market was the Chrysler PT
Cruiser. Intrying to spiffup sales for its anemic Neon
line, Chryslertook asmall, boring carand gaveita
new shape. Itborrowed heavily from the 40’s and
50’s hotrod style—with a small truck body, round
headlights, distinctive 40’s grill. And even thoughthe
car could use more power, and
handles poorly,it’sbeen
sellinglike hot cakes.

No one
understands this
phenomenon better
than Walt Disney.
Attheheartof
every Disneyland
isarecreated
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Main Street—right out of our imagination of what
small town life must have been like atthe turn of the
century. We are charmed and we are captivated, and
we gladly part with our money to soak in this
immersion from ourpast.

Lessons for builders — Get Creative
One ofthe traits that separates truly successful
builders from their competitionis creativity. Whenever
successful builders see a problem or an opportunity,
they develop creative solutions. Notice that we said
creativity, notoriginality. Creativity is applyinganew
solution to a problem. Itmay notbe original, butifit
works, it’s creative. Creativity takes the known and
familiarand applies itinnew ways. Creativity can be
appliedto every aspect of the building business—
especially productdesign, management, and
marketing.

Product design
One obvious application for creativity isin house
designs. Look yours over. Are they tired plans from
the 1960s and 1970s? Are your competitors providing
more of the features buyers want? Is there ademand
in your market for a first-floor master bedroom
design? Offer one. Does your competition offer better
moulding details or better flow betweenrooms? You
can add similar features to your houses without
copying your competitors. (Remember: Direct copying
isillegal.) It’sideas you want—the way something
works. How you apply the idea is the mea-
sure of your creativity.
Americans have alwaysbeen
very traditional in their housing
styles. Butinthe 50’sand
60’smany production
builders stripped down
§  manyofthe designdetails
thatmade those traditional
homes so popular. The
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result was abland amalgam that no one was particu-
larly fond of, but which continued to sell because of
price.

Now buyers are becoming more discriminating,
with more disposable income. And what they want is
more style—more traditional detailing—more focal
points and elements that make homes and spaces
memorable. Traditional styles like Craftsmanare
undergoingarenaissance inbuyer demand. Butbuyers
wantthose old ideas updated to the way they live
today, with more open interiors, low maintenance
exteriors, and a 3-car garage.

The solution: give them what they want. Look for
those old ideas —those old design details such as bead
board wainscot, fireplace details, and fancy newel
posts, but find away to add them cost-effectively.
People are willing to forego high vaulted ceilings and
huge roomsto create smaller more intimate spaces
thatare loaded with character and visual appeal.

Management

Originality says that you have to create every form
letter and every management procedure from scratch.
Creativity says to find the best letters and forms
available and then adapt them to your needs. Creativ-
ity canalso help youuse your subs and suppliers in
new ways— empowering them to solve minor prob-

lems for you on the spot and then let you know what
they did. Itallows you to treat employees and outside
businesses as collaborators who contribute ideas as
well aslabor.

Marketing
Who says you have to spend big bucks on brochures
and mediaadvertising to have effective marketing?
The mosteffective marketing is word of mouth. Use
your creativity to “create” word of mouth through an
active referral program with past clientele. If you just
call one or two every day and ask for a referral, your
sales will increase and itwill cost you almost nothing.
Creativity could alsomean having a designer
develop astrong visual identity and using itagain and
againinall your marketing efforts. Creativity means
finding the right message and hammering ithome.

What can you do if you don’t feel you’re cre-
ative? Find people who are and work with them.
Recognizing other people’s creativity is as
important as being creative yourself. Remember:
it’s the results that matter, not the originality. By
being creative you can build on the ideas and
accomplishments of others, adapt them to your
situation, and create higher profits and productiv-
ity for yourself.




Lesson 3: Increasing the Speed of
Business - Ahsolutely, Positively FedEx

When Fred Smith first proposed the concept of
FedEx inabusiness managementclass, his professor
gave the paper a C. He said that the idea was
impractical —that people simply wouldn’tpay
additional money for speedier delivery. What Fred
Smith knew, that the professor did not, was that life—
both inbusiness and private life—was speeding up.
Beginning with the telephone and the fax machine,
instantcommunication became a way of doing
business. (As one humorist putit, the problem with
instant gratification was that it took too long). People
wereno longer willing to wait days foranswers, and
businesses discovered that the faster they were able to
move good and services, the more they could
acceleratetheirrevenue stream.

Speed of course, was only part of the story. The
other was absolutereliability. FedEx knew that other
companies would try to offer competitive speedy
delivery. But what set FedEx apart from all the
competition was their obsession with 100% reliability.
They weren’tjustselling overnightdelivery—they
were sellingabsolutely positively overnightdelivery—
and people were willing to pay extra for the assurance
that their package would be there the next day. Their
sloganbecame “Whenitabsolutely, positively hasto
bethere overnight.” That positioning drove their
awareness and sales atan accelerating pace.

Overnightdelivery was only the beginning ofthe
speeding up ofbusiness. Email was even faster than
FedEx (and practically free). Withatouch ofa few
keys, you could send messages instantly to hundreds
ofpeople. They could respond with a few sentences,
and there was a written record of what was
communicated.
Whymove
pieces of paper,
at great cost,
whenyou could
simplymovea
few electrons
aroundthe

world, instantaneously?

Car companies found that the faster they could
speed their design to manufacture cycle, the more
competitive they became. What once required 4-5
years, and a great deal of inter-department
coordination, became streamlined and could be
accomplished in 30 months.

Lessons for builders

Create a sense of urgency
Aswework with principals of building companies, [
can’thelp butnotice how often they are frustrated by
theunwillingness or inability of subordinates to push
hard toward the speedy achievement of specific goals
and tasks. Inthe end, management is about what you
canaccomplish, and asense ofurgency isa powerful
toolin getting things done.

