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NVR – “Unicorn” Among Homebuilders – Provides Safe 
Haven as Global Tightening Risks Loom 

 
We are issuing NVR, Inc. (NVR) a BUY rating. We assign the public homebuilder a 
price target of $5,589 USD. We cite favorable balance sheet and business model 
mechanics, consistent free cash flow and liquidity, as well as the possibility that the 
market is pricing into the equity an implied volatility that is far too draconian.  

 

INVESTMENT THESIS 

1) A business model and strategy that has been emulated by a majority of US public 
homebuilders, NVR’s ability to become “Quasi-Monopoly” players in the local 
regions in which they operate, provides management with succinct competitive 
advantages relative to the rest of the industry. 

 

2) Through an effective market strategy, NVR’s dominant positioning affords 
management a degree of latitude in leveraging its unique balance sheet 
dynamic to create superior liquidity and free cash flow generation relative to 
industry peers. Should sales volume continue to decline through 2023, NVR 
appears well positioned to weather the storm at 0.33x Debt/Equity. 

 

3) Lastly, DCF and Financial Model assumptions indicate that NVR’s Equity 
Market Beta (βe) level is priced in excess given current volatility trend. We are 
in the camp that this value should be lower – leaving ~ 20% in potential upside 
(0.61 vs. 0.95). 
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Company: NVR Incorporated (NVR) 

Industry: Public Homebuilding 

Current Price:  $4,649 

Price Target:  $5,589 

Investment Horizon (months): 12 - 18 

P/E Multiple:  9.85x 

P/B Multiple: 4.95x 

Avg. Daily Volume (millions): 19,087 

52-Week Range: $3576.01 - $5,982 

Dividend Yield:  - 

Rolling Beta Estimate: 0.61x 
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Company Overview & Business Model 
 

 

History: NVR (then NV-Homes) was established in 1980 in Virginia.1 In 1986, NVHomes acquired Ryan Homes, founded in 1948, 
and renamed itself NVR.2 After a few successful years, in 1989, demand for housing fell and NVR was left carrying land and 
housing inventory. Revenues decreased 48% between 1988 and 1991, and the company filed for bankruptcy in 1992.  NVR started 
building homes that were ordered rather than by spec and moved into land options, a core feature of NVR that remains today. NVR 
also moved its financing options outside of Ryan and NVHomes and created its own business segment.3 

Management: Executive Chairman Paul C. Saville started at Ryan Homes in 1981 and was promoted to CEO and President in 
2005, until he stepped down in May 2022. He was replaced by Eugene J. Bredow, President of NVR Mortgage.45  

Business Segments: NVR operates in two business segments: homebuilding and mortgage banking operations. The Homebuilding 
segment has three branches: Ryan Homes, NVHomes, and Heartland Homes, while the mortgage business is run mainly through 
their wholly owned subsidiary: NVR Mortgage Finance, Inc. (NVRM).  Ryan Homes is for first-time and first-time move-up buyers, 
while NVHomes and Heartland Homes are specifically focused on move-up and luxury buyers. While Ryan Homes operates across 
segments, NVHomes is only in Delaware, Washington DC, Baltimore, and Philadelphia metro areas and Heartland Homes is only 
in Pittsburgh, PA.6 Homes sold by NVR ranged from $140K to $2 million over 2021, with the average home price of $403,900, a 
9% increase from 2021.7 The mortgage segment services is primarily driven by NVRM, which provides mortgage loans to NVR 
customers. In 2021, NVRM provided 17,700 loans worth $6.1 billion.8 The segment also provides broker title insurance and title 
searches, owned by other subsidiaries.   

Operations: NVR purchases finished building lots – typically pieces of land that are suitable for building a house and do not need 
additional excavation or assistance. These are purchased with Fixed Price Finished Lot Purchase Agreements (LPAs), which require 
a deposit that are about 10% purchase price of the lots. On rare occasions, NVR sometimes engages in a joint venture agreement to 
acquire ground zoned for housing. NVR will then sell the land to a developer and enter an LPA or hire a developer.  9 

 

