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As Macroeconomic Headwinds Persist – Lennar Looks 

to Guide the Homebuilders to a Period of 

Outperformance 
 

We are issuing Lennar Corporation (LEN) with a short-term BUY rating. We 

assign the public homebuilder a price target of $113 USD. As housing market 

headwinds challenge the homebuilding industry, we think that current structural 

and managerial dynamics make LEN an attractive investment.  
 
 

INVESTMENT THESIS 
 

1. Even as mortgage rates rise and housing market demand continues to roll-

over, our team believes that historically low housing inventory and supply 

levels should provide an artificial floor to prevent significant pricing 

and/or sales volume declines. In conjunction with this market mismatch, we 

think that LEN’s incentive structure and build strategy will help supplement 

managerial efforts to cushion housing market declines through 2024. 

 

2. LEN continues to dominate market share on a national level, and on a local 

level. As LEN continues to consolidate regionally, the builder continues to 

take market share by becoming the dominant player in select housing 

markets. Subsequently, LEN management is afforded succinct competitive 

advantages relative to the rest of the US homebuilders. 

 

3. Fundamental valuation and APV/DCF analysis suggest that while LEN is 

trades at a 26% premium to the industry average, current market pricing 

leads us to believe that LEN is trading at a discount to intrinsic value. 
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Company: Lennar Corporation (LEN) 

Industry: US Public Homebuilding 

Current Price:  $90 

Price Target:  $113 

Investment Horizon (months): 12 - 18 

P/E Multiple:  5.71x 

P/B Multiple: 1.29x 

Average Daily Volume: 2,442,540 

52-Week Range: $62 - $115 

Dividend Yield:  1.50% 

Rolling Beta: 1.17x 

 

 

BUY 



Company Overview and Business Strategy  

  

History: The Lennar Corporation (LEN) was formed in 1954 under its original name, F&R Builders, in Miami, Florida.  

The company went public through an IPO in 1971 and was s rebranded as Lennar – after founders Leonard Miller and 

Arnold Rosen. LEN was officially listed on the New York Stock Exchange in 1972. Shortly thereafter, Lennar management 

decided to expand its traditional homebuilding segment to also include a separate financial services arm. In 1981 Universal 

American Mortgage Company (UAMC) was created, and would later rebrand to Lennar Mortgage, LLC in 2020. The 3rd and 

final business segment would be realized in 2011 through Lennar Multifamily Communities (LMC) – specializing in luxury 

rental apartment communities. As an industry leader in market share, Lennar management has since embraced an inorganic 

growth strategy within its business model. Lennar began its M&A conquest in 2000 when management acquired another 

builder in U.S. Home. This deal alone doubled LEN’s market size. In 2018, Lennar merged with CalAtlantic Homes – a 

move that would then see LEN become the largest US homebuilder as a function of sales.1  

 

Management: The top three executives at Lennar have a combined 90 years of experience at the company. Stuart Miller is 

the executive chairman, Rick Beckwitt is the Co-Chief Executive Officer and Co-President. He shares these roles with Jon 

Jaffe. Rick Beckwitt came to Lennar from D.R. Horton Incorporated (DHI)  – LEN’s rival, and the largest homebuilder as a 

function of industry market capitalization. – where he served as President of the company.2  

 

Business Segments: Lennar has four arms: Homebuilding, Financial Services, Multifamily, and Corporate Other. 

Traditional homebuilding is LEN’s primary revenue driver, accounting for ~ 94% of total company revenue. Among the 

other three segments, only Multifamily has shown significant growth between 2020 and 2022E, with an expected 2-Year 

CAGR of ~ 23%. The current Multifamily revenue growth rate is on par with that of the Homebuilding division.  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
1 “Lennar History”. Lennar Company Website. <https://www.lennar.com/about/history>  
   “Our Leadership Team”. Lennar Company Website. <https://www.lennar.com/about/leadership>  

   “Local Operating Structure and Centralized Management.” Lennar 2021 10K.   



Homebuilding: Lennar’s homebuilding operations covers the construction and sale of Single-Family Housing Units. 