Here are four reasons that a corporate sense of
urgency is so critical to your success:

Credibility

Consistently delivering goods and services on or
ahead of schedule is the foundation ofa company in
which customers can believe. Some companies take
this the extra mile and create corporate legends based
around performance. Once itbecomes part of your
corporate culture, itbecomes apowerful incentive to
maintain performance.

Opportunity

Many times, outstanding opportunities are lost for lack
of promptaction. Opportunities are time sensitive. If
youdon’tseize
them, companies
thatare driven by
asense ofurgency
will. The difference
between Microsoft
and Digital Re-
search was that
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Microsofthad asense of urgency aboutdelivering an
operating system for the new IBM PC. Microsoft
became the dominant software system, and Digital
Research became a footnote in computer history.

Lost Profits

The difference between acceptable profits and out-
standing profitability isthe last small increment of
volume after the overhead has been paid. A sense of
urgency allows the company to reach the profit
potential ofthe lastdollar of volume.

Pride

Teams that produce more and better work products
than the competition are proud of who they are and
whatthey cando. This “Team Esteem”is critical to
creating an organization that thrives on challenge and is
capable of overcoming obstacles.

How to create a sense of urgency
Motivatingemployees to “‘hustle” and be highly
productive starts with the right people—people who
want to succeed, who understand teamwork, and who
are capable of change. We have the responsibility as
managers to motivate our associates through reward
(praise and financial compensation) and education
(providing the tools and skills to become better).

Once you have people who respond to motivation,
here are some ways to create a sense of urgency:

Lead by example

Unless you demonstrate a sense of urgency, noone
else will either. The trick is putting on the pressure
withoutturning everything intoacrisis and wearing
everyone out. Urgency means setting priorities. When
everythingis a four-alarm fire, people quickly learnto
treatreal four-alarm fires asifthey ’re routine. If you
expect your people to perform, then you have to
perform. Ifyou’re out playing golfevery afternoon,
don’texpectthe staffto feel an overwhelmingneed to
finishnow!

Set specific deadlines
Some people work better under a deadline. It com-
municates more urgency when you say, “Ineed this

done by 3:00 pm on Thursday” thanifyousay, “Get
this done as soon as possible.” Keep your deadlines
shortbutreasonable.

Raise the bar

Sometimes people don’t perform to their potential
because no one expects them to. By requiring your
peopleto find effective solutions and praising their
performance, you setnew standards and reward the
behavioryou’retryingtoinstill. Let them know that
they areresponsible for results, and they’ll respond
accordingly.

Encourage efficiency

Oftenthereal time-savers and creative solutions come
from the staff, not from the top. Butunless you en-
courage new ideas, they’ll never surface. Rules aren’t
made to be broken —they’re made to be rewritten.
When people see that their solutions are accepted and
implemented, you’llbe amazed athow creative they’l1l
become.

Make urgency fun

There’s afine line between adynamic, action-oriented
workplace and astressful, ulcer-producing one. That
differenceis rooted in management’s attitude. People
domiss deadlines, especially when you’re asking them
to do more and to pick up the pace. Accept human
limitations, while atthe same time encouraging results.

If your employees are operating from a healthy
sense of urgency, and they know they’re allowed
to make mistakes while getting results, they’ll be
more productive. And you’ll be more profitable.

Reducing Cycle Time

While the homebuilding industry does not live (or die)
onthe accelerated schedule ofthe Internet world,
thereisstill atremendous competitive advantage for
builders who learn to increase their cycle time, and
reduce the amount of time it takes them to complete
houses. The followingrules for cutting cycle time were
initially presented by Chip Vaughan atthe 2000
Custom Home Show.



Ten Rules for Cutting Cycle Time

Cutting cycle time can improve your profits by
increasing production capacity, and lowering your
overhead burden per house. While faster construction
canbea partofreducing cycle time, this is often
secondary. Primarily you wanttoreduce lagtime
between projects, and reduce the amount of time a
house sits without being worked on. Here are ten
things you can do in your own company to improve
yourefficiency.

1. Control the customer

Customer can cause delays in construction by
changing their minds about what they wantin the
house, or by not making decision in atimely manner.

Y ouneed to control the decision making process by
clearly communicating theirresponsibilities in the
process, and by facilitating communication throughout
the project. This begins with the initial interview, where
youdiscuss your building process. Explain when they
have to make decision, and the consequences (money
andtime)ifthey delay. Have aspecification checklist
formto systematize gathering material and component
information. Determine a cutofftime for changes, and
explain why changes later in construction cost much
more than changes made early on. And learnto say
NO-—firmly and politely, without alienating the
customer. One way to do thatis to let their
pocketbook say no for them. (Although as one builder
toldme, “I’ll accept any change order, as long as abig
enough checkisattachedtoit.”)

2. Control the product

When you’rebuilding ahouse you’ve builtbefore, ora
modification ofthathouse, you know whatto expect.
It’salways easier to start from an existing plan than to
start from scratch. Youneed to know the costs of the
basic house so that you can easily price any
modifications youmaketo that platform. Using the
same architect whose work you trust and who knows
how youwork, canalso simplify yourlife.

Create astandard set of specifications thatserves
asastarting point for all your work, and then modify
your specifications based on the specifics of each
design.

3. Control the regulatory process

Most constructionrequires apermit. However, you
canusually submitapermitapplication well inadvance
of whenyou plan to begin construction, in order to
avoiddelays. In fact, you should have your permits
pre-approved for younext project before the current
projectis finished.