 
1 NVR Company Website. “Corporate Profile”. https://nvri.gcs-web.com/corporate-profile. 
2 Builder Online. “Ryan Homes Founder Dies at 88.” https://builderonline.com. 
3 Funding Universe. “NVR Inc. History.” http://www.fundinguniverse.com/company-histories/nvr-inc-history/. 
4 Forbes. “Paul Saville”. https://www.forbes.com/profile/paul-saville/?sh=23f0b9a15e8f. 
5 “NVR CEO Paul Saville Leaves his Post.” https://exechange.com/21616/nvr-ceo-paul-saville-leaves-his-post.  
6 NVR 2021 10K. “General”. 
7 NVR 2021 10K. “Homebuilding Products”.  
8 NVR 2021 10K. “Mortgage Banking”. 
9 NVR 2021 10K. “General”.  
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End-Markets: NVR’s Homebuilding segment – comprising ~ 97% of Total Revenue – is divided into four geographic regions. 
NVR’s primary end-market operations are located mostly in the eastern parts of the US. The Mid-Atlantic region comprises 
Maryland, Virginia, West Virginia and Delaware. The North East region comprises New Jersey and Eastern Pennsylvania. The 
Mid-East region comprises Kentucky, New York, Ohio and Western Pennsylvania. The South East region comprises North 
Carolina, South Carolina, and Tennessee.10   

 

Mortgage Banking accounts for < 2% of total revenue. The model utilizes margin analysis to project revenues through 2026.11 

 

 

 

 

 

 

 

 
10 NVR 2021 10K. “Markets”. 
11 FactSet. “NVR – Mortgage Banking Segment Data”. 2022 
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Regional and Local Market Consolidation 

As mentioned in both NVR’s investment memo and its accompanying US Homebuilding Industry Report, a vital tenet of NVR’s 
business model relies on regional market dominance. Local dominance is crucial for NVR, as well as for the majority of US public 
builders, allowing one major player to become the ‘quasi-monopoly’ in that given region. This is important as it grants the builder 
immense leverage in negotiating supply price with local distributors, as well as labor contracts with sub-contractors in the area. 
Other land and real-estate development firms are left with no choice but to accept the terms which are put forth. 

The overall US homebuilding industry is highly fragmented and nearly perfectly competitive, with most competitors having at least 
some exposure to a majority of domestic housing markets. Through the 1960s and 1980s, NVR had been the first homebuilder to 
employ the local market consolidation strategy. As a reward for these past efforts, NVR currently operates as the quasi-monopoly 
player within the northeast midatlantic. Having a firm foothold in markets like Washington D.C., Philadelphia, and New York – 
NVR enjoys an industry absolute competitive advantage in its degree of pricing leverage and cost structure. NVR’s competitive 
advantage affords the firm consistent free cash flow generation, as well as extra liquidity and debt coverage measures, as the firm 
stabilizes Gross Margin ~ 20% and revenue growth ~ 9% 5-Year CAGR.12 These implications will be discussed further in detail in 
this memo. The following graphics portray builder market exposures as of January 1st, 2022.13 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
12 FactSet. “NVR – Summary.” 
13 Patterson, Truman et al. “Housing – Homebuilding & Building Products Compendium.” Wolfe Research. January 2022. 
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Business Segments Revenue Forecast 

Homebuilding: Heralded as an industry ‘unicorn’ – we wanted to put NVR’s reputation as the industry’s juggernaut to test. Our 
financial model assumes a 2023 recession and utilizes the housing market recessions which transpired in the early 1980s and 1990s, 
as well as The Great Financial Crisis of 2008 (GFC), to proxy sales volume decline and pricing downturn in our 2023 scenario. We 
believe that by baking in draconian assumptions will further validate our belief in NVR’s superior earning potential among the 
builders. The modeled segmented revenue build, earnings forecasts, and relevant projections should illustrate that unique leverage 
NVR management has in its strong balance sheet mechanics further solidify the firm’s ability to leverage said mechanics to drive 
elevated ROE and ROIC figures. These factors aid NVR and its management in producing higher normalized gross margin, 
consistent FCF generation, as well as a more than adequate liquidity position capable of navigating any macroeconomic or 
recessionary pressure through 2024.  

