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$11K per UNIT in 2011? 
Do you believe? 

The voyage of discovery  

is not in seeking new landscapes 

but in having new eyes. 
Marcel Proust 
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Houston: 1989  
 How did we get so inefficient? 

Eberôs Law   
 ñWhen growth stops, you find out the babyôs ugly.ò 

Sedamôs Corollary 

 From 1991 ï 2006, ñThe Golden Ageò  
 90 % of the margin made by  
 90 % of the builders was made in three ways  

1.  Land Appreciation  

2.  Sales Price Inflation  

3.  Volume Expansion  
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The Field of Dreams 

If we built it, they would come ς and they did! 

 Efficiency was not part of the equation 

 ²Ŝ ŘƛŘ ƴƻǘ ǘǊǳƭȅ ŎŀǊŜ ŀōƻǳǘ ŎƻǎǘΣ ǿŜ ǎǘƛƭƭ ŘƻƴΩǘ 
 
            ς and I can prove it! 
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[ŜǘΩǎ ƎŜǘ ǎŜǊƛƻǳǎΗ 

Who is really serious about controlling cost? 
I am about to prove you are wrong 
¢Ƙƛǎ ƛǎ ōŀǎŜŘ ƻƴ Ƴȅ ǇǊŜǎŜƴǘŀǘƛƻƴ Χ 
 

ά ¢ǿŜƴǘȅ !ƎƎǊŀǾŀǘƛƴƎ vǳŜǎǘƛƻƴǎΗέ 
20 very basic questions on good operating practices 
that determine if you are truly serious about 
controlling cost.  

You get a choice:  
 ±ŜǊǎƛƻƴ !Υ  .ƭƻǿƛƴƎ ǎƳƻƪŜ Χ 
      Version B:   Tough love 
      Version C: Χ 
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±ŜǊǎƛƻƴ ά/έ 

Or, perhaps we look elsewhere 
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The Deal 

I will ask 11 questions 

¸ƻǳ ƘŀǾŜ ǘƻ ōŜ ŘƻƛƴƎ ƛǘ ōŜȅƻƴŘ ǘƘŜ άŀƴŜŎŘƻǘŀƭέ  

ƛŦ L ǿŜƴǘ ǘƻ ȅƻǳǊ ƻŦŦƛŎŜΣ ǿƛǘƘƛƴ р ƳƛƴǳǘŜǎ ŎƻǳƭŘ ȅƻǳ Χ 

No cheating 

These are hallmarks of Lean Operations.  

Each that you adopt will bring at least $1K per unit per 
year 

We have the builders to prove it.  

If you understand and apply Lean principles, you will 
already be doing at least half. 
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Lean Operating Practice #1 

Phase Tracking 
 

 Track the # of days to build EACH of your 
plans, but also track for each in detail: 
(substitute local terminology) 

a. Contract to Foundation start 

b. Foundation start to Frame start 

c. Frame start to Rough (Mechanical) Inspection 

d. Rough Inspection to Final  (finish) 

e. Final to Close 
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Lean Operating Practice #2 

Two-Way Takeoffs 
 

 

Do your OWN ǘŀƪŜƻŦŦΩǎ ŦƻǊ όŀǘ ƭŜŀǎǘύ 
foundation, framing,  lumber & trim, HVAC, 
electric, plumbing, roofing, insulation, 
drywall, paint, flooring? 
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Lean Operating Practice #3 

Plan Reviews at Design Stage 

 Conduct formal plan reviews with your key 
suppliers & trades during the design phase for 
all new products? 
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9ƭƛƳƛƴŀǘŜ ά5ŜǎƛƎƴ-ƛƴŘǳŎŜŘ ²ŀǎǘŜέ 
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Wǳǎǘ ǘƘƛǎ ǎǇǊƛƴƎ Χ 

How does this happen? 
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hǊ ǘƘƛǎΚ  ά5ŜǎƛƎƴ-ƛƴŘǳŎŜŘ 9ǊǊƻǊǎέ 
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Hmmm . . . 
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Waste Picture of the Year 2008 
όǿƘŀǘΩǎ ǿǊƻƴƎ ǿƛǘƘ ¢IL{ ǇƛŎǘǳǊŜΚύ 
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The Epiphany όŀƪŀ ǘƘŜ ōƛƎ άAh-HaΗέύ 

At least 50% of everything we found in more than 50 
LeanBuilding Blitz implementations involving more 
ǘƘŀƴ мнлл ǎǳǇǇƭƛŜǊǎ ϧ ǘǊŀŘŜǎ Χ 
 
  HAD ITS ROOTS IN PLANS, 
  DESIGNS & SPECIFICATIONS! 