Waiting for inspections can also lead to production
delays. Some localities only schedule inspections on
particular days, orrequire a certain advance warning.
Sotake these factors into account in your production
schedule. Of course, if you fail an inspection this leads
toeven longer delays since you musthave anew
inspection before proceeding. So do a pre-inspection
walk-through yourselfto catch any items that might
fail.

4. Never wait for yourself

It’s bad enough waiting for subcontractors and
inspectors. But waiting for yourselfis even worse. If
you’re the type of person who loves to procrastinate,
youneed to build in systems to compensate for that
tendency. Delegate the responsibility for tracking the
scheduleto someone else in your organization who
doesn’tshare your tendency. If your field people
alwaystell youthere’slots of time leftin the schedule,
thatdoesn’t mean that you’re operating efficiently.
Remember thatslack time is builtinto the schedule to
compensate forunavoidable delays (weather, etc.),
notto give your people time to wait around for the
nextmilestone.

5. Shorten the estimating process
Ifyouhave your platform home well estimated, it
shouldn’tbe thatdifficult to estimate the incremental
costofmodifications. By shortening the estimating
process, you shorten the purchase decision time—and
you letyour buyer know you have your act together.
Evenifthisisapurely customhome, it’s important to
return estimates inatimely manner. Potential buyers
use the estimating time as aindication of your
professionalism. Returning the estimate inatimely
manner means (to them) you’ll build their houseina
timely manneralso.



8

6. Create concurrency earlier
Inordertoreduce cycletime, all the players (subs,
suppliers, superintendents, and clients) have tobuy in
to the importance ofreduced cycle time, and be willing
to work together toreach that goal. Getthem all
together early in the process and make sure that
everyoneunderstands theirresponsibility, and are all
on the same page. Make sure everyone agrees on
specs and plans, and how and when their particular
responsibility fits into the tasks of others. Once
construction begins, there are more resources in play,
and it can be harder to get everyone to agree.

7. Maintain some kind of schedule

Thekind of scheduling tool youuse isn’tas important
ashavingaschedule, and stickingtoit. At Vaughan
and Son, we use a simple scheduling program. It’snot
that sophisticated inresource leveling, butitdoes the
job,and everyone can follow it. We hold weekly
production meetings to ensure thateveryone is staying
onschedule, and send email or fax updates to the
schedule between meetings.

Ifyouhave the same subcontractors serving more
than one superintendent, you have to make sure they
understand thatthey can’t play one superintendent
againstthe other in terms of schedule. Each
superintendent is rated independently on his efficiency.
A subcontractor can’ttell one superintendent thathe’ll
shiftextraresources to the other superintendentnow,
and makeup foritlater. That’s called competing
againstyourself. Youalmosthave to treateach
superintendent’s projects as if they were a separate
company, withit’sown schedule and financial goals.

8. Change order price requests take priority
Change orders have the potential toreally messup a
schedule. Since the change order can’tbe
implemented until itis estimated and signed, itcan
effectively putastop to construction. That’s why
change order price requests must take priority over
other estimating work, and why youneed to schedule
other work around them where possible. If your subs
are pricing the change order, they need to have the
same compelling urgency that you do to getthe change
orders priced and implemented.

9. Construction is not purely sequential

and must have overlap

We generally tend to think of constructionasa
sequential process, where you do task A before you
dotask B. However, it’s quite possible and even
desirable to have multiple crews working on the house
atthe same time. The mainrule hereis to have crews
working on the outside and inside the house at the
sametime. There’s noreason that the siding or roofing
can’tbe going on while the electrical and plumbing
work is being done inside. As long as contractors
aren’t getting in each other’s way, have as many
working simultaneously as possible.

10. Monitor resources and have back ups
Things will go wrong. Butyou can’tdo anything about
itunless you know they’ve gone wrong, or are about
todo so. Thatrequires a good monitoring system, and
acontingency plan in case things go wrong. One
builder sends an email of the schedule to
subcontractors and suppliers at the beginning of the
job, and then every week thereafter (two weeks in
advance of the tasks). He also sends arevision
whenever there are any changes to the schedule. Ifa
subcontractor has any problems following the
schedule, they need to contacthim ASAP. Ifthereisa
conflict, he can assign another subcontractor or
supplier to that task, in order to keep the job on
schedule.

Thisrequires having at least one backup
subcontractor and supplier for each part of the
process. While these backup contractors may notbe
your first choice, younever want to be at the mercy of
asingle source. Having more than one source at your
disposal keeps them both honest and motivated.

While many people and organizations have to work
togetherto build ahome, it’s the builders responsibility
to control the project and ensure timely completion.
Thereward inincreased profits, and productivity,
lower overhead, and improved customer satisfaction
makes the time and effort well worthwhile.



Lesson 4: Selling the Romance -
Hallmark Cards and Kohler

Buyingahomeisahighly emotional, complex decision
thattakes many factors into account: location, type of
home, design, neighborhood, price, and amenities. Itis
partproduct, and partservice. And unless the builder
hits the right note on every one of these factors, they
can fail tomake the sale.

Builders, on the other hand, are often
uncomfortable with the emotional aspects ofthe
buying decision. They would like the process to be
rational, logical and straightforward. They seemto feel
thatemotion is the monkey wrench that gets thrown
into the gears ofa smooth running machine. But
pretending the process isrational doesn’t make it that
way.

Buyingahome canbe a functional and
financial decision. Some people actually buy
ahome because they need anew home, or
they’ve outgrown their old one. But where
they buy ahome, and whom they choose to
build theirhome is an emotional decision. It
canmasquerade as a financial decision
(This house will appreciate faster), but
don’tbe fooled. Whatyou’rereally selling
isthe emotional appeal of status, comfort,

or appreciation for another through the giftofa
Hallmark Card. Despite their sentimentality, they still
bring a lump to the throat, even after you’ve watched
themmany times.

