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This booklet on the indelible link between process and profit in homebuilding is based on articles published by 
TrueNorth President Scott Sedam in Professional Builder Magazine, ProBuilder.com and HousingZone.com. The 
series is reprinted with permission. It may be copied and distributed in its original form with all credits intact. For 
an electronic link to the PDF of this entire booklet, send your request to info@truen.com with “Process & Profit” in 
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A Note from the Author 
I had the good fortune to start my building industry career under Bill Pulte, one of the most process-oriented 
builders in post-World War II era of production building. Bill, along with exceptional mentors I had along the way 
such as Doug Campbell, Mike Rhoads and Gary Grant, knew that as goes the process, so goes the builder. For each 
of them, making money by knocking down killer land deals and churning the dirt as fast as possible without regard 
to suppliers, trades, customers or even employees, was not acceptable for one simple reason. That strategy is not 
sustainable. This points up the problem with the MBA-school approach of “MBO” – management by objective or 
the similar “MBR” – managing by results. With these approaches, it is entirely possible to get short-term results 
with unsustainable process that could even mean net loss in the longer term.  That is no way to manage. By 
establishing solid processes and building, maintaining and training to them each step of the way, however, you 
create a self-perpetuating organization that will get results no matter the market condition. This is no mean feat 
but I have seen too many builders achieve this status to say in cannot be done. 

Distribute this series to your team, read the articles and facilitate open and frank discussions in a safe 
environment. Whether you learn something new, confirm a lesson from long ago, or even strongly disagree with 
something, you are guaranteed to stimulate spirited and productive debate. As always, I encourage your feedback 
to scott@truen.com, or call me at our office on 248-446-1275. 

About TrueNorth 
TrueNorth Development was founded by Scott Sedam in 1997 to provide consulting and training services to 
homebuilders worldwide. Our five consultant/facilitators have worked with more than 250 builders in the United States, 
Canada, Australia, and Mexico, helping builders produce better homes at lower cost with the highest levels of customer 
satisfaction.  TrueNorth provides a wide variety of services from planning to field training and is the acknowledged leader 
in the implementation of Lean process & methods in the building industry, with nearly 200 implementations since 2007. 
Learn more about us at www.TrueN.com and please join the LeanBuilding Group on www.LinkedIn.com. 
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GRAND THEFT   HOME BUILDING

SOMEONE IS STEALING FROM YOUR BUSINESS,  
ERODING YOUR MARGINS, AND BEATING UP YOUR BOTTOM LINE. 

BEWARE: BANDITS REMAIN AT LARGE

[BUSINESS MANAGEMENT]
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Imagine you’ve just been called down-
town for a private meeting with your 
auditors. They’ve requested you come 
alone because they have something 
serious and highly confidential to 
discuss. Your day is now officially a 
disaster. “Can’t you just tell me over 

the phone?” you ask. The reply is an emphatic no; the news 
must be delivered in person in private. Two hours after arriv-
ing at the auditors’ office, you pull out of their driveway, still 
in shock over what you’ve just been told, one whiff of bus 
fumes short of nausea. Thoughts bang around in your head 
like in a pinball machine, bouncing from confusion to denial 
to anger then panic and finally settling in at despair. “How 
could this possibly happen on my watch?” you lament as you 
sit at a traffic light, staring yourself down in the rearview 
mirror. But you’re a survivor, and at some point as your car 
climbs the freeway ramp, the old drive kicks in again. A few 
miles later and you’re full-on engaged and proclaim aloud, 
“We’ll get to the bottom of this. Today!”

As you speed down the highway, disregarding most traf-
fic laws, you tell the voice-call system in the Silverado to 
call Sherry in the office. She answers and you instruct her 
to have the entire senior management team assemble in 
your office at 2 p.m. sharp for a mandatory meeting. Sherry 
starts to explain why that will be difficult for one manager 
and that another is 20 miles away and … you cut her off. 
“Mandatory!” you tell her, this time more emphatically, “No 
exceptions, no excuses.”

One by one the team members arrive, some visibly annoyed 
at the sudden, unscheduled meeting. But their chatter dis-
sipates as they settle in, later noting they’ve never seen that 
look on your face before. Forgoing small talk, you get right 
down to it. “I asked you all here today because our auditors 
called me in for an emergency meeting this morning. I have 
disturbing news. Someone is stealing from us. Big time. And 

it’s been going on for years.” An audible gasp fills the room, 
then a pall of disbelief falls over the team. You continue, “They 
aren’t sure yet who’s behind it, how much we’re losing, or just 
how the thief is pulling it off, but it goes way back and it’s 
been happening right under our noses. They believe the theft 
is at least $5,000 per unit. And what’s more, the losses seem to 
come out of every single department. We’re averaging about 
10 closings per month now. That’s right, we’re talking about 
$50K a month! The total loss last year exceeded $500K, and 
this year we’re looking at $600K or more—unless we find the 
perpetrator and stop it. This is hard to believe, I know, but we 
went over the numbers 10 times or more and the loss is real. 
The auditors suggest we immediately hire a private investiga-
tor, but before we take that step, I think there’s a fair chance 
we can solve this right here, right now. So tell me,” you slowly 
and deliberately scan the room, stopping to look each team 
member in the eye, “who’s the thief?” 

THE CONTINUANCE
What will your people say? Who will they suspect? How will 
they respond when you ask them how to proceed? Remember, 
this is a real number. The auditors have absolutely determined 
that someone, or some group, is bleeding off $5K per unit from 
you—every month. Before you read on, consider what you’d do 
if this really happened in your operation. If it were true, how 
long would you wait before launching a full-scale investiga-
tion? A quarter? A month? A week? I’m betting the overwhelm-
ing majority of presidents, CEOs, and owners would say, “The 
investigation begins now, this very day, and we won’t cease un-
til we find our thief.” Hardly anything else would get done. 

So how would you react if your sales and marketing VP said, 
“Sounds awful Mike, but you know we have four new commu-
nities this quarter with three model openings in each, we have 
to get the collateral materials ready, and I have to hire two new 
salespeople. Can’t this theft thing wait until the third quar-
ter?” You’re about to choke on your coffee when your director P
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of construction chimes in, “Hey, she’s right. We’re nearly dou-
bling our normal rate of starts next quarter and I’m already 
short two superintendents, and the trade shortage is kicking 
our butts! I’m thinking maybe fourth quarter we look at this?” 
By this point you’re in total disbelief, trying to choose your 
words carefully, when the head of purchasing speaks up, “Well, 
I don’t know who’s stealing what Mike, but it’s damn sure not 
in my department. I’d know. I’m trying to get start packages 
out for those new projects, then bid packages for the next five, 
and you already pulled two projects forward by six weeks. Our 
supers are screaming about the poor quality of trades we’re 
throwing out there and sales is out of control with its ‘custom 
options to make the sale’ routine, and I’m short a guy, too! 
Let’s just push this theft issue back until after year-end when 

we’ll have time to do it right.” You’re beyond stunned now and 
meanwhile, your head of finance/accounting sits there shak-
ing her head, muttering, “No way, Mike. Just no way anyone is 
stealing that much from us. We need a new auditor before we 
do anything else on this. Those people are nuts.”

After some spirited discussion, you return to your office, 
when the auditor calls with the name of a top-notch private 
investigator, a CPA and former IRS agent who specializes in 
internal business theft. With only slight hesitation you tell 
him, “Jack, we just can’t tackle the theft problem now. My 
people are all swamped.” The auditor is dumbfounded. “Hey 
Mike, wake up! Someone is stealing more than half a mil-
lion a year from you. That’s first-degree grand theft in this 
state. Twenty years in the big house. You ignore this for even a 
month and the bank and your investors will start suspecting 
you!” You pause, thinking it through, recalling the protests of 
each of your senior staff members and decide there is noth-
ing you can do. “Call me in January, Jack. Maybe after year-end 
we’ll have time to catch the thief. Meanwhile, my margins are 
down and it’s all hands on deck to deal with that problem.” 
(After the margin comment and the click of the phone hang-
ing up, Jack nearly falls off his chair.)

BACK TO REALITY
This is a totally, completely, even outrageously preposterous 
scenario, right? Pure nonsense. I mean really, you discover 
that someone is stealing $5K per unit, costing you hundreds 
of thousands, maybe millions, of dollars and your entire 
team decides they have bigger fish to fry and you opt to not 
even begin the investigation for six months? All while you’re 
looking for margin? This could never, ever happen. Not in 
your company. Not on your watch. Except for one thing … 
my colleagues and I at TrueNorth find this everywhere we 
go. And I mean everywhere. It’s grand theft in the first de-
gree and it’s going on right under everyone’s noses. It bleeds  
3 percent, 5 percent —sometimes as much as 10 percent—off 
a builder’s bottom line. 

Five thousand dollars per 
unit? That’s just a start. We’ve 
watched teams uncover $10K to 
$15K losses on average homes, 
and as much as $20K to $25K on 
thoroughly bloated, blinged-out 
higher-price homes. And that’s  
just “round one.” Then there are 
the losses in land development, 
driving up finished lot costs by 
thousands, even tens of thou-
sands, and losses in process, such 
as the build schedule, which can 
drain away similar amounts. And 

we haven’t even touched the losses in overhead categories. 
Would you suspect that some lurk there?

And all of it—every last cent—is nothing but theft of what 
by rights should be yours. No one comes in with a gun and 
holds you up, and you’re not the victim of a Russian hacking 
scheme transferring money from your accounts in Chicago to 
theirs in Chechnya. No, this money leaves with your specific 
approval, via payments signed off and duly recorded in the 
books. It exits your office through your legitimate channels in 
a variety of categories, masked under the heading, “Business 
as Usual.” The money goes to materials, labor, product, and 
process that are—or at least should be—unnecessary. And 
all of it is preventable. Let’s take just one example, which to 
many may sound boring: foundations. Yet the TrueNorth team 
has been amazed by how many ways people come up with to 
waste significant dollars on what, on the surface, seems to be 
a simple process. A few examples:

• Wisconsin: “Boil out” resulting from poor form-board in-
stallation. Average concrete waste of 2 yards; $300 per unit, 
with labor.

• North Carolina: Excavator uses oversize bucket resulting 
in oversize footers; 3 yards average; $350 per unit.

[BUSINESS MANAGEMENT]

IT’S GRAND THEFT IN THE FIRST DEGREE, 
AND IT BLEEDS 3 PERCENT, 5 PERCENT—
SOMETIMES AS MUCH AS 10 PERCENT— 

OFF A BUILDER’S BOTTOM LINE
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• Michigan: Four yards of excess concrete in basement 
foundations due to “lazy engineering”; $400 per unit.

• Alberta, Canada: Grade-beams grossly oversized; $550 
per unit. 

• North Texas: Overdesign puts extra cable in a third of the 
beams and another third are specified too deep; $650 per unit. 

• South Texas: Sloppy trenching for post-tension slabs,  
locally known as digging “muffins vs. brownies”; 8 yards; $900 
per unit.

• Oklahoma: Switch from stick-built roofs to trusses. No 
one removes interior-grade beams; $1,000 per unit for mate-
rial and labor.

• Illinois: Wrong materials for backfill of basement walls;  
20 percent of homes leak, averaging $1,200 per unit to fix. 

• Colorado: Switching to new soils-test firm; multiple total 
failures; cost exceeds $12 million.

I could go on, of course, giving you a hundred examples of 
loss on foundation alone and every other element in home 
building, internal or external. But stop here and visualize the 
process. In each of these cases, the builder “writes a check” 
for material or labor by a trade, a supplier, a service provid-
er, such as an engineer, or internal overhead for admin and 
management. That check is either larger than it should be, 
or it should never have been written at all because in every 
instance the loss—the theft of your margin—is preventable. 
Our work in nearly 200 Lean Process implementations over 
more than 10 years has yielded literally tens of thousands of 
examples in every aspect of the business, from the founda-
tion to the design center, from the accounting department to 
land development. Absolutely no one is immune. Virtually ev-
eryone reading this could be locked up for Grand Theft Home 
Building in the first degree. 

GET OUT OF JAIL FREE? 
Is Grand Theft too strong a term to describe what’s happen-
ing out there, all the money bleeding right out the back door 

of your office? When we simply call it loss, it doesn’t fire up 
the stomach acid or make the blood boil. The result is build-
ers continually push back getting truly serious about recov-
ering these losses. If we call it theft, however, stealing your 
margin, siphoning money from your bank account ... well, 
that provokes a more visceral reaction. It makes you angry. It 
makes you commit to leaving no stone unturned to find these 
thieves of profit and banish them forever. That’s the reaction 
we need. The dollar amounts we’re talking about far exceed 
the minimum requirements for grand theft in the first degree 
in all 50 states. The official position on grand theft by the law, 
however, is that it requires “intent.” Do I think anyone in this 
business sets out each day having made the conscious deci-
sion, with full intent, to bleed off profit margin? Of course 

not. We’re not talking about em-
bezzlement here, and yes that 
happens, though it’s rare. But 
at what point does willful inac-
tion begin to approach mindful 
intent? I suggest you walk a fine 
line when you know the loss is 
there, you know there are ways 
to stop it, but at best you keep 
putting it off and, at worst, you 
ignore it or just pretend it isn’t 
happening. Are you now any-
thing more than an accomplice 
to the crime? 

There are so many issues fighting for your attention, and 
thus it takes a lot—perhaps even something dramatic—to get 
you to focus on any one of them. So, let’s just call this what it 
is and be brutally honest. Are the margin bandits still at large 
in your company? My sincere suggestion is that this month, 
no, this week, you form your “Grand Theft Home Building” 
team and resolve to find exactly what it is in your product 
and process that’s stealing your profit. Identify the ban-
dits, measure them, study them, and take specific, intense-
ly targeted steps to eradicate them from your firm forever. 
Committing to that level of positive intent may just keep you 
on the right side of the law—unless, of course, you choose to 
put it off again. 

Next month, we’ll tackle one of the biggest margin bandits 
of all, the VPO.  PB

Scott Sedam is president of TrueNorth Development, a consulting and 
training firm that works with builders to improve product, process, 
and profits. For a free PDF of Grand Theft –Home Building, including 
a copy of this article and 12 additional supporting columns on find-
ing the lost profit in home building, email info@truen.com. You may 
reach Scott at scott@truen.com or 248.446.1275.

[BUSINESS MANAGEMENT]
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HOME  
BUILDING’S 
VERSION OF 
INSANITY
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By Scott Sedam, Contributing Editor

MOST SOURCES OF WASTE IN HOME BUILDING ARE REPEAT OFFENDERS, CAUSING INCREDIBLE LOSSES IN 
TIME AND MONEY FOR BUILDERS, SUPPLIERS, AND TRADES ALIKE—AND IT CONTINUES UNABATED

A
s Albert Einstein said, “The defi-
nition of insanity is doing the 
same thing over and over and 
expecting different results.” So 
it makes sense that in order to 
see improvement and better 
results, we damn well better 

do some things differently. Obviously, you say. Yet, evidence 
shows it’s far harder than it sounds. 

Tradition, habit, and inertia are powerful forces in home 
building. Even when a few brave souls in an organization are 
ready to embrace change, they often face monumental obsta-
cles. People simply can’t fathom another way of doing things, 
expressed as, “That’s just home building.” Recently, this phe-
nomenon has been on my mind a lot. 

We’ve run more than 200 Lean process implementations 
where two of our TrueNorth Associates spend a full week with a 
select builder team while 23 suppliers and trades come through 
in turn, presenting improvement suggestions in a highly struc-
tured format. It’s remarkable how suppliers and trades open up 
and share their ideas—averaging about 150 per event—identi-
fying close to $15K per house in product and process waste. 

It’s all about finding and eradicating waste wherever it oc-
curs, from the simplest phone call for clarification of a color 
selection to gross overengineering on an entire series of homes. 
The builder team is always blown away by what the suppliers 
and trades bring to the table, and many describe it as the most 
intense week of learning in their entire careers.

REPEAT OFFENDERS
Recently I served as a team member for one of these events 
in a strong division of a good home builder. The builder team 
was excellent, highly motivated, and the suppliers and trades 
came through in spades. Things were going well. But toward 
the end of day three of the supplier/trade interviews, I felt 
my frustration rising. What was wrong? I began to make a 
“special list” on a notepad, and each time I got a break in the 
action from entering supplier/trade ideas into the tracking 
spreadsheet, I noted another point. Later, I wrote this heading 
on the list: “Sources of Waste We See Over and Over Again.” I 
thought back over the 220 spreadsheets we’ve generated in 
the past 11 years doing Lean implementation and the things 
we repeatedly see. These are not the one-offs; these are the 

things we see everywhere, all across the U.S., Canada, and 
several other countries. Of course the severity and frequency 
varies by builder, but the majority of these sources of waste 
raise their heads in every single implementation:

1. Excess plans and elevations. There is no magic number, 
and markets vary, but the error of too many plans and eleva-
tions is at least 10 times the problem of not having enough. 
Keeping plans current and continually improving them is just 
too hard when you offer more than you need and maintain 
those you never sell. It puts an enormous burden on suppliers, 
trades, and your own staff to stay knowledgeable on all of them. 

2. Too many options, selections, colors. If a marketing 
professor was looking for the perfect demonstration of “fea-
ture creep,” I’d direct him to new homes. We recently saw 
$250K homes with six trim options! Would the builder sell 
one less home if just three choices, or even two, were offered? 
The default option is to challenge every new add-on or in-
crease in choices in existing options. Does it provide value to 
the customer? As Antoine de Saint-Exupéry famously said, 
“Perfection is achieved, not when there is nothing more to 
add, but when there is nothing left to take away.”

3. Design without regard to cost. I started writing about this 
more than 20 years ago and little has changed. Let’s steepen 
the roof pitch. Let’s add corbels. Heck, why not have double 
corbels—and quoins? Now embed fieldstone in the quoins! 
Add shutters. Add brickwork requiring huge steel lintels. Add a 
full bay window with four extra corners in the foundation in-
stead of keeping it straight and using cantilevers. Maybe some 
transom windows, standard? And big, fat 8-inch fascia trim. 
How about a fake dormer or two? Go for it! Or not. You can cre-
ate great, even wonderful, plans and elevations without going 
full-on bling city. Find an architect who gets it.

4. Overengineering. We walk houses continually through-
out the year with many truly good builders that strive to do 
the right thing. Yet few will challenge their engineers. If it’s on 
the plan, well, that’s the way it gets built. It’s a rare house we 
walk, though, where we can’t find at least $1,000 in engineering 
waste; $1,500 to $2,000 or even more is a regular occurrence. 
If you don’t challenge the engineers and demand to see the 
calculations, they’ll keep doing what they’ve always done, and 
the waste will continue.

5. Inadequate plans with insufficient detail. Is it smart to 
let your framer decide the size and location of headers and P
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supports, and figure the load transfers? 
Should you allow mechanical trades 
to determine their layouts on the job? 
Will you accept your lumber company’s 
takeoffs for wood, TJI joists, lam beams, 
and trusses? Better to work these out 
ahead of time and get them on the 
plans. If any supplier or trade has to 
call you for details, your plans are com-
ing up short. Even worse is when your 
plans are sketchy, they don’t call you, 
and they just make it up on their own. 
That’s a prescription for waste.

6. Lack of site-specific plans. Any 
builder that thinks they save one cent 
by not providing site-specific plans 
simply doesn’t know how to count. 
The money you think you saved is far 
outweighed by confusion, errors, and 
rework. And if you ever see anyone holding up a plan to the 
light because they are building from a mirror image … let’s 
not even go there.

7. Failure to involve suppliers and trades in plan review. 
I’ve conducted innumerable sessions where builders conduct 
sit-down plan reviews and it always results in significant im-
provement that increases value and reduces cost for all. Yet it’s 
a rare builder that regularly does this. These reviews should be 
conducted before the first model is built, at the mechanicals 
stage of the first model, then every year or two while the plan is 
still in production. To do anything less is just ripping up money.

8. Inadequate bid package. If you fail to provide complete 
and final detailed plans, specifications, options, and selec-
tions in a bid package and you expect suppliers and trades 
to give you their tightest bid, you’re kidding yourself. Or don’t 
you care about cost? The better and tighter the bid package, 
the better and tighter the bid.

9. Inadequate start package and purchase orders (POs). 
Your start package should be like gold, with fully detailed POs. 
As I’ve described in the past, when the late Bill Pulte ran things 
at Pulte Homes, he called the start package “The Bible.” It had 
to be that good, that dependable—sacrosanct. I’ve encoun-
tered only a few exceptional builders that do everything pos-
sible to get their POs 100 percent right the first time, leaving no 
guesswork for suppliers and trades—no questions, no emails, 
no phone calls. Their lives are decidedly different, and quan-
tifiably better, than their competitors, and they are “builder of 
choice” for their suppliers and trades. 

10. VPOs (variance purchase orders) lack detail. Each VPO 
must come with thorough documentation and referenc-
es to lot, plan, elevation, option, what’s required, and why. 

Anything less causes misery on all 
sides. We constantly hear about this.

11. VPO for specifications in lieu of 
PO. A normal charge for any standard 
work, selection, or color is not variance. 
The use of VPOs to complete options 
and selections on a home should never 
happen, yet we see it all the time. It 
taints the database and causes confu-
sion. Many of you are thinking What? 
because you can’t imagine doing this. 
That’s a good thing. For the rest of you, 
it’s time to fix it.

12. VPO unapproved. Purchasing or 
Construction decides not to approve 
a VPO and no one at the supplier or 
trade is told or no explanation is given. 
Our data shows that less than 20 per-
cent of the work suppliers and trades 

could rightfully submit as VPOs is turned in. And less than 
half of those, on average, are paid. Do the math. You’re pay-
ing for less than 10 percent of what is legitimately out there. 
So carefully think through the typical purchasing approach 
to pushing back hard on every VPO. You may save $100 today 
and pay a far greater price in schedule adherence or warranty 
response just down the road.

13. VPOs paid late. Whether due to slow approval, multiple 
approvals required, fear the boss will get mad, or just a habit 
of pushing VPO payments to the back of the line, paying late 
on VPOs is the rule, not the exception. Taking 150 to 180 days 
or more is common, and this wreaks havoc on the supplier 
or trade’s accounting system. Any VPO request should be ap-
proved (or not) within five days of receipt and paid in the nor-
mal cycle. Denials must be immediately communicated.

14. Late change orders/not respecting cutoff dates. 
Mutually negotiate all dates between Sales, Purchasing, and 
Construction. That done, it’s up to Sales to manage customers 
to those dates. Eighty percent of the late change orders come 
from 20 percent of your salespeople. From time to time, there 
may be a legitimate problem such as an illness, but this will 
be the rare exception. Ordering required materials late cre-
ates multiple problems for suppliers and trades. Even worse, 
the late change order of something previously specified is al-
ways a loss, if you calculate total cost. 

15. Concrete specifications conundrum. Hardly a Lean im-
plementation passes without significant discussion and dis-
agreement on how to spec concrete for slabs, walls, footers, and 
flatwork. The dynamic interplay of options in psi rating, rebar, 
cables, added fiber, wire mesh, accelerators, retardants, and 
sealers—just to name some of the common variables—makes 

[BUSINESS MANAGEMENT]
IT’S ALL ABOUT FINDING 

AND ERADICATING 
WASTE WHEREVER IT 
OCCURS, FROM THE 

SIMPLEST PHONE CALL 
TO CLARIFY A COLOR 
SELECTION TO GROSS 
OVERENGINEERING  

ON AN ENTIRE  
SERIES OF HOMES.

P
H

O
T

O
: 

A
N

D
R

E
I 

T
S

A
LK

O
 /

 S
T

O
C

K
.A

D
O

B
E

.C
O

M



54 Professional Builder   October 2018

concrete a far more complicated reci-
pe than outsiders could ever imagine. 
Wherever you are, wherever you build, 
find a good building scientist, sit down 
with your labor and material providers, 
and hammer out your complete speci-
fications for concrete.

16. Extra trips. Wasted, or what oth-
erwise should be unnecessary, trips 
to a building site are home building’s 
toxic waste dump. They come up in 
every Lean implementation and the 
numbers are staggering. We have data 
showing an average of more than 50 
wasted trips averaging $200 per trip, 
for a total bill of more than $10K per 
house. That’s a conservative estimate, 
and few builders proactively manage 
the issue. Yet it is huge, and any good 
supplier or trade takes it into consideration in their bids. As 
proof, more than 90 percent of trades report they have some-
one who serves as a “scout,” driving jobsites daily to see if they 
are really ready. If they didn’t, the problem would no doubt 
be far worse. But, one way or another, you pay for these trips. 
TrueNorth’s “Trip Cost Calculator” helps you understand the 
problem (see below to receive a free copy).

17. Software not solving the problem. I know most of the 
software companies out there and I find their stuff absolute-
ly compelling. Yet builders continually make the same mis-
takes, such as trying to automate a bad system, shortcutting 
on training, not understanding garbage in/garbage out, and 
failing to constantly update the system. It’s common for us to 
find builders shocked when 75 percent of their suppliers and 
trades report that the builder’s cool, new software isn’t doing 
what it’s supposed to do. It can—if you absolutely resolve not 
to skip a single step. Take a look in the mirror. Ask your suppli-
ers and trades for their honest input. Now get to work.

18. Impact of cycle time and schedule. Quick ... How many 
homes can a field superintendent carry? If you answered with-
out first asking, “What’s the cycle time?” then start over be-
cause you can’t know. I’ve written extensively about scheduling 
and cycle time. Schedule creep eats you alive, affecting every 
part of the business. Conversely—presuming you have the peo-
ple and systems to handle it—reducing schedule days makes 
everything better. Schedule days typically cost five to seven 
times more than builders estimate. Our TrueNorth “Saved-Day 
Calculator” proves that (see below to obtain a free copy).