If we can get upstream into the plan & design process, 
ǿŜ ǇǊŜǾŜƴǘ ƳƻǊŜ ǘƘŀƴ ƘŀƭŦ ǘƘŜ ƛǎǎǳŜǎ Χ ǿƘƛŎƘ 
provides MORE than twice as much time and 
brainpower to solve the downstream stuff. 

Χ ōŜŎŀǳǎŜ ǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ƛǎ ŜȄǇƻƴŜƴǘƛŀƭ 
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Lean Operating Practice #4 

Plan Reviews  for Existing Plans 
 

 Conduct a formal, monthly plan review with 
your key suppliers & trades for an existing 
plan ς then implement & track the changes 
and results? 
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Example: How does this happen? 

WHO KNEW? 

1. Framer 

2. Roofer 

3. Window Installer 

4. Drywaller 

5. Trim Carpenter 

6. Housewrap guy 

7. Sider 

8. Superintendent 

9. Architect??? 
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An Isolated Case? 
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Lean Operating Practice #5 

Buying on Total Cost 

 Demonstrate that you are buying on 
TOTAL COST,  not merely initial price?  
 
Written criteria and scoring required 
 
Examples: Specific data (bh¢ ƳŜǊŜƭȅ άǾŀǊƛŀƴŎŜΗέύ for: 
Á Pre-close rework cost for each S/T 

Á Post-close warranty cost for each S/T 

Á Schedule adherence rating for each S/T 



3/4/2011 

12 

ñ11 for 11 in 11ò by Scott Sedam 
Copyright 2010 by TrueNorth Development Inc 

Do not reproduce without permission 

Iƻǿ ȅΩŀƭƭ ŦŜŜƭƛƴΩ ŀōƻǳǘ ƴƻǿΚ 

ÅThis is tough, but you see what potential lies in 
just a few aggravating but challenging questions? 
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aƻǊŜ ƻŦ {ŜŘŀƳΩǎ ά!ƎƎǊŀǾŀǘƛƴƎ vǳŜǎǘƛƻƴǎέ 

Those were the EASY ones! 

Iƻǿ Ƴŀƴȅ ά¸ŜǎΗέ ǎƻ ŦŀǊΚ 

Anything unfair about those questions? 

just basic building practices! 

Is anyone, not doing  just those 5 things, truly committed to 
controlling cost? 

CƻǊ ǘƘƻǎŜ ƪŜŜǇƛƴƎ ǎŎƻǊŜΣ ǘƘŜ ŀƴǎǿŜǊ ƛǎ άNO! έ 

ά{ƻ ǿƘȅ ŀǊŜƴΩǘ ǿŜ ǘǊŀŎƪƛƴƎ ǘƘŜǎŜ ǘƘƛƴƎǎΚέ 
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Lean Operating Practice #6 

Worker Comp tracking 

 Yƴƻǿ ȅƻǳǊ ǎǘŀǘŜ ǿƻǊƪŜǊǎΩ ŎƻƳǇŜƴǎŀǘƛƻƴ 

άƳƻŘ ŦŀŎǘƻǊά for every trade company 

that works on your sites? 

  (caution, use a 3 year rolling average to compensate for bad luck) 
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! ƴƻǘŜ ŀōƻǳǘ άaƻŘΦ CŀŎǘƻǊǎέ 

There is NO better indicator available on both the 
quality and the ability of a trade to control cost 
 

Consider 2 Framers who submit the same bid 

Framer A has a state mod. factor of  0.7 (3 yr. avg.) 

Framer B has a mod. factor of  1.4 (3 yr. avg.) 
 

They submit identical bids. Which do you choose? 
Hint: ask your superintendents to tell you everything they can predict 
about those two trades 

Also consider risk 
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Lean Operating Practice #7 

Best Trades ς Best Crews 

 Negotiate for the best specific crews,  

by name? 

 

Payton Manning vs. ? 
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Lean Operating Practice #8 

Field Audit System 
 

9ǎǘŀōƭƛǎƘ ϧ ¢ǊŀŎƪ άCƛŜƭŘ !ǳŘƛǘ {ȅǎǘŜƳέ 
 
Know your yield % on lumber, both framing & trim? 
calculation:          amount of lumber & trim in finished home 
     amount of lumber & trim purchased 
 

 Concrete temperature, slump & leftover 
 
Drywall Utilization Ratios (WTF????) 
 