The Emotional Message of Kohler

One of the best practitioners of selling emotion within
the building industry is Kohler. For years it has main-
tained its market leadership through product innova-
tion and its marketing campaign “The Bold Look of
Kohler.” For Kohler, atoilet or a sink is more than
merely autilitarian plumbing fixture—it’sawork of art.
Home buyers equate the Kohlername with prestige
and design consciousness, and add value to the home,

It's like falling in love

all over again

Femember when you foll @ leve for the first tme? Something sboul the way they looked,
the way they made vou foel comfortable, the way you kmew vou wanted to spend e with
them. Walking into a Pmnacle home in Vance Farm brmgs back these memories. With
prodiise of years of pride snd enjoyment for yoo and veer familby.

egosatisfaction, and family values. These The finest homes What are you How to get bo
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When it comes to selling romance, no e e Do,

one does it better than Hallmark Cards. i T, | G13-806-9008

Foundedin 1910, it controls 42% ofthe
U.S. greeting card market, owns Binney &
Smith (Crayola-brand crayons),and hasit’s
owntelevision production company. Its
Hallmark Hall of Fametelevision series,
begunin 1952, isthelongestrunning TV
drama show, and has won more Emmy
awards than any other show. Hallmark’s
ads are noted for their “Hallmark mo-
ments,” tiny little dramas where someone
(oftenayoung child), expresses theirlove
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evenifthebuilder chooses the low-cost Wellworth
line. Of course, if the customer wants the more
luxurious lines, the builderis more than willing to
increase his profits by providing them.

Lessons for builders

Whileselling houses is different from selling greeting
cards, many ofthe same rules still apply. Youstill have
to create your own “Hallmark moment,” a subtle form
of seduction where the potential buyer begins to fall in
love with the concept ofliving inahome you build.
Youhave to provide emotional reasons to fallin love,
and the rational justification to allow them to make that
leap. Youhave to provide specific concrete examples
to give credence to those emotional reasons. And you
have to doitinaway that gets around their resistance
tomanipulation.

Use specifics to create credibility

The danger of using emotion to sell is that many
peopledoitbadly. They make unsupported claims
suchas “We’rethe best,” or show pictures of happy
families interacting in theirnew home. These are
known as “glittering generalities.” For any claim to be
believable, even emotional ones, you haveto provide
specific details. These can be anecdotal or testimonial,
or they can be concrete, but they should always paint
avivid word picture for the potential buyer. Inarecent
brochure for aclient we wrote:

“The quality ofaPinnacle homeis evidentin the
attention to detail and the finishing touches that make
every roomaspecial place. The warmth and texture of
natural wood and stone, window placement to take
advantage ofthe scenic vistas, built-ins that give the
room a focal point, all of these whisper “this is where
wanttolive.”

It's about them, not you

Builders feel they have to explain to the buyer who
they are. Butit’snotabout you. It’s about their needs,
their wants, and their egos.

Have you ever been to a dinner party where one
ofthe guests wanted to talk about himselfall evening.
Didyouthink “how fascinating” or were you bored
stiff? Yethow many builders start offtheir marketing
brochures telling aboutthemselves, their years of

experience,and theiraccomplishments.

Ifyoutalk about the wants and needs of buyers,
you’ll find that you’ll have plenty of opportunity to talk
about you, and how you can best meet those needs
and wants. Instead of talking about your years of
experience, tell them how your years of experience
contributes to their peace of mind, knowing that there
home willbebuiltright. Forexample:

Peace of mind

Every Pinnaclehome comes with something youcan’t
get from any other builder —the peace and mind that
comes fromliving inahomebuiltby Hometown’s
leadingbuilder. The maintenance free exterior
construction and the sterling reputation earned from
years of customer satisfaction will help yousleep
betteratnightinaPinnacle home.

Use imbedded questions to overcome

resistance
Buyers have developed a strong resistance to sales
pitches. They don’tlike being told what to think. An
imbedded questionis a statement, putin the form ofa
question. Askingthe question “Wouldn’tyouloveto
liveinaPinnacle home?” ismuch more effective than
making the statement“You’dlovetoliveina Pinnacle
home.” To the second question, theiranswer might be
“Sayswho?”’ Butthe answer to the first question is
“Maybe they’reright. [hadn’tthoughtaboutit.”
Animbedded question doesn’teven have to take
the form of a question. “Go ahead, you deserve the
best” is actually animbedded ego appeal (“Don’tyou
deservethebest?”’) followed by itsresponse. It’s
imbedded because it’s impossible for the buyer to
disagree with the statement. What are they going to
say —“No, [ don’t deserve the best. I’'m just an
average guy,and I deserve second or third best.” The
otherreason why thisis such apowerful statement is
thatitimplies that you’re the best, withouthaving to
actually say so. It’s similarto Hallmark’s statement,
“When you care enough to send the very best.” And
as you know, no one sells emotion better than
Hallmark.



Lesson 9: Competing against the big

boys - Hertz vus. AviS

Whenyou’reasmall builder, sometimes you find
yourselfcompeting with builders many times your size.
Attimes, itmay seem unfair, but the history of industry
is littered with stories of the little guy who survived,
and even triumphed when faced with abigger
competitor. Starting with David and Goliath, these
stories have entered into our mythology, and are a part
ofthe American psychology ofrooting for the
underdog.