19. Design center profit bleed. The assumption that all de-
sign centers are profit centers is a bad one. They tend to grow 
out of control. Do you really need 15 brick choices, five appliance 

upgrades, and, as we heard above, six 
trim options? Time and again we see 
breakdowns in the translation of cus-
tomer choices to the field that originate 
in the design center. Get in the habit of 
doing true “total cost analysis” for every-
thing you offer and either fix your prices 
or eliminate unprofitable options.

20. Communication, communica-
tion, communication. This is a con-
stant, ongoing refrain from the more 
than 4,500 suppliers and trades we’ve 
heard from during Lean implementa-
tion. For so many of the margin-robbing 
issues builders face, including most of 
those above, inadequate or poorly de-
signed communication is at the heart 
of each one. It requires genuine aware-
ness and daily vigilance to stay on top 

of your communication needs. 

NEW WAYS
Everyone wants improved results—in quality, customer satis-
faction, and profit. Yet home builders continually employ the 
same methods and processes that produce the same results, 
then seem surprised that nothing has changed. That’s what 
Einstein called insanity. 

I recently facilitated a multiday meeting with the owners of 
some large suppliers and trades and the corporate and division 
presidents of a builder that’s considered one of the best by its 
peers. The builder asked for candid feedback, and the supplier 
and trade owners gave it. At one poignant moment, the presi-
dent of a large, successful trade said this to the builder’s staff: 
“We’ve designed our systems to accommodate your inefficien-
cies.” That was a genuine sit-back-in-your-seat moment. After 
prolonged silence, the president of the home building company 
thanked the supplier for setting the builder straight. 

All 20 of the issues highlighted above require that suppliers 
and trades accommodate builder inefficiencies. Could that also 
be true of your firm? I think you know the answer. It’s time to 
quit doing the same things the way you’ve always done them 
and expecting different results. That’s just insane. PB

Scott Sedam is president of TrueNorth Development, a consulting 
and training firm that works with builders to improve product, pro-
cess, and profits. For free copies of the “Trip Cost Calculator” and 
“Saved-Day Calculator” Excel templates and a PDF of “Bridging the 
Margin Gap,” a collection of columns on practical ways to improve 
profit, email your request to info@truen.com. Reach Scott at scott@
truen.com or 248.446.1275.
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trades. Think about foundations, framing, roofing, mechani-
cals, drywall, paint, siding, cabinets, flooring, landscaping, etc. 
If Carlos finds a mistake on 50 percent of the homes, what will 
you bet the other suppliers and trades find? Something simi-
lar? In our experience with the 200 or so Lean implementations 
we’ve done, the answer is, virtually always. What one supplier 
or trade experiences is generally true across the great majority. 
So if that’s accurate and the average builder engages between 
25 and 40 suppliers and trades for each unit, you’re looking at a 
healthy—or should we say unhealthy—six-figure sum. And here 
comes your nightmare: This number is grossly underestimated. 

 
Welcome TO YOUr NightmARe 
The team said goodbye to Carlos and his crew, then, due to 
a scheduling glitch, we had a full hour before the next trade 
came through, so we took advantage of it. I went to the flip 
chart and asked the team to consider previous incidents from 
their experience and break down exactly what happens when 
Carlos the mason is short material, who is involved, how much 
time it takes, and other ancillary costs. Here’s what resulted: 

1. Mason on site discovers decorative keystone is missing 
from Plan 2515 Elevation C.

2. Two of mason’s crew members stop working.
3. Mason calls superintendent to resolve.
4. Superintendent checks plan, specifications, calls con-

struction manager to resolve.
5. Construction manager calls Purchasing to resolve.
6. Purchasing checks plan, specifications, POs (purchase 

orders), and then calls supplier to resolve.
7. Supplier checks plan, specifications, POs, internal order 

sheet, load sheet, and determines that keystone is on 
back-order because it wasn’t a common specification.

8. Supplier finds documentation that notice was sent to 
builder regarding back-order delay.

9. Supplier calls Purchasing with update.
10. Purchasing calls construction manager with an update.
11.  Construction manager calls superintendent to give an 

update.
12. Purchasing investigates why back-order notice was in-

ternally missed (and makes note to counsel Design 
about selecting nonstandard decorative keystones).

13. Superintendent calls mason with update and asks what 
can be done.

14. Mason suggests using an alternate, more commonly 
available, keystone.

[BUSINESS MANAGEMENT]

By Scott Sedam, Contributing Editor

¡N
o puede verlo! 

During one of our 
recent LeanWeek im-
plementations with a 
builder (let’s call the 
company Exceptional 
Homes), it was the ma-

son’s turn to present ideas for reducing waste in product 
and process. Carlos, the owner, had some impressive so-
lutions. One was to remove the 10 hidden courses of brick 
underneath the full-length front porches on several of 
the builder’s models that were recently redesigned from 
plain-Jane to Craftsman style. Jose, the lead man Carlos 
had brought with him, exclaimed, “¡No puede verlo!” 
which translates to: “You can’t see it!” Simple. Done. Total 
value exceeding $300 per unit (a bit more than one cube 
of brick plus labor). Everyone shook their heads wonder-
ing in disbelief how on earth they’d missed this.

There were other great insights, including eliminat-
ing a pricey lintel and removing brick ledge from walls 
showing no brick. Then, with about 10 minutes to go, 
Carlos said he had one more small item to discuss re-
garding missing block, brick, and stone on this builder’s 
high-style homes. Exceptional Homes had a wide vari-
ety of plans with the typical three or four elevations for 
each. Employees, suppliers, and trades alike complained 
how plans changed on a whim—often before anyone got 
really good at building them. Sometimes the house was 
just missing a standard type of material, but often it 
was a specialty item needed for an elevation or an op-
tion, be it standard or custom. Carlos valued this as 15 
minutes of time to make the call, worth about $15, and 
probably the same for the Exceptional Homes’ super-
intendent to track it down. Total waste valued at $30 
per occurrence. How often did it happen? Carlos said 
it wasn’t too bad, only about half of the 250 units this 
builder closed the previous year. Half? Not too bad? It’s 
not unusual to hear trades pronounce similar failures 
happening on half of a builder’s homes as “not bad.” It’s 
such a common occurrence that they just accept it as 
business as usual. 

At first glance, $30 waste per home on 100 homes, or 
$3,000, may not sound like a huge amount, but eight or 
10 items like this add up to real money. Consider how 
many similar things are going on with other suppliers and IL
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15. Mason calls his office to track down the order number 
for the new keystone, which he recalls from a plan on a 
previous job for another builder. 

16. Mason’s office staff searches for new specification.
17. Mason receives call from office with new specification.
18. Mason calls superintendent.
19. Superintendent calls construction manager.
20. Construction manager calls Purchasing.
21. Purchasing calls Design for approval.
22. Major debate ensues between Purchasing, Design, and 

Construction on whether substitution is acceptable.
23. VP of construction gets involved, subsequently inter-

venes, and overrules Design concerns, citing schedule.
24. Purchasing creates variance purchase order—VPO, also 

known as an EPO (extra purchase order), FPO (field pur-
chase order); that is, anything not included in original 
“start package” for specifications and options. 

25. Purchasing sends VPO to supplier with rush order for 
next-morning delivery to jobsite at extra cost.

26. Purchasing calls construction manager with update.
27. Construction manager calls superintendent with update.
28. Superintendent calls mason with update.
29. Mason puts one guy on cleanup, one guy helping the 

other guys laying brick, but loses 2 hours of time on each.
30. Supplier locates keystone, arranges early-morning rush 

delivery.
31. Supplier asks for a VPO and creates invoice for special 

order and delivery.
32. Supplier sends email wondering whether to change the 

specification ongoing, cancel the special order, or …?

33. Purchasing receives email and puts it in the “follow-up 
file,” which is running a month behind.

34. Special order received at supplier and put in hold-for-
processing area.

35. Another email sent to Purchasing asking for clarification.
36. Mason finishes next day and sends an invoice for 2 hours 

of lost time.
37. House complete two months later.
38. Three months later, VPOs for original special-order key-

stone, replacement item, special delivery, and lost time 
remain unpaid. Emails continue.

39. One year later, special-order keystone sits on a back 
shelf in a warehouse. Order processor for supplier picks 
it up and says, “Wonder what this is for ... .” He puts it 
back down and moves on.

40. Oh, and no one told the customer about the change, but 
the customer noticed, generating another 10 phone calls.

Add those calls, and let’s call it 50 steps—and now the no-
tion that fixing the recurring problems only takes about 30 total 
minutes seems ludicrous. The truth is, it got far worse. During 
the day, several members of our team inserted a few more steps 
that occurred to them, but that was after I’d taken the photos of 
the flip chart and ... you get the idea. We got so involved in the 
discussion that we didn’t have time to cost it all out, but later 
one team member worked it further and revealed that the 40-
step sequence would cost an absolute minimum of $500 and 
could easily exceed $1,000, depending on how much research 
was required, how many people got involved, and how long the 
discussions leading to resolution took. All of this, for just one 

VPO. Home building nightmares don’t get much worse.

Keep COUnting
So how many VPOs do you run per house and how 
do you count them? Comparing builder to builder is 
tricky at best and often misleading because there are 
many ways to quantify and track work done outside 
of the original house cost. Most methods have at least 
some logic behind them, but to be sure, many are inad-
equate, to put it kindly. For example, if you have mul-
tiple items for one supplier or trade, such as a cabinet 
company, coming back to fix trade damage, bring a fin-
ished end panel that was missed, and replace a door 
deemed off-color, is that one VPO or three? I’ve seen 
it done both ways. The first is simpler, but the second 
captures more data. Or if you have multiple trades re-
quired to resolve an issue, are all on a single VPO that’s 
sent to everyone, or does each trade get its own VPO? 

Take this example, which I’ve used a couple of 
times over the years: On a final walk-through one 

[BUSINESS MANAGEMENT]
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track vARiance  
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Friday afternoon in Chicago, the homeowner noticed that 
the garage service door they’d ordered as a $750 option was 
missing. The builder’s considerable surprise, panic, and inter-
nal blame certainly had its costs, but the real crime was how 
many suppliers and trades had to be involved to fix it. Let’s 
break it down by trips:

1. Superintendent evaluates problem and notifies all sup-
pliers and trades.

2. Mason removes half-level brick where door will go.
3. Sider removes fiber-cement siding above the brick up to 

the door height.
4. Framer opens up wall.
5. Lighting supplier drops off exterior fixture.
6. Electrician reruns wires to exterior outlet in the way and 

wires switch and door light fixture.
7. Plumber moves gas line from meter running through 

that space to the rest of the house.
8. Drywaller returns three times to replace and finish dry-

wall that was removed to rerun plumbing and electrical.
9. Supplier brings out door.
10. Lumber company drops off trim.
11. Hardware supplier drops off door handset.
12. Trim carpenter hangs door, installs trim.
13. Ready-mix truck delivers concrete.
14. Concrete finisher finishes door stoop.
15. Mason returns to finish door opening. 
16. Sider returns to replace excess siding removed for  

mechanical work.
17. Electrician returns to trim out switch and light.
18. Painter returns (twice) to touch up siding. 

Counting the multiple trips from the paint and drywall 
trades, that gives us more than 20 trips in total. Now add 
the management and admin costs. We have at least 15 times 
that the superintendent stops by to check and coordinate 
the activities of all the suppliers and trades. Then there are 
the multiple VPOs that must be drawn up, approved, and  
issued. When I set up the example and ask groups to guess 
the cost to make it right, most estimate $1,000 or less. After 
the detailed breakdown, they all buy in to the minimum 
$2,500, and probably closer to $3,000, it took to actually in-
stall the door.

Be honest. How many of you are living this bad dream right 
now? Are you counting the full impact of that one measly 
VPO, which on the surface appears mundane? Do you really 
track the total cost, not just for you, but also for your suppli-
ers and trades? You want to beat the trade shortage? Start 
right here. Eliminate the VPOs and you become much easier 
for trades to work with, far more efficient, and significantly 
more profitable for them—and you.

Like many of the things I write about, you can’t manage this 
by memo. You can’t send out an email and expect anything to 
change. There are specific things you must do, going back up-
stream to examine all of the issues that created the VPO in the 
first place. In some cultures, this will be a terrific challenge. 
In fact, that would be a great exercise for you to do with your 
team this month. Take 10 ugly VPOs. Thoroughly cost them 
out—by total cost. Now trace them upstream to their sources. 
That will provide about as much education with direct cost-
benefit as you’ll ever get out of a day’s work this year. If you’ve 
already done this and repeat it each year, please call or write 

to tell me what you found. If you haven’t, well, good 
luck convincing me you truly care about reducing 
your cost and increasing your profit.

Next month we’ll talk more about how to count and 
quantify the VPOs—how to get those processes to “talk 
to you.” We’ll explore the diversionary tactic of “con-
venient classification,” which confuses the numerator 
in your VPO measurements, and the artful strategy 
of “clever manipulation,” which makes a mess out of 
your denominator. Meanwhile, go easy on the spicy 
food just before bedtime. That’s known to cause night-
mares, and something tells me you already have as 
many as you can handle.  PB

Scott Sedam is president of TrueNorth Development, a con-
sulting and training firm that works with builders to im-
prove product, process, and profits. For a free PDF of the 
article series about better building practices to limit waste, 
email your request to info@truen.com. You may reach Scott 
at scott@truen.com or 248.446.1275.
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A
nd this year’s award for low-
est cost variance goes to … 
the Virginia division! As the 
VP of purchasing strides 
to the podium to collect 
his hardware—a plexiglass 
plaque with the company 

logo sandwiched inside—there’s polite applause from 
around the room. Two of the corporate participants, how-
ever, having just spent time working on a special project 
with the Virginia division, clap at the lowest possible deci-
bel level, flashing each other a knowing look that simply 
says, “This is such BS.” Yes, Virginia, there is a Santa Claus 
… but your numbers still lie. 

The company—a large, multi-division national build-
er—puts unrelenting emphasis on cost control. It’s a con-
stant topic of conversation and evaluation, and the divi-
sions compete mightily to win this award. The pressure 
to use certain national low-bid suppliers, despite their 
inability to deliver or service locally, is unrelenting. 

But the low bid is a mirage. Although there’s some be-
grudging acknowledgement that bid price means noth-
ing outside of total cost, which necessarily includes all 
variance, each calculation and buying decision has been 
based on bid price alone. The Virginia division managed 
to fool virtually everyone into believing it has the genu-
ine expertise to manage cost. How did they do it? And 
what are the implications for those who read my August 
article, “VPO Story—Welcome to Your Nightmare,” and 
decided this is the year they’ll get on top of this issue? 

What’s THE Big Deal?
In the world of cost variance, accurate no-tears measure-
ment is critical. Whether you call it a VPO (variance pur-
chase order), an FPO (field purchase order), an EPO (excep-
tions purchase order), or simply “Extras,” every cent you 
spend after the initial house budget is a loss and must be 
accounted for. (For our purposes in this article, we’ll use 
the most common term: VPO.) The old adage, “You can’t 
manage what you don’t measure,” applies both perfectly 
and painfully. So what’s the big deal? Just measure vari-
ance and get on with it! Not so fast … .

My fascination with numbers began at an early age. I 
was that odd student who actually enjoyed statistics and 
took the advanced class in college that wasn’t required. 
The good news is that understanding the nuances of the 

By Scott Sedam, Contributing Editor

numbers reveals what so many miss and, in some cases, are 
trying to hide. The bad news is that the guy who exposes prob-
lems of bad measurement becomes decidedly unpopular with 
the purveyors of bad data. So heed this warning: Most builders 
do a poor job of measuring variance and an even worse job of 
using the data to drive process and system improvements. If 
you’re the one who takes on the challenge of identifying such 
issues, don’t expect accolades from admiring multitudes. There 
will be blood. Case in point is the Virginia story I described. Just 
like Santa Claus, the division’s variance performance was based 
on mythology. Whereas the myth of Santa Claus is a mostly 
harmless one used to entertain small children, The Myth of the 
Virginia Division misled, confused, and resulted in bad deci-
sions. The two employees who exposed the fallacy of Virginia’s 
calculations paid a heavy price—no matter that they were right. 
Let’s take a deeper look into these calculations.

Know and Fix your Costs
Years ago I had the privilege of working for Bill Pulte, founder 
and former chairman of Pulte Homes, now retired. During my 
first month on the job in January 1989, Bill conducted his an-
nual three-day seminar for construction and purchasing. I’d 
give anything to have videotape of those sessions. I still follow 
almost every lesson I learned from him, and there are scores of 
folks in the industry today who do the same. One of Bill’s man-
tras was, “Know and fix your costs,” and he would repeat it over 
and over. That admonition is both true and troubling because 
it causes reluctance in the field to report things honestly, as 
costs too often change during the building process. Similarly, 
purchasing departments that are heavily judged on variance 
will do almost anything to avoid a VPO. 

After watching the remarkably creative methods many 
managers use to avoid reporting variance, it dawned on me 
that there are three basic ways to rig the numbers: fudging 
the numerator, manipulating the denominator, and—if all 
else fails—simply ignoring their existence.

Fudging THE Numerator
Most business numbers are expressed in percentages, which 
requires a ratio of two numbers: the numerator, which is an 
accounting of the occurrence, over the denominator, which is 
the base from which the occurrence deviates, good or bad. The 
simplest example is “margin.” Say we have two groups of kids 
selling lemonade. Group 1 sells $100 worth of lemonade; that’s 
our base, the denominator. They subtract all costs and count 
what’s left. Now they have a numerator for the top of the equa-
tion, which is $10. And $10/100 = 10%. Simple, right? But wait, IL
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the kids in Group 1 didn’t allow anything for Mom’s time spent 
helping. And although they paid for the cups and lemonade 
mix, nothing was paid to rent the pitchers, wooden spoons, or 
paper towels, nor did they allow for the use of Dad’s portable 
work table for the stand out by the street. And what about their 
labor? So is this number real? Group 1 is feeling pretty proud 
because the kids down the block report they made just 8 per-
cent. But how is that other group measuring? What are those 
kids including or not including? Does GAAP (generally accept-
ed accounting principles) apply to lemonade stands? Bottom 
line: Neither group of kids has a clue as to which lemonade 
stand was most profitable. These numbers tell us little. 

The same things happen to home builders measuring vari-
ance. Again, let’s start with the numerator. Exactly what do we 

count as a variance from the original “known and fixed” cost? If 
we’re purists about it, a variance is absolutely anything that’s 
not included in the original cost estimates for everything that 
goes into the house—labor and material. Someone breaks a 
window? Variance. Someone runs over a curb and cracks it? 
Variance. Scratches on a wood floor? Variance. Repair to a dam-
aged shower liner? Variance. The same for a damaged counter-
top, an extra 3 yards of concrete, a square of shingles, or an-
other load of gravel for backfill. Even at this seemingly simple 
level, there are issues that distort the picture. Maybe the sales 
rep for the window company is desperate to win your next con-
tract and just replaces that broken window for free. The framer 
is a golfing buddy and he doesn’t charge you. The roofer says he 
has a square left over from another job and he’ll bring it over, 
no big deal. His guys have been really busy lately so he can just 

send them home early. But two of them have to make an extra 
trip to this house to finish tomorrow, which will slow down the 
next job. He’ll work it out because his dad started in business 
with your dad and “That’s just how we do things.” 

Great, right? What about the data you need for continual im-
provement? If it’s not reported, it’s not tracked, and if there’s a 
trend in shingles or gravel or any material or labor, how do you 
know how to respond? Short answer, you don’t. But the pres-
sure to hide the variance is so great that you accept it. People 
always gravitate to the option of perceived lowest pain. From 
here, it gets way, way more complicated. How about the tile or-
der that was coded wrong, has to be torn out, and the replace-
ment rush-ordered and reinstalled? That’s going to look really 
ugly, but there is just no way to bury one that bad, right? OK, 

so you still believe in Santa Claus, too, and maybe 
it doesn’t happen in your company, but I guaran-
tee that your folks know how to hide it assuming 
there’s sufficient motivation. 

How about late change orders? Is it fair to call 
them a variance when they’re usually the fault of 
sales or the design center or the boss who just can’t 
say no? Fair or not, it’s a variance, and you have to 
put it down. Maybe you can make up for it some-
where else. Of course you can. Categories such as 
“Losses and Replacements” or “Winter Conditions” 
are known as dumping grounds for all manner of 
variances. Short 10 sheets of OSB due to an esti-
mating error? There’s extra money in Losses and 
Replacements to cover that, let’s call it “stolen.” You 
got behind on a couple of homes and the drywall 
stage was pushed back to December, resulting in 
$500 in extra propane? Winter Conditions handles 
it fine. If I had more space here, I’d love to detail the 
operation that buried a plethora of suspect items 
in “Model Maintenance,” which conveniently came 

under the sales and marketing budget. Or another operation 
that happily transferred most of the extras it took to get the 
house finished in the final two weeks into the warranty budget.

I could give you a hundred pages of examples, and I know 
right now your mind is already racing with those from your 
own experience. Step 1 is to get everyone to understand ex-
actly what constitutes variance for every cost code, and that’s 
far more difficult than it sounds. Go through every example 
your team can conjure up. Ask: How do we count it? Where 
does it go? Next is to get everyone to agree to honestly report 
every variance. Every time. Burying any variance in the buddy 
network or with creative accounting tactics should be classi-
fied as a major sin. Subject to dismissal? Would this level of 
change be painful? Yes, but now consider the denominator of 
the equation, which is in many ways a bigger problem.

[BUSINESS MANAGEMENT]
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Manipulating THE Denominator
I have threatened colleagues—only half in jest—that if I ever 
even semi-retire I will write a couple of books with rude titles. 
At the top of the list, sanitized somewhat for the reading au-
dience, is “Screwing With the Denominator—the Legacy of 
American Business Accounting.” Give me the numerator as 
pure as possible and I can still significantly change the per-
centage by manipulating the base. The simplest way is to loos-
en up the budgets. Let’s sneak a bit more into concrete, gravel, 
lumber, roofing material, etc. Do the same with labor—heck, 
everyone knows those costs are up everywhere. 

Suddenly, my variance percentage looks a lot lower. And 
where do we cut off the house budget calculation? The best 
practice is to issue a house start package with every option se-

lected and firmly priced by each supplier and trade involved. 
Building commences, and every additional cost beyond that 
budget is variance. That’s a radical change for many builders 
that allow selections way beyond the start date. How can you 
determine the base for those options? In short, you can’t. The 
good news is that it provides a few additional opportunities 
to bury additional cost as you go. “Hey Brad, that extra 50 feet 
of line set you need on Lot 42 because the compressor has 
to move to the other side? The customer on Lot 50 wants to 
upgrade to the variable-speed furnace with 21 SEER. Just give 
me a higher price on that to cover the line set, too, OK?” So, 
what’s the big deal with that? I’m going to let you ponder it. 
If you see all the consequences, you get it. If you don’t, then 
keep looking.

Just as with the numerator, I could provide a ton of examples 
of how to increase the equation’s denominator—the base. At 
the most basic level, do you calculate it as a percentage of sales 
price or as a percentage of house cost? There are strong argu-
ments to be made for either, but as long as you decide how to 
do it for your operation and you do it consistently, you’ll begin 
to see the patterns as your systems and processes “talk to you” 
through their numbers. Be especially careful comparing your 
numbers to those of other companies or even those of other 
operations within your own firm because no one ever mea-
sures things the same way.

Denial
When all else fails, the last (and ugliest) surefire way to reduce 

variance is simply to disavow its existence. We cajole 
the supplier to replace the damaged material based 
on the promise of the next project. We lean on the 
trade to supply the labor based on our long-standing 
relationship. The worst example of all is the mini-
mum $10,000 bill buried under every house in the 
U.S. due to wasted or otherwise unnecessary trips to 
building sites by suppliers and trades. At TrueNorth, 
we have the cold, hard data on this from more than 
200 builders using more than 5,000 trades, so there’s 
nothing speculative about it. That is all variance, 
all waste, and it kills margin, yet it’s virtually never 
counted. From our data we know that suppliers and 
trades attempt to collect on these trips less than 10 
percent of the time because “that’s just home build-
ing.” Meanwhile, purchasing typically pays about 10 
percent of the ones they do receive. Do the math. 
The bottom line on this massive variance item is you 
only see 1 percent of it (10 percent of 10 percent). Ask 
yourself then: How will we ever learn to improve?

An author named Ron DeLegge II writing about 
the shenanigans on Wall Street said, “99 percent 

of all statistics only tell 49 percent of the story.” That also ap-
plies to home building, and the culture at building companies 
can dramatically affect the numbers. In a culture of fear, the 
numbers can never be trusted. Next month we’ll lay out a step-
by-step model for establishing your variance calculation and, 
even more important, some concrete ideas for how to process 
the data and use it to improve both profitability and sanity for 
builders, suppliers, and trades alike.  PB

Scott Sedam is president of TrueNorth Development, a consulting and 
training firm that works with builders to improve product, process, 
and profits. For a free PDF of Bridging the Margin Gap, with this and 
other articles on how to increase profit, email your request to info@
truen.com. You may reach Scott at scott@truen.com or 248.446.1275.
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Bid price  
mEAns nothing 
outsiDe of 
knowledge of 
total cost, 
which necESsARily 
incluDes all 
vARiaNCE.



WHAT LIES 
BENEATH— 
THE SINKING OF A 
HOME BUILDER
YOU CAN HAVE AS MANY PLANS, 

ELEVATIONS, AND OPTIONS  

AS YOU LIKE, BUT ONLY IF YOU 

HAVE THE SYSTEMS, PROCESSES, 

AND STAFF TO SEAMLESSLY 

HANDLE THEM
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WHAT LIES 
BENEATH— 
THE SINKING OF A 
HOME BUILDER

By Scott Sedam, Contributing Editor

team go through, but also potentially one of the most edu-
cational and beneficial.