In order to accurately replicate these conditions, we first looked to YoY delta FRED Data in modeling NVR’s consolidated revenue 
build. We opted to leverage FRED Data from the first few periods of the 80s, 90s, and GFC to bake in historically justified 
assumptions to further solidify confidence in the figures we used to project NVR’s revenue through 2026.1st – we used Average 
Sales Price of Houses Sold in the US as a proxy to project 2023 Pricing Decline through Q2 of FY24. We took the average of the 
1982, 1990, and 2008 housing market recessions YoY % Price Δ to arrive at a ~ -6% decline in ASP. We used this as a proxy 
pricing decline through 2023.14  

 

 

 

 

 

 

 

 

Similarly, we looked at US Single-Family Housing Units as a proxy to project 2023 Sales Volume decline through Q2 of FY24. In 
referencing the same time frame, we derived the average YoY % Price Δ of these three time series to arrive at a ~ -41% decline in 
unit demand. Both price and volume assumptions are reflected below in NVR’s consolidated revenue build.15 

 

 

 

 

 

 

 

 

 

 
14 “Average Sales Price of Houses Sold for the United States.” FRED Economic Data St. Louis Fred. https://fred.stlouisfed.org/series/ASPUS 
 15“New Privately Owned Housing Units Started: Total Units.” FRED Economic Data St. Louis Fred. https://fred.stlouisfed.org/series/HOUST 
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FY23 pricing and volume assumptions are reflected below in the model’s consolidated revenue build. 2nd – we used GFC’s 18% 
Gross Margin as a proxy for 2023. Given that NVR’s margin has continued its steady expansion since 2016, we feel that this 
estimate is fair. We also think that NVR’s normalized gross margins will remain elevated at ~ 22% through cycle after FY23.    
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Regional Drivers: As such, our financial model also reflects FY23 pricing and volume assumptions - even at the regional level. 
Given factors already referenced in this memo’s 1st thesis point, NVR has managed to sustain relatively stable industry metrics 
across end markets. At the geographic/regional levels, price remains the single most important driver of the consolidated segment 
revenue and helps to drive Units Ordered – a reliable proxy for housing market demand. Therefore, ASP for each region was 
forecasted using FY08 historical pricing decline levels.16 Housing demand levels remain constant across the board in all four 
regions at ~ -35% decline YoY. According to NVR’s 2008 Annual Report, both of the Northeast and Mid-East regions 
experienced ~ -7% pricing drop-off in delivery ASPs YoY. Both figures were used in forecasting both geographies. 

 

 
16 NVR 2021 10K. “Segments”. 2008. 
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The Mid-Atlantic region saw the worst price drop ~ -11%, while the Southeast region was surprisingly unchanged ~ 0% YoY. 
Mortgage Banking accounts for < 2% of consolidated revenue. The model utilizes margin analysis to project revenues through 2026. 
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Valuation and Justified Multiples: Hearkening back to close the loop on this memo’s 1st investment thesis, we argue that NVR’s 
regional dominance as the quasi-monopoly over time is what has granted management the latitude in developing NVR’s unique 
Balance Sheet Mechanics. We argue that, over time, NVR’s pricing and cost structure competitive advantage is precisely why NVR 
was the first (and only) US public homebuilder to attain a 100% Optionality. Simply put – this is a supreme form of financial 
engineering which enables NVR management to keep virtually all inventory ‘off-the-book’. In the accompanying industry report, 
we mention that most homebuilders have been trying to emulate this model since 2011 for its many advantages.  

The 1st advantage of NVR’s model was made apparent during GFC. After, many of these seem players began to switch from the 
once traditional Asset-Heavy business model to a more Asset-Light strategy like NVR. The asset-heavy model kept most land and 
housing unit inventories ‘on-balance-sheet’. The method helped gross margin expansion as builders who employed this strategy 
would capitalize on the long period of price appreciation within real-estate. Ironically, and unlike many other builders, NVR had 
been spared from the same level of losses as most. Using Land Bank Options (granting the owner the right to develop lots at a set 
price in the future, but at a premium), NVR kept virtually all of its inventories ‘off-balance-sheet’. This meant that NVR could 
write-off and walk away from optioned land lots without suffering the exorbitant impairment costs. 

NVR’s 2nd advantage comes tertiary to its first. Placing inventory off balance sheet increases NVR’s Asset Turnover – leading to 
higher ROE and ROIC over time. The synergy of these dynamics has helped NVR generate more consistent free cash flow and 
margin. Moreover, as NVR’s FCF has continued to optimize, management has been afforded an excess of capital to place back into 
the business – further increasing return metrics. Why is this important? How might these factors affect our valuation? 