²ƘŀǘΩǎ ȅƻǳǊ ǊŀǘƛƻΚ 
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    Not invented here 
    Tradition & Inertia 

Χȅƻǳ ƘŜŀǊŘ ƛǘ ƘŜǊŜ ŦƛǊǎǘ Χ 

# Sq Ft Walls & Ceilings*     
    # Sq Ft floor space 

    # Sq  Ft  Purchased     
    # Sq Ft Floor Space 

*minus garage 
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Practical example:  Lumber Yield 

      
Lumber & Trim in Final Product  

Lumber & Trim Purchased 
 

=  Yield Percentage   
 

Q:  How many builders really know? 

A:  Virtually None 
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2 Profitable Builders (1995!) 

Builder A:  74.8% yield 

Builder B:  85.1% yield 

²ƛǘƘ ŀ ȅŜŀǊΩǎ ǿƻǊƪΣ .ǳƛƭŘŜǊ ! ƛƴŎǊŜŀǎŜŘ 
lumber & trim yield to 85% 

What does this mean in real dollar terms? 
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ŀ ƳŜŀǎƭȅ ƭƛǘǘƭŜ мл҈ ƛƴŎǊŜŀǎŜ  ƛƴ ƭǳƳōŜǊκǘǊƛƳ ȅƛŜƭŘ Χ  

Avg. sales price in this operation = $300 K 

55% house cost = $165 K 

10% lumber & trim material cost = $16.5 K 

 10% yield improvement = $1,650.00  HOUSE ! 

4ÈÉÓ ÏÐÅÒÁÔÉÏÎ ÃÌÏÓÅÄ άΦΦϽ ÈÏÍÅÓ ÉÎ ȬΦΧ 

"ÏÔÔÏÍ ÌÉÎÅ ȣ ÏÖÅÒ $1,000,000.00 
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Lean Operating Practice #9 

Schedule as Religion 
  

 Build consistently in LESS than 65 work days 
or 90 calendar days, frame start to final 
Á ACTUAL ς ƴƻǘ άǎŎƘŜŘǳƭŜŘέ 

Á ǘƘŀǘΩǎ ƴƻǘ ǎƻ ƛƳǇǊŜǎǎƛǾŜΣ ōǳǘ ƛǘΩǎ ŀ ǎǘŀǊǘΗ 

Á ²Ŝ ǿƛƭƭ ƘŜƭǇ ȅƻǳ ǿƛǘƘ ǘƘƛǎ Χ ŦƻǊ ŦǊŜŜΗ 
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[ŜǘΩǎ ƎƛǾŜ ΨŜƳ ǎƻƳŜǘƘƛƴƎ ǘƻ ǘŀƭƪ ŀōƻǳǘΗ 

¢ƘŜ ¢ǊǳŜbƻǊǘƘ ά{ŀǾŜŘ 5ŀȅ /ŀƭŎǳƭŀǘƻǊΗέ 

Cindy & Jean,  
back at the Home Office  

in Northville, operating  
the Saved Day Calculator!  



3/4/2011 

18 

ñ11 for 11 in 11ò by Scott Sedam 
Copyright 2010 by TrueNorth Development Inc 

Do not reproduce without permission 

The impact of lost days (1 of 2) 

Build days for average single family production 
home:   

Before the fall, estimated average 120 work days.  

After the fall, estimated average 150+ work days.  

Achievable demonstrated goal: 75 work days. 
We have examples of 54, 48, 44, 40, 38 & 32 

Careful: one example of increase from 45 to 48 

Last month: 62 day: (-3) + (+3) 
 

Few understand the real impact of absorption 
 
Few understand the impact of house overlap 
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The impact of lost days (2 of 2) 

 

Savings from halving production time: 
ѹ άŎŀǊǊȅ Ŏƻǎǘǎέ  
Half the supervision 
IŀƭŦ ǘƘŜ ²Lt ƛƴǾŜƴǘƻǊȅ όǘƘƛƴƪ άǎǳǇǇƭȅ ŎƘŀƛƴέύ 
Fewer mistakes, errors, rework 
Lower losses &  replacements 
Better response from suppliers & trades 
!ƴŘ ǘƘŜ ά.ƛƎ YŀƘǳƴŀέ Χ !.{hwt¢LhbΗϝ 
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Lean Operating Practice #10 

Eliminate wasted/unnecessary trips  

The $10 Billion Secret! 