Given this is the third in my series on the nightmare known 
as the VPO—variance purchase order—you shouldn’t be sur-
prised that VPOs lie at the heart of this particular builder’s 
problem, although VPOs were really just the symptom of 
deeper issues. Like the proverbial iceberg that sinks ships, 
a huge number of problems lay beneath the surface. Yet 
Titanic’s visible numbers were clear. An inordinate amount 
of work done on the homes took place under VPO. 

Most builders will budget 1 percent to 2 percent of “hard 
costs” (aka “house costs” for many builders) for a VPO “do-
not-exceed” target. Some do better, some worse, but let’s 
pause for a word of clarification about hard costs/house 
costs. On a percentage basis, hard costs tend to run 50 per-
cent plus or minus 5 percent of the house sales price in 
typical markets, depending on local land and development 
costs. Mathematically, when land costs run up, that number 
artificially pushes down the house cost percentage. There 
are markets where finished lot costs are so high that house 
costs as a percentage can be pushed down to 40 percent or 
even lower, having nothing to do with efficient purchasing 
and construction practices. We see this in particularly hot 
East Coast and West Coast markets, but it can also happen 
in urban markets well away from the coast. 

One of the most amazing scenarios is found in the Canadian 
market known as “GTA”—the Greater Toronto Area. There, 
a combination of demand, scarcity, and regulation can in-
crease lot cost to 50 percent or more of the finished home 
price, making the hard-cost percentage look fantastic. In 
other markets though, particularly in the South, land is rela-
tively cheap, and house costs may look artificially high on a 
percentage basis. Truth is though, by house cost percentage 
alone, you have no idea. Thus, beware of comparing numbers 
with any builder whose land price is substantially different 
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T itanic Homes had been known as 
a strong, profitable volume build-
er for years, but emerging from 
the housing crash, things began 
to go wrong. Sales rose consider-
ably as profit dropped and several 
key players left for other firms. Ti-

tanic’s banks and investors weren’t happy. The president, Ed, 
called my firm and declared his intention to get to the bottom 
of it, and soon two of our TrueNorth team members were on 
their way to help. We quickly discovered that what Ed really 
wanted was an outside professional to confirm the notion 
already firmly entrenched in his mind. His take? Ed believed 
Titanic’s managers simply weren’t cutting it and were allow-
ing suppliers and trades to run roughshod over them. 

After applying our process with suppliers, trades, and in-
ternal staff, a pattern about the margin loss began to emerge. 
There was nothing wrong on the surface with the managers’ 
sales, cost, or profit projections at the start of their houses, 
yet 90 percent of them failed to make plan margin. Why? 
Where did Titanic’s margin go between contract and close?

THE ICEBERG KNOWN AS VPO
As we puzzled out the source of loss, it was clear Ed had 
no mind to hear the truth from his own people, so we con-
vinced him to run one of our week-long Lean Process im-
plementations. First, we prepared suppliers, trades, and the 
builder’s “LeanTeam” in advance with the right questions 
and clear, straightforward instructions. Then all 23 suppli-
ers and trades came in for meetings over three solid days, 
one company at a time. Each testified in their own words, 
recounting their experiences, backed by examples, about 
the good, the bad, and the ugly of working with Titanic. In 
this case, the feedback ran mostly from bad to ugly. It was 
one of the most painful weeks we’ve ever seen a builder 
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from your own. The only way 
to sensibly look at these num-
bers is to use variance as a per-
centage of house costs/hard 
costs, not as a percentage of 
sales price. Yet a variance of  
1 percent on a house cost of 60 
percent will mean very differ-
ent total dollars than a vari-
ance of 1 percent on a house 
cost of 40 percent. Again, com-
parison is tricky stuff.

For Titanic Homes, the sup-
pliers and trades that partici-
pated in the Lean Process told 
Ed what his own people and 
hired-gun consultants had 
also desperately been trying 
to tell him: Titanic’s processes 
were broken, and the one most 
symptomatic of a long list was 
VPO. Nearly every supplier and 
trade brought it up, including 
the continual problems with 
inadequate specifications, in-
complete plans, design chang-
es after start, late change or-
ders from customers, etc., etc. 
In short, Ed had positioned 
Titanic Homes as a high-volume custom builder while trying 
to operate internally as a production builder. 

Distilled from 30 years of working with more than 250 
builders in five countries, we can offer you this irrefutable 
law: Builders can have as many plans, elevations, options, 
and selections as they want—even custom options—if, and 
only if, they have the systems, processes, and trained staff 
to handle them with no disruptions to schedule or person-
nel, and that includes suppliers and trades. Stop there and 
consider the question: Can you measure up to that standard? 
If so, you are one of perhaps 5 percent of the builders in the 
U.S. and Canada that can. Titanic Homes wasn’t even close.

WHAT ABOUT OVERHEAD?
After running the entire operation through the reality filter—
no tears allowed—Titanic ran a very conservative estimate of 
6 percent of hard costs as extras after the initial contract for 
house and options, less than half of which actually showed 
up on VPO line items. At that point, it was merely an estimate 
because the measurement standards were so poor. Many costs 
that should have been classified as VPO were buried in other 

accounts, such as “Losses and 
Replacements,” “Winter Con-
ditions,” or any other handy 
account with a surplus. We 
even saw late charges pushed 
into “Model Maintenance” in 
the sales budget, and no one in 
sales had ever noticed! Many 
other charges were written off 
as favors, paybacks, or deals 
to be made up in the next 
project. And, more often than 
we’d have believed, attempts 
by suppliers and trades to get 
paid for extra labor and mate-
rial were simply ignored. 

Believe it or not, it gets worse. 
How many builders, when cal-
culating variance, factor in the 
overhead costs generated by 
VPOs? How much time, both 
in the field and inside the of-
fice, is spent on supervision, 
costing, design change, and all 
of the paperwork required to 
handle VPOs? We’ve found a 
good rule of thumb is 50 per-
cent of whatever you book as 
extras. Start there and work 

through some specific examples in your own firm to come 
up with your factor. Don’t be surprised if you find it’s even 
greater than 50 percent.

So, in our “typical” $300K production home in a typical 
market, let’s keep it simple and say we have 50 percent 
hard cost, or $150K. A strong builder will try to run no more 
than 1 percent of hard cost as variance, in this case $1,500. 
Given everything that can happen or go wrong in the course 
of building a house over three to five months, outside, with 
30 to 45 suppliers and trades and as many as 500 folks in-
volved, $1,500 sounds pretty impressive. Now I refer you 
to my first two Professional Builder articles this year on this 
topic: “VPO Story—Welcome to Your Nightmare,” in August, 
and “The Variance Measurement Quagmire—the Nightmare 
Continues,” in October. In those we explored the many pit-
falls in measuring and how one presumably small issue of 
a missing item on site can mushroom from a single phone 
call costing perhaps 15 minutes to a 50-step fiasco with a 
true cost exceeding $1,000. Just how many of those do you 
have per unit? That’s $1,000 of cost that’s never accounted 
for. At Titanic, this activity in total consumed half the time 

[BUSINESS MANAGEMENT]

AS A GOOD  
RULE OF THUMB,  
ADD AN OVERHEAD  
FACTOR OF 50 PERCENT  
TO ANY CALCULATION  
OF VARIANCE. ALMOST  
NO BUILDERS INCLUDE  
THIS REALITY.
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of the entire purchasing and 
estimating staff combined.

This “VPO iceberg” sank 
Titanic Homes. Our team is 
very good and we tried ev-
ery imaginable way, but we 
couldn’t get Ed to accept re-
sponsibility or reality and ad-
dress the problem head-on. 
The fact is, as big as the prob-
lem appeared to be above the 
surface, what lay beneath the 
surface was so daunting Ed 
couldn’t deal with it. There 
was no discipline whatsoever 
in managing plans, specifica-
tions, bid packages, start pack-
ages, design center offerings, 
or the cut-off dates for options 
and selections. Consider that 
idea of what lies beneath the 
surface ... What’s wrong up-
stream that results in VPOs 
during the construction pro-
cess? VPOs are, in reality, just 
the symptom of all the prob-
lems at the source. 

I hope that some of you now 
wonder if perhaps that low 
VPO percentage you brag about isn’t quite reality, and just 
maybe you should give this a closer look. As I am driven to say 
so often in my columns, you can’t solve your VPO problem by 
threats, memos, or declarations from the supreme command. 
You must challenge every single thing you do upstream, ev-
erything that lies below the surface that results in variance 
costs during the construction process, whether or not those 
costs are properly documented—and don’t forget the over-
head. Those upstream requirements include: 

1. Purchase land right with early determination of product 
type and requirements.

2. Insist that architects and engineers produce plans that 
are efficient to build and conform to standards of Lean Design 
with fully detailed construction drawings.

3. Involve key suppliers and trades early in plan refine-
ment and specifications.

4. Provide sufficient time and talent to prepare 100 per-
cent complete bid packages with all specifications including 
plans, construction details, elevations, options, and scopes  
of work.

5. Provide sufficient time and talent to produce 100 percent 

complete start packages with 
all specifications including 
plans, construction details, el-
evations, options, and scopes 
of work.

6. Make sure you have fully 
trained field supervision to 
continually manage all aspects 
of the construction process and 
to maintain the schedule.

7. Cultivate a well-developed  
stable of strong suppliers and 
trades to implement all ele-
ments of the construction 
process.

8. Offer well-conceived, fully  
costed (with overhead) options 
and selections with input from 
design/architecture, sales, the 
design center, purchasing, con-
struction, and warranty.

9. Have mutually developed, 
fully agreed upon cutoff dates 
for options and selections—
with sales, the design center, 
purchasing, and construction 
all signing off.

10. Ensure senior manage-
ment is responsible for main-

taining discipline in all of the above processes.
A failure in any of these 10 results in variance cost, one of 

home building’s biggest robbers of profit. In the final analysis, 
this is a culture problem, and culture is set by leadership. What 
should have been a company-changing learning opportunity 
for the entire Titanic Homes team was lost due to Ed’s failure  
of leadership. 

In the next article in this series, we’ll dive deeper into cul-
ture, lay out a specific step-by-step approach to reduce the 
costs of variance, and outline a simple but powerful process 
your team can employ to get to the bottom of your most vex-
ing VPO problems and eliminate them. But get started work-
ing on these 10 factors—the less visible elements that result 
in VPOs. Your process, your people, and your profit margins 
will thank you. PB

Scott Sedam is president of TrueNorth Development, a consulting and 
training firm that works with builders to improve product, process, 
and profits. For a free PDF of “Bridging the Margin Gap,” with this and 
other articles, email your request to info@truen.com. You may reach 
Scott at scott@truen.com or 248.446.1275. 
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THE VPO CURE:  
A STEP-BY-STEP GUIDE 

W
hen I set out last summer 
to write a column about 
the insidious, margin-rob-
bing problem of variance, 
I didn’t expect the first to 
morph into a series of four, 
but in truth, it could go 

longer. Most often expressed by the VPO—variance purchase 
order—the problem is just too big and that complex. You may 

use the common term VPO or variants 
such as FPO (field purchase or-

der,) EPO (extra purchase 
order,) or simply call 

them “extras,” but 

By Scott Sedam, Contributing Editor

ANY WORK COMMISSIONED AFTER THE START OF A HOME SPELLS WASTE, AND THAT WASTE 
IS CRIPPLING. HERE’S THE FIX 

[BUSINESS MANAGEMENT]

the principles 
and problems are 
the same. Whether prod-
uct or process, material or la-
bor, any work commissioned after 
the start of a home spells waste. 

This waste is crippling and so of-
ten missed, as we saw in the first article 
through the eyes of a local masonry contrac-
tor. (See “VPO Story: Welcome to Your Nightmare,” in 
the  August 2017 issue.) We learned how a builder team need-
ed just 45 minutes to determine that one “throwaway” item 

thought to be a 15-minute nuisance ac-
tually required 40 steps to resolve with a 
true cost of more than $1,000—on every 
single house. Ninety-five percent of that 
loss had never been measured on any VPO. 
How can that be?

In the next article (“The VPO Measurement 
Quagmire—The Nightmare Continues,” 
October 2017) we faced the reality that the 
sum total of variance is never calculated, and 
what is tracked is often counted incorrectly. 
We examined tendencies to cherry-pick the nu-
merator, manipulate the denominator, and the 
huge measurement obstacle of culture when 
the numbers are buried or ignored. Only af-
ter I submitted that article did it dawn on me 
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that I neglected to put a name on the single largest variance 
cost category of all, one that I have yet to see tracked by a 
single builder out of more than 250 case histories—and that 
includes many of the very best builders in North America. It’s 
hiding in plain sight, yet deceptive because it’s buried in a 
hundred budgets. Think you’ve got it? We’ll return to this is-
sue at the end of the column. 

Finally, in last month’s article, (“What Lies Beneath: The 
Sinking of a Home Builder, November 2017) we considered a 
builder slowly destroyed by a massive variance problem that 
sucked the life out of employees, suppliers, and trades alike. 
Everyone had it figured out except for the company owner, 
who was unwavering in his total commitment to denial. That 

case remains perhaps the single most frus-
trating experience of my profes-

sional career. We wrapped 
up the column with a 

brief presentation 
of 10 Essential 
Steps to elimi-
nate variance—

all the upstream 
things you must do to 

prevent VPOs from being 
born. In variance, prevention is 

truly the only thing that matters.  

BY ANY OTHER NAME
Variance runs so deep in many builders that they simply ac-
cept it as a part of doing business. Those firms will pass right 
over this column series with hardly a glance, thinking there is 
no problem, so why spend time on it? In fact, there are build-
ers who let their option and selection process intrude so far 
into the actual construction of the home they fool themselves 
into believing these aren’t extras at all, “it’s just home build-
ing.” Yet, with apologies to Shakespeare, who famously wrote 
in Romeo and Juliet, “A rose by any other name would smell as 
sweet,” let’s state unequivocally that, “A variance by any other 
name would stink to high heaven.” No method of ignoring or 
burying variance will remove the stench of margin decay. 

Presuming, if you made it this far, you have most likely 
bought into the issue and are ready for a practical road map 
with guideposts. Use the following as a place to launch from 
and milestones to check off. Don’t assume you have it right 
and skip anything. That comes with a price. 

ESSENTIAL GUIDEPOSTS
1. Value the variance (preliminary): In an ideal world, you 
just lay the variance problem on the line with a good team 
and have at it. Yet, for most builders, this is insufficient be-
cause they’ve never consistently measured, tracked, reported, 
or held everyone accountable. You need at least a cursory un-
derstanding of the depth of the problem to generate the mo-
tivation to see it through. What gets everyone’s attention are 
cold, hard numbers that document the true total cost of vari-
ance. Share it with your carefully selected team, then  attack 
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the issue. Your preliminary numbers will be far from compre-
hensive, but they’ll be enough to light the fire. 

2. Check the culture. This requires brutal honesty. In a cul-
ture of fear, people will commit every sin of measurement 
detailed in the second article. Guaranteed. If this is a problem 
in your company, find your allies with the guts to address it 
up front at the highest levels. Correcting a pervasive variance 
problem requires frank, open, and unassailable measure-
ment, which demands positive support all through the pro-
cess. If anyone believes honesty will cost them their standing 
in the company or possibly their job, a severe yoke is hung 
on your ability to reduce variance in a way that sticks. This is 
not a search to place blame. It’s an investigation to expose all 
causes of variance and to remedy them. Can you see why this 
may create a big problem? 

Let’s assume you convince your staff that consistent, hon-
est reporting on the total cost of all variance is in their best 
interests. Your variance calculation will likely double, triple, or 
more. Your target was 1 percent and your past measurements 
supported that. Now, with the veil fully lifted, you discover it’s 
actually 4 percent. How many are confident that senior man-
agers will stay calm and remain steadfast in the mode of, “Let’s 
not assign blame, let’s find the source and fix it”—especially 
when some of the cause points right back to senior manage-
ment? How many of you who are senior managers could? And 
one more thing: Check the compensation structure. If you find 
any incentive that rewards people for keeping the variance 
calculation buried or artificially low, deal with it. Immediately. 
Never incentivize bad behavior.

3. Decide what you will measure and where you’ll begin: 
Anything that happens after a “start package” or “job release” 
goes to your suppliers, trades, and field managers is a vari-
ance. It can’t be normalized as part of your building pro-
cess. If you make excuses, allowances, and routinely accept 
change orders, late or otherwise, you’re in denial and you’ll 

never solve it. To make this even more challenging, you have 
to measure variance in two ways in each category: by dollar 
value and by incidence. Looking at just one or the other will 
fool you. You may have, for example, 10 instances of missing 
items on tile orders in a month, which average $50 each for a 
total of $500. You also have just one occurrence of a mistaken 
order of the wrong tile for an entire job that costs you $2,500 
including the labor to remove and replace. In this case, 1 is 
clearly worse than 10.

4. Determine numerators and denominators, and lock in 
measurement periods. You must be completely intentional 
here and address each step separately. Go back to the second 
article on measurement and review all of the mistakes and yes, 
shenanigans, that go on with both numerators and denomina-
tors in equations. Establish what goes on top, the variances you 
will  count, and what goes on the bottom, the base from which 
the deviation occurs. Consistency is critical. Now consider the 
time period. Line item variances are typically tracked monthly, 
but in some cases you may need to track weekly if the prob-
lem is severe enough. Again, be consistent. And as I said in the 
opening, their remains one massive factor that no one counts. 
Do you have it yet? We’ll address that in the close.

5. Design and commit to the reporting. Each item you se-
lected in Step 4 needs ownership by someone to collect and 
log the data, calculate the ratios, chart the numbers, quality 
check sources and calculations, then publish. Of course, you 
need a spreadsheet with each variance tracked monthly, but 
remember the laws of statistical variation. Some variation in 
the numbers is normal and expected. Don’t knee-jerk. When 
does a change signify something significant? What are your 
criteria? When you overreact, you create “induced variation” 
and things get worse, not better. 

Now establish your “VPO dashboard.” From that master list 
of variance you create the five or seven—usually 10 at the 
most—measures that tell the essential tale. Are you getting 
better or worse? These are measures that everyone under-
stands. Use graphic representation whenever possible and 
appropriate to enhance awareness and understanding.

6. Structure your response. I spoke with a builder just last 
week that held a weekly “VPO meeting” to thoroughly review 
each one for cost, source, and how to prevent it. In the begin-
ning, you may also need weekly meetings with a goal to hold 
them monthly, as you improve. Perhaps you’ll get so good that 
a quarterly review will suffice. 

Whatever frequency you choose, establish who attends the 
meeting, when and where it’s held, and for how long. Make 
the objective clear. Again, this isn’t an” assignment of blame” 
meeting; the focus is on preventing all forms of variance. You’ll 
solve the day-to-day problems of variance and, at times, the ad-
justments are embarrassingly simple. We once saw a six-figure 

[BUSINESS MANAGEMENT]

A VARIANCE BY ANY OTHER  
NAME WOULD STINK TO  

HIGH HEAVEN.



56 Professional Builder   December 2017

cost reduction simply by getting the POs, VPOs, and cost codes 
to all match up. This is also where you (finally) accumulate the 
data that makes your case for the new software, additional 
head count, or restructuring some part of the business. The 
great news is that you will almost unavoidably find the dollars 
to pay for the changes you want, many times over. 

THE EXERCISE
Here is a very practical way to get started. Print out your last 
100 VPOs. No cherry-picking. Put together a good team—at 
least half should have some idea that variance is a concern.  
You’ll need participation from field construction, purchasing/
estimating, sales, design center, accounting, architecture/de-
sign, and warranty. Don’t worry that some don’t directly deal 
with the VPOs each day. They are all affected by them and you 

need those who can look construction and purchasing in the 
eye and ask, “Why?” Or declare, “That makes no sense to me.” 

If you can recruit enough to make two or three cross-
functional teams of three or four associates, all the better. 
Give each team a stack of 25 to 30 VPOs. Ask them to slowly 
and thoroughly review each, costing them out for everyone 
involved, including suppliers, trades, and every single indi-
vidual and department touched by the VPO. Have them deter-
mine classifications for all of the costs encountered and for 
the reasons why they occurred. Now compare notes, compile 
and condense the classifications and determine the costs. 
Your team  will gain  a much greater understanding of the 
causes and costs of VPOs and will accomplish a good first step 
toward prevention. With this data in hand, you’re on your way 
to completing Steps 1 through 6 above. 

During that exercise, your team will quickly run headlong 
into the great unmeasured factor I’ve been promising to reveal. 

Remember the minor 15-minute nuisance item that turned into 
40 steps costing more than a thousand dollars per house? Walk 
back through those steps and you find that at least 90 percent 
of them, representing the vast majority of the cost, were buried 
in overhead. Time for the mason, time for the superintendent, 
time for the estimator—and the ordering clerk on the supplier 
end, and the shipper, the picker, the packer, the driver, the ac-
counts payable clerk, the accounts receivable clerk, and on and 
on and on. Yet what went on the VPO? Thirty bucks for the new 
keystone, less $25 credit for return. Five bucks! 

Our considerable experience with more than 4,500 suppliers 
and trades participating in our week-long LeanBlitz sessions 
shows us a low, very conservative estimate of $1 overhead for 
every dollar in hard cost material and labor specified on a VPO. 
In the case of our missing item for the mason, the overhead-to-
hard-cost ratio was closer to 20:1! Let’s be honest. Do you count 
that? Do you track that? Is it eating away at your profit margins 
and those of the suppliers and trades you so desperately need? 
Is it time to start paying more attention to this?

BIG STAKES 
What’s at stake for solving the variance problem? Our signifi-
cant data base says an extremely conservative take is 2 per-
cent of the top line revenue. About half of that shows up as a 
percentage of hard cost, the other half is in overhead buried 
across 100 accounts, but mostly in time lost for construction, 
purchasing and we’re not even counting the impact on suppli-
ers and trades. Remember, you will not see all of this until you 
begin to count the total cost of variance completely. The margin 
improvement is more than enough reason to put a major em-
phasis on variance reduction but consider this. Might a signifi-
cant improvement in this arena go a long way toward becoming 
their builder of choice and help you beat the trade shortage?

Remember our builder going down the drain in the third ar-
ticle? We determined that half of his total cost in construc-
tion and purchasing staff was burned up by VPOs. If your loss 
is just a fraction of his, solving the variance problem is more 
than worthy of pursuit. I hope with these four articles you find 
stronger motivation to dive deep into the issue and fix it—and 
more importantly, do what it takes to keep it fixed. Please call 
or email me with your discoveries and revelations during your 
own journey toward the abolition of the VOP. That would make 
another great column, maybe a year from now. PB

Scott Sedam is president of TrueNorth Development, a consulting 
and training firm that works with builders to improve product, pro-
cess, and profits. For a free PDF of “Solving the Variance Nightmare,” 
four articles on the impact and implications of variance, email 
your request to info@truen.com. Reach Scott at scott@truen.com or 
248.446.1275.
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MIGHT A SIGNIFICANT REDUCTION 
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Your Bucket List
ast month I explained why 
2015 presents a “perfect 
storm” for home builders. 
David Crowe, chief econo-
mist for the NAHB, pre-
dicts 16 percent growth in 

new residential construction this year 
and more than 35 percent for 2016. 
That should be cause for celebration, 
yet significant increases in every cost 
category, from land to sales and mar-
keting, from construction hard costs to 
overhead, pose real obstacles. 

In normal markets, high demand 
drives increased sales prices for new 
homes, but things are different this 
year. Even in the face of impressive 
structural demand, research from 
Burns, Meyers, the WSJ, et al., suggests 
that builders can’t raise sales prices 
enough to fully cover their increasing 
costs because they are overpriced in all 
market segments. The gap between the 
price of new homes and that of exist-
ing for-sale homes has widened to un-
precedented levels, exerting a strong 
downward force on price increases for 
comparative units. There will be some 
increases, but more in some markets 
than others and not enough in virtu-
ally all. The result: 95 percent of all U.S. 
builders will grow this year, but with 
lower profit margins—unless they un-
dertake fundamental change.

Most builders are thus desperate 
to find another 3 percent to 5 percent 

margin. And one thing’s for certain, 
trying to pound it out of suppliers and 
trades won’t work because, in this mar-
ket, they’ll just move on to a competitor. 

But what if I told you there was five to 
10 times that amount of margin avail-
able, if you know where to look and re-
solve to find it and do what it takes to 
book it? Would you at least try?

Doing Things Differently
Over the past eight years my col-
leagues and I have shepherded home 
builders through more than 150 Lean 
process implementations where cross-
functional teams voluntarily subject 
themselves to days on end listening 
to suppliers and trades describe what 
now totals more than 25,000 specific 
improvement ideas in a detailed, high-
ly structured format. 

The savings identified almost al-
ways exceed $10K per unit by week’s 
end, without asking for a single price 
concession. After hearing from nearly 
5,000 supplier and trade companies, 
voluminous data reveals the one-offs 
versus the continuing patterns of 
waste. Through that process, we be-
gan to see six general “buckets” into 
which the improvements and resul-
tant savings fit. 

At times there’s considerable over-
lap, as the same opportunity—drywall 
is a great example—may be caused 
by labor issues, inefficient design, or 

sub-optimized buying practices if not 
a combination of all three. So it’s com-
mon for one idea to affect two or three 
buckets, and it’s not unusual to see an 
impact on four or five.

The stunning, inarguable conclusion 
is a very conservative finding of waste 
exceeding 20 percent of sales price in 
the $300,000 median-price U.S. home. 
That’s $60,000 per unit—a seemingly 
astronomical number. 