These operations are divided geographically across the US into five housing end-market segments: East Region, Central- 

Region, Texas Region, and West Region. The geographic breakdown grants each Lennar Divisional President the necessary 

latitude in controlling and optimizing operations locally. Divisional teams usually have experience within their respective 

regional markets – allowing each to make smart local operating decisions around land identification and development.3   

  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Financial Services: LEN also has a Mortgage Service offering that is divided into three primary subsets: Residential 

Mortgage Financing; Title Insurance & Closing Services; and Commercial Mortgage Origination. As of 2021, ~ 75% of 

LEN homebuyers obtain some form of mortgage financing through Lennar, or through its subsidiaries. Residential 

mortgage loans are either financed through the borrowing of LEN’s financial services warehouse facilities, or through 

Lennar’s operating funds. Mortgage loans are typically resold on a secondary market, although some may be held.2   
 

Multifamily: The segment initially focused on the construction and sale of Multi-Family Housing Units. Management has 

since shifted the Multifamily business model to prioritize running these facilities as the lead property manager, rather than 

apartment unit construction.3   
 

Corporate Other: Lennar has taken a keen interest in Strategic Technology Investments over the past handful of years. 

This segment’s strategy invests in small-cap and startup companies that focus on homebuilding innovation. A portion of 

LEN portfolio companies may also serve as an informal subsidiary – helping Lennar customers through the entire 

homebuying process. Some of these companies serve in more of a consulting role – aiding Lennar management in the 

continued reduction and optimization of SGA and COGS metrics. Some of LEN’s portfolio holdings include: SmartRent, a 

smart home automation company; Hippo, a home insurance platform; and Blend, a digital lending platform.6 

 
2 “Residential Mortgage Financing”. Lennar 2021 10K.   
3 “Multifamily Operations”. Lennar 2021 10K.   



US Housing Market Overview 
 

Macroeconomic and market factors are the most significant drivers of price, and therefore revenue. We do believe that 

current monetary tightening, coupled with a Fed ‘hard-landing’ should lead to some form of market turn sometime in 2023. 

could lead the housing and capital markets into a downturn 2023. However, we do find ourselves firmly in the camp which 

believes that should such a recession occur, ensuing declines in sales volume and pricing power should prove mild in 

nature. We argue that consensus market expectations through FY24 appear too draconian in both magnitude and duration. 

The market is pricing in expectations of a severe downturn – a recession similar to the ‘08 Great Financial Crisis (GFC). 

Should a GFC-esque scenario occur, builders would experience a ~ -45% YoY % decline in Sales Revenue Growth. 

Moreover, Industry Gross Margins should contract from 25% - 11% over the ensuing handful of years. It would likely 

take another five years before margins could reach the 20% Net Income Break-Even Threshold.4 

 

We think that this market mispricing could provide a window of opportunity in LEN as an investment. We think that this 

level of pricing dislocation is stemming from the consensus’s failure to recognize and acknowledge the succinct 

competitive advantages of a large and industry dominant competitor like LEN. We argue that the market has yet to 

recognize Lennar’s recent FCF Efficiency, superior Balance Sheet Mechanics, and steady Margin Expansion. The posit 

that market continues to underestimate the resiliency of LEN and the builders. Lessons learned in 2008 inevitably forced 

these companies to both adopt and optimize new forms of business strategy and model integration.  

 
 

 

Fast-Forward to today –  relying on FRED Economic Data, we are provided with evidence to support our thesis that the 

Average 30-Year Fixed Mortgage Rate might have already peaked this past November. Then reaching a plateau of  ~ 

7.10%, these expensive lines of credit and financing options would only serve to exacerbate the recent US housing 

affordability crisis. The high interest environment of an economic tightening cycle ultimately make housing less desirable 

for the average consumer, which in turn spurns periods of housing market decline. The builders have continued to battle 

these macroeconomic headwinds, even now as mortgage rates have receded to ~ 6.50%.  