A classic example of this was the story of the
advertising battle between Avis and Hertz for the rent-
a-car business. Back inthe 1960°s Hertz was five
times the size of Avis, and had five times the
advertising budget. Avis had lost money for 13 years
inarow before Robert Townsend was made
president. He went to Doyle Dane Bernbach and
asked the magic question: “Since our competitors have
five times as much to spend on advertising as we do,

how do we get five times as much impact from the
advertising dollars we spend.” The answer was the
famous “We’re number 2. We try harder,” campaign.

Atfirst, neither the ad agency, nor Avis, was
thrilled with the campaign. Itdidn’tgive acompelling
reason why car renters should switch. Butitdid
position Avis againstits competition, and itengaged
the empathy ofthe reader, who identified with Avis
and its position. Avis distributed millions of the “We
try harder” buttons, and started making money. Hertz
continued to run its anemic ad campaign “We put you
inthedriver’s seat” and lost market share.

Did Avis crush Hertzand become number 1? No.
Andthat’s the whole point of competing againsta
bigger competitor. Youdon’tnecessarily need to
crush them to win—you only need to survive, and
increase your market share and your profits.

When you're only No.2,
you try harder.
Or else.
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Lessons for Builders

Ifyoufind yourself competing againstan 800 Ib.
Gorilla, here are some marketing do’s and don’ts that
mighthelp youeven the odds.

1. Attack their perceived strengths, not

their weaknesses

The factthatthey’re bigis something they perceive as
astrength. Youcan getaround that by stressing both
your competence and your attention to customer
needs. (“We’re bigenough to meet your needs, and
small enoughto care.”) Ifyou attack a weakness, they
couldsay “They’reright, we should change that,” and
geteventougher.

2. Never attack them by name

Neverattack them directly. (Why give them free
advertising?) It’snot thatthey’rebad—it’s thatyou’re
better. Negative advertising usually leads tonegative
sales, both for youand your competitor.

3. Stress your “home team” advantage
Ifyouknow the market better than your competitor,
use thatin your marketing (“We make our hometown
abetterplacetolive.”)

4. Stress your market advantages
Ifyougive more personalized service or a higher level
of custom design, let your potential customers know.
(“Cookie cutter homes are fine for average people.
Butwhathappensifyou’renotaverage?”)

5. Relieve their anxiety

One ofthe reasons people build with abigger builder
isthatthey feel (rightly or wrongly) more comfortable
with whatthey get. It’s the same reason people eat at
McDonald’s. It may not be the greatest food, but at
leastthey know whatto expect. People are often
afraid ofthe complexity of the custom home process.
Relieve thatanxiety by showing how you simplify the
process to make it manageable.

6. Find your niche

Because Gorillas need large market segments, they
often try to be all things to all people. When they do
that, they can’tbe as competitive as someone who
really understands and specializes ina particular
market segment. Indetermining your niche ask—is it
large enough for you to serve profitably, but small
enoughnotto attract Gorillas? Does ittake advantage
ofyour particular expertise? Remember to look for
styleand lifestyle niches, notjust demographic ones.
Y oumay find that you’re the only builder in town who
builds craftsman style low-maintenance homes for
empty nesters. But that could be a very profitable
niche.

7. Form alliances to create market

advantages

Alliances are a way for you to have some of the
advantages of bigness, withoutall the disadvantages. If
youhave several smaller builders in your market that
build asimilar quality product for different market
segments, you can combine your efforts and resources
and compete more effectively againstbiggerbuilders.
Builders can formalliances to purchase land in larger
parcels (and atlower costs), to increase sales velocity,
lowerrisk, increase purchasing power, and share
marketing and developments costs. We call this multi-
builder partnering.

8. Get better or get beaten

Inthe end, youwill only succeed againstan 800 Ib.
Gorillaifyoudeservetosucceed. Youmusthavea
better product, a stronger message, and greater value,
orthe market simply won’t care that you’re asmaller
builder and anicer guy. Fortunately, the things you
need to do to compete against Gorillas are the same
things you should be doing now to increase your sales,
productivity and profitmargins. Don’t wait for the
Gorillas to come to town. Keep them away by being a
better competitor yourself.
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Inthe news recently was the story of the imminent
demise of Montgomery Wards, once one of
America’s leadingretail chains. Montgomery Ward is
aninteresting lesson in business history, one from
whichbuilders can learn and profit.

Foundedin 1872 by Aaron Montgomery Ward,
Ward’s was not only the first mail-order catalog
company, butit was the first to offer a one-price
strategy, so consumers didn’thave to haggle over
prices. In 1875 they offered the first “Satisfaction or
your money back” guarantee. Butby 1900,
Montgomery Ward had fallen behind Chicagorival
Sears insales. After World War I1, Sears expanded
rapidly. Wards president Sewell Avery predicted the
country would undergo arecession, and canceled
expansion plans. Wards lostits momentum and its
placeinthe heartand mind of America.

Inthe 70’s and 80’s Wards struggled toreinvent
itselfand escapeit’s second string reputation. Butby
thennew competitionhad arrived. “Big Box” specialty
stores suchas Linen and Things and Toys R Us were
making inroads into America’s buying habits. Sam
Walton’s Wal-Mart stores had expanded
aggressively,addingtheirown innovations, including
the Wal-Mart Supercenter and Sam’s Club discount
warehouse. Wal-Mart was the first chain to test UPC
scanning equipment, and to create it’s own
computerized supply chainsystem.

Despite huge infusions of cash from GE Capitol
and renovations ofits stores, the innovations Wards
tried to implement were too little and too late. Ward’s
lost$1.2billionin 1997, declared Chapter 11, and
closed 100 stores. They closed more stores in 1998,
and finally threw in the towel in 2000 after 128 years
inbusiness.