Can it be true? For whatever reasons, 
home building hasn’t been subject to 
the same level of scrutiny as other in-
dustries over the years for the applica-
tion of lean principles and effort to re-
duce waste in product and process. 

What is important to know is that 
every other industry that has been 
thoroughly measured, such as automo-
tive, reveals 40 percent or even more in 
waste. Ever tour an auto plant? Ever 
seen how they build multiple models 
now on the same assembly line with 
almost no inventory? Ever watch as 
there is almost no wasted motion and 
virtually zero rework? Ever marvel at 
the luxury of having the same people 
come to work at the same location on 
the same product, day after day? Now 
ask yourself: Which industry is inher-
ently more wasteful as currently prac-
ticed, home building or automotive? 

I rest my case. 
Twenty percent is just getting start-

ed, so let’s have a look.

2015 will be the Year of Building Dangerously, unless ...  

you find additional margin. Here’s where to look for it

[Margins]

By scott sedam, Contributing Editor
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Despite the success at picking off the low-
hanging fruit in this category during the 
recent industry crash, we are still amazed 
at what is found in each session. There 
are many sources to examine here, with 
incredible waste in concrete, mechanicals, 
finishes, and every other cost category, but 
the most egregious waste we see virtually 
everywhere is in wood and engineered 
wood products (EWP) truss and panels. It 
is a rare house where we can’t quickly spot 
$1,000 in waste, and $3,000 is common. 

Each builder has to meet two codes: 
the building code and the “customer 
code.” Meet the building code for the 
second-floor master and each time the 
customer crosses it she feels it bounce … 
and you’ve lost. Beyond those two codes, 
however, all is waste. 

I continually hear instances of overbuild-
ing dismissed with comments like, “That 
must be a shear requirement, or wind-load.” 
Well, is it really? More often than not, it’s still 
overbuilt. With some notable exceptions, 
most architects don’t concern themselves 
with those details, and most engineers over-
spec them, sometimes grossly so. Some 
builders simply let the lumber/EWP/truss 
suppliers do the takeoffs and layouts and 
we find most all of these over-spec’d as well. 

The answer is to find yourself a truly good 
engineer; one who will save you his or her 
fee multiple times over on each house you 
build by thoroughly dialing in exactly what 
is required —and what is not—for each plan.

$10K

At the end of a project, if house cost vari-
ance exceeds $500, a builder will convene a 
court of inquiry to discover the source. Yet if 
finished-lot cost exceeds $5K over the origi-
nal budget, the reaction is, “Gee, land sure 
is expensive here,” and then you move on 
to the next agenda item. It’s natural to focus 
most heavily on that which you can control, 
and two of the three components of finished-
lot cost seem largely beyond our influence: 
the price of raw land, and entitlements. 

But the substantial remaining piece, land 
development, can push up the cost of a lot 
$10K in a heartbeat. Dirt balance to make 
the lots work often reveals costs that can be 
greatly reduced by deciding exactly what 
you’re going to build prior to mass grading 
and undergrounds, and then sticking with it. 

Similarly, putting genuine thought into 
how you lay out utilities can be huge. 
It’s always a bonus, for example, to keep 
trenches out from under driveways but if 
unavoidable, paying particular attention to 
depth, bedding, and backfill can save tens 
of thousands in warranty cost. Sweating 
the details here can create a significant 
bottom-line impact. 

If you buy finished lots, the tack is to pro-
actively work upstream with your develop-
ers to ensure that they understand your re-
quirements to build most efficiently. 

The Buckets
The $10,000 value on each 
bucket comes from the data we 
have accumulated to support 
that amount as a minimum, 
although for some builders the 
potential is much greater. 

We have found, for example, 
that for each dollar you find in 
product, you find at least two 
in process. Each builder will 
gravitate to some categories 
more than others, and thus 
the distributions vary widely. 

Where they focus is not al-
ways where the most dollars 
are, but where the builder is 
more adept or at least comfort-
able looking. Everyone goes af-
ter No. 2, product, because it’s 
the easiest. You can see it, feel 
it, take pictures of the waste. 
Process, which is No. 3, on the 
other hand—or the “black art” 
of land development—and No. 
1, are much more difficult to 
get your arms around. Cycle 
time, No. 4, often remains un-
touched because most build-
ers don’t fully understand the 
remarkable impact of absorp-
tion on fixed cost. And as far as 
supplier/trade costs go, almost 
everyone is afraid to touch 
No.’s 5 and 6, although we do 
see progress.

2. Product
Including design, plans,  

& specifications

1. Land & Lot

$10K

businessmanagement
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I’ve written about cycle time for years, 
perhaps ad nauseam, yet most builders 
still fail to recognize the impact. The dol-
lar sway per house per day as calculated 
by our “Saved Day Calculator” Excel tem-
plate is typically four to seven times the 
amount that most builders will initially es-
timate. (Email me to receive a free copy of 
the template for your internal use.) 

The key is increased absorption of fixed 
costs over a greater number of units in a 
set time period, while requiring less time 
to build. Coming out of the downturn, 
however, the current trade shortage—
combined with looming shortages of ma-
terials—has expanded cycle times, which 
is exactly the opposite of what we need. 

We’ve also found virtually no correlation 
between cycle time and quality as far as the 
commonly held belief that quality requires 
more time. If anything, the opposite is true. 

Without knowing a builder’s current cy-
cle time and cost structure including fixed 
and variable percentages, it’s tough to de-
termine a rule of thumb here, but start with 
$500 per house per day saved. So if you 
build 50 units and you save five schedule 
days, that’s a potential of 50 units at $2,500 
per unit or $125K gross margin. Got your 
attention? That’s assuming you use those 
saved days to build more units and sell 
them, but that’s the goal. For builders who 
crack this code, everything gets better.

$10K

Process is truly the Holy Grail in home build-
ing and we could rightfully lump No.’s 4 and 
5 below under the same heading. It is de-
serving of an article unto itself. 

There are myriad home building pro-
cesses to consider, but at the core is what’s 
usually called the “start package.” With the 
start package in hand and feedback from 
suppliers and trades about its accuracy, 
you can predict most everything else about 
how well things go for any builder. When 
I began with the Chicago division of a na-
tional builder in the 1980s, its start package 
was called “The Bible,” which indicates the 
degree of reverence with which it was treat-
ed. Field superintendents, project manag-
ers, suppliers, and trades alike considered it 
gospel. It was that good, that accurate, and 
completely dependable. 

To get there, though, a ton of other things 
had to be done right. Options and selec-
tions were 100 percent nailed down and 
salespeople were trained to sell what the 
company offered and to keep customers 
happy doing so while meeting all cut-off 
dates. Late change orders were virtually 
nonexistent, as were VPOs. 

Further upstream, management had de-
cided early on exactly what the company 
was building and stuck with it; early enough 
that purchasing could get the bids, con-
tracts, and scopes all nailed down—up front. 
The result was that things ran beautifully. 

Imagine my shock when I discovered that 
only a few other divisions in that company 
met the Chicago division’s standards of accu-
racy and completeness. In the 26 years since, 
I’ve found that the vast majority of builders 
can’t meet that standard, to their loss. The 
difference that operational excellence in just 
this one process makes—in how well both 
the home builder and the 35 to 50 suppliers 
and trades that build the house operate—
can’t be understated. Any small amount of 
neglect here translates to big dollars.

$10K

4. Cycle Time
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There’s far 
more margin 

available 
to builders 
than they 

realize. But 
you need to 

know where 
to look and 

make a total 
commitment 

to find it.

3. Process
Including overhead,  
sales, & marketing
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This bucket remains almost entirely un-
touched in home building, but is standard 
operating procedure now in most other in-
dustries. Car manufacturers routinely spend 
time upstream in their suppliers’ facilities 
helping them identify and eliminate waste 
and cost, knowing that in the process they 
are helping themselves. 

I like to ask high-inventory suppliers such 
as lumber and cabinet companies to think 
for a moment of the best builder in terms 
of schedule, planning, and efficiency that 
they’ve ever supplied; the builder who always 
gives them sufficient time to order whatever’s 
needed for each house. Then I ask them to 
imagine if all builders were that good; what 
then would be the percentage of inventory 
they could eliminate? Cabinet companies of-
ten say 90 or 100 percent, while the average 
for lumber dealers is around 50 percent. 

Most research says that inventory costs, 
all-in, average at least 30 percent of the ma-
terial value annually. That’s a massive amount 
of money that builders could help suppliers 
save—and inventory is just one item on a 
list of areas where builders can help. As with 
wasted trips, if we were to go about the busi-
ness of sincerely trying to help our suppliers 
and trades reduce their cost in any way we 
can, do you think it might have an impact on 
how they bid us next time? Count on it! 

$10K

This too is not new for readers of this col-
umn. Yet once again, it remains largely un-
touched. I frequently pose a series of ques-
tions to groups of suppliers and trades all 
across the country. First I ask how many trips 
they make beyond what should be neces-
sary to complete their work for each house, 
if everything had been 100% right from plans 
and specifications to bid packages and start 
packages. It’s always one or two for each of 
them, and many, such as painters and lum-
ber companies, report an additional three, 
four, five, or even more added trips. Then we 
talk about what these trips cost. 

I ask what would happen to their bottom 
line if they could eliminate just half of those 
trips. From our database, we know that very 
conservatively, the average U.S. home car-
ries a buried cost factor of a minimum of 
50 extra trips costing $200 each that should 
not have to be made. That’s a $10K bill bur-
ied under every house in America. 

My final question to trades and suppli-
ers, however, is really directed at the build-
ers in the room. “How many of you,” I ask, 
“have ever had a builder ask to sit down with 
you for the express purpose of reducing or 
eliminating those extra trips and saving you 
money?” I virtually never see a hand raised. 
It’s in their overhead, so it’s in their cost struc-
ture, so yes, you the builder are paying, but 
no one does much about it. And you say that 
you are really interested in cost reduction? If 
you eliminated those trips, how much more 
real work could those suppliers and trades 
do for you? And might they look differently 
at you during the bidding process?

$10K

Scott Sedam is president of 
TrueNorth Development, an inter-
nationally known consulting and 
training firm based in the Detroit 
area. He welcomes your com-
ments, questions, and feedback 
at scott@truen.com. For a PDF 
of Scott Sedam’s article series on 
“Bridging the Margin Gap” plus 
an Excel Template to calculate 
saved day and trip cost impacts, 
e-mail info@truen.com and put 
“Margin Gap” in the subject line. 

5. Supplier/Trade
Wasted or  

unnecessary trips

6. Supplier/Trade 
Overhead

 ProBuilder.com   Professional Builder 41

Even this brief overview 
makes it clear that claiming 
an average of just $10K in each 
of the six buckets is not just 
believable but is genuine low-
ball accounting. In 2015, The 
Year of Building Dangerously, 
we’re seeing a level of demand 
we have only dreamed of since 
the downturn. That demand 
won’t be met by raising prices. 
In fact, if anything, you should 
be trying to lower your prices. 

One of our builders who 
normally sells an average of 
35 monthly did just that for 
February, a short month, and 
sold 72 units by offering what 
he termed “crazy discounts.” 
That proves the demand is 
there. Yet he knows he can’t 
keep pricing that way … unless 
… he finds a way to build more 
efficiently. That’s his challenge. 
That is your challenge: 2015 
could still be good and 2016 
even better, but you’d better get 
started. Step one is to change 
the way you think. PB
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A
decade ago when my col-
leagues and I began spending 
a great deal of our time im-
plementing Lean principles 
in the home building indus-
try, we frequently remarked, 
“For each dollar you find in 

product waste, you’ll find another dollar of waste in process.” 
We were wrong. After more than 150 field implementations 

with builders of all types and sizes, we now know that there 
are at least two dollars of process waste for each dollar you 
find in product, and in our experience, the larger the builder, 
the greater the waste. This is not just due to the multiplier 
impact of volume. It comes with the need to create ever more 
complex processes to control higher volumes of production. If 
there is anything that breeds waste, it’s complexity.

The good news is that this translates to opportunity, some-
thing that many of this year’s Housing Giants understand. 
Process waste represents a deep pool of margin to recover in any 
year. In 2015 however, as described in my two previous articles in 

the March and April issues, recovering this loss is even more 
critical because steadily increasing costs, with limited 

sales price increases, mean that most builders will 
sell more homes but at a lower margin. And 2016 

will be no easier. The bad news is that 
process waste is harder to 
understand, find, define, 
measure, and eliminate 
than product waste. 

It makes sense to first pick the 
low-hanging fruit of product waste. 

By Scott Sedam, Contributing Editor
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process produces a pound of wasted product and the labor 
that goes with it. 

Like so many difficult problems, this gets messy in a hurry. My 
mind is flooded with hundreds of examples. In the Midwest, a 
large builder began excavation for his first home in a new 400-
lot development after the first lift of the streets was in, only to 
discover that all the water laterals were located on just one side 
of the street. Easy to predict a huge bill for 200 of these homes 
to tunnel under existing streets and run pipes to the other side. 
Half a million in time and material added to final lot costs, plus 
a big load of management and admin time, and the root cause: 
process failure between builder and developer. The dollars spent 
on attorneys to sort that one out just added to the damage. 

I recall a young purchasing manager who, in pursuit of a 
large bonus, brought in a couple of new, cheaper painters to 
replace the builder’s long-term trade relationship. That move 
made field superintendents as well as service and warranty 
staff miserable for the next six months with massive rework. 
The incentive system actually drove wasted product, labor, 
and lost schedule days totaling up to a huge negative multi-
plier of the phantom savings from a lower bid price. Of course, 
the builder failed to measure that and the purchasing man-
ager got his nice bonus, another process loss. 

Or take the design center manager who believed that to sell 
homes she had to let customers pick any hand-rail combina-
tion with associated brackets and rosettes from a catalog that 
would put a NAPA auto parts counter book to shame. That 
caused continual rework for the framer who had to return to 
bust holes and add blocks because he never knew where the 
rails would attach, not to mention three trips for the drywaller, 
two for the painter, and one more for the trim guy to reinstall. 

After all, the “hard costs” of labor and material are typically  
50 percent of new-home sales prices, plus or minus 5 percent, 
and although most builders have worked hard in this realm 
since the downturn, we’re still amazed at what turns up in 
each Lean implementation. 

look to the underlying cause
The trick is understanding how much of the actual hard cost 
of each home, from initial project planning through warran-
ty, is labor and material that is absolutely required. A certain 
amount of concrete, lumber, roofing, siding, and mechanical 
components, etc., with associated labor, must go into each 
home. Anything beyond these requirements is waste. Take 
the median-price U.S. home at $300,000 and peg hard cost at 
$150,000. Remove all the waste, and you spend how much? 
$140K? $125K? Lower? In last month’s article I detailed six 
buckets holding at least $10K each in waste. The late author 
Stephen Covey called this “a world of abundance.” 

To make this even more difficult, some of what is termed 
“hard material cost” is in fact caused by process failure. That 
Dumpster full of 3-foot cutoffs looks like product, but the 
cause is takeoff error—a process failure. That extra layer of 
backer you specify behind the showers that no one else in 
town uses is absolutely product waste, right? Yet the true 
cause is process failure from a faulty standard set years be-
fore. How about those oversize lam beams in your best-selling 
model? If it’s that big and heavy, it must go down as material 
waste—or does it? The source is over-engineering, or perhaps 
the architect who forgot the implications of bumping out the 
first floor family room wall, leaving a real challenge to sup-
port the second story. Time and again, an ounce of neglected 

process
perils & profit
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And how about a division president who rushed a new com-
munity to open four months earlier than originally planned, 
hoping to get another 20 sales in before year’s end? He changed 
product twice after bid packages had gone out, causing sub-
stantial lost time, confusion, and errors for the suppliers and 
trades. As if that wasn’t enough, he then had the second stories 
torn off several models after the roofs and mechanicals were in. 
No, he still didn’t get it right, and the five extra sales he did get 
that year didn’t make a dime while he turned the entire opera-
tion on its head. We can’t even measure the cost to his people, 
but we know it was monumental, and we can trace it all back to 
a faulty process for a new community startup. 

I’d like to say that these examples are rare, but in truth, they 
go on every day. They’re not always so dramatic and expensive, 
but the small ones add up to big dollars. Missing details on 
plans and specifications may be clarified in a single phone call, 
but that phone call can cost $8 or $10 in lost time, plus the time 
it takes to reengage in whatever you were doing. That doesn’t 
sound so bad, but what if there are 50 missing details on each 
plan—not an unusual number at all if you make an effort to 
count them. And what if half of those initiate a sort of con-
struction conga line that goes something like this: The fram-
ing crew leader calls his boss about a truss that doesn’t seem 
to line up right. Framing boss calls field superintendent. Field 
superintendent calls construction vice president. Construction 
vice president calls purchasing manager who walks it over 

to the estimator. After staring at a few screens, they both 
scratch their heads and walk it over to architecture. 

Architecture calls the truss company. Truss guy, after 
30 minutes of studying it, calls architecture back and 

together they figure out that the truss is actually not the one 
on the gable end of the roof, but the last one over the garage 
and is a half-foot different in pitch. They start the whole chain 
back again, eventually getting to the field superintendent who 
goes out to measure it with the framer. Ahhhh … turns out 
that those two very close-but-no-cigar trusses weren’t labelled 
when shipped out. Then the discussion starts about whether 
they should (a) get another truss because the other one had 
already been “made to work,” or (b) rebuild this one in the field, 
launching another round of phone calls. Detail this out and 
you have a $500 bill in a heartbeat. More process pain.

become a master of process
This is where it gets expensive for the large production home 
builder. For a small local builder, most of those steps are 
concentrated in one or two people and the resolution comes 

quickly. The big builder, on the other hand, has—out of 
necessity—established division of labor into mul-

tiple departments, increasing complexity. We are 

we now know 
that there are at 
least two dollars 

of process for 
each dollar you 
find in product.
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taught to appreciate these departmental efficiencies, yet 
we rarely consider the inevitable losses that go with them. 
Here’s a rule for you: In the absence of carefully designed 
systems and process to prevent it, division of labor into de-
partments always results in costly breakdowns in communi-
cation. Count on it. 

Step one to curing these ills is to start looking at all of your 
costs in terms of process. All of them. If you want to truly be 
the best, the most profitable, with delighted customers, you 
have to become a master of process. Dr. W. Edwards Deming, 
the world’s foremost quality and operations guru, was well-
known for saying, “85 percent of the problems are the fault 
of management, not the workers.” Although I first read that 
more than 30 years ago, I confess that it wasn’t until I got 
deep into Lean implementation that I fully understood how 
or why this occurs. I hope you see it now as well. 

The root is in process, and who is responsible for creating 
and maintaining processes in a home building, or any other, 
organization? Management. I suggest that you assemble your 
team and brainstorm all of the processes used to manage the 
business, then pick the top 10 or 12 that have the largest im-
pact. Next, rate them in terms of how well your team performs 
on each, prioritize, pick two or three, and get to work making 
them better. Keep it tightly focused for starters because you’ll 
find that the highest-impact processes involve nearly every-
one in the company. Next month we will take a deeper dive 
into the list of processes you must develop to the highest level 
to become a genuine Process Master. These include:

1. New community startup: from land purchase through 
open ing the first model

2. Product design: from conception through fully detailed 
working drawings

3. Bid package: including specifications, options, contracts, 
and scopes of work 

4. Sales fulfillment: translating customer choices to 100 percent 
accurate input for start package

5. Start package: all the details of exactly what goes into each 
house

6. Schedule: accurate and predictable for suppliers, trades, 
and customers alike

7. Supplier / trade management: securing the top trades and 
best crews at a competitive price

8. PO / VPO process: accurate, efficient, responsive with mini-
mal variance

9. Field construction management: including site manage-
ment, material management, QA

10. Homeowner management: from first visit to model through 
warranty delivery

economies of scale
Remember that lecture in Economics 101 about “economies 
of scale”? One of the hardest lessons learned in the modern 
era of countless mergers and acquisitions is that there are 
a couple of annoying laws that go with scale, including the 
law of diminishing returns and the fact that variation in pro-
cesses increases with size exponentially, not arithmetically. 
Double from 100 units to 200 and complexity doesn’t double, 
it increases by a factor of four or more due to compound-
ed variation and the myriad interfaces between customers, 
communities, employees, suppliers, and trades while manag-
ing the tens of thousands of parts going into each house in a 
largely uncontrolled environment called “the great outdoors.” 
The problem with process is that the bigger you get, the more 
challenging it is to manage the chaos, often outweighing your 
presumed economies of scale. Working harder won’t fix it. 
The only solution is to work smarter. 

I could continue with 100 pages of process waste examples. 
My articles over the years are littered with them. But consider 
just one more: How much of your management time—from 
site superintendent up through CEO—is actually spent on 
process waste? That is, if everything really went right from 
site planning to design to sales to purchasing to finance, ac-
counting, admin, building, and customer care, what percent-
age is absolutely necessary versus what percentage is spent 
managing crises, reworking, and doing work you shouldn’t 
even be doing in the first place? If you’re confident that more 
than 50 percent of your time spent each day is truly critical 
to the process—at least the process as it should work—then 
congratulations! You’re operating at the 99th percentile. Or 
you have joined the vast majority who are kidding themselves. 

There are two kinds of builders that make the most mon-
ey: Deal Makers and Process Masters. The problem with the 
former is that you’re eternally dependent on luck, skills, or 
moxie to convince the other guy to sell for less than he re-
ally should. The Process Master, however, can thrive in any 
market—even with deals that don’t quite work as planned. I 
estimate that those two split about equally less than 10 per-
cent of the home building business. Of course, you can mud-
dle along as one of the 90 percent who build average homes 
generating a middling profit doing what they’ve always done. 
But if neither that nor relying on the next kick-ass deal gives 
you a warm feeling about the future, come back next month 
for a deeper look into the mastery of process. PB

Scott Sedam is president of TrueNorth Development, an internationally 
known consulting and training firm based in the Detroit area. For a PDF 
of Sedam’s article series “Bridging the Margin Gap,” including this one, 
send an email to info@truen.com with “PDF” in the subject line.
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A 
basic truth, which most 
learn the hard way, is an 
ounce of prevention is 
worth a pound of cure. 
Likewise, it is a basic home 
building principle that an 

ounce of good process prevents a pound of product waste 
and the labor that goes with it. While this truth is inargu-
able in practice, we’ve not yet reached the tipping point 
for this level of thinking in our industry. 

If you doubt me, think about the last time you were 
compelled to find some cost savings. Where did you look? 
Straight away, most builders focus on one of two areas: 
house cost or overhead. In the house cost category, they 
launch an immediate search for opportunities to negoti-
ate better prices for labor and materials. (Good luck with 
that approach in today’s market.) In overhead, they almost 
always start with an effort to eliminate jobs. There are in-
deed significant savings opportunities to be found in be-
ing more efficient with trade labor, materials, and our own 
people, but that isn’t how you find the real cost savings. 
The route to the margin you seek is through process.

DeAl MAkers vs. Process MAsters
In my last two articles, we established that process is 
critical to bridging the bulging margin gap that results 
from growing sales volume without sufficient rise in 
sales price to cover the cost increases that home build-
ers are encountering this year in every budget category 
(Professional Builder, April and May 2015). 

In nearly three decades in home building, working 
with more than 200 builders, I’ve concluded that those 
who make the most money predominantly fall into two 
categories: the Deal Makers and the Process Masters. 

Deal making is exciting and the stuff of legends, but it 
isn’t a sustainable business model for most builders. At 
the end of the day, it’s about getting someone to sell you 
something at a price that’s less than he or she wanted. 
You get because they give. If that sounds like gambling, 
it is, and I know only a few rare folks who are good at it. 
But it’s not something we can train our people to do, and 
having an entire company dependent on your next great 
deal isn’t a healthy way to do business.

Becoming a Process Master, however, is something that 
all can aspire to. It’s one of those concepts that’s usually 
understood intellectually but glossed over in day-to-day 

operations because people are unaware of the impact 
that process failure has on not just profit, but on the mo-
rale of the entire company. 

When I began writing this article, I’d intended to pro-
vide a more in-depth explanation of the essential pro-
cesses that builders must master to rise to the top and 
stay there. Yet I kept coming back to this persistent prob-
lem of intellectual understanding with no behavioral 
change. Then I recalled the incident in my past that fully 
woke me up to the impact of process failure on home 
building. It hit me like bricks falling from a 15-foot scaf-
fold, and it changed my thinking forever. 

WhAt Door?
I had decided to drive by a project on a Saturday morn-
ing because it was quieter then and I could walk around 
and study what the builder who hired me was build-
ing and how he was building it. I explored a few home 
sites in various stages of construction, and then I saw 
the hopped-up Ford Ranger pickup belonging to Jason, a 
young, high-energy assistant superintendent I’d met just 
the day before. I wondered what he was up to on site on 
a Saturday, and since I didn’t see him in front, I walked 
down the near side of the house. I was clear around the 
back and starting up the other side when I saw him. With 
a tape measure and a carpenter’s square, Jason was trac-
ing a rectangle on the side of the house about 20 feet 
back from the garage entrance. He was so intent on his 
work that he didn’t notice me approach. It took only a 
few moments for me to realize that he was neatly laying 
out the location of a service door. 