Reduce the wasted or unneeded trip to the 
building site 
{ŎƻǘǘΩǎ άŦŀǾƻǊƛǘŜέ ŦƻǊƳ ƻŦ ǿŀǎǘŜ 

aŀƴȅ ƛƴǎǘŀƴŎŜǎ ǊŜǉǳƛǊŜ άƴŜǿ ŜȅŜǎέ 

hƴŜ ƻŦ ǘƘŜ ǿƻǊǎǘ ά¢ƘŀǘΩǎ Ƨǳǎǘ ōǳƛƭŘƛƴƎέ 
Constantly encountered 

Seldom charged (directly) 

Rarely solved  
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Lean Operating Practice #11 

Waste Reduction  

Aggressive Waste Reduction Strategy ς (HHT example) 

NAHB: U.S. average is $1200/site 
Epiphany: every cent you pay to remove, you first paid to bring it to 
ǘƘŜ ǎƛǘŜΦ aŜŀƴǿƘƛƭŜΣ Ƨǳǎǘ  ǘƻ ǘƘŜ ƴƻǊǘƘ ƻŦ ǳǎ Χ 

/ƻƴǎƛŘŜǊ άǘƘŜ ƎǊŜŜƴέ 
1,000,000 r/t @ 60 miles avg. round trip (3-4 pulls @ 300,000 units) 

Typical WMI truck gets 4mpg. 15 gallons per trip. 

15 million gallons of diesel fuel! (in slow times) 

Keys to reducing cost: 
Prevention ς design, engineering, purchasing, construction methods, 
supplier/trade participation 

Protection & Management 

Efficient Removal 
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¢ƘŜ άCƻǊƳǳƭŀ !ǇǇǊƻŀŎƘέ 
(cost reduction in 10 easy steps! Just write the memo) 

1. Slash overheads 
2. Lay off staff 
3. Hammer your suppliers & trades 
4. Increase sales incentives  
5. Reduce sales price 
6. Cut production 
7. Stop buying land (walk away from deposits, if necessary) 

8. Sell Land (auction if truly desperate) 

9. Find partner, merge, sell out (ŀƴŘ ƛŦ ŀƭƭ ŜƭǎŜ Ŧŀƛƭǎ Χύ 

10. Become a consultant! 
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The result: bleeding 

SYou no longer get the best crews 

SErrors and rework go up 

SBack charges increase 

SSchedules slip  

SService deteriorates 

SHow much is actually saved? 

SWill they want to get even? 

Formula Example: The Demand Letter 

ά5ŜŀǊ WƻŜ ǘƘŜ tƭǳƳōŜǊΣ ±ŀƭǳŜŘ ¢ǊŀŘŜ tŀǊǘƴŜǊέ 

ά/ǳǘ ȅƻǳǊ ǇǊƛŎŜ мл҈ ƻǊ ǿŜΩƭƭ ƪƛƭƭ ȅƻǳΗέ 

Is there another way to go? 
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Yeah!  Go on Vacation! 

At the beach, trying to relax,  

but you brought your little nephew ñScottyò 
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A Provocative Question 
ŦƻǊ ŀ ƘƻƳŜōǳƛƭŘŜǊǎΩ ǿƻǊƪǎƘƻǇΥ 

Q:  Why has nearly every other industry that puts out a 
product, from cars to food to electronics, experienced an 
order of magnitude gain in productivity and quality ς except 
homebuilding?  

Note:  Slashing overhead and hammering trades does NOT 
constitute productivity improvement! 

We were invited to the party; we were having too much fun 
to think it was important. 

The facts:  We have not been serious about true product & 
process improvement and the elimination of waste in all 
forms 
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.ŀǎƛŎǎ ƻŦ ά¢ƘŜ !ƴǎǿŜǊέ  

1. Rethink our assumptions about the business 

bƻǘ άtweakingέ ǘƘŜ ŎǳǊǊŜƴǘ ǎȅǎǘŜƳ ς this is a new paradigm 

2. Reinvent our builder, supplier & trade relationships  

3. Fully understand άǘƘŜ ǾŀƭǳŜ ǎǘǊŜŀƳέ 

4. Make daily decisions based on knowledge of: 

Initial Price vs. Total Cost vs. Highest Value 

5. Apply the principles of Lean Production 

This is the route to sustainable profitability in any market 

The change requires tremendous leadership & discipline 

ñ11 for 11 in 11ò by Scott Sedam 
Copyright 2010 by TrueNorth Development Inc 

Do not reproduce without permission 

Achievable Goal for 2011 

Launch an all-out assault on cost, 
without  assaulting your suppliers & trades 
 

Preserve your margin, 
without  destroying theirs 
 

Build on your most valuable resources & 
relationships ς to sustain you now and 
empower you when we emerge. 
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²ƘŀǘΩǎ ǘƘƛǎ ά[Ŝŀƴ .ǳƛƭŘƛƴƎέ ǎǘǳŦŦ Κ 

 Lean is a science, a mindset, a culture, a discipline 
and a set of tools: 
 

The relentless pursuit, identification and 
destruction of waste in all forms 
 

Create perfect value ς as defined by the customer 
ς with zero waste.  

Waste = Materials, labor, overhead, resources, that do 
not add value to your product in the eyes of the 
customer 

  

Transporting 
(material/objects) 

Inventory 
 

Motion 
(of people) 

 

Waiting 
(time) 

Over-
Producing 

Over-
Processing 

 

 

Defects & 
Rework 

 
 

Destroy  T I M  W O O D !  
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The word for the day is MUDA !  
(The Japanese word for what it sounds like)  

Á!Ó ÙÏÕ ÇÅÔ ÉÎÔÏ ,ÅÁÎ ÙÏÕȭÌÌ ÆÉÎÄȟ 
MUDA is everywhere, you just 
ÄÉÄÎȭÔ ÒÅÃÏÇÎÉÚÅ ÉÔ 

ÁCommon phenomenon, hard to see 

Ğ$ÏÅÓ Á ÆÉÓÈ ËÎÏ× ÉÔȭÓ ÉÎ ×ÁÔÅÒȩ 

Ğ$ÏÅÓ Á ÂÕÉÌÄÅÒ ËÎÏ× ÉÔȭÓ ÉÎ -5$!ȩ 
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This is all about prevention 

The Rule of 1-10-100  

a.k.a.  ά¢ƘŜ DƻƻŘΣ ¢ƘŜ .ŀŘ ϧ ¢ƘŜ ¦Ǝƭȅέ 
 

Established by Bell Labs, 1958 

Ignored in America (until recently) 

Copied and applied in Japan 
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INITIAL PRICE vs. TOTAL COST  

THE RULE OF 1 - 10 - 100 
ÁPREVENTION (1) 

Ğthe good 
 

Á INSPECTION  (10) 

Ğin-process failure 
Ğwe find & fix 

Ğthe bad 
 

ÁFIELD FAILURE (100) 

Ğpost-delivery failure  
Ğcustomer finds, we fix 

Ğthe ugly 
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At the Core of Lean are basic 
models & operating practices 

Prevention 

Continual process & product improvement  

Buying on Total Cost vs. Initial Price 

An abhorrence for waste 

Requires an understanding of what waste is 

Requires major cultural transformation 
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,ÅÁÎ 7ÁÎÔÓ ƛ 

Everyone who touches the 
products & processes involved 
(ÁÎÄ ÔÈÁÔȭÓ ÅÖÅÒÙÏÎÅ) 

Lean Thinking, Lean Process 
& Lean Methods to become one  
of your daily operating practices 

Everyone to become obsessive  
ÁÂÏÕÔ ×ÁÓÔÅ ÕÎÔÉÌȣ ÌÉËÅ ÔÈÅ  
folks at Hearth Technologies, 

You just canôt stand it! 

(Obsessive-compulsive disorder) 

Hair on Fire!!! ñ11 for 11 in 11ò by Scott Sedam 
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The Lean Culture: 
 

Hearth & Home Technologies 
(Heatilator/Heat & Glo) 

The only building industry 
winner of the Shingo Prize 

Mt. Pleasant, IA & Lake City, MN 
 

After his 3rd plant tour, Scott Sedam 
was asked to sum up what he saw: 
 

 

  άYou have created 350 people 
 with an eye for, and a total 

 intolerance for waste!ò 

�7�K�H���³�$�F�D�G�H�P�\���$�Z�D�U�G�´ 

of Manufacturing 