 

 

While LEN did experience a -24% YoY % decline in demand during Q4 FY22, Total Home Sales Revenue grew 20% 

YoY ($9.6B). During this same time frame, Units Closed, and Delivery Average Selling Price (ASP) increased by ~ 13% 

(~ 20,000 Units) and 8% ($483K), YoY respectively.5 Granted that LEN’s current revenue decline and metrics appear to 

mirror the magnitude of decline observed during the Housing Market Recession of 1992, we used figures and assumptions 

from that period to mirror our 2024 scenario in Lennar’s financial model.  

 
4 “United States/Homebuilding – Key Items”. FactSet. December 2022. 
5 “Lennar Industry Metrics – FactSet”. December 2022. 



 

1) Although interest rates and housing affordability remain at decade-high levels, historically low US housing inventory and 

supply levels should provide an Artificial Floor to the magnitude and level of sales volume decline. Since 2008, the US 

housing market has been undersupplied by an average of ~ 2.5 million units per annum. Moreover, the aftermath of the 

2020 Global Pandemic still affects homebuilding operations today. A few public builders continue to cite significant unit 

delivery delays, as well as a steep decline in backlog conversion rates. These headwinds are likely to persist given the fact 

that vertically integrated distributors are simply unable to meet timetables or even provide certain building products – still 

having to deal with supply chain disruptions of their own. This kind of negative feedback loop further hinders the market’s 

ability to supply the market with enough housing units to meet demand. As Total Housing Inventories sit near all-time 

lows, we think that such structural market imbalance should provide floor to volume declines. During GFC, Lennar sales 

dropped ~ -54% YoY. During the ‘92 housing downturn, LEN experienced a ~ -25% decline in sales volume at the trough 

– identical to LEN’s most recent Q4 FY22 decline in demand. We use these insights to justify a sales volume floor proxied 

at roughly half the levels of GFC.6  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2) LEN’s role as a dominant market share leader grants the company select Economies of Scale cost structure efficiencies, 

granting LEN enhanced Gross Margin capabilities. This dynamic affords LEN management greater malleability in 

adjusting price to elevate demand volume through Sales Incentives – providing benefits or price cuts to homebuyers in 

exchange for an expedited close on a home sale. Incentives provide management with the means to ensure that sales 

volume remain at business optimal levels through effectively sacrificing a small portion of operational margin. 

Management will typically follow through with these concessions, as long as overall gross margin remains at or above the ~ 

20% break-even tipping point. As an example, Lennar is currently offering interest rates as low as 4.88% for buyers in the 

Greater Philadelphia Area who are willing to close on a home before 2023.7 Market leader scale efficiencies also bestow 

LEN management with heightened Margin Drop-Through Visibility – the latitude and ability to adjust COGS + SG&A 

‘on-the-fly’ to better navigate unfavorable market conditions or economic downturn. 

 

 

 
6 “Lennar Income Statement Metrics – FactSet”. December 2022. 
7 “Lennar New Homes – PA”. https://www.lennar.com/new-homes/pennsylvania/greater-philadelphia area/promo. 2022. 



Segmented Revenue Build 
 

We model a revenue build which assumes a housing downturn in FYE23. However, we do not think that LEN volume or 

pricing will decline in the same magnitude nor duration similar to The Great Financial Crisis of ’08, given reasons already 

mentioned in this memo. LEN’s financial model and earnings drivers will therefore emulate the same economic and market 

conditions observed during the Housing Market Recession of the 90s. Using 1992 YoY % Δ FRED Data, we anchor these 

assumptions about FYE23 price and volume decline to the historical figures of past downturns.8  

 

 

 

 

 

 

 

 

 

We look at 1992 Average Sales Price of Houses Sold in the US % Δ data to proxy Pricing Downturn. We assign a -5% 

figure to LEN’s FYE23 Delivery ASP. Moreover, we forecast this level of decline through Q2 FYE24.9  

 

 

 

 

 

 

 

 

 

 

 

 

We look at 1992 New One Family Houses Sold in the US % Δ data to proxy Demand Volume Decline. We assign a -