My energetic “Good morning, Jason!” startled him so 
much that he dropped his square. Then, noting my inter-
est in what he was doing, he said, “OK, you caught us. The 
jig is up!” He then explained how Friday, at about 4 p.m., 
the new homeowners were just finishing their final walk 
when the husband said, “Wait! Where is my service door?” 
Jason’s boss was a late 20-something, highly respected 
field superintendent named Ted, who I had also met the 
day prior. This was the first that Ted had heard of a service 
door, but with the wife nodding sincerely, he was confident 
that yes, the couple had ordered the optional service door 
and that yes, it had been missed. Ted’s head was spinning 
and he knew they were supposed to close Tuesday morn-
ing. Sure, he would have to trace it back, check the pa-
perwork, make absolutely sure that the service door was 

By scott sedam, contributing editor
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on the original selections, 
but his gut said this was 
legit and he stammered, 
“I am so sorry this hap-
pened. We will get on 
it right away and you’ll 
have your service door!” 
The homeowner’s final 
comment was, “I’m not sure 
we should close until it’s in, should we?” 

Ted was confident he could convince the homeowners 
that yes, they could close without the door being in, but 
his company’s president had been on a major campaign, 
emphatically insisting that “we will close no home that is 
not 100 percent complete with exceptional quality.” Ted 
didn’t want to be the one who let the president down, so 
he replied to the homeowner, “We will have this installed 
by the end of Monday, sir!” 

cAllIng In FAvors
While Jason carefully drew out the door on the house, 
Ted was back at the construction trailer trying to get ev-
erything for the door lined up. First he called the design 
center, explaining that he realized how busy they are on 
Saturday but that he had to know if the service door was 
specified in the options and selections. Ten minutes later 
they called back with the answer: yes. Obviously, that 
selection had been lost somewhere between the design 
center and Ted’s start package, but how or why wasn’t 
the issue right now. 

Ted made a list of everyone required to get the door in 
and became painfully aware of just how many supplier/
trade favors he would have to call in to get this done. He 
was about to begin the arduous task of calling every sup-
plier and trade he needed when he thought, “The stoop! 
That can’t wait until Monday.” Ted called Jason and asked 
him to run down the street to where the flatwork crew 
was laying sidewalks that day —and beg. Could they form 
up that stoop and pour it today with concrete left over 
from the sidewalks? It might work. Back to the list.

Ted needed the sider to come early Monday and care-
fully cut out an opening. Meanwhile, the drywaller could 
remove the drywall on the inside at the same time. He’d 
have the mason come by at 9 a.m. to cut out the waist-
line brick but man, that would have to be done perfectly. 
Then the electrician could come at 10 a.m. to cut the 

wire to the coach lights that, of course, ran 
right through the door location. He’d have 
to run the wire up and over the door, then 
run a switch and cut in a box for the service 
light that code required. Don’t forget the 
jelly-jar fixture! 

Worst of all though, the gas line ran right 
down that wall as well, the meter being just a 
few feet from the new door, toward the front 
of the house. The plumber was one of Ted’s 

best trades and he knew he could count on him. Just be 
thankful, thought Ted, that the meter itself doesn’t have 
to be moved. But run a gas line up and over the door? Ted 
had never seen it done … let’s hope the inspector doesn’t 
wander by … and oh, that means even more drywall re-
moved. Then the framer can come at noon to remove the 
studs and frame out the new door opening. Gotta have 
those dimensions perfect. Get drywall back at 2 p.m. and 
use that special mud that dries almost instantly. 

Now a big sigh from Ted, grateful the homeowners had 
decided to order the insulation and drywall option with 
fire tape only, unpainted. What about the insulation? 
He’d ask the framer to pull it and Jason would repack it 
after the plumber and electrician had finished. Ted won-
dered ... what did he miss? The trim! Both inside and out, 
and the trim carpenter, who he’d ask to install the door 
and hardware. Let’s see … if the trim carpenter was there 
by 3:30 p.m. … Now Ted had to call the lumber company 
to see if he could get the door there by then.

Who’s sorry noW?
Let’s leave Ted there for now, but I’m confident you get 
the picture: One item goes missing between options and 
the start package, and the next thing you know—between 
Ted, Jason, 10 suppliers, trades, and admin—what do you 
lose? Add everything up and the bill exceeds $2,500, not 
counting the cost of Ted and Jason’s time. It’s not just 
the hours spent on the rework, it’s also the lost benefit 
of what would have been gained had those hours been 
spent on something productive. This also applies to the 
suppliers, trades, and admin people. All in, it could cost 
$5,000 in total impact. 

And what about the homeowners? A couple that was 
happy with their home is now on high alert, wondering 
what else may be overlooked. What will they tell their 
friends? Will they praise their builder and their new 
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home, or will they 
tell the tale of the 
missing door and 
caution other po-
tential buyers to 
be careful? 

While we can’t 
put a num ber  
on this, we do 
have to keep it 
in the equa-
tion. As qual-
ity and opera-
tions guru Dr. 

W. Edwards Deming stressed, 
some of the most important numbers for 

management are unknown and unknowable.
This is, admittedly, a dramatic example, although it 

pales in comparison to others in my experience—such 
as the missed soils testing in Colorado that resulted in a 
$6.6 million bill, or the missing water laterals described 
in last month’s article that cost more than $500,000. 

In truth though, most of the damage is done by the 
slow, relentless eating away of time and energy under 
the unremitting abuse inflicted by substandard sys-
tems. A plan goes out to the truss company without the 
optional bonus room indicated and the wrong trusses 
show up on the job. A day lost for the framers, a truck-
load of trusses scrapped and returned to the plant with 
the cost of loading, unloading, rebuilding, and loading 
again. Pressure from the top causes estimating to re-
move one cube of brick from five models, which actually 
works—for two of them. Time lost. Extra trips. Requests 
requiring three sign-offs that could easily be handled 
with one. All that paperwork going back and forth be-
tween the field offices could be done electronically and 
half of it could be eliminated up front. The report that 
accounting dutifully works through lunch to generate 
by 2 p.m. each Monday rarely is reviewed by the CFO 
before Wednesday or Thursday, if at all. 

Bad process eats away at the connective tissue of a 
company and is a major factor in employee turnover. At 
some point, your people just aren’t having fun anymore. 
(Cue Tina Turner singing “We Don’t Need Another Hero.”)

Our list of Essential Home Building Processes has ex-
panded from last month by two. I suggest your team 

study these and resolve to make just one significant im-
provement in each process this year.

essentIAl hoMe buIlDIng Processes

1. Land/lot selection: matching land with what you 
build well and profitably

2. New community startup: from land purchase 
through opening the first model

3. Product design: from conception through fully de-
tailed working drawings

4. House bid package: including specifications, op-
tions, contracts, and scopes of work

5. Sales and marketing process: including options, 
selections, and design center (if applicable)

6. House start package: 100 percent accurate, all de-
tails of exactly what goes into each house

7. Supplier and trade development: securing and sus-
taining top trades and crews at a competitive price

8. PO/VPO process: accurate, efficient, responsive, with 
minimal variance

9. Building schedule: accurate and predictable for 
suppliers, trades, and customers alike

10. Field construction and quality: including site man-
agement, material management, QA

11. Homebuyer management: from contract through 
warranty

12. Culture/people development: building a great work-
place with productive people

As I promised last month, I’ll delve more deeply into 
these in July. When we truly reach process mastery, home 
building will change forever. We’ve watched it happen 
in other industries, such as automotive, that were every 
bit as skeptical and bound by tradition as ours. Although 
there have been marginal improvements in materials 
during that period, ask anyone who has lived through it 
on the inside of the industrial manufacturers and they’ll 
tell you exactly what we have concluded about home 
building: It’s all about the process. PB

Scott Sedam is president of TrueNorth Develop ment, an interna-
tionally known consulting and training firm focused exclusively 
on the building industry. For a PDF of Sedam’s article series 
“Bridging the Margin Gap,” including this one, send an email to 
info@truen.com with “PDF” in the subject line.
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T
his series of articles began in March 
with “Ten Questions to Ruin Your 
Year—Unless.” That initial piece de-
tailed the seven critical cost catego-
ries that are rising faster than sales 
prices. With markets up almost ev-
erywhere, the result is greater sales 

with lower profit margins by percentage. In the articles that fol-
lowed, we considered the “unless.” What specific actions can build-
ers take to beat the problem of higher sales and lower profit mar-
gins, which will persist at least through 2016 and likely beyond? 
Now we arrive at the foundation that makes all the difference: the 
ability of a builder to master process.

The 12 processes that follow must be addressed by every builder, 
and they can be defined and arranged in myriad ways. You can break 
some of them down into sub-processes, and probably should in or-
der to actually implement them, but this format keeps them orga-
nized on a high enough level that you’ll not get lost in the minutiae. 

We will not repeat in each of these what should be obvious—you 
have to build and maintain your process with specific steps, gates, 
guidelines—all subject to the doctrine of continual improvement. 
You must be highly intentional because process happens and when 
it happens randomly on its own, it is at best sub-optimal and at 
worst a disaster. As Brian Joiner, one of the great Deming Disciples, 
was known to say, “Things are the way they are, because they got 
that way.” OK, so deal with it. We start the change tomorrow.

By Scott Sedam, Contributing Editor

[SuStainEd profitaBility]

1. Land/Lot SeLection
Match land and lots to your strengths and mar-
ket needs. Years ago I worked with a market-
ing genius named Steve who changed his firm’s 
entire approach to land selection. For years his 
company operated like most in the industry: It 
had intentions of finding “A” or “B” sites; consid-
ering schools, transportation, and local ameni-
ties that fit what the firm was good at building. 
A “C” site might work if it could hit the right 
price point. 

Yet for virtually any piece of land that walked 
in the door with the right price and terms, out 
came the checkbook. With the deal in hand, it 
was now up to marketing, design, purchasing, and 
construction to figure out what to build to make 
it work. In those days, most of the profit made by 
builders was booked on the land. The house was 
just a mechanism to quickly turn the asset. 

One benefit of the great crash of 2007–2013 was 
that builders once again had to figure out how to 
make money on the house itself. 

So, determine your genuine strategic competen-
cies for product needed by the market and learn to 
build that better than anyone else. Go find the land 
that fits what you do so well. Quit trying to force-fit 
bad land to your product, otherwise you’ll end up 
building great product on land that doesn’t work. 

The 12 processes
for susTainable

profiT establishing sound business systems 

that ensure a healthy bottom line
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4. HouSe Bid Package
Include specifications, options, contracts, and scopes of work. You 
want to get a group of trades riled up? Ask how often they bid on 
something, then specs change to their detriment, yet they’re expect-
ed to hold their bid. The big problem here is that I’ve found not one 
purchasing department that gets the two things it needs to do the 
job —final plans and specifications, and the time required to develop 
complete bid packages with all details and scopes. The core issue here 
is management’s lack of discipline to decide on a product and stick 
with it. When senior management does do this, there’s always enough 
time. It has a profound and positive impact on the entire operation 
including suppliers and trades and their ability to build efficiently 
and make a profit while delivering top quality on schedule. No work 
should be started without a complete contract and a clear, mutually 
agreed-upon scope of work that’s part of every bid package. A clear 
definition of “job complete” is essential.

3. Product deSign
Concept through fully detailed working 
drawings. We could bury this process in No. 
2 above, yet it varies so much among builders 
that it needs to be mapped, analyzed, and de-
veloped on its own. Don’t get me wrong, prod-
uct design should never operate in a vacuum 
with designers designing what they prefer to 
build or what they think is right. I have asked 
hundreds of conference participants if they 
have seen the negative results of that prac-
tice, and when I do, entire rooms erupt in a 
sea of groans and waving hands. 

Presuming you picked the right gen-
eral product category and size in the steps 
above, the trick now is getting it right. We 
run a week-long process called “LeanPlan 
Workout” using a coding system and a base 
of more than 800 questions in 20 labor and 
material categories, which cover every pos-
sible angle, to thoroughly analyze and spec 
a house on plan detail. 

Suppliers and trades using a highly struc-
tured system like this produce an average of 
75 specific plan improvements per model. 
Just imagine the impact on time, overhead, 
schedule, and profit if you nail down 90 per-
cent of that prior to building the first mod-
el. Plan improvements mean fully detailed 
working drawings, including all mechanicals 
and engineering that benefits the builder 
first, not the concrete, lumber, or component 
suppliers. The sad truth is that most build-
ers don’t want to pay for this level of plan 
detail because they don’t know how to count 
the costs of not having it.

2. new community StartuP
Land contract through opening the first model. The process with perhaps the most obvious need that’s the most disregard-
ed is the period between securing the land or lots and opening the first model. It is clearly more complicated for those who 
develop their own dirt, but even those buying finished lots miss essential steps. Builders call us asking if they can purchase 
a start-up template, and we’ve helped many design them, but all community start-up is local. Local terrain and soil can 
make or break a project, and all is complicated by federal, state, and home-grown zoning and environmental regulations 
that have as many versions as there are communities. This also assumes that you came out of Process No. 1 with land or 
lots that match what you build well and that fulfill a market need. That simplifies things for everyone. Yet, if like so many 
builders, you “made the deal,” got your price and terms, and now have to figure out what to build that will work, then prod-
uct design, purchasing, marketing, and sales are all onboard for housing’s version of Mr. Toad’s Wild Ride. Why is this process 
so routinely neglected? Because it’s damn hard to work through the process and document it. But stop and think: You just 
discovered an ideal arena in which to develop a competitive advantage.

5. SaLeS & marketing
Include options, selections, and design center (if applicable). I won’t 
try to sum up all the treatises written on ideal sales process, but I 
will emphasize what’s consistently missing: sales fulfilment. This 
includes everything that happens from the moment a new buyer is 
ready to sign until all options and colors are finalized, documented, 
and submitted to purchasing. 

Virtually all sales training focuses on getting the deal. Fine, but a deal 
is not a deal without all of the above being 100 percent complete. Notice 
how some builds of the exact same house are far more profitable than 
others? Analyze the true total cost of how well these homes are spec’d out 
and contracted, and you learn what works and what doesn’t. Determine 
exactly what you offer and what you will not do, get agreements from all 
internal departments on requirements and cut-off dates, and then reli-
giously manage customers accordingly. An astounding amount of time 
and labor waste can be traced to deficiencies in this process. Lost profit 
for both the builder as well as suppliers and trades is the result.
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9. BuiLding ScHeduLe
Accurate and predictable for suppliers, trades, and customers. As I’ve written 
many times: The best builders are the best schedulers, and the best schedulers 
are the best builders. Period. Working with nearly 200 builders of all types and 
sizes in five countries, I’ve never seen an exception to this. If you still sched-
ule by cell phone, you’re ripping up money—for you, your suppliers, and your 
trades. Yes, it’s more difficult to schedule in the era of trade shortages and con-
fusion in the markets, but do you sense another opportunity coming on here? 
Most of your competitors won’t make the effort to establish everything that 
goes with a great schedule, train their people, and continually work it. (One 
caution: Make sure your people understand how to schedule manually before 
you give them complicated software. Never automate a bad system.) The fact 
that it’s difficult makes it even more compelling. There’s no better way to en-
sure your source of trades than to be the best scheduler in your market. 

8. Po/VPo ProceSS
Accurate, efficient, responsive, with minimal variance. If I showed up at your 
office right now, could you show me both in dollar amount and in number of 
orders the percentage of your production built under VPO (variance purchase 
order) versus PO (purchase order)? You may call VPOs by other names such as 
EPO (exception purchase order) or FPO (field purchase order), but know this: 
Every single one represents loss. 

There are many definitions and ways to measure the impact of VPOs, but 
we’re talking about any work done outside of the original start package. There 
are various explanations, such as site damage and winter conditions, but most 
involve specifications, custom options, missed selections, and late change or-
ders. Strong builders control them—an effort that involves sales, marketing, 
and design as much as it does purchasing and construction. Establish your 
tracking method with some logic, stick with it, and watch it monthly. You’ll 
find innumerable opportunities to reduce cost. When you see those percent-
ages come down, everything gets better.

7. SuPPLier and trade deVeLoPment
Secure and sustain top trades and crews at a competitive price. I’m not the 
only one who has written about this ad nauseam, yet I’m continually dismayed 
at how few builders take it seriously. A great deal of print and talk are wasted 
on good intentions, while genuine effort to build the best supplier and trade 
base with the best crews is rare. The only thing that matters here is total cost. 
Bid price outside of the understanding and use of the nine other critical factors 
of total cost is worse than meaningless because it will lead you astray. (See my 
June 2011 article, “10 Elements of the Total Cost Model.”) If you ask a group of 
builders to share horror stories of how they’ve been burned by low bids, you’d 
better bring provisions for a long siege. Inaccurate bids must be addressed with 
intense focus and a sustainable process that impacts every aspect of the busi-
ness. Solve it and your sourcing problems will vanish.

6. HouSe Start 
Package
100 percent accurate, all details of 
exactly what goes into each house. 
Almost three decades ago I took Bill 
Pulte’s training class on purchasing 
and operations, which he personally 
conducted. The start package was a 
file of “JIOs”—job initiation orders—
that covered every single thing that 
went into that house, with a highly 
detailed plan. Bill called it “The Bible,” 
a term he didn’t toss around lightly. 
Indeed, it was gospel. It contained all 
options, colors, and selections, the 
schedule, and the close date. Heaven 
help you if Bill showed up at your site 
in a city far away, took a look at your 
house Bible for Lot No. 54, and de-
clared it less than holy. 

This is another template people 
ask for, but it has to be developed 
locally using the parameters above. 
TrueNorth’s field guys will tell you—as 
will your suppliers and trades—that 
one look at a start package can pre-
dict how well everything on the house 
will go on just about every count.

You must build 
and maintain 

Your process with 
specific steps, gates, 

and guidelines—
all subject to 

the doctrine 
of continual 
improvement
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If you are like most builders, you 
don’t see one or two process deficien-
cies in your current business model 
but four, five, six, or more. You can’t 
fix everything at once, and you may 
suppose that since nearly everything 
needs improvement, you can start any-
where. That would be a mistake. Give 
yourself an honest rating on each item 
listed here, using a simple scale: defi-
cient, evolving, competent, or mastery. 
Then ask your team to do the same. 
Make it anonymous, put your scores 
up, and start the discussion. Where do 
you stand on each? Which ones do you 
spend sincere time and effort on now? 
That can be a real challenge if not a 
downright conundrum with 12 essen-
tial processes to consider, but next 
month we will help you with that. 

If you want to get a head start, the 
one book that everyone in home build-
ing should have read years ago that 
most haven’t is The Goal by Eliyahu 
Goldratt. You may have heard of his 
theory of constraints. It’s time to ap-
ply it. PB

Scott Sedam is President of TrueNorth 
Development. For the latest PDF in this 
series, “Bridging the Margin Gap,” send a 
request via email to info@truen.com and 
include “Margin Gap” in the subject line. 

12. cuLture/PeoPLe deVeLoPment
A great workplace with productive, engaged people. This one is difficult to 
apply metrics to; one of those I-know-it-when-I-see-it situations. Plus, there are 
so many ways to skin this cat. I can send you to 10 different builders who have 
achieved this and you will find significant differences in how they operate. 

In this process, as in all the others, there’s a strong desire to simply cherry 
pick and skip the hard work of developing your own process, but that never 
works. Benchmarking can be helpful, but permit me one final Deming-ism: 
“You cannot copy, you must understand why.” What my colleagues and I can 
tell you is universal: All strong cultures have leadership that demands every-
one contribute in a productive way and ensures that all are recognized. People 
want to have influence over the systems and processes that influence them. 
Don’t just allow them to, encourage it and support it. Ensure that development 
of people and culture is a defined process, not a series of random events.

11. HomeBuyer management
From prospect to contract through warranty. Many of these processes have 
obvious and necessary overlap. The key is considering the entire journey 
through your process, starting with what potential buyers see in ads and driv-
ing through a site, their first meeting with a salesperson, experiencing the 
models, becoming a prospect, converting to a contract, going through selec-
tions, experiencing construction, closing, through the official warranty period 
and even beyond (if you care about continued referrals, that is). Establish your 
touch points at each step. Who does what? What does the customer get at 
every stage? Who do they hear from? Where do they go to get questions an-
swered? Establish your process where every single touch point is proactively 
managed. Otherwise, accept the alternative: running around each day with 
your organizational hair on fire trying to keep up while losing goodwill.

10. FieLd conStruction and QuaLity
Include site management, material management, QA, and warranty. 
During my first years in home building, this was all I worked on. In my job with 
a top 10 builder that had 15 divisions—quickly growing to more than 30—I soon 
learned that the best were those who understood and managed quality as a 
process beginning with lot and product selection, through design, through pur-
chasing of labor and materials, construction, then warranty. We built a strong 
trade base with loyal suppliers. We checked deliveries for accuracy and quality. 
We took the temperature and ran slump tests on concrete. We tracked the days 
it took to do everything. As many things as we did right, we truly had the good, 
the bad, and the genuinely ugly at that firm. The learning opportunity to watch 
all of those operations closely and help those who wanted to be the best can-
not be overstated, and I’m grateful for that. Counting defects at punch walk is 
not quality. At that point, you’re way too late. Quality results from building the 
requirements into everything you do; understanding it as an ongoing process 
rather than a status to be achieved makes all the difference. 

understanding 
qualitY as 
an ongoing 
process rather 
than a status 
to be achieved 
makes all the 
difference 
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ImprovIng 
process WIth 
clarIty, prIorIty, 
and Focus

a
mong the most frustrat-
ing work requirements, 
whether in business, 
education, volunteering, 
or any other endeavor, 
is how to prioritize the 
myriad things that cry 

out to be done. Serious endeavors in process improvement 
are no different, as you typically uncover a long list of prod-
uct and process issues to resolve—and all should have been 
done yesterday. 

There are as many reasons for failure as there are things to 
do, but the top cause is simply trying to fix too many things 
at once. Can I get a witness? No trouble there.

 The most common approach to solving the prioritization 
challenge is found in divining what the boss wants. That 
won’t guarantee you pick the right things to help the busi-
ness, but it won’t get you fired. Some people turn boss-pleas-
ing into an art form and make a career out of it while the 
company just muddles on. 

At least as common is choosing by committee. The rub 
there: more often than not, no one feels truly responsible 
for the decision. I recall the East Coast operation of a ma-
jor home builder whose team members all voted to back a 
project, moving it to the front burner because the builder 
could do “five units per month.” After the project tanked, 
each team member privately revealed that he thought the 
builder could do no more than three units monthly, at the 
most. Groupthink wins again. 

Or you can pick what you find personally compelling. I like 
that to the degree it generates commitment for going after a 
project and seeing it through —as long as you are sure your 
personal passion is aligned with the company’s goals. 

In the end though, many management teams are so over-
whelmed that everyone runs off to their corner of the busi-
ness and tries to implement individual improvement efforts 
with little consideration for the impact on others. That’s op-
erating in silos and it’s rare that anything good comes of it. 
We need something better, but what?

 When asked who has influenced me the most in busi-
ness—beyond the many great mentors I’ve had in home 
building—I often cite W. Edwards Deming and Eli Goldratt. 
Deming gets at least a look of recognition from many, but 
Goldratt, rarely a nod. That’s unfortunate because the heart 
of Goldratt’s operating philosophy is simpler and easier to 
apply than Deming’s. 

goldratt’s theory oF constraInts 
Just as with Deming’s “14 Points,” you can spend years study-
ing the nuances of Goldratt’s Theory of Constraints (also 
known as TOC), and I asked Fletcher Groves, an industry con-
sultant who has studied Goldratt more than anyone I know, 
to write the accompanying “Deeper Dive” sidebar on page 58. 

The principle at the heart of Goldratt’s work, however, can 
be taught in 10 minutes. We’ll employ a simplified 12-step 
model of home building process and productivity ratings for 
each element. These ratings are for Alpha Homes; yours will 
be different.

By Scott Sedam, Contributing Editor

[BuSinESS EffiCiEnCiES]
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sImple home-BuIldIng model

1. land development .95

2. product development .92

3. sales & marketIng .92

4. FoundatIon .91

5. FramIng & rooFIng .88

6. WIndoW & door .95

7. mechanIcals .93

8. InsulatIon .77

9. dryWall .84

10. paInt .89

11. FloorIng .90

12. trIm .89

Let’s say we just finished a big planning session and have a 
list of five or seven things to improve in each element totaling 
75 improvement ideas. Everyone’s got plenty to do, so just get 
cracking, right? Not so fast. The lowest productivity rating, in 
this case step #8 on the list (Insulation), is what Goldratt calls 
the “constraint,” aka the bottleneck, roadblock, obstacle, etc. 
So we attack that one, but plenty of others need help, so our 
urge is to start improving those as well. 

But consider what happens when we do. If we increase the 

productivity or capacity of any of the first seven elements, sit-
ting at the end of step #7, Mechanicals, is a pile of inventory 
in the form of work-in-process (WIP), and it just keeps back-
ing up. Inventory costs erode profit while we wait for step #8, 
Insulation, to catch up. In fact, we can raise the productivity 
of all seven steps prior to Insulation to 1.00, but if Insulation 
stays at .77 we won’t get a single additional house out the 
back end and our costs will balloon. A very simple concept, 
but rarely understood or applied.

Focus eFForts on greatest constraInt
Consider now the result if we increase the productivity of #9 
through #12, starting with Drywall. The result is excess capac-
ity and no additional units being produced. Unused capacity 
costs money as well. A Goldratt purist will thus state that it’s a 
complete waste to put any time or effort into anything except 
your primary constraint in the system. Focus there, and results 
will improve much faster at a lower cost. 

So let’s say we did exactly that, opened up the Insulation con-
straint from .77 to .90 for productivity. Now what? Simply go to 
our next constraint, which in this example is step #9, Drywall 
at .84. Fix that and next on the list is Framing & Roofing at .88, 
and so on. It never ends because by the time we get everything 
up to the level of our most productive element, something else 
will have become the most limiting constraint. In time, it could 
happen that we run short of lots, so Land, formerly #1, has now 
become our greatest constraint. Currently, a safe guess is that 
the greatest constraint for most builders is framing labor.

