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Defining Excellence in U.S. Construction Companies
An evaluation of the best in class practices of U.S. construction companies.

Executive Summary

How do we create enduring high performance companies that continually deliver success? PACE' funded
this exploratory research project to examine companies that are consistently goad,'performers in the
industry. This report illustrates the feasibllity of a method to rate these companies based on their
continuous successful performance in theA marketplace. Collins and Porras (1994) describe such
companies as “Built To Last” and outline six key criteria for these companies in their book. Those
criteria were used to rate 14 excellent construction companies. The rating method is described in detail so

that the reader may use it for evaluating his or her own company.

This research showed that companies with a clear core ideology, audacious goals, a cult-like culture,
purposeful evolution, management continuity and mechanisms for self improvement appeared to be the
most vibrant. Internally, their employees were fulfilled in their work and extremely excited about being

part of something special. A sense of elitism permeated these companies.

What did this careful attention to the core ideology gain these groups? It afforded them the opportunity to
grow and evolve, to try new things, take risks, make mistakes, win challenging work, create opportunities
and often times beat the competition while ach1ev1ng success for a client. This report summarizes some
of the examples found in 14 excellent companies. They are sorted into best in class and worst in class
categories. The reader must remember that all of these companies are performing well in the industry.

Therefore worst in class is far better than the worst company in the industry.

Further research needs to be done to more objectively quantify these factors for construction companies
and to better define organizational performance measures. This study has shown the feasibility of using

these factors to evaluate construction companies.

1 PACE, The Partnership for Achieving Construction Excellence. The mission of PACE is to establish a working
partnership between the construction industry and Penn State to achieve excellence in construction through process -
innovation and the development of students into leaders that shape its future.
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management transition in the event of an emergency. One company was publicly held and was among

those that did not have a succession plan in place.

Family companies in this study created unique exit strategies as well. A few of these.had successfully
transitioned into their third generation of management. Others were either developing or creating exits
for themselves. Only two companies used sale as an exit strategy. Two others were in the process of
selling the company to its employees or management team. All of these activities require a significant
investment of time and talent by the parties involved, energies taken away from the day to day operations
of the company. As these companies plan for the future of their organizations, only seven have a
distinct plan in place to ensure a smooth transition of management. Seven others could expect a

leadership gap tomorrow in the event of an emergency.

4.5.2 Worst in Class

Consider the opposite outcome when not focusing on the critical aspects of management continuity. In a
similar loop as described above, poor management development over time and inadequate succession
planning creates a scarcity of strong internal candidates, or a collection of individuals who are not
“ready.” This creates a leadership gap in the company, a problem often times fixed by importing external
candidates. The worst in class companies were somewhere in this loop. Few companies were to the point
of importing a COO or CEO into the company. Several others are developing or re-developing a
management program to breed the next generation of candidates. Consequently, evidence supporting

historical consistency with a core ideology and a strong culture was limited.

A note on importing leaders.

Companies importing senior leaders, heirs or successors have done so because of an absence or lack of
internal candidates. In these situations, the company now has a clear and distinct succession plan in
place. However, until these individuals are accepted fully into the fabric of the company’s culture, they
will be unable to successfully lead the organization. It will take time for the new individual to earn the
power and respect required to guide the existing company. Furthermore, each of these companies as well
as the others who have imported people into senior positions, have experienced some fall out throughout
the company. The voids created from this must now be filled. This will likely create opportunity in a

company, promote those who may not be ready or create the challenge of recruiting from the marketplace

specifically for these positions.




4.5.3 Summary

The companies with less evidence of sound management development programs, had fewer internal
candidates to groom aqd choose from and consequently were less likely to have a definitive succession
plan in place. This was either because the people were not ready or because there was no program to
stimulate the evolution of management internally. Others identified high potential employees or
superstars very early in the candidate’s career and planned a careful development track with intense
assignments and stimulating challenges that tested their ability to perform and lead the company over
time. These individuals, after going through a program became obvious strong candidates for succession.
Furthermore, creating a successful management development program seemed to challenge the current

leaders to grow and evolve the company to create the needed room for employee growth.

4.6 Self Improvement

“Comfort is not the objective in a visionary company. Indeed, visionary companies instill powerful
mechanisms to create discomfort — to obliterate complacency — and thereby stimulate change and

improvement before the external world demands it.”
- James Collins and Jerry Porras
Authors, Built To Last

The visionary company believes and invests in itself. A desire for self improvement is used to stimulate
progress, challenge employees and most importantly, to enhance the culture by providing an atmosphere
of teamwork, reward, recognition, belongingness and challenge in the workplace. An atmosphere that

promotes continual progress requires continual company investment and discipline.

Best in class companies spend more time proactively shaping their future than they do worrying about
being prepared for a future imposed by the external world. These companies recognize the importance of
constantly raising the bar of expectations and company standards. To do this, investments in people,
education, services, technology and systems become the building blocks for a company pre_paring itself to
evolve and create its own path consistently over time. Visionary companies engage people by creating
discontent — the healthy discomfort that is packaged with the challenge of always doiﬁg things better

tomorrow than they were done today.