Wal-Marthas been accused of driving small
retailers out of business. Sam Walton refutes this in his
autobiography Made in America.“The truthis thata
lot ofthose folks just weren’t doing a very good job of
taking care of their customers before we, or
somebody else, came inand offered something new,”
he wrote. “The small stores were just destined to
disappear, atleast in the numbers they once existed,
because the whole thing is driven by the customers,
who are free to choose where to shop.”

Ironically, Sears was once accused of the same
crime. A century before Wal-Mart, Sears had
reinvigoratedretailing, drivingmany smaller
competitors outof business.

“Our business has been builtup to its present
size asaresult ofthe fairestand mostliberal
policy known to the Mercantile World,”
Richard Sears wrote. “We have sold good
goods atvery low prices, saved money for
thousands upon thousands of people, and in
the process of doing this a few merchants have
been compelled to ask smaller profits than
they otherwise would ask, in order to meet
our competition. .. The merchants have
broughtthis case, notthe people. The People
areour Friends.”

History does repeatitself. The innovators of one
age often become the hidebound dinosaurs of another
age. Companies that start outas innovators, such as
Sears and Montgomery Wards, must continually
innovate to keep in step with their customers and
ahead ofthe competition. In the long run, what kind of
company would you rather own —a Wards, or a Wal-
Mart Supercenter?

Walmartxcom-
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Lessons for Builders

The lessons for the building industry are easy to see.
Justlook around and you can tell which builders are
stillbuilding the same old tired floor plans year after
year. The builders who still don’tknow whether ornot
they made money on ajobuntil after the jobis
completed. The builders who run around putting out
one fire afteranother, instead of fixing the problem
once and for all. The builders who are afraid of new
technology, until everyone else in the business have
adoptedit.

While youdon’tneed to adopt every new fad that
comes down the pike (builders who do this often get
burned) youdoneed to innovate in terms of what your
customers want, and how you do business. Markets
change, and people’s expectations change. The way
youdid things five or ten years ago may notbe as
successful today.

Evenifyoustay the same, your competition may
not. They can adopt new strategies to create buyer
appeal. They can find ways of simplifying their
business operations to reduce overhead and increase
their efficiency. They can then pass some of those
savings back to the customer in terms of price
reductions, and still make a higher profit.

Set Yourself Apart
Competitioninthe homebuilding industry is getting
tougher every day. Foryour business to survive and
grow, youmust stand out from the competition. Unless
youare somehow different from the other builders,
you’ll have to go head to head with them on price,
whichultimately leads to lower profits.

Here are five ways to set yourselfapart from the
competition. Youshouldbeusing several, ifnotall, of
these strategies.

1. Better design

Nomatter how good your construction quality is, if the
house doesn’t meet the prospects’ physical and
lifestyle needs or capture theirimagination, they’re not
going to buy. Good design shouldn’t cost more to
build than mediocre design. In fact, itshould costless.
Good design should be easier to build, in addition to
livingwell and having curb appeal

2. Better location

To make the most of value and consumer demand,
choose good quality and premium lots without
overpaying. A beautiful house inabad locationisstilla
bad location. Butifyou’ve got the house with the lot
onthe golfcourse, and that’s what the buyer wants,
thenyou’ve setyourselfapart from the competition.
Even atthe bottom of the market, avoid low prices
thatcould tempt you into deal-killing negatives such as
power lines and noisy roadways.

3. Better value

Notice: [didnotsay lower price. Value is determined
by the benefits divided by the costs. Justas most of
your buyers donot drive the lowest priced car, they
also don’t want the lowest priced house. Look for
ideas you can add to your houses that increase the
value without greatly increasing the cost. Avoid
expensive materials and features that may, or may not,
increase value inthe prospects’ eyes.

4. Better service

Y oushould make buying or building ahouse with you
as easy and pleasant as possible. Streamline your
financing and selection procedures. Improve the
response time on customer service requests. Return
phone calls promptly. Ifthe answer is no, then say no,
butsay it quickly. And always go the extramile to
make surerealistic

expectations are created and met.

5. Better marketing

Afteryou’ve done all these things to set yourselfapart
from the competition, make sure you let your
prospective buyers know aboutit. Butdon’trely on
marketing alone to show your distinctiveness.

In setting yourself apart, don’t try to be different
just for the sake of being different. Remember: A
difference, to be a difference, must make a
difference. But if you set yourself apart and
provide real benefits to your buyers, you’ll
survive and thrive when the competition gets
tough.
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Lesson 7: Keep it Simple -

Twenty nine years ago, Herb Kelleher started anew
airline with three planes serving three Texas cities.
Today, ithas 300 planes, flyingto 55 cities. Itis the
fourth largest US domestic airline, with over 60 million
passengers annually, 2,700 flights aday, and the only
airline that has turned a profit for 28 consecutive years.
Itisthe safestairline in the world and rates number one
inthe industry for service, on-time performance and
low employee turnover.

How dothey doit? More than anythingelse, it’s
theirattitude ofkeeping things simple. They only fly
one kind ofairplane, the Boeing 737. They don’thave
reserved seating—instead they have reusable plastic
boarding passes. Inthe beginning, they only had four
passengers ona flight, soreserved seating was
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laughable. Buttoday, Southwest has one of the highest
occupancy rates in the industry and the tradition
continues because itallows them to turn planes faster
atthe gate.

They don’tserve fancy meals—in fact, they don’t
serve meals atall. Instead they serve Peanuts and
raisins. Herb Kelleher named these “Frills” because he
was tired of hearing Southwest Airlines described as
having“‘no-frills.”