We think that combination of these factors will materially impact our DCF analysis and financial model fair value estimates in two 
ways: 1) Our financial model may indicate that the market has not yet fully priced in NVR’s FCF creation capabilities and 
liquidity measures. We argue that this dissonance may be what is causing such a discrepancy between the market Beta 
Equity (βe), and our conception on where the multiple should stand. We mentioned that NVR’s gross margins began to stabilize 
in 2016 at ~19% and have since grown to ~ 22%. Coincidentally, the data below reveals that NVR’s Cash and Cash Equivalents 
also grew enormously at ~ 27% CAGR through that same time period. We forecast balance sheet Cash Reserves growing ~ 98% 
from FY22E – FY23E. We think that our current forecast is justified given that NVR’s Total Debt/Equity ratio has decreased ~38% 
YoY (0.53x – 0.33x). Our APV analysis suggests that the market may be pricing in a higher implied volatility and a significantly 
higher WACC into NVRβ than is currently justified. For these reasons, we prefer a 0.6β, rather than the market 0.95β.  
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2) Most homebuilders do not generate consistent FCF, thus they are typically valued on P/B rather than P/E. However, this 
does not hold true for NVR – which may provide evidence to suggest that NVR’s current multiple may rerate in the near 
future. The historicals below illustrate consistent FCF generation and steady Working Capital swings Q/Q. When these dynamics 
are combined with higher normalized gross margins through-cycle, we believe that NVR’s growing ROE and ROIC profitability 
metrics justify our model projection of a 13.65x P/E multiple rerate from its current 9.85x.  
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DCF Analysis and Fair Value:  

 2022 Q4E 2023E 2024E 2025E 2026E 
EBIT 536 1,181 1,238 1,548 1,777 

Depreciation 3 8 7 9 10 

Taxes 129 283 297 372 426 

Capex 15 13 13 13 13 

Change in WC -45 584 539 544 550 

Total 440 309 396 628 798 
 

Because of a steady D/E ratio, we use the WACC to discount future cash flows. NVR is delevering in FY21 Q4 – it had $600M in 
debt due. The next payment on debt is not due until post 2026 ($900M). Given steady debt levels, we expect the D/E to stay around 
0.33, which is used to project the WACC. The WACC is calculated using a Beta of 0.61, a risk-free rate of 3.57%17, a market 
premium of 6.0%18, a D/E ratio of 0.33, a return on debt of 5.52% based on the ICE BofA BBB US Corporate Index Effective Yield 
as of 06/DEC/2012 given NVR’s credit rating of BBB+, and a tax rate of 24%, which is based on the average of the Q1 and Q3 tax 
rates, as told in the Q3 earnings release. This returns a WACC of 6.48%.  

 

Rolling Beta: 

We believe our β estimate is the main differentiator between the current stock price and our estimate. The 0.95β is currently inflated 
due to a few shocks in 2020, as shown below. If March 2020-June 2020 are removed from the observations, the β hovers at 0.61. If 
all the same estimates are included in a valuation but with a 0.95β, the stock is estimated at $4,133.39, due to an increase in the 
WACC.  

 

 
17 10 Year Treasury Return 
18 “Kroll Recommended U.S. Equity Risk Premium and Corresponding Risk-Free Rates to be Used in Computing Cost of Capital.” KROLL. 
https://www.kroll.com/en/insights/publications/cost-of-capital/recommended-us-equity-risk-premium-and-corresponding-risk-free-rates 
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Long Term Growth Rate: A review of the CAGR for revenue for NVR returns a 9.6% CAGR between 1994 and 2021. We used a 
more conservative future growth rate of 2.25%, which is one half of the GDP compounded annual growth rate since 1991.  

Shares Outstanding: 3,195,887 

Enterprise Value $16,943 
Equity Value $17,863 
Price Per Share $5,589.47 

 

 

 

APPENDIX – Abbreviated Financials 
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APPENDIX – ESG Metrics and Materiality19 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
19 MSCI ESG Ratings. “NVR”. https://www.msci.com/our-solutions/esg-investing/esg-ratings-climate-search-tool/issuer/nvr-inc/IID000000002128825 
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