How simple is this? Find your greatest constraint and focus 

What to do When 
everythIng on the  
lIst Is JoB no. 1

iC
o

n
S

 C
o

u
r

t
E

S
y

 f
la

t
iC

o
n

.C
o

m

   55 8/21/15   12:00 PM



56 Professional Builder   September 2015

[BuSinESS EffiCiEnCiES]

the majority of your efforts on that. Alpha Homes has 75 im-
provement ideas for its building process, but let’s first solve 
all those related to step #8, Insulation. In reality, it’s rare that 
everyone in the company can work on the single greatest ob-
stacle, so you may make some efforts on others, but keep the 
focus on the biggest roadblock. And of course, it gets more 
complicated than this simplified example. 

Take a look again at the 12 Essential Processes we identi-
fied in the July Issue (for more detail see “The 12 Processes for 
Sustainable Profit,” Professional Builder, July 2015): 

essentIal home BuIldIng processes

1. land/lot selectIon

2. neW communIty start-up

3. product development

4. house BId package

5. sales & marketIng

6. house start package

7. supplIer & trade development

8. po/vpo process

9. BuIldIng schedule

10. FIeld constructIon & QualIty

11. homeBuyer management

12. culture/people development

First, as Fletcher Groves describes in “A Deeper Dive,” on page 
58, you may find a constraint that has its roots in more than one 
process. Beta Homes was working on about 15 different initia-
tives this year, improving everything, everywhere, with the pri-
mary result being frustration. The company did its homework 
and discovered that the single biggest constraint is keeping up 
with the details and paperwork required to process Beta’s con-
siderable options and selections list. Purchasing and estimat-
ing are buried doing costing and change requests, design can’t 
keep up with the plan detail revisions, the field superintendents 
aren’t sure what they’re building, POs are inaccurate, VPOs are 

way up, the schedule is slipping, all while suppliers and trades 
are bending under delays, rework, and extra trips. And right 
there we touched half of the processes listed above!

Bottlenecks revealed
Now take that constraint, process map it, break it down fur-
ther, and soon you’ll reveal the greatest bottleneck within 
the first constraint you identified. You now have a place to 
start. Perhaps that software you were about to buy answers 
the question by enabling better POs and VPOs, but maybe the 
real constraint is in your “anything goes” product development 
mentality and you need to focus on simplification. Or it could 
be that your practice of never giving purchasing the two things 
it needs to do its job—final product specifications, and enough 
time to create solid bid packages and secure contracts with de-
tailed scopes of work—is actually the primary constraint. Or is 
it sales and its complete lack of discipline in selling what you 
can profitably build? This is your job now, to employ the tools 
available to identify the true constraints, get to the heart of 
them, solve the current problems, and prevent new ones going 
forward. The result is profit, and that’s your goal.

It’s an old trick question of mine to ask a group, “What’s the 
purpose of a business?” The immediate brain-jerk reaction is: 
“To make a profit!” To which I immediately respond, “Wrong!” 
After allowing the group to gaze around befuddled for a few 
moments, I advise that the goal of a business is, indeed, to 
make money. The purpose, however, has to be established in 
the eyes of the customers you are serving, without which there 
is no business. The purpose is to fulfill a customer need. Said 
another way: The purpose is to solve and prevent problems. Do 
this well and you meet your goal—to make money. Semantics? 
No, because I’ve observed a clear difference over the years 
between those companies focused merely on the goal, rather 
than on the purpose. Be clear though. If you do not consistently 
achieve the goal of making money, you will soon be out of the 
business of solving problems for your customers. There’s no 
better method than Goldratt’s Theory of Constraints to enable 
your pursuit of that goal. PB

Scott Sedam is president of TrueNorth Development. For the latest PDF 
in this series, “Bridging the Margin Gap,” send a request via email to 
info@truen.com and include “Margin Gap” in the subject line.

a goldratt purIst WIll InsIst  
that It Is a complete Waste to put 
any tIme Into anythIng except your 
prImary constraInt In the system
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J
ust because builders employing TrueNorth’s 
12 Essential Processes find so much that needs 
improvement, doesn’t mean the effort can 
start just anywhere, and certainly not all at 
once. The most focused method of continual 
improvement is found in the Theory of 
Constraints (TOC), the methodology that grew 

out of The Goal: A Process of Ongoing Improvement, the 
first of Eli Goldratt’s four business novels. TOC originated 
with The Goal, but it now extends far beyond the storyline of 
synchronous manufacturing production flow and the stated 
goal of “making money, both now and in the future.” 

To put Goldratt’s Theory of Constraints in perspective, 
Lean works like an antibiotic fighting infection, attacking 
waste wherever it is found. Six Sigma emphasizes reduction 
of variation, which may or may not produce waste. Total 
Quality Management treats waste as a side issue to quality. 
TOC, however, views everything as part of the overall 
system, including workflow, production problems, variation, 
waste, resources, schedules, work-in-process—all from the 
perspective of the system constraint: whatever limits the 
system’s ability to achieve its goal. 

TOC is systems-thinking that’s based on cause-and-
effect relationships, interdependent parts of a whole, and 
ordered behavior of the business environment. It is rooted 
in the way things work, how problems are solved, and how 
constraints are managed. Home building companies are not 
loosely connected sets of independent parts—collections of 
processes, departments, systems, resources, and policies. 
They are systems of interdependent elements that must 
work together to accomplish the goal. Theory of Constraints 
recognizes that builders don’t operate with unlimited 
capacity, resources, capital, or opportunities. TOC insists that 
improvement efforts be prioritized and that some problems 
and opportunities will have to wait until other constraints are 
addressed. Like the weakest link in a chain, there is always 
a constraint that limits the current performance of a system. 
Efforts to improve anything other than the primary constraint 
will not just be unproductive, they may make things worse. 

How does a builder use TOC principles to systematically 
attack waste found in TrueNorth’s 12 Processes? 

1Home building production is project portfolio 
management. The 12 processes are embedded 

elements to support the overall system and are thus 
subordinate to the system. 

2TOC cause-and-effect logic tools such as current and 
future reality trees, link visible symptoms of problems to 

their root causes. Root causes may be found in more than 
one process, a nuance that can be obscured with focus on 
individual processes alone.

3Similar to the iterative 5 Whys technique of Lean Pro-
duc tion, the builder relentlessly challenges cause-and-

effect assumptions, prioritizing improvement efforts around 
true constraints.

4Apply appropriate tools to address the constraint, 
without regard for the “improvement theology” origin, 

be it Lean, Six Sigma, TQM, business process methods (BPI-
BPM-BPR), or TOC. 

5Map the 12 Processes, and with insight from 
understanding root cause, document their current (as-is) 

states, identifying all waste and non-value-added work.

6Redesign each process to meet the desired future (should 
be) state and prevent errors, waste, mistakes, rework, 

redundancy, needless paperwork, cost, and lost revenue.

7Document the future (should be) state of the 12 Processes 
so the newest, least experienced teammate can self-

learn the requirements of his/her position, understanding its 
relationship to every other position involved in the process.

8Through team-based performance compensation, create 
a sense of urgency for generating results—an urgency 

toward achieving the levels of operating performance in 
these processes that generate better economic outcomes.

Fletcher Groves is president of SAI Consulting.  
saiconsulting.com

by fletcher Groves

goldratt’s theory oF constraInts:  
a deeper dIve
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ake an objective view of home 
building, compare it to other in-

dustries, and you’ll find remarkable 
differences. Some differences spell 
opportunity, such as relatively low 
barriers to entry. Compare home 
building’s barriers to farming, 
where buying just a small spread 

of 50 acres and some decent equipment is cost-prohibitive for 
most. Other differences make the business fun, such as the abil-
ity to actually build and sell a high-dollar product of your own 
design. Try that with cars or any manufactured product, even 
one as simple as a hair dryer. Many of home building’s differ-
ences, however, inject extreme variability in both process and 
product leading to what often appears to be barely controlled 
chaos.  After 25 years in the business and getting to know a cou-
ple of hundred builders in five countries, it is clear that builders 
who learn to control that chaos find the greatest success.

Home builders, of course, rarely build anything. Instead 
they finance, identify resources, design, contract, coordinate, 
schedule, sell, and service homes—but they do not physical-
ly build them. More than 95 percent of the people who work 
for builders do not labor for them as employees and, more 
than that, they often work for competitors. On any given 
house, a builder will engage a minimum of 500 people from 
35 companies, and that can grow to over a thousand people 
from 50 or more firms. During construction, the work is done 

outside in sun, wind, rain, and snow with virtually none of 
the common comforts found in a traditional manufacturing 
environment. Add to this scenario a bevy of codes and their 
often inconsistent interpretation by inspectors. Finally, in no 
other business do you find customers so directly connected 
to the product during production, and we all know the chaos 
they can produce—if you let them. 

Dr. W. Edwards Deming was known for many profound ob-
servations about manufacturing processes and management, 
but none is more simple yet poignant than this: “Uncontrolled 
variation is the enemy of quality.” Neither Deming nor anyone 
else would suggest for a moment that you cannot have varia-
tion in plans and product; but to the degree you fail to control 
it and provide coping mechanisms for what you cannot con-
trol, then quality, customer satisfaction, and profit all suffer. 
There are many, many targets in home building where we can 
reduce the variation that leads to complexity and chaos. Use 
this list of 10 opportunity targets to start your own, and I en-
courage you to share any others you devise that reduce chaos 
in your own organization. 

[home building process]

by scott sedam, contributing editor

taming

1. reduce employee turnover
Most of what we read about employee turnover emphasizes 

the cost of replacement, often cited as three-to-four times the 
annual income of any trained, experienced person you lose. 
That includes the cost for recruiting, retraining, and getting 
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Complexity is inherent to home building, but 

you must manage it or it will manage you.

someone up to speed. But replacement costs are not the big-
gest problem. The real issue is losing the rhythm of produc-
tion, called “Takt” time in classic Lean. With turnover in your 
staff, you lose a smooth-running organization, which results 
in continual static in the system, inefficiency, and induced 
variation as you start, stop, restart, over and over the myriad 
small processes that make up the larger system. The anal-
ogy of not firing on all cylinders is apt, and a larger burden 
then falls to those who are firing, to keep the machine going. 
Everyone is stressed and chaos increases.

2. reduce the absolute number  
of suppliers and trades

Each supplier and trade beyond the absolute minimum 
required places additional burden on the system in ad-
ministration, bookkeeping, data entry, and data process-
ing, just for starters. Simply keeping up with phone num-
bers, addresses, Federal Tax ID numbers, W-9s, and checks 
is a nightmare. Construction and purchasing must learn the 
strengths, weaknesses, and idiosyncrasies of too many com-
panies. Which is most timely? Which has the best crews, and 
what are their names? How about the crews you never want 
to see on your site again? As described in the introduction, 
you already utilize a minimum of 35 companies and 500 
people to build your houses. Are you sure you want to add 
another ring to that circus?

3. reduce turnover in  
suppliers and trades

Now that you have minimized the absolute number of sup-
pliers you need, reduce the turnover in those you have. This 
task is even harder than reducing turnover among your own  
employees because you have less control. With your own peo-
ple you can supervise, train them directly, and try to insulate 
the rest of the company until they get up to speed. You can 
institute internal workarounds on an interim basis or throw 
more bodies at it for a time. With suppliers and trades, that is 
much more difficult. On the surface you see the schedule slow-
ing down, production loss, and a lot of chatter in the system. 
Look closer and you observe extra trips to the sites, balloon-
ing cell phone minutes, quality measures suffering, customer 
satisfaction slippage, and your field people working late and 
coming in on weekends to keep up.

4. simplification in plans,  
elevations, and options

The subject of simplification in opportunities No. 4 and No. 
5 deserve their own article, or perhaps a book. Whether you 
build starter homes or multi-million-dollar mansions does 
not matter. Each day you should wake up with a goal to sim-
plify something—anything—about the product or process. Do 
you really want to festoon that elevation with 32 corbels at 
$35 each? Is it a good idea to load your model with designer 

SeCretS of the SuCCeSSful Builderthe chaos
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options, especially those that customers cannot afford? Do 
you need an entire book of handrail choices for mid-priced 
homes as did one builder I visited last year? Do customers 
want 27 front-door choices on a townhome as I saw with an-
other builder? Why do you have so many VPOs, and why do 
you need three levels of sign-off to approve them? How many 
elevations do you need to sell that plan, and how many mod-
els are sufficient? Get in the habit of challenging everything 
you do inside the office, at the sales office, and especially in 
the design center. No notions or assumptions allowed. 

5. simplification in construction
In No. 4, we are talking primarily about how chaos impacts 

everything off the building site. Here we confront the impact 
on daily field operations. Never forget that variation increases 
the complexity in a system exponentially, not arithmetically. 
Double the plans and you increase complexity at the square, 
or four times. The same goes for elevations, options, commu-
nities, suppliers, and trades. Complexity breeds chaos. Can 
your field managers really get in each house, each day? We 
could list examples all day long, but more instructive here is 
to ask you to stop and consider the impact on daily field op-
erations by this complexity, especially the schedule.  

6. fully detailed, lean-engineered plans
I have published multiple articles on this one, and it is a 

constant topic of mine and my colleague Todd Hallett from 
TK Design and Associates. I have walked more than 500 hous-
ing sites the past seven-plus years doing lean implementa-
tion and collected literally thousands of pictures of the very 

expensive consequences of not having great plans. In the 
LeanPlan Workout process we run that involves 20 or more 
suppliers and trades, it is common to identify more than 100 
specific improvements to a plan that the builder thought was 
thoroughly vetted for waste. We never see less than 50. The 
notion that builders won’t pay for detailed plans and work-
ing drawings because they are unnecessary or too expensive 
is beyond penny-wise and pound-foolish. There is no greater 
source of home building chaos than inadequate plans.

7. implement unit costing
If you want to bring sanity to bidding and options, determine 

the cost of everything up front. Get agreement from suppliers 
and trades for the next year and offer only options and selec-
tions with established cost, or a price so simple to figure that 
anyone can do it without phone calls, drawings, and approv-
als. Yes, getting unit costing started is a ton of work. Yet the 
induced variation from not having plans, elevations, options, 
and selections determined, and costed and priced in the de-
sign center, leads not simply to chaos but to something nearer 
to brain damage. Your only other option is a completely set, 
very simple product with extremely limited options. There is 
a niche for that product, but a small one. Meanwhile, the rest 
of you have work to do. 

8. reduce cycle times
The typical U.S. builder requires 150 to 180 days to complete 

a house, despite what the paper schedule says. A reasonably 
good builder might consistently average 120 days. Really 
strong builders hit the 90-day mark with consistency while 
the truly great ones get it done in 60. For the 95 percent of you 
over the 90-day build time mark, there is nothing that will do 
more to improve your company and enhance profit because 
to be excellent at scheduling, you have to be great at so many 
other aspects of the business. If you need proof, email me 
with the words “Saved Day Calculator” for an Excel template 

businessmanagement

order was the dream of man.” 
henry Adams 

“Chaos was the law of nature;  

[home building process]
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that calculates schedule impact in a way that is inarguable. 
Yet that calculation—usually three-to-five times in dollars 
more than builders believe it is—does not account for the ad-
ditional cost associated with variation. The problem is work-
in-progress units stacking up on top of each other. You want 
to build 120 houses this year? Lay those houses out for a year 
on your 120-, 150-, or 180-day real schedule and see how the 
units stack up to get them in. Now run it at 90 days. Now 60 
days. See the stacks go away? Which do you think is easier to 
manage? Which will produce better quality? Remember that 
chaos increases exponentially with complexity and variation. 
Would not the reverse be true? Ponder the implications and 
by tomorrow you will be working on cycle times at full bore.

9. optimize units per supervisor
How many units can the average experienced site super-

visor manage in a year? Did you immediately ask, “What’s 
the cycle time?” Without knowledge of cycle time it’s an im-
possible question. There are innumerable variables such as 
the number of communities, if there are assistant superin-
tendents, is there front-end/back-end separation, do they 
pull their own permits, do they perform customer walks and 
schedule warranty? There is no simple formula for this ex-
cept to consider your building process, take all variables into 
account, modify as needed for experience and housing type, 
then manage to it. Don’t just let it happen, or let the number 
wander, as we often see. The moment a site supervisor tries 
to manage beyond his capacity, errors and oversights creep 
in, complexity starts to compound, and chaos rears its head 
again. Figure it out and hold the line. Get your field staff ready 
before you need them. If you know how to measure total cost, 
you know you can’t afford not to do this.

10. master schedule coordination
I am generally a states-rights guy except when it comes to 

basic expectations everyone should be able to count on no 
matter where they live or work. Given that, a dose of federal-
ism and central control can avoid a lot of chaos in schedul-
ing. With business up nearly everywhere, we frequently hear 

suppliers and trades complain that site managers from the 
same company give them mutually exclusive instructions and 
put them in an impossible situation. Once you have more than 
a few site managers, you need some mechanism to coordinate 
supplier and trade resources for optimum production. Without 
it your neat, orderly NASCAR track becomes an old-fashioned, 
county fair figure-eight. Next stop, demolition derby.

I have hardly exhausted this list and cut if off at 10 for space 
considerations. Most of these are simply examples I have en-
countered in the past few months. Pull your crew together, 
go over this list, then start brainstorming everything that in-
duces variation and complexity in your process. Hold off until 
the end the debate on whether it is necessary variation or not. 
Then have it out. Identify a list of five top culprits that have 
the biggest negative impact and make a plan to eliminate or 
reduce the complexity as much as possible. 

Last month I participated in Fletcher Groves’ first-ever 
“Velocity” workshop, spending two days exploring the ins and 
outs of production, inventory, and scheduling. It was quite 
intense, challenging, and not for the intellectually lazy. We 
played repeated rounds of a building simulation game and the 
students saw clearly that scheduling requires careful thought 
and planning, otherwise things quickly spin out of control, 
and chaos ensues. Henry Adams, son of one U.S. President and 
grandson of another, wrote in the 1800s: “Chaos was the law 
of nature; Order was the dream of man.”

You may be tempted to say nothing has changed—leaving the 
goal of bringing order to home building a mere dream—and use 
this as a convenient excuse not to try. Yet the math of complex-
ity and chaos is beyond compelling and, without corralling it, 
your street of dreams becomes a dead end. So go ahead, dream 
the impossible dream. When it wakes you up at night from ex-
citement or futility, email me and let me know how it’s going. PB

Scott Sedam is President of TrueNorth Development, an interna-
tionally known consulting and training firm based in the Detroit 
area. Scott welcomes your comments, questions, and feedback at 
scott@truen.com. Find Scott’s LeanBuilding Blog on www.ProBuilder.
com or www.TrueN.com, where you will find archives of past articles. 
You can also join “The LeanBuilding Group” on www.linkedin.com.

“uncontrolled variation is the enemy of quality.” 
dr. W. edwards deming

businessmanagement
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step 1
in f xing a broken processof complexity 

capacity, everyone loses. 

   2 9/17/15   12:29 PM



 ProBuilder.com   Professional Builder 3

S
ince last spring I have em-
ployed this forum to explore 
the critical nature of process 
in home building. We’ve iden-
tified the key processes that 
account for the greatest waste, 
analyzed them in some detail, 

and, most recently, addressed how to prioritize process im-
provement when everything seems like Job No. 1. So let’s as-
sume you’ve determined your top process constraint and are 
now ready to solve it. 

I’ve spent much of my career helping builders create and 
manage systems and processes to increase profit while build-
ing great homes for delighted customers. One of my biggest 
epiphanies was the day it dawned on me that there are only a 
few approaches to remedy a broken process and our instincts 
inevitably lead us to pick the wrong way first. Processes break 
down for a variety of reasons. Fast growth can do it. A change 
in product line can turn them upside down—single-family to 
multifamily is a classic example. Another culprit is turnover 
in key personnel, where the person who really knew how to 
work that thing has fled to other, perhaps greener, pastures. 
Opening in another city is also a common cause of process 
failure, an inability to cope with all the changes and new re-
quirements. Whatever the source of your process pain, here 
are the responses I commonly observe, usually in this order. 

1. Denial: Mirroring everyday life, the message is “This is 
only temporary, so just keep on keepin’ on. Everyone work 
harder!” I once heard a company president with 40 employees 
say, “If everyone works just one additional hour each week,  
12 minutes a day times five days, that’s a free head count with 
no salary or overhead!” Heck, I thought, why not just add an 
hour a day and gain five more “head counts” for free? This, of 
course, rarely solves anything, and things rapidly grow worse.

2. Bodies: Throw people at the problem. Perhaps we’ve al-
ready squeezed all of the blood from the stone, so let’s hire a 

couple of new estimators, or an IT tech, maybe a sales adminis-
trator, another CAD operator, one more field superintendent, or 
a warranty guy. We just added a load of overhead and although 
this move may bring temporary relief, it usually only masks the 
ultimate problem of an inadequate process. More Band-Aids. 

3. Black box: Buy some technology! Software or iPads or 
maybe a Dr. Emmett L. Brown Flux Capacitor! (Google it. Time 
travel solves everything.) There is an abundance of great soft-
ware out there that can make a builder’s life easier, but Rule 
No. 1 in “Industrial Engineering for Dummies” is: Never auto-
mate a bad process. IT vendor advertising is full of promises 
for miracle cures, but implementing any new system is damn 
hard work. If you don’t clean up the process first, it’s expo-
nentially more difficult to do and much more likely to fail. 

4. Simplification: This is not merely “make it simple,” where 
simple is a noun describing a characteristic or state of being. 
This is “simplification”—a process in itself—that reduces varia-
tion in any process or system. Variation is anything that induc-
es static, confusion, uncertainty, rework, conflict, or “collisions” 
among the process elements. In fact, failure in a formerly ef-
fective process can most often be traced to excessive variation 
overwhelming the process beyond its capacity to cope. 

Consider traffic flow—a simple example we’ve all experienced. 
The old Mancini Freeway in Philadelphia was built in the 1980s 
to handle 10,000 cars per hour through the intersection with 
Dersin Drive. After a couple of housing booms, that same free-
way is trying to process 15,000 autos per hour and is stretched to 
absolute capacity and beyond during rush hour. Now the slight-
est glitch, from a rain shower to a truck losing a tire tread to a 
policeman’s flashing lights from a simple traffic stop, throws the 
entire system into chaos. One tap on the brakes quickly com-
pounds to 50, then 500, then 5,000 cars slowing, and within min-
utes the average speed drops from 65 mph to 15, which backs up 
all of the inbound ramps and every road upstream. 

How do we fix that? Engineers conclude that there simply 
isn’t room for more lanes, and making it a double-decker 
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freeway is cost-prohibitive. Most cities, and in some cases en-
tire states, such as my beloved home state of Michigan, do 
what amounts to no more than Response No. 1: nothing. You 
could throw bodies at it (Response No. 2), with more police 
patrols, service trucks, patching crews, and traffic copters, but 
that just plugs holes in the dike. The black-box department 
installs road sensors, traffic cams, central monitoring, and 
electronic traffic signs, with the primary result being that in-
stead of wondering why you’re sitting in traffic, you now know 
exactly what’s ruining your day. That’s progress. 

So we’re left with Simplification, which is right where we 
started. That’s a greater challenge because it requires more 
thinking. But we know how much variation the Mancini 
Freeway was designed to handle. Could we get back to that 
by reducing the inputs into the system? There are myriad 
solutions—anything from metering entrance ramps to even-
flow the inputs, to redesigning exit ramps to get cars off more 
quickly. We might open up a secondary route to pull traffic 
away from the Mancini or structurally encourage ride-shar-
ing with HOV lanes. Could we subsidize or incentivize mass 
transit and save net dollars? The current rage is, on the sur-
face, a black-box approach: electronic vehicle control. Yet the 
aim of that technology is to greatly reduce the variation in the 
system, allowing it to cope with far more vehicles—another 
form of simplification. Whatever the approach, simplification 
is virtually always the least expensive option and it gets the 
fastest results that have staying power. 

complexity vs. capacity 
Here’s the trick: The system impact of variation doesn’t go up 
arithmetically as variation climbs. Rather, it goes up exponen-
tially with an ever-steepening curve that exceeds its ability to 
cope. That insidious climb is what leads so many to experience 

“shock and awe” over how quickly a process can blow up. The 
good news is that the reverse is also true. Once you begin sim-
plification, the variation comes down at that same exponential 
rate and process owners are equally amazed at how quickly 
things get better. In fact, reducing the variation frequently 
eliminates the formerly believed need for bodies or new tech-
nology altogether. In all cases though, reducing the variation 
lessens the requirement for personnel fixes and greatly eases 
implementation of any new technologicy. 

How important is managing complexity for builders? One 
of the rules of thumb of a legendary business consultant, the 
late Lee Evans, is that to be successful, a home builder needs to 
gross at least $1 million per full-time-equivalant employee. That 
number grew with retail sales price prior to the home building 
crash, then fell precipitously, and is now back to about where 
it was pre-downturn. Many things can warp that ratio, such as 
how you are organized, what you sub out, if you have your own 
sales staff or exclusively use real estate agents, the type of prod-
uct you build, your location, and—don’t forget—cycle time. This 
makes apples-to-apples comparisons between disparate build-
ers difficult if not impossible. Where the ratio of sales to em-
ployees can teach us though is by comparing two very similar 
companies that are building like product in the same or com-
parable markets. Some years ago I had two such clients, Builder 
A grossing about $600K per employee with Builder B hauling in 
$1,800,000 per staff member—three times as much! Logic pre-
dicts that the people at Builder A were underworked, maybe 
even bored, while those with Builder B ran around each workday 
and most weekends with their hair on fire, desperate to keep up. 
As it turns out, it was the exact opposite.