Theiridea ofkeeping things simple allows themto
solve problems in directand cost effective ways.
“When Southwest started,” Herb Kelleher wrote, “we
used cashregister tickets that looked and felt very
much like bus tickets. Customers wrote and
complainedthat 1) They threw them in the trash by
accidentbecause of their insignificant
appearance; 2) their pets ate them; 3) they
washed theminto oblivion with theirjeans. A
proposal was made to install amultimillion
dollar computerized ticketing system torectify
the problems. During the discussion, on of our
vice presidents suggested that we simply
modify the cash register machines to print
“THIS IS A TICKET” across the top of each
piece of paperissued by the castregister
machines—and so we did. The problem was
solved.”

Lessons for builders

Building homes can be a complicated business,
with hundreds of decisions to be made over
months of construction. Anything youcandoto
simplify that process, both for you and your
clients, makesiteasier to control your profits.

Simplify the process for your

customers

People want choices, but they don’t want
unlimited choices. They don’t wantto feel
overwhelmed by the process. Smartbuilders
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understand thatanxiety, and manage the number of
choices they need to make. Two ways to do this are
preselectingand bundling.

Preselecting consists of determining the most cost-
effective choice for the buyer, and providing this as the
defaultchoice. This could mean choosing Andersen
Windows, Kohler fixtures, and Corian countertops,
and explaining to the buyer why you chose those
selections (quality, warranty, brand-name awareness,
etc.) Ifthey like those selections, many of their deci-
sions are already made.

Bundling is the process of grouping options into a
predetermined package. For example, anupgraded
lighting package could include a predetermined
number ofadditional downlights, plusalighting covein
the dining room. Now, instead of making five or six
choices, buyers only have to make one. Inaddition,
they know that the options are designed to work
together.

Simplify the process for the builder
Management control systems that try to control every
aspect ofthehome building business are often more
complicated than they need to be. It sometimes takes
six months or more for a builder to truly master the
system and adapt it to their method of operation. Then
they find themselves buried in amass of data that may,
ormay not, be useful in managing their profits.

That’s why somany smaller building companies
have adopted QuickBooks Pro as their financial
accounting system. Despiteits limitations, ithas the
virtue of being easy tounderstand, learn, and use.
Other builders have adapted the Microsoft Office
software programs to their business, including Access
(database), Excel (estimating), and Word (word
processing).

While these programs don’thave the total data
integration you will find inaprogram like BuildSoft,
builders often find that the complexity introduced by
the integration isn’t worth the extra effort. Builders can
doasimpler estimate, using Excel, and then importthe
estimate figures into QuickBooks to form a project
budget. They manage the schedule separately using
MS Project, and don’t try to make Project manage
costcontrols.

Management by Exception

The mostimportant philosophy behind simple manage-
mentis theidea of Management by Exception, made
popular by Peter Drucker. Drucker gotthe idea from
Alfred P. Sloan, the legendary manager of General
Motors. It is based on the idea that more than 90% of
allmanagement decisions are routine. Setup systems
to take care of the routine tasks and focus on the
exceptions.

The easiest way to find the exceptions is through
variance analysis. Setup aproject budgetin your
accounting system based on your estimate. Then track
your expenses on amonthly basis. When costs exceed
expectations inany one category, determine why the
costoverrun occurred and determine what you can do
aboutit. By looking only atthe variances, youcan
save a great deal of time and effort, and focus your
energy on those problems that need your attention.

Management by E-mail

Onebuilder uses the concept of “management by
email” as asimple way to keep track of what’s going
oninthe company. Once a week, every project
manager sends a simple email report to him that states
what tasks were accomplished that week, what
problems were encountered, what tasks are projected
forthe next week, and whatresources (ifany) are
needed toaccomplish them. He finds that he canread
all the emails and respond to them in only a few hours.
He can quickly determine what problems he needs to
focus on, and can shiftresources within the company
to keep the project on track.
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Lesson 8: Get Focused — Stay Focused

GE and Jack Welch

In 1981 Jack Welch took over as CEO of General
Electric with one mandate to the company: “We either
have to be number one or number two in every market
we serve, or we get out of the market.” And he meant
what he said. Divisions that were underperforming
were either sold or eliminated, earning Welch the
nickname of “Neutron Jack.” New divisions were
created or acquired by the hundreds. He rewarded and
promoted people who got results, and eliminated those
that didn’t. Twenty years later, the value of GE stock
has climbed from $12 billion to nearly $372 billion.
During that time, no one, not even Bill Gates, has
created more shareholder value than Jack Welch. And
he did it by creating a single minded focus for an entire
company.

No one accuses Jack Welch of being a shrinking
violet. He manages, it seems, through the sheer force
of personality, imprinting his style on the entire
organization. He minces no words in communicating his
pleasure or dissatisfaction to all levels of the
organization. He believes strongly in the power of his
people to solve whatever problems they face. He
focuses on details that most CEO’s wouldn’t bother
with, and he never gets hung up on the formalities.
Everyone in the company, from secretaries to factory
workers calls him Jack. He loves to make
surprise visits to plants and offices, and
sends countless handwritten notes to
GE people at all levels. And he holds
everyone in the company accountable
for results, with no excuses allowed.

“The one unacceptable comment
from a GE leader in "98 will be
‘Prices are lower than we thought,
and we couldn’t get costs out fast
enough to make our commitments,”
he said in a meeting in 1998.
“Unacceptable. Unacceptable
behaviour because prices will
be lower than you’re planning
S0 you better start taking
action this week.” Within
days of the meeting,
hundreds of copies of the

o
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videotape of the meeting are distributed throughout the
company. No one can accuse Jack Welch of not letting
people know what his expectations are. On the other
hand, he’s quick to reward people for a job well done.
Even though GE set an overall salary target in 1997 of
4%, based salaries can rise by as much as 25% without
a promotion. Stock options are given to over 27,000
employees. “It means that everyone is getting the
rewards,” he says, “not just a few of us. That’s a big
deal.”