23% figure to LEN FYE23 Units Ordered. Likewise, we also forecast this magnitude of downturn through Q2 FYE24.10 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
8 “Lennar – Peer Comparison”. FactSet. December 2022. 
9 “Average Sales Price of Houses Sold for the United States.” FRED Economic Data St. Louis Fred. https://fred.stlouisfed.org/series/ASPUS 
10 “New Privately Owned Housing Units Started: Total Units.” FRED Economic Data St. Louis Fred. https://fred.stlouisfed.org/series/HOUST 

https://fred.stlouisfed.org/series/HOUST


Homebuilding: Lastly, we leverage Lennar 2023 Forward Guidance provided in company 10-K and 8-K documents to 

model these key metrics. Management expects the following in FY23 Q1: 12,000 – 13,500 New Order Units;       12,000 – 

13,500 Home Deliveries; ~ $440,000 ASP; 21% Home Sales Gross Margin; 8% Home Sales SG&A; and Financial 

Services Earnings in the range of $50M – $55M. Guidance also expects 60,000 – 65,000 Deliveries for FY23.11 We use 

these quarterly metrics in modeling LEN Consolidated Revenue to reflect -5% Price and -23% Volume declines.  

 

 

 
11 Lennar 8-K. December 2022. 



Regional Drivers: On a geographically segmented level, price is the most important revenue driver, as it also heavily 

influences current and future Units Ordered – a reliable proxy for housing market demand. ASP for each region in 2023 is 

projected accordingly to replicate the final consolidated volume decline level of the 1992 downturn.12  
 

Both Central and Texas regions are modeled with -5% average pricing decline, and with ~ 40% and ~ -30% volume 

declines in ‘23 – reflecting higher levels of demand downturn in regions where LEN is not the ‘Quasi-Monopoly’. 

 

 

 
12 “Lennar – FactSet Historicals”. December 2022. 



Regional Consolidation: The US homebuilders operate in a near perfectly competitive landscape, having exposure to 

almost every US end market. True competitive advantages are difficult to attain in this type of environment. One path to a 

competitive advantage is to dominate regionally to become the “Quasi-Monopoly” player in that area. LEN has 

consolidated locally in the West and East regions where management enjoys certain Cost Structure/Pricing advantages 

and Contract Negotiation leverage.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Over time, LEN solidified its grip as the ‘pure-play’ builder in these end-markets. As management’s hold tightened, LEN 

found success in leveraging favorable sub-contractor fees and in negotiating raw building material prices with local 

suppliers and distributors. As the primary source of residential construction projects and jobs, other market participants 

were left with very little alternative. This power dynamic improved Lennar’s Income Statement and Balance Sheet in 

three major ways: 1) LEN management booked sub-contracting work years out in advance – and of course at a discount – 

providing another means in which LEN could optimize its GM control and visibility through SG&A. Looking at LEN’s 

SG&A as a % of Revenue over time provides evidence to illustrate management’s unique level of malleability and control. 

Q/Q, LEN had proven its proficiency in controlling elements of SG&A to optimize margin adjustment and drop through. 
 

 

 

 

 

 

 



2) Raw materials and building supplies comprise virtually all of homebuilder COGS. However, many of these products are 

commodities and are sometimes subject to high volatility and violent price swings. During times of high uncertainty and 

volatility, homebuilder margins may suffer. In 2020 and 2021, Lumber Futures rose by more than 350% YoY during peak 

construction seasons. In order to complete project deliverables and meet designated timelines, many builders were left with 

no choice but to purchase these supplies at exorbitant premiums. LEN can exert some level of pricing control in raw 

materials sourced or supplied from the controlled West or East regions, preventing large margin fluctuations. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

3) LEN’s position as the 3rd most “Land-Light” builder at ~ 62% Optioned Land remains a testament to the firm’s 

advantageous cost structure. These types of land bank options give the owner the right, but not the obligation, to develop a 

land lot at a future date – but at a set price which includes a hefty premium. Opting to purchase these options, in lieu of 

outright land, not only deleverages the homebuilder’s land risk exposure, but also grants the owner unique balance sheet 

mechanics which increase Inventory Turnover and ROIC/ROE metrics – optimizing gross margins and FCF generation. 

Lennar has increased its land/lot optionality from ~ 10% in Q3 FY10 to 61% in Q2 of FY22 – an increase of ~ 510%. We 

argue that