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Division Presidents Under Fire

Few CEOs in the homebuilding industry would disagree that their Division Presidents are
the backbone of their operations. M ore than any other podgtion in the company, these are the
individuals who can make or break company performance.

In fact, these Division Presidents may run some of thelast true P& L opeaationsleft in thecounty, inany indugry.
They are entruged to oversee every fundionfromfinance to opeationsto land development and more. These
postionsare fully integrated general managers and demand an equdly broad leadership skill set.

These miniature P&L divisionsthat dotthe country, within thelarger builders, are themselves areflection of a
company@ culture, philosophy, approach to homebuilding, and critical linksto theall important home buye.

Limited Yearsof Timein Postion

Y et, thehousng boam has propdled many of tham into these postionswith little genera management experience.
Even more alarming, many have little exposures in running abusnessin an indugry, which findsitself in oneof
thetoughest timesin history.

It is only throughthese Division Presidents tha homebuilders can hopeto contain cogs and improveprofits as the
downturn continues, while maintaining morale and sufficient muscle to boune back when the market returns

A well known andwiddy read trade publication listed earlier this year thetop 200 Division Presidents followed by
short backgroundsof each. It was afollow up to its 2006listing, and revealed in many cases the actud timein
postion of these field generals.

Theinescapable conduson onecomes to after reading throughthislist is somewhat alarming.

It appears that almog 40% of those who madethelist have two years or less tenure in ther present postion. An
even larger 60%have only four years or less time in the postion they presently hold.

These are troubling percentages for even the mog optimistic CEO, predicting how well their company can dig itself
out of the current downturn, with such anew group of general managers.

To besure, many of these executives madethear way into these postionsdueto the explosve growth of the
indudry in thelast five years. Asthemarket soared, so did the desire for companies to expand into new regions

These expandonsno doubtcreated a hugeneed for Division Presidents. The expanson created a historical nunber
of oppotunities for many.



It may also haveled to promoting or hiring Division Presidents with less than the desired level of experience or
leadership skills. This promotiond trend is onhold for now, butwill no doult be back when the market rebounds

The NAHB predicts theneed for 18 million new homes in the next ten years. U.S. demographics underscore not
only theneed for more homes, but theunmistakable trangtion of the types of homes baby boomers will demand.

Thefuture market for new homes screams the need for sophisticated Division Presidents, who can create good
value propostionsfor future home buyes at al ranges. They mus come equippel to handle thefinandas as well
asthepeople.

Consolidaing Division Presidents might provide some temporary relief to those companies strapped with
inexperienced general managers. Thedowngdeto thisisthe obviousnegaive impact on thetruly high performing
executive, who will see limited oppatunities for upward mobility in thefuture.

Conglidaing too much, may even lead to movement of some of thebetter executivesto different indudriesin
search of more lucrative careers.

Managing for the Future

Some Division Presidents have aready been terminaed or putin less demanding roles. Many others no doubtfee
the pressure of managing an opaationthat at best will break even this year.

So wha can home builders doto insure tha peformance is maintained at the highest possible level until the
building cycle beginsitsinevitable turnaround?Here are afew suggestions

First, it iswiddy recognized tha people know when they are unde water before anyoneel se recognizes it. Having
frank discussionsaboutthis possibility with all Divison Presidents, while seeking ways to shore up thar possible
needs istime well spent.

Next, lowering expectationsto areasonable level istoughto do, especialy when it is significant. Y et meeting lower
expectationsis beter than causng the entire Divison to unravel, dueto the anxiety and stress created in trying to
meet undtainable performance gods.

Orhose companies tha have best managed their talent unde thegunwill no doubthave a competitive advantage
when the market returnsO

Surprises tha congstently occur over timein the same Division are red flags suggesting tha future performance
may also be questionadle. It istime to meet face to face with these Division Presidents, and determine exactly how
accurate future forecasts really are.

One@ own behavior will beclosely watched and mogt likely followed by others. Ask yourself if you are setting the
standad tha you are asking others to follow. Areyou modding the behavior you are asking people unde you to
demondrate?



Be wary of publc criticism of an executive in front of others. It will only result in aloss of the Division President®
standing, and tarnish your own reputation.

Where approprate obtain required technical suppot tha the Division executive needs Bringing in arespected
corporate or field funadiond expert to braingorm problemsin a Division often leadsto innovaive thinking and
possible solutions

When apersonis obvioudy over thar head and publicly struggling, it is best to take them out of the pogtion and
provideatemporary head untl asolutionisfound All employees expect senior management to acknowledgewhen
aproblem exists, and expect someoneto do something aboutit.

Toughtimes call for different approaches depending on the problem to propaly manage and lead this critical group
of P&L executives. The CEO and other senior executives need to set therighttone which isnotan easy task in face
of impaient Wall Street andysts.

Thos companies tha have best managed thar talent while unde the gun will no dould have a competitive edge
when the market returns History suggests tha companies who overreact in adown market, are also the same
companies tha struggle to get back thar momentum when goodtimes return.

How oneis handling these chdlenges today will impact the performance of tomorrow. It isnat an easy task to
mangeDivision Presidents who were selected because of thar entrepreneurial abilities and strong persondities.

Using this downturn to eliminae the poorer or more average performersis wise, and postionsacompany in the
indugry for strongfuture peformance. How a company actudly does this however is critical.

Even if not affected, people obsrve how others are treated and draw conduson as to whether they want to remain
with the company longe term. Younge high potentia Division Presidents, that are proven performers, have many
optionsin today@ market both ingde and outside the home building indugry.

Y our approach to them may well dictate how competitive you remain in this market downturn, as well your ability
to sngp back when the market beginsto turn.
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