I was initially baffled by this situation, but it didn’t take long to 
decode. Builder A had a multitude of systems, but few worked as 
designed. The president was hearing none of that, however, thus 
the staff spent half its time on workarounds to just get the hous-
es out. The other half of their time was spent tricking the re-
porting mechanisms to show what really happened. Along with 
the system breakdowns, there was continual frustration among 
employees, suppliers, and trades alike, with countless extra trips 
and constant rework. Turnover was high, and as a result, many 
didn’t understand their job. To meet what Builder A perceived 
as customer requirements, the firm constantly added plans, op-
tions, selections, and colors; so many that a large percentage of 
the design center offerings were mis-spec’d, mis-priced, or not 
priced at all. Buyers were not happy! In short, the complexity 
of Builder A far exceeded its capacity to deliver. Builder A had 
completely overwhelmed its processes.

Builder B was different in every way. It determined what cus-
tomers really wanted and offered just that. It provided a good 
choice of options, selections, and colors, but kept it as simple 
as possible and 100 percent up to date. Builder B never added 
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“Before you

improve a process

you must reduce the

variation and stabilize it.”

—Dr. W. Edwards Deming 
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anything without asking the question, “Will this help us sell 
one more house at a profit to a happy customer?” If you saw it 
in the design center, it was spec’d, priced, and contracted. You 
want Door #3 in “burnished plantation oak” with two sidelites 
(presuming it was offered)? Press the button and it’s done. 

At Builder A, after sorting through hundreds of combinations 
of doors and options, the customer request then entered the 
estimating queue until the bid requests went out, then back 
to estimating, then out for approval, then back to estimating, 
then...then...then. Meanwhile, the customer lost patience and 
the design rep had estimating hating her for all the phone calls 
she made bugging them for prices. Everything at Company B 
was laid out in a process, everyone was trained, and new people 
weren’t turned out on their own until they had things down. 
Builder B constantly evaluated, updated, and purged plans, 
specifications, and options. Everyone respected and followed 
the processes, including senior management. Thus Builder B 
was able to keep capacity in line with complexity. That, com-
bined with good planning, trained field staff, and a solid corps 
of suppliers and trades, resulted in Builder B’s schedule run-
ning like clockwork. 

Builder A was awash in complexity, a continual “who’s on 
first?” mentality. Builder B looked for every opportunity to sim-
plify, even when its plans and options grew to meet market 
demand. The results? Builder A realized gross margins of 15 
percent and a sub-5 percent net. Builder B grossed close to 
30 percent with a net above 14 percent. Who would you want 
to work for? Who would you want to invest in? Whose house 
would you want to buy? These are not isolated cases by any 
stretch and I have seen the same scenarios played out for near-
ly three decades in the business. When complexity exceeds ca-
pacity, everyone loses. So let’s simplify things. Easy to say, easy 
to spell, harder to do than we expect.

[Building Process]

the secret life of product waste
Process waste is rampant in home building and is the single 
greatest drain on profit. To make things worse, a great deal of 
what we commonly call product waste is actually the result 
of bad process. To cite just one example, I was recently in the 
field with Vic, a sharp young project manager, and—as is my 
habit—we climbed up on a Dumpster to have a look inside. I’ve 
learned not to be surprised at anything I find in Dumpsters, but 
this one had a huge pile of TJI cut-offs, so many that I insisted 
we count them. In total there were 85, each 27 inches long. 
Some quick math showed that at $1.50 per foot, we were look-
ing at just over $250—not counting the labor to carry the cut-
offs to the Dumpster or the disposal fee. So call this a $300 bill. 

I asked Vic to categorize this waste, and he immediately de-
scribed it as material waste—product. I disagreed and suggested 
that it was, in fact, process waste. Why? Because the cut-offs 
were 27 inches long. In some markets, you can order precision-
cut TJIs to the fraction of an inch, and in others you can pur-
chase in 1-foot increments, but I knew that in this market you 
have to buy them in even, 2-foot lengths. Thus, by definition, 
we should have had 3-inch cut-offs, not a full 2-foot increment 
more at 27 inches! If they were 12 footers, they should have been 
10 feet; if they were 20 footers they should have been 18 feet. 

How does that happen? Any number of explanations are pos-
sible, from a plan error to a takeoff error to a lumberyard mistake, 
among others. But the day before, I’d listened to a group from 
this same firm complain how they’d relaxed their discipline, al-
lowing customers to bump out room dimensions almost at will, 
with little regard to cost or how the house would be built. Both 
estimating and drafting were overloaded and unable to keep 
up. They had to get so much out the door so quickly that they 
couldn’t follow their established process. The takeoffs suffered; 
expensive mistakes were routine. The culprit: complexity that 
overwhelmed the capacity of a previously functional process.

It’s an age-old rule not just in home building but in every 
business that, left alone, complexity outpaces capacity. Profits 
melt away while everyone works overtime, too busy to deter-
mine the real problems. Simplicity is not just controlling plans, 
options, and selections, it similarly affects land development, 
marketing, and accounting—all aspects of the business. Under 
the banner of simplicity, many builders have done little more 
than dumb down their houses, making them cheaper to build 
but harder to sell. That is a bastardization of the philosophy, to 
put it kindly. The goal is to create and maintain robust process-
es than enable good people to manage and grow the business at 
a profit, building great homes. So before you hire that next body 
or sign the deal for another black box, first think, “Simplify!” The 
entire organization will reap the rewards. PB

Scott Sedam is president of TrueNorth Develop ment, an internation-
ally known consulting and training firm exclusively focused on the 
building industry. For a PDF of his series on “Process & Profits,” includ-
ing this article, email info@truen.com with your request.

but bears repeating:

Never automate

It’s common wisdom
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L
ast month in my column, “Conse
quences of Complexity” (Profes sion al 
Builder, October 2015) we examined 
both micro and macro examples of 
how complexity in product, process, 
and plans results in lost profit, un

happy customers, and frustrated suppliers, trades, and em
ployees. This is not to suggest that everyone build completely 
simple homes—though there is a significant market for that 
and someone has to fill it. It’s entirely possible to have messy, 
complex, and inefficient processes while going about the 
business of building smaller, unassuming homes, just as it’s 
possible to bring order and simplicity to the most expensive 
homes with custom options. This is about simplifying wher
ever possible in the process of building your chosen product, 
from lowprice starter homes to highend custom. 

And remember, simplification is never about merely stripping 
out features or dumbing down the product. Contrary to popular 
belief, simplification is a way of thinking, designing, and operat
ing that can improve product along with profits. As appealing as 
simplification is, we must also heed the warnings of those who 
have gone before, like this one, by H.L. Mencken: For every com
plex problem there is a solution that is clear, simple, and wrong.

Lessons From Detroit
Back in the ’80s when Detroit carmakers were brutally ham
mered by the Japanese with their simple, reliable vehicles, U.S. 
automakers made genuine efforts at simplicity by standard
izing car platforms, including drivetrains, instrumentation, 
interiors, etc. General Motors saved hundreds of millions of 
dollars in production costs, and since that was the carmaker’s 
most critical metric, at first GM appeared to be the hero. But 
the engineers went too far and forgot that in sales, perceived 
value is everything. GM still offered Chevrolet at the lowest 
price; Pontiac, Oldsmobile, and Buick at the midlevel; and 
Cadillac at the top. Trouble was, customers quickly saw that 
for the GM Jplatform cars, to cite just one example, there was 
little to no difference. The Chevy Cavalier, Pontiac Sunbird, 
Olds Firenza, Buick Skyhawk, and Cadillac Cimar ron were es
sentially the same vehicle, as style and substance took a back 

By scott sedam, contributing editor

seat to simplicity. They were all built alongside one another in 
the same factory, and it got so bad that customers reported 
opening the hood of their new Buick and seeing an engine 
with a big Chevy bow tie emblem on the air cleaner. 

It was during these times that the first death rattles were 
heard from Pontiac and Oldsmobile. Perhaps worst of all 
though were the Chrysler Kcars. Those of you over 40 will 
recall the ad barrage with Lee Iacocca proclaiming, “Buy a 
car, get a check!” Customers soon realized that the Chrysler, 
Plymouth, and Dodge Kcars were identical save for the badge 
on the hood, hubcaps, and a dash appliqué, and eventually the 
Plymouth brand succumbed. 

To be sure, Ford had similar issues that likewise killed the 
Mercury brand, but compare that era with the Ford Cclass world 
car platform of today. Ford builds a variety of vehicles including 
the Escape, CMax, Transit Connect, and Lincoln MKC, all on the 
same platform. Yet these vehicles are so different in looks and 
purpose that no customer would suspect the common under
pinnings unless they looked it up (as I did) on Wikipedia. 

Ford found simplicity, saves billions, and delights its cus
tomers while making a load of profit. What can we learn from 
this model? I’ve seen the concept applied to “plug ’n’ play” 
kitchens and baths where all options from basic to designer 
level fit together without waste in process, labor, or materi
als. A large national builder found it had more than 150 SKUs 
of kitchen ranges from five different companies, resulting in  
innumerable locations for gas and electrical hookups. The 
result was expensive, messy, and unattractive extensions to 
make the ranges fit, typically costing $35 to $50 per house. 
Big deal? The builder got everyone together and knocked the 
SKUs down to seven from a single vendor, all with hookups 
in the same spot. It got a lower upfront price; the locations 
found their way to the plans—earning the love of plumbers 
and electricians; the extensions went away; and now there’s 
one thing less to disappoint the customers. Simple, isn’t it?

Thirtyfive years ago Bill Pulte built 75 homes in one subur
ban Detroit location, all with the same foundation and floor 
plan, yet he did so much with elevations and options that the 
customers never knew how similar their homes were until 
they began visiting one another as neighbors. I don’t suggest 
you copy that exact approach, but do as Bill Pulte did: Learn 
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from it. As Bill said, with genuine amazement, during the train
ing workshops he led for new Pulte recruits in the ’90s, “I just 
wanted to see if I could do it!” 

So he did, and although he never did it to that degree again, 
the insights and lessons were wellapplied throughout the 
company. When I worked for Pulte, it was almost beaten into 
us that, given a choice, simpler is almost always better.

Plan vs. Plan
The benefits of simplicity are evident when comparing two 
identical plans, one built as a spec (aka “market”) home, the 
other as a tobebuilt contract sale. Let’s consider a builder who 
has a large design center and will unofficially do custom op
tions to “make the sale.” Discounting the frequent battles and 
changes that occur among staff members when deciding how 
to build the spec home, it should be 100 percent nailed down—
all options, specifications, and colors established—before con
struction begins. Let’s also assume all selections in the spec 
home are standard—because smart builders know that adding 
oneoff custom options to a spec is asking for trouble. 

If things are done right, the cost is already negotiated and 
each supplier/trade knows what to order, when it’s needed, and 
how to install it. Staying on schedule is a breeze. Life is good, at 
least as far as operations go, and it stays good as long as the spec 
home sells quickly. The goal is to sell by the date of final, but 
truth is, this one goes so smoothly, so quickly, that even carrying 
it in inventory for a month or two will get you more profit than 
the next house considered below if you measure all the costs as
sociated with each. But be careful. I worked with one company 
president whose mantra was, “The greatest sin is the unclosed 
final,” meaning the house is 100 percent ready with no buyer. He 
had a point; too many of those can eat you alive.

The tobebuilt contract home where the customer makes 
all the selections can, in theory, be every bit as orderly and 
efficient as the spec home, and although I’ve met a few build
ers who pull this off with consistency, they are rare. Almost 
everyone has cutoff dates that start firm but migrate toward 
floppy as the customer pushes back. Most production builders 

officially say they allow no custom or structural changes, but 
just ask their field superintendents, suppliers, or trades and 
you’ll hear differently. What they’ll describe to you is a litany 
of custom changes or standard selections changed after cut
off dates, resulting in errors, late orders, reorders, and rework 
requiring heroic efforts to stay on schedule. 

How do you know if you’re losing the battle for simplicity in 
product and process? There are many indicators, but the one 
that tells you the most is how much work is done under what’s 
commonly called a VPO—variance purchase order. You may call 
it a field purchase order, exception purchase order, change or
der, or maybe it’s just an additional invoice for something that 
wasn’t in the original housestart package. But each one repre
sents a failure of some kind. In every case, the result is more 
time, more steps, more labor, more complexity, and less profit.

Death by VPO
VPOs (or your equivalent) absolutely must be tracked, but it re
quires some thought. I strongly recommend counting VPO dol
lar value and creating a ratio of VPO to total house cost. Yet, if 
you count dollars alone, you may miss the magnitude of the 
number of changes. What does more damage: a single VPO for 
$1,000 or 10 VPOs averaging $100 each? Same dollars, but the 
second case generates greater complexity and thus more loss in 
collateral damage. But if you count number of VPOs alone, the 
innumerable methods can produce confusion, resulting in any
thing from honest mistakes to gamesmanship or even cheating. 

You may recall the example of a missing service door I cited 
some issues back, where more than 10 suppliers and trades 
were involved in the fix. That should take a separate VPO for 
each one, right? On the other hand, it’s just one incident, so 
perhaps, for tracking purposes, we should combine them? I’ve 
seen that done, especially for touchup work in paint, drywall, 
etc., but the argument is weak. Similar questions arise for late 
change orders that require multiple suppliers and trades. Let’s 
say the customer at the last minute wants that humidifier op
tion, and to keep the peace you decide to add it … a week prior 
to close. One VPO? I don’t think so. You have the HVAC guys to 

Contrary to popular belief, 
simplification is a way of thinking, 
designing, and operating that  
can actually improve  

product along with profits.
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cut the duct and install the unit, the plumber to run the water 
supply, and the electrician to hook up the power. Keep them 
separate and count them that way for tracking, along with the 
costs, to give you the truest picture of the magnitude of the 
mess you made. One last caveat: This is not necessarily the 
same as tracking variance. The problem there is that an either 
high or low estimation of the original product and labor cost 
can make a variance number appear artificially good or bad. 
The same thing can happen tracking VPOs, but looking at the 
physical data of each one helps ferret that out, whereas mere 
percentage variance obscures the real story. 

In the quest for simplicity, your best bet is to first identify 
every source of complexity in your products and processes. 
VPOs are just one of a long list of contributors, and the real
ity is VPOs are much more symptom than cause and occur 
pretty far downstream from the source. They’re produced by 
complexity and “things gone wrong” upstream. After nearly 
a decade running more than 160 weeklong Lean events, we 
can pinpoint the biggest sources of complexity in home build
ing. Here are some brief descriptions.

SIMPLICITY LOST: The Empirical List
1. “Moth to the flame” business strategy 
2. Changes in land use/plot plan 
3. Changes in product, models, specifications
4. Creeping elegance
5. Inadequacies in standard plans, options, colors, selections
6. Incomplete plans without working drawings, mechanicals, 

or sufficient detail 
7. Insufficient training for salespeople and design-center staff
8. Incomplete house-bid packages to suppliers and trades
9. Incomplete base contracts with detailed scopes of work
10. Options selections and colors not 100 percent priced 

and agreed to up-front
11. Accepting custom and/or structural options without 

capacity in systems and processes
12. Incomplete house-start packages for suppliers, trades, 

and field supervisors

13. No respect for cut-off dates for options and selections
14. Percentage of house cost done under VPO too high
15. Problem relationships with municipalities that delay 

permits, inspections, approvals
16. A loose schedule with continual changes, no predictability
17. High turnover in suppliers and trades
18. High turnover and inadequate training in both office 

and field staff
19. Indecisive senior management
20. Lack of comprehensive, proactive customer management 

from Day 1 through warranty

That’s 20 tricks, traps, snares, and deceptions on your road 
to simplicity, which can seem daunting. But if your goal is to 
be among the very best builders, you have no choice. The out
ofcontrol complexity emanating from shortfalls in each of 
the above is tantamount to a flood overwhelming the storm 
sewers, rivers, and dams meant to control it. Remember 
that working downstream is like plugging holes in the dike, 
whereas working upstream eliminates the source of the 
floodwater. Careful though, the water—your profit—that’s 
spilling onto the ground must be remedied first, so channel 
your “Little Dutch Boy” and get those holes plugged, then 
fight your way upstream to the source. Do this and you’ll 
find that the wellspring of complexity is primarily generated 
by the choices and decisions of senior management. They’re 
ultimately responsible for the loss of simplicity in strategy 
and systems that causes so much extra work and lost mar
gin. Yet, since senior management began it, so can senior 
management end it. But each day you wait makes it harder. 
Let’s get started. PB

Scott Sedam is president of TrueNorth Development, a consulting 
and training firm that works with builders to improve product, pro-
cess, and profits. For a free PDF of this article as part of a series titled 
“Process & Profits” and a “Simplicity Worksheet” to target opportuni-
ties in your company, email your request to info@truen.com. Reach 
Scott at scott@truen.com or 248.446.1275. He invites you to join 
TrueNorth’s LeanBuilding Group at linkedin.com.

“Any intelligent fool can make 
things bigger, more complex, 

and more violent. It takes a touch 
of genius and a lot of courage to 

move in the opposite direction.”  
—Ernst F. Schumacher
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t
his is the last column in our 
deep dive into process im-
provement. In the series, we’ve 
explored how process—good 
or bad—drives almost every-
thing in the home building 
business. In the August issue, 

we examined how what most builders call product waste is ac-
tually the result of bad process. Errors and loss of efficiency in 
design, purchasing, and construction are symptoms of process 
failure. The quality of decisions in land development are simi-
larly driven by the quality of the process. Sales and marketing 
effectiveness also falls victim to process deficiencies. 

More than 25 years ago, I first presented on the prevail-
ing concept of “Brute Force Quality,” which I then defined as 
“Constant Supervision, Mass Inspection, Continual Rework.” 
That definition remains the same, and it describes a pro-
cess—albeit a decidedly bad one—that produces an accept-
able home at a very high cost. At the heart of it all is the most 
critical process for any builder: the schedule. As I have writ-
ten many times, the best builders are the best schedulers, and 
the best schedulers are the best builders. 

To schedule at the top of the game requires a devotion to 
process from first customer contact all the way though war-
ranty, and beyond. Add that up and you come to only one con-
clusion: Good process drives sustainable profit. Anything else 
is gambling. 

When process goes awry, as I hear so many builders lament 
of late, you always find the symptoms of complexity. Yes, you 
can offer myriad options and choices—even custom struc-
tural changes—but if, and only if, you have the systems and 
processes to handle them quickly, confidently, profitably, and 
without collateral damage to your customers, suppliers, trades, 
and your own staff. And here’s the key point, if you take noth-
ing else from this: Until you conquer complexity, your fight to 
improve process is an uphill battle, accompanied by extreme 
frustration and burnout, yielding marginal results. 

SCOre yOurSelf
Presuming you’re convinced, Step 1 is to move from the anec-
dotal to analysis, based on objective, current reality. This re-
quires a model to help you identify the origins of complexity in 
your organization and which of those have the greatest impact. 

Last month, I concluded my article with a list of 20 specific 
sources of complexity for you to consider. As you review them, 
give yourself a score of 0 to 5 using the following definitions. 
Better yet, ask your team to do the scoring on their own first, 
then run through it together in a safe environment, showing 
total support for honesty. Strive for consensus, and expect to 
be offended. (Our “Complexity Calculator” spreadsheet will 
help. Email your request to info@truen.com with “Complexity 
Calculator” in the subject line.) I guarantee you’ll turn up at 
least 10 major action items for 2016.

5 = Out of Control. The process is completely random, out-
right broken, or nonexistent.

4 = Pervasive. We deal daily with the consequences and costs 
of excess complexity.

3 = Common. Complexity is an ongoing issue that we man-
age, but it impacts efficiency.

2 = An Irritation. Complexity rears its head on occasion, but 
we handle it with minor waste. 

1 = Rare Occurrence. Our processes are strong and well- 
understood, with only an occasional glitch.

0 = Nonexistent. Our processes are bulletproof and followed 
meticulously by all; always under complete control.

COmplexity at the SOurCe: 20 prOCeSSeS tO COnfrOnt

1“Moth to the flame” business strategy. Imagine a restau-
rant that advertises “Betty’s Shrimp Boat, Gourmet Burgers, 

Southern BBQ, Dim Sum, Gyros, N.Y. Pizza, Italian Beef, & Fine 
Dining.” Now imagine the organizational complexity required 
to complete customer orders. Odds are Betty’s will do noth-
ing well. This scenario isn’t uncommon to builders that can’t 
decide or commit to what business they are in. Now imagine 
Doug’s Hotdog Emporium. Doug may have quite a line of hot-
dogs, perhaps even sausage with condiments and garnishes 
galore and a choice of buns. It’s predictable that Doug will be-
come the best dog vendor in town and although his market 
is limited his share is huge. He meets a need better than any-
one and his margins show it. For builders, lack of a clear com-
petitive advantage in a product line/market segment results in 
land/lot purchases driven by price and terms deals rather than 
an alignment of market needs with builder expertise.

2Changes in land use/plot plan. When land is purchased 
without due diligence on community requirements, land 

restrictions, or simply missing the market, a common result 
is having to modify plot plans, lot sizes, product distribution, 
etc. A builder I know decided late to flip-flop from 2/3 slabs, 
1/3 basement to the exact opposite based on a perceived shift 
in the market (which was hotly debated among his staff). 
The changes in dirt balance were huge, forcing the builder to 
pick among several bad alternatives to lose the excess dirt: 
an expensive rework of the lot and street layout, creating a 
large park with terrain (and losing lots), reducing the size of 
the homes, or spending big six-figure money to move the dirt 
off-site. What had been relatively simple and straightforward 
was on its way to becoming incredibly complex, with all the 
requisite collateral damage. 

3Changes in product, models, specifications (after launch). 
Changes in the products themselves are caused by any-

thing from a shift in market preference—real or perceived—to 
genuine improvement stemming from value engineering or 
lean process analysis. More often than we’d like to admit, how-
ever, product change is inspired by sheer whim or maybe too 
much time watching HGTV. Whatever the source, the impact 
quickly spirals out of control as purchasing and construction 

By scott sedam, contributing editor
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try to keep up and sales is no longer sure what it’s selling. It is 
a lot to sort out, with many competing explanations, but I can 
say this with confidence: In our work with hundreds of build-
ers, 90 percent of these changes after the project is launched 
could have been avoided with more thorough research, plan-
ning, and design up front along with a “count to 10” philosophy 
before throwing the card deck up in the air. 

4Creeping elegance. You can find it in any industry, and a 
classic auto example comes to mind. The Mustangs of the 

mid to late sixties were among the most beautiful designs ever. 
They were tight, nimble, a bit sparse, but always eye-catch-
ing. By the early ’70s they resembled feed-lot cattle raised on 
growth hormones and steroids. Overweight, bloated, and fes-
tooned with options no one needed, Ford lost that market for 
years. These days I hear builders continually lament having 
to bling up the models and do anything for anyone, including 
custom options. Again, do you have the systems and process-
es to truly handle it? If not, what you get is complexity—and 
loss. There’s another option, evidenced by the much-improved 
Mustangs of recent years: Figure out what a market segment 
wants, make changes slowly and intentionally, then build your 
product better than anyone else.

5 Inadequacies in standard plans, options, colors, and 
selections. There is a fine line between giving customers 

unlimited choice to get what they want versus having them 
feel they are getting what they want by providing the care-
fully chosen options and selections they need. Either way, you 
make them happy, but the latter approach is infinitely sim-
pler for employees, suppliers, trades, and customers. Builders 
who handle the rampant complexity that goes with “choice A” 
are very hard to find. The rest pay the price.

6 Incomplete plans without working drawings, mechani-
cals, or complete detail. We’ve done entire articles on this, 

and any builder who doesn’t “get it” simply can’t count. The com-
plexities and costs that emanate from shortfalls in this realm 
are legion. You either get endless phone calls and questions, or 
you accept a “build by best guess” approach among your suppli-
ers and trades. Whichever, the results are errors, omissions, and 
rework that add steps, time, and waste to your process. 

7 Insufficient training: salespeople and design center 
staff. There is a role that everyone who translates a con-

tract into a start package must learn called “sales fulfillment.” 
(See “Closing the Sales Fulfillment Gap,” Parts 1 & 2,” October 
and November 2013.) It’s all about getting the details 100 per-
cent nailed down, the first time. In the thrill of the sale and 
the joy of helping customers spec out their new home, sales 
and design-center staff often neglect those details. Each one 
missed causes a chain of complexity all down the line and 
with that, a lot of the profit we count from option sales disap-
pears into hidden cost.

8 Incomplete house bid packages to suppliers and trades. 
This is one of the top laments of suppliers and trades—just 

ask them. They are required to bid without complete infor-
mation and are forced to guess. (If you were them, would you 
guess high or low?) When the final specs arrive, they are asked 
to hold the line on price even if specs have increased. All the 
changes create uncontrolled variation, bogging down the start-
up process and putting the schedule in a hole from the start. 

9 Incomplete base contracts with detailed scopes of 
work. Launching new product without 100 percent com-

plete contracts and detailed scopes of work is more common 
than not, and there is no excuse for it. Now we are back to 
guessing, again. Well-done contracts and explicit, two-way 
scopes simplify everything—presuming they are communi-
cated and followed. Give this one a no-tears look and beg your 
suppliers and trades for honest feedback. 

10Options and selections not 100 percent priced and 
agreed up front with suppliers and trades. It’s not at 

all unusual to find design centers full of options that require 
purchasing to price them out each time with suppliers and 
trades. It isn’t just waste, it’s a prescription for complexity. 
Make a rule: No option appears in the model, design center, or 
online until it’s priced and agreed upon. Period. 