Decision making within GE is also focused. When
Welch gets involved, he’s rarely indecisive. It’s either
yes or no, but never maybe. If something isn’t working,
he doesn’t hesitate to pull the plug, and try something
else. It’s all about limited resources; time, people,
capital, and where to best apply them to get the results
he wants. Above all, business is a fascinating game,
filled with challenges and opportunities, with lots of
rewards to those who play to win.

Lessons for Builders

How Jack Welch was able to transform an old-line
industrial giant into a highly competitive global profit
machine has direct implications for the building
industry. It’s not about size — most building companies
aren’tmulti-billion dollar multi-national conglomerate.
Nor is it about systems or resources — few
builders need or want to implement the types
of statistical quality control or information
management systems that integrates GE’s
\ far flung enterprises. It’s more about
attitude — a focus on the things that
matter, an informality of communication
{ and management styles, and a dedication
to results and improvement that drive
every aspect of the business.

Focus on results

Businesses live or die based
on the results they generate.
Sales volume, production,
inventory turnover, return on
investment, all of these are



18

indicators of the health of the organization But the
numbers are only part of the picture. “You can’t grow
long term if you can’t eat short-term,” Welch says.
“Anybody can manage short. Anybody can manage
long. Balancing those two things is what management
is.”

You can’t focus on results if you don’t know what
your results are. It’s easy to get lost in the details of
management data. Builders need a good management
system that gives them a quick snapshot of where they
are, and they need to constantly monitor those results.
But aggregate data can often hide a myriad of
problems. That’s where a variance report comes in,
reporting discrepancies between expected and actual
performance values.

Once you know what your results are at present,
you need to communicate what you expect those
results to be in the future. Don’t be afraid to challenge
your people to exceed their current levels of
performance. But don’t set your goals so unrealistically
high that you discourage your people when they prove
impossible to meet, or burn them out in a futile attempt
to achieve them.

Communicating expectations and results throughout
the company can be accomplished through a series of
informal mechanisms. A simple weekly report from
each manager can report past achievements, problems
encountered, and goals for the coming week. The
report should be able to fit on one page. At least once a
month financial reports should be generated that
communicate sales, costs, profits, and variances. A
monthly managers meeting should discuss these results,
find solutions for problems identified, and set goals for
the upcoming months. Every quarter, each employee
should be evaluated in terms of their goals and
accomplishments. And every year, a
company retreat should celebrate
achievements, set future agendas,
and distribute rewards.

Focus on products and

services

In the end, builders succeed
because they deserve to
succeed, because their products
and services best meet the needs
of their buyers. However, you
have to realize that a home,
especially a custom home, is a

complicated product. It’s not simply sticks and bricks.
It’s about location and community. It’s about the
process of design and building, and whether or not
that’s a positive experience for the buyer. It’s about
the perceived value of the product, and whether the
home is within the financial means of the intended
buyer. It’s about the design of the home, the livability
of the spaces, and whether the home meets the needs
of the buyer, including needs for space and status.

No matter how good your product is, buyer needs
are constantly evolving, and your products must evolve
with them. It’s a constant process of continual
improvement.

Focus on people

The only way to get the results you want is through
other people. That means employees, superintendents,
subcontractors, and other professionals. And in order to
get results, you have to motivate them. If you can’t
motivate them, you replace them who people who can
be motivated.

Motivation is accomplished through carrots and
sticks. Jack Welch uses both of them effectively. The
stick, of course, is the knowledge that underperformers
are simply out of a job. Tolerating underperformance
from others (and especially from yourself) sends a
message through the entire company that mediocrity is
acceptable.

You really turn people lose, however, when you
reward them based on their performance — not based
on position or longevity or professional status. And it
doesn’t have to be a formal reward system. Once that
first employee gets an instant bonus based on
contribution to results, the word spreads through the

entire company. Once people understand
that ideas can come from anywhere in
the organization, and don’t have to
be filtered through the hierarchy,
be prepared to deal with an
influx of suggestions and
improvements that can have
a significant effective on
overall productivity and
profits.
While you want
individual responsibility for
results, most profit-oriented
results require a team approach
to truly make a difference. So an
individual’s reward should be based



on team performance as well as individual effort. While
construction may not have a direct impact on sales
volume, both have a direct impact on profits. While
rewarding both team and individual effort, you keep
individuals focused on the big picture of profitability,
without creating dysfunctional territoriality.

Focus on creativity

Sometimes the best solutions to problems are those that
step outside of the box called “the ways we do things.”
Let your people know that while they aren’t allowed to
“break” the rules of company procedures, they may be
able to “change” the rules by finding other ways to
accomplish the same goal. People are immensely
creative, but normally turn it off when confronted with
arigid rule-bound structure. Turn them loose by telling
them “what” you want to accomplish, but not telling
them “how” to accomplish it. For example, if you want
to decrease warranty repair costs, you can accomplish
this by improving the pre-walk through inspection, by
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creating a separate warranty repair division, or by
rewarding buyers who tend to minor repairs themselves
by refunding part of their warranty costs at the end of
the warranty repair period. Let your employees figure
out the most cost-effective and trouble free strategy.

Focus on profits

The ultimate focus, that one that results from all the
other focuses, is a focus on profits. The reason Jack
Welch focused so single-mindedly on market share was
that for national companies market share has a direct
correlation with profitability. This is not necessarily the
case for builders. Builders sometimes lower prices and
profits in an attempt to increase market share, with the
vain expectation that this will lead to higher profits
sometime in the future. Smart builders, however, can
sometimes decrease sales and increase profits at the
same time...by increasing their margins and appealing
to different markets. It’s the profits, not the sales
volume, that ultimately matters.