Construction companies were ranked based on evidence found in two categories. First, has the company
been investing in the future? Investment can include cash expenditures for technology or system
upgrades, professional certifications or the investment of time required to develop university partnerships,

training curriculum, mentoring programs or management development tracks. Second, what mechanisms
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has the company instituted to promote improvement? Mechanisms such as incentives, competition

and satisfaction reviews are typically used to ensure that people remain sharp, motivated and are

constantly improving themselves and the company. Each subcategory has a maximum score of 3, for a

category score of 6.

4.6.1 Best in Class Company Company Self
Reference Rank | Improvement
Nine of 14 companies achieved maximum scores in this category No. a bl T
(Table 8). Interestingly, every company (column a) is making 11 1 31316
. . . . . 2 3 31316

significant investments in the future and in themselves while = 5 3131 6
nine companies (column b) have created mechanisms to 14 5 31316
motivate and challenge their employees to improve for the g 2 g g 2
future. Examples of how the highest scoring construction 12 8 3|13} 6
companies are investing in the future and the mechanisms being 153 ig g : g
used to promote improvement internally are described below. 10 4 3121 5

4 9 31215
Investment 1 11 312])5

8 13 31215
¢ Funding industry research and corporate development 3 14 3121 5
e Creating a diversified portfolio of services Maximum

: Score 6

e Upgrading systems and technology Average . 564

Contributing to the education of craft labor (e.g. NCCER) Table 8 - Self Improvement Scores
Acquiring or creating subsidiaries to expand service
Becoming ISO 9000 or ISO 14000 certified

Developing and maintaining university partnerships

Stimulating Progress

Mechanisms for making improvements

Using customer satisfaction reports to evaluate bonus compensation and promotion opportunities
Creating internal competition between groups and teams to improve processes and services
Offering employee ownership in both equity and company performance risk

Demanding the use of high performance teams that don’t let teammates fail

Evaluating incentives and discretionary bonuses based on individual and team performance
Creating a tangible profit sharing program at all levels

Utilizing management and employee development programs

Creating annual training requirements/ performance reviews/ learning centers for employees

35



13 3

Using “phantom shoppers” or people who visit sites to anonymously track performance

e  Using regular peer reviews and audits to share lessons learned across the company

Sharing resources and cross training people to enhance the skill set of employees in the company

4.6.2 Worst in Class

Nine of the fourteen construction companies in this study achieved a maximum score in this category.
The remaining five companies scored a five, one less than the maximum. Therefore the scores in self
improvement were good. It appears that these construction companies are making conscious efforts to

improve and grow for the future by investing and planning today.

4.6.3 Summary

Four questions are offered here to challenge individuals who are building their organizations for the
future. Answers to these questions can help reflect the current state and future potential of the company

1o constantly improve itself.

1. How can you create discomfort internally? Use this to ensure that people remain sharp, motivated
and constantly improve themselves and the company.

2. Are you investing in the future? Are you a leader in your industry? Identify ways to forecast future
markets, businesses or technologies, invest in them and strive to lead the industry in this regard.

3. How do you respond to the cycles of your business? How do you put your company in a position to
continually build for the long term even during slow periods? -

4. Do your employees recognize that creating a best in class company is not easy? It is far more
important to remain disciplined towards setting and reaching goals than it is to arrive at one and stop

or become complacent. Reject doing well as an end goal.

4.7 Built To Last Guidelines

Section four has outlined specific examples of how best and worst in class construction companies are
using the principles of “Built To Last” in their day to day operations. It is hoped that these thoughts can
create awareness to the six categories introduced and promote the willingness of companies to reflect
internally on them. Using the examples offered, the reader could review the scoring criteria put forth in
section 3.0 and develop a customized ranking for their particular company. Tracking evidence over time
by an outside or unbiased third party is a good way to honestly evaluate the existence of evidence inside

your company.
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5.0 CONCLUSION

It was evident from interacting with the various company types that these “Built To Last” principles lend
themselves to the‘ analysis of construction companies. In this study, the companies with the strongest
culture and the most audacious goals set in strict alignment with their core ideology seemed to be the
most vibrant. Internally, their employees were fulfilled in their work and extremely excited about being
part of something special. A sense of elitism permeated these companies. What did this careful attention
to the core gain these groups? It afforded them the opportunity to grow and evolve, to try new things,
take risks, make mistakes, win challenging work, create opportunities and often times beat the

competition while achieving success for a client.

As companies continue to compete in the design and construction marketplace they will be forced to
change the manner in which they conduct business. Visionary organizations will be the ones who add
something unique to the project delivery process. They will evolve purposefully to the future markets
because today they are preserving their core, taking small steps to improve and are cultivating a culture
that will allow them to try new things. They will create better value for their clients in the new

millenium.

Suggested follow on research

This exploratory research evaluated good construction companies based on successful habits of visionary
companies. An attempt was made to correlate these habits to the performance of each individual
company, however the necessary performance data was limited. Performance measures such as return on
investment, safety, margins and employee retention were used as possible indicators and tracked for a
limited number of companies. No conclusions can be made about how the six factors measured in this

study impacted the financial performance of each company.

The next step is to develop concrete measures of performance using the same group of participant
companies. The correlation between the principles identified and explaiﬁed here and the performance of
companies can only be made if each company actively participates by offering critical, confidential
performance information. Furthermore, more companies, with a wider performance range, from the same
or related markets would be extremely useful to better characterize principles outlined in this research for

construction organizations.
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