11Accepting custom and/or structural options beyond 
process capacity. If you price custom options by dou-

bling the hard cost of every one you accept and buck that 
up against the true total cost including phone calls, mistakes, 
rework, lost days in the schedule, and lost time for trades, 
you discover that many, perhaps most, aren’t so profitable. 
The costs come from complexity over-taxing your process. So 
either engage in the hard work of simplification, or bring your 
processes up to speed and quickly.

12 Incomplete house-start packages for suppliers, 
trades, and field supervisors. This always follows  a 

lousy bid package, but it’s still possible to get the bid package 
right and blow the start. Every single specification and detail 
still open to definition or interpretation increases the com-
plexity of the build. Recall now the lesson in my October col-
umn about complexity in process increasing exponentially, 
not arithmetically. Get it right here or you don’t have a prayer. 

13No respect for cut-off dates for options and selections. 
I doubt this requires much explanation, and just read-

ing it sets off acid indigestion for most. I’d guess 80 percent of 
builders have set cut-off dates. My experience shows less than 

until yOu COnquer COmplexity, 
yOur fight tO imprOve 
prOCeSS iS an uphill battle, 
aCCOmpanied by extreme 
fruStratiOn and burnOut, 
yielding marginal reSultS. 
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20 percent could show these dates are followed to a “T” except 
in cases of severe customer hardship. Every change order you 
accept late undermines whatever simplicity you’d managed to 
establish in your process. Accepting late changes isn’t a home 
building requirement, it’s a habit and one that, with enough 
will, can be broken, starting with senior management.

14Percentage of house cost done under VPO too high. 
See last month’s article under “Death by VPO” for a more 

detailed explanation, but every ounce of work done outside of 
the original house specs that requires paperwork and handling 
is a failure; a loss that once again stokes the fires of complex-
ity. There is simply no better metric available to determine the 
severity of suffering from the affliction called complexity.

15Delays in permits, inspections, approvals. This is a 
more subtle factor that few builders take seriously, and 

the delays are often buried in the field. Any delay—whether a 
difficult approval, slow permit, yellow tag, or red tag—induces 
complexity with extra phone calls, rework, reflowing schedules, 
and rescheduling trades. Maintaining the strongest relationships 
with municipalities and their various officials isn’t an option. 

16Loose schedule with continual changes. A schedule 
with no predictability at least weeks in advance is only 

a notion, not a schedule. For every member of a builder team, 
there are, on average, 20 to 25 others among the suppliers and 
trades that have to respond to each and every change, and 
scheduling by the day is continual change, variation, and com-
plexity. Just send out the burn notice to everyone’s bottom line. 
My great (now retired) mentors Gary Grant and Mike Rhoads 
got cranky anytime their schedule wasn’t gold less than 60 
days out. Can you imagine how much simpler life was for their 
suppliers and trades? But just get to “damn dependable 10 days 
in advance” for starters, and everything gets better. 

17High turnover in suppliers and trades. Chalk up one 
more major contributor to complexity that should be 

obvious, yet the impact is rarely quantified or used in decision-
making. If you’re still buying by bid price alone, losses from 
turnover are unavoidable. Total cost is the only thing that 
matters and complexity is a key element to consider … and 
count. Long-term relationships with the right suppliers and 
trades always simplifies process. 

18High turnover and inadequate training in both office 
and field staff. No different than with suppliers and 

trades, excess turnover costs are rarely measured. Excuses 

abound, but few stand up to scrutiny. Five percent turnover is 
a good goal (Jack Welch was dead wrong), and anything above 
10 percent is failure. And when you get them onboard, don’t 
turn them loose on their own until they’re trained and under-
stand your processes. You are paying the price in complexity; 
you just don’t understand the costs. 

19Lack of comprehensive, proactive customer man-
agement. A comprehensive approach means from the 

first exposure to your company—whether by billboard, bits, or 
bytes to well-beyond your standard warranty period. Any lais-
sez-faire attitude here creates questions and confusion that 
inject constant static into your systems and processes across 
the board, from sales and marketing to purchasing and esti-
mating and on through construction and service. Kill it, before 
the complexity kills you.

20 Indecisive senior management. It’s fitting that our 
last weak link in the complexity chain ties back to our 

first, yet whereas in No. 1 above we addressed strategy, now we 
consider the tactical side, the day to day. I’ve watched many 
otherwise able management teams twist and turn in the wind 
while senior management refuses to make a decision, stick 
with it, support the troops, then forge ahead with commit-
ment. Anything less forms a breeding ground for complexity. 

any Step in the right direCtiOn
If you’ve followed this series, you know I am a 30-year student 
of Eli Goldratt and the Theory of Constraints, whereby process 
improvement that increases capacity but isn’t focused on the 
primary constraint, is waste. You either create excess inventory 
upstream or unused capacity below the constraint. Goldratt is 
right. Yet while writing this, I had a revelation: Goldratt’s rule 
doesn’t necessarily apply when improving process by reduc-
ing complexity because complexity always consumes excess 
resources in time, manpower, and/or material. Yes, we’d rather 
reduce complexity in the primary constraint, but if simplifying 
any element in the process frees up resources, we win, and we 
can direct those newly available resources toward that larg-
est constraint. By this reckoning, each reduction in complexity, 
anywhere in your organization, is a clear benefit. 

So we reach the end of another year in home building, both 
excited about the moderate but steady growth yet frustrated 
that margins haven’t kept pace. With trade shortages, in-
creased regulation, demanding cities, more sophisticated buy-
ers, and builder staff on the move, things will inevitably get 
more complex unless we take specific, intentional action to 
combat it. You can adopt no better theme in your firm for 2016 
than to commit now to break the chain of complexity and find 
your way to greater profit. PB

Scott Sedam is president of TrueNorth Development, an internationally 
known consulting and training firm exclusively focused on the building 
industry. For a free PDF of this article in the “Process & Profits” series, 
and the “Complexity Calculator” spreadsheet to target opportunities 
in your firm, email info@truen.com. Reach Scott at scott@truen.com or 
248.446.1275. Join TrueNorth’s LeanBuilding Group at linkedin.com.
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Measurement for Lean —  
Voice of the Process

Think back to when you first heard the saying, “What 
gets measured gets done.” It sounded like an accurate 
description of what happens in the real world and 

just plain good advice. If you want to get something done, 
measure it, and people pay attention. Hang some money on 
it and you’ll get a laser focus, for better or worse. My more 
than 35 years of business experience confirms that old stan-
dard, but suggests a warning to go along with it: When the 
wrong thing is measured, the wrong thing gets done. We are 
often reminded to be careful what we ask for. We also need 
to be careful what and how we measure. With the right met-
rics, we can get our processes to talk to us, telling us what is 
wrong. With the wrong metrics, our processes are perfectly 
capable of lying and sending us astray.

There’s a simple truth in business: metrics drive behav-
iors which range from positive, productive, and helpful to 
negative, ineffective, and even subversive. My first month in 
the industry 22 years ago, I sat listening on a speaker in the 
office of a VP of construction in an eastern state while his 
CFO more than 1,000 miles away harangued him for having 
only two starts the past two weeks. The CFO would not ac-
knowledge the record snowfall that virtually everyone in the 
country was talking about. He had his metrics and reality 
be damned, he was going to meet them. This would shortly 
cause the local construction VP to order a batch of 12 starts 
that turned into a production nightmare, taking longer and 
costing far more than if he had simply waited until the snow 
cleared. Superintendents deal with such consequences each 
day at the local level, under the thumbs of bosses that have 
made unrealistic commitments. Meanwhile, private builders  
struggle with bankers looking for love and money in all the 
wrong places, forcing sales of land and product that with 
even a modicum of strategic patience would have produced 

considerably less loss and perhaps even profit, for all. 
This does not suggest financial measures are unimport-

ant, but they can miss or disguise what is happening in op-
erations, both good and bad. We are frequently asked, in the 
face of current business conditions, how do we implement 
process-oriented Lean operations in a world fixated on short-
term financial results? The reality is that financial and op-
erations measures must run in parallel, with full recognition 
and consideration for each, but we are far better at the for-
mer than the latter. Examples abound such as “hard costs” 
in construction — a percentage number that executives love 
to toss around. The first hurdle is that not everyone includes 
the same costs in that number. Assuming you are counting 
the same way, there is the problem of land cost, which re-
sults in “fuzzy math.” Some years ago, I sat dumbfounded 
at an industry executives’ meeting where CEO-types played 
one-upmanship with each other, bragging about their low 
hard costs. Doing the most chest pounding was a southern 
builder in an overheated market. I had worked with one of 
his strongest local competitors and thus knew his seemingly 
low hard-cost percentage of 45 percent had nothing to do 
with how cheaply he purchased materials or how efficient 
his field operated. He was merely paying a fearsome price for 
land, forcing hard costs as a percentage of sales down arti-
ficially — a simple math trick. Incredibly, no one challenged 
him. I could just imagine some number of these CEOs flying 
home to issue directives to the field to achieve that same 45 
percent post haste.

In more recent times, this scenario has played out repeat-
edly in successive rounds of rebids. To meet financial targets 
for gross margins, demand letters of 5 percent, 10 percent, 
or even more are issued to suppliers and trades across the 
board. Because the technique worked almost universally in 

By Scott Sedam, Contributing Editor

Lean implementation requires a new mindset when it comes to measurement of the  

design and building process. What builders measure, and how, can make all the difference 

in finding and improving efficiencies.
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2007, and perhaps again in 2008, many build-
ers continued this approach through 2009 and 
into 2010. Today, there’s no more left to give 
and suppliers and trades alike teeter on the 
edge of survival. All the while, measures of ef-
ficiency are rarely considered, and we all know 
what happens when something isn’t measured 
— not much. 

At TrueNorth, we spent years developing 
an interactive “Saved Day Calculator” Excel 
template to show what each saved day in the 
schedule is worth when applied to production 
of additional units. With the input of more 
than 20 CEO, COO, and CFO types, this instru-
ment consistently demonstrates $500 to $800 
impact per day per unit. This is dramatically 
more than the $100 to $150 per day builders 
routinely use, primarily through the more accurate capture 
of the absorption of fixed costs.

To use the Saved Day Calculator, a builder enters about 
20 factors, most of which are commonly available from the 
financial statements. Let’s take a sample builder projecting 
100 closed units selling at $225,000 with a gross margin of 
just under 20 percent. Their current pre-tax net is a less-
than-satisfactory $5,000 per unit. Our builder wants to dou-
ble the pre-tax net. He’s been through multiple rebids, taken 
everything he can out of the houses, cut back to his “A” play-
ers, and downsized the office. Five thousand dollars is about 
2.2 percent of retail, or about 4.5 percent of his house cost. 
With the cost of shingles, drywall, and a few other materials 
rising, this means he has to ask for 6 percent or more from 
the other suppliers and trades to get the additional $5,000. 
In 2011, this is just not going to happen, and if he tries, the 

collateral damage will be enormous. Is there another way?
First, ask this builder if he can build more units without 

hiring new personnel and he will almost certainly say yes. 
The Saved Day Calculator reveals that a schedule reduction 
of one work day applied to 100 units is worth $40,000, pre-
tax net, if those 100 extra days are used to build more units. 
Our experience shows that saving 11 work days from their 
current 81-day schedule is an achievable goal. If those saved 
days are used to build 15 incremental sold units on the new 
70-day schedule, he creates an additional $500,000 pre-tax 
net. Now our builder has doubled profit without asking sup-
pliers and trades to give up an additional dime or dumbing 
down the houses. 

So which approach is likely to be more successful: one 
more round trying to whip 6 percent out of his suppliers 
and trades, or reducing the schedule by 11 work days and 

10 Guidelines for the Measurement  
of Lean Operations
1.  All Lean measurements seek to reveal waste. Waste is anything that does 

not add value in product or process.

2.  What gets measured gets done. Thus, without Lean metrics you will not 

implement Lean process.

3. Financial measurements cannot substitute for Lean metrics

4.  The process of selecting Lean metrics is as important as the measures 

themselves — include everyone who touches the product and process.

5.  Lean measurements should be friendly, local, and dirty. That is, easily un-

derstood, generated by those in the process, and continually updated.

6.  Flow, and more specifically “even flow,” is critical to Lean and requires 

measuring process times wherever possible in the field and in the office

7.  All labor and material must be purchased on the basis of total cost, not 

initial price

8.  Lean metrics should be as close to real-time as possible, not averages over 

months, quarters, or years.

9.  Lean metrics may change based on each day’s need; they are not “set it 

and forget it.” Plan on changing them, and plan on removing some as you 

add replacements.

10.  Lean accounting is a specific discipline that is evolving to enable and sus-

tain continual improvement. Although beyond the scope of this article, it will 

be the subject of a future story.
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closing 15 more units? For 2011, the 
answer is obvious, but you have to 
think and measure for Lean to achieve 
it. Consider what has happened here. 
We have taken a list of financial mea-
surements and applied them to the 
critical process of schedule, and now 
it talks to us, telling us the true costs 
and inspiring action for improvement. 
(Note: If you would like a free copy of 
our Trip Cost Calculator, email scott@
truen.com.)

There are a myriad of potential op-
erational process metrics that provide 
voices for the elements of Lean. Among 
the most telling are material audits on 
a regular basis in the field. A close ex-
amination of variance purchase orders 
(sometimes called field purchase or-
ders or exception purchase orders) of-
ten reveals extra money spent on con-
crete repair. Walk over to the warranty 
department and see if they have every 
concrete failure broken out by date, 
time, location, type, concrete supplier, 
labor provider, cause of failure, cost, 
whether or not you were billed for it, 

and if you recovered anything through 
a back-charge. Most do not, so asking if 
this important information is used by 
purchasing for bidding purposes or by 
accounting to determine the true cost 
of concrete in a house is moot. So you 
need to reduce cost? You could send 
out another 5 percent demand letter 
to the appropriate trades and suppli-
ers for foundations and flatwork. Or 
you could track the process in detail, 
measure the failures, let it talk to you, 
and determine the root cause. Then, 
get busy improving the process with 
those involved and save money for ev-
eryone. What’s the better method?

When was the last time your field 
managers took the temperature and 
ran a slump test on a batch of con-
crete and reported the results to the 
driver and the supplier? These tests 
might take 10 minutes a month after 
an initial series of weekly tests to get 
the word out that you are paying at-
tention. Once the supplier knows you 
care and are measuring, what hap-
pens back at the yard? They know that 
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Drywall is a huge source of waste, made worse by builders who pay labor by the 
installed sheet, providing almost no incentive for efficiency.



things had better be right, and if your 
concrete mix is right and it arrives at 
the correct temperature, 90 percent 
of your surface cracking, scaling, and 
pitting rework goes away. How much is 
that worth? In Lean operations, similar 
monthly audits on incoming quality 
and quantity are vital for lumber and 
trim, brick and block, roofing, siding, 
and drywall — and don’t fool yourself 
that going turn-key eliminates the 
need. When you understand Lean, you 
understand that every penny borne 

by your trades is a penny ultimately 
carried by you and then ultimately by 
your customers. It all counts, so you 
go after all of it.

Drywall is a huge source of waste, 
made worse by builders who pay labor 
by the installed sheet, providing al-
most no incentive for efficiency. Here 
are two ratios that a builder must 
know for each model offered:

 No. square feet drywall surface area 

No. square feet living space

No. square feet drywall purchased

No. square feet drywall surface area

Why would you calculate these? 
Using the first equation, you find out 
how efficient a given plan is with 

drywall. This reveals design-induced 
waste. Basic geometry determines 
that smaller rooms use relatively more 
drywall per square foot of living space 
than larger rooms, but even granted 
that reality, you’ll find dramatic differ-
ences in efficiency in similarly sized 
homes. Any time you see an other-
than-even dimension, you suspect 
waste. Any time you see a room that 
is 10 feet, 2 inches or 12 feet, 2 inches 
you know that you are ripping up good 
money.

The second equation pinpoints in-
stallation-induced waste. How much 
of the board that you purchase actu-
ally ends up on a wall or ceiling? Any 
time the drywall hanger boards-out a 
house using a single size of sheet, you 
are almost guaranteed to be paying 
more than needed. Any time you see 
closets, pantries, and small hallways 
hung before bedrooms and large liv-
ing areas, you know you are wasting 
money. Anytime one crew asks for 
more board for the same house than 
another crew requires, you can bet 
there is an application problem.

Lean implementation and Lean 
metrics require a new mindset. 
Accounting can tell you the overall 
profit and loss, but almost never down 
to the component-level of the house. 
Variances may be helpful, but what 
if the original baseline from which 
the expenditure varied was incor-
rect? The only way you really get at 
it is to institute an ongoing system of 
metrics as close to real time as you 
can get. Right now your variance on 
shingles looks perfect on paper, but a 
drive through the field shows three or 
four squares left over on the ground, 
and you don’t see any credits com-
ing back from the supplier. To make 
it worse, you pay your roofer by the 
square ordered, not installed. The 
brick variance looks equally good, but 
your superintendent knows you have 
better than a cube and a half left over 
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“With the right 
metrics, we can get 
our processes to talk 
to us, telling us what is 
wrong. With the wrong 
metrics, our processes 
are perfectly capable of 
lying and sending  
us astray.”



on each of the single-family units. You 
have negative variances for lumber on 
two projects, but you have no clue as 
to their source. Bad takeoff? Short de-
livery? Theft? Inefficient crew? All or 
part of the above? If you are not us-
ing a system of field-based process 
measures, you will never know, and 
you will never reap the full benefits of 
Lean building.

There is nothing more endemic to 
Lean operations than the concept 
of “flow,” and almost nothing is giv-
en less regard by the average home 
builder. I spoke recently with a builder 
running at a pace of about 150 units a 
year. They were in the habit of releas-
ing five or six units at a time. Imagine 
the foundation contractor who had no 
work for three weeks and now he gets 
six starts. Where does he begin? What 
if two superintendents both tell him 
that theirs comes first? How many 
phone calls will transpire? Now imag-
ine a different builder producing 150 
per year. They start three per week, al-
ways one each on Monday, Wednesday, 
and Friday. The trades never wonder 
which comes first and the locations 
have been thought through by the 
builder staff so that they make sense 
from an efficiency standpoint. Now 
the trade contractor does not have 
people on layoff for three weeks, then 
suddenly working 65 hours a week, as 
if he is three times bigger. He avoids 
overtime pay and can plan both the 
deployment of his people and his 
equipment. He might even be able to 
train and keep some good people long 
term.

When we look around the home 
building industry, we see many people 
measuring the wrong things and oth-
ers measuring the right things, but 
in the wrong way. Lean process de-
mands better. The traditional finan-
cial and accounting measures that 
dominate our business are necessary, 
but insufficient. For purposes of Lean 

implementation and tracking, they are 
the equivalent of driving down the road 
while looking in your rearview mirror. 
That’s another old management say-
ing, but one that is rarely heeded. Just 
imagine if all your car dashboard dis-
played was the average of your speed, 
fuel, water temperature, and oil pres-
sure for the past month. When you 
need current information, the best 
you get is a prediction on what was 
going to happen down the road, based 
on past performance. That’s account-
ing. But you are out there negotiating 
your way through dangerous traffic 
and need to know what is happening 
right now. What is my speed? Are the 
systems functioning normally? How 
much fuel do I have and how far can 
I go? In this regard, traditional finan-
cial measures are little help. We need 
better information, provided through 
Lean metrics. 

Returning to our simplest defini-
tion noted in the first article in this 
ongoing series on Lean Building 
(Professional Builder, September 2010, 
page26), Lean is “The relentless pur-
suit, identification, and destruction of 
waste in product and process.” This is 
the one sure route to profit improve-
ment in the new decade of home 
building that begins this month, and 
getting there requires new thinking 
and new metrics. No matter where 
you are today, it is entirely possible to 
double your profit in 2011 if you fully 
understand your processes and what 
they are trying to tell you. Use good 
metrics and your processes will start 
talking. Listen to what they tell you. 
Those who respond will reap the re-
wards. PB

Scott Sedam is president of TrueNorth 
Development, Inc., an international con-
sulting firm specializing in Lean process 
and methods implementation. Sedam 
can be reached at scott@truen.com or 
248.348.6011.
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PRESIDENT, TRUENORTH DEVELOPMENT, INC. 

Scott Sedam is President of TrueNorth Development, an internationally-
known consulting and training firm focused exclusively on the building 
industry. Now in its 19th year with a staff of five field consultants, TrueNorth 
conducts consulting projects and training workshops with more than 200 
builder, supplier & trade clients in the U.S., Canada, Australia, New Zealand 
and Mexico. During the recent industry downturn, TrueNorth’s 
LeanBuilding™ processes saved clients more than $250 million, 
demonstrating clearly how to improve product, process and profit without 
compromising the product or builder, supplier and trade relationships. Scott 

Sedam’s presentations are a popular feature at industry conferences and company meetings and he has 
published a monthly article in the industry for more than 18 years. Currently Scott serves as contributing 
editor for Professional Builder Magazine and writes the weekly “Lean Building” blog on 
www.HousingZone.com. He is a passionate advocate of the application of Lean Methods as the one way 
to reduce cost without the collateral damage that inhibits long-term growth and success. 

Scott began his career as a production supervisor for U.S. Steel’s South Chicago Works, then the largest 
structural steel mill in the world. From both company and union management he learned “anti-quality” 
– everything not to do to produce a quality product at a fair price. From the mill workers Scott learned 
the insatiable desire of people to do the best possible job and improve their work – if given the 
opportunity, tools and support. From there Scott moved to Motorola, the winner of the first Malcolm 
Baldrige National Quality Award, where he learned what quality really meant from a company that had 
to reinvent itself to survive. Before coming to the building industry full-time in 1989, Scott served eight  
years with two consulting firms specializing in quality and process improvement in a wide variety of 
industries. 

A former executive with Pulte Corporation where he launched their industry-leading quality initiatives in 
the 90’s, Scott is a passionate advocate of the application of Lean Methods as the one way to reduce 
cost that actually improves product, process and supplier/trade relationships. Scott is known for 
provocative quotes that challenge the industry status quo, such as “The only thing that buying on bid-
price alone guarantees is that you will never operate by lowest total cost.” He was also among the first 
to recognize the substantial additional benefit that building lean also means building green.  

Scott is a long-time judge of the National Housing Quality Award has been a past examiner for the 
Malcolm Baldrige National Quality Award and has both undergraduate and graduate degrees from 
Miami University in Ohio. Scott was a student of acclaimed Quality guru Dr. W. Edwards Deming and 
credits Deming with providing the vision that even the most entrenched industries – and people – can 
learn, grow and change for the better. 

Scott Sedam and his family reside in a converted barn in Novi, Michigan, built in 1828 by a veteran of the 
War of 1812 and signer of the first Michigan State Constitution. Scott regretfully reports that all calls to 
the builder for warranty service have gone unanswered. 
 

“There is no substitute for knowledge”   W Edwards Deming 

“Imagination is more important than knowledge”   Albert Einstein 

“Knowledge + Imagination can solve any problem”   Scott Sedam 

http://www.housingzone.com/
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ABOUT TRUENORTH DEVELOPMENT 
 

TrueNorth Development was founded in 1997 by former Pulte Homes executive Scott Sedam to serve 
the growing developmental needs of the building industry. With professionals located across the U.S., 
TrueNorth has worked with more than 200 organizations in the United States, Canada, Mexico, Australia 
and New Zealand to improve quality and profitability. TrueNorth clients range in size from small local 
builders doing 25 units annually to some of the largest builders with annual production of thousands of 
homes. TrueNorth also works with leading industry manufacturers, suppliers and trade contractors.  
Scott Sedam’s monthly column appears in Professional Builder Magazine and he is a well-known speaker 
at industry events, company meetings and conferences. 
 
Areas of expertise include: 
 

 Lean Production / Lean Enterprise 
 Lean Design / Lean Plan Workout 
 Green building  
 Operations Improvement Planning 
 Survey & Analytical Tools 
 Total Quality Improvement / Six Sigma 
 Process Analysis & Improvement  
 Organizational Development Strategies 
 Problem Solving & and Prevention 
 Customer Service Strategies & Systems 
 Operations & Construction Management 
 Community Management Teams 

 Sales Training 
 Sales Management Coaching 
 Human Resource Essentials 
 Partnering & Strategic Alliances 
 Supply-chain Management 
 Change Management 
 “Supplier of Choice” strategies 
 “Builder of Choice” strategies 
 Team Development 
 Custom Analytics 
 Strategic Planning  
 Custom Training

 
TrueNorth has the industry’s most extensive catalogue of over 30 coursework titles designed specifically 
for the building industry. Associates are located in Arizona, Colorado, New York and Michigan. All 
TrueNorth consultants and facilitators are professional presenters and have extensive building industry 
experience. TrueNorth clients have received more recognition from national quality and service award 
organizations than any other firm in the industry. 
 
TrueNorth’s LeanWeek™ is an intensive, highly-structured,  five-day process that involve suppliers and 
trade contractors with the builder to find, analyze are remove waste from product, process and plans.  
The results are improved product and margins for all parties, while reducing costs and enhancing 
relationships. The same principles are applied in LeanCompany™ by looking at internal waste, and 
LeanPlan Workout™ & LeanDesign Charrette™ that drive out design-induced waste. Over the past 
decade TrueNorth’s Lean initiatives have identified more than $250 million in savings across 185 
implementations with more than 140 builders of all sizes and types in 5 countries.  
  
For more information about how TrueNorth can help your organization achieve its goals, please contact 
us at 248.446.1275 or on the web at www.truen.com. You may reach Scott Sedam directly via email, 
scott@truen.com. 
 

See Scott’s blog “The Lean Builder” at HousingZone.com 
 

See Scott’s monthly article in Professional Builder magazine or online at HousingZone.com 
 

Please join the Lean Building Group on Linked In 

http://www.truen.com/
mailto:scott@truen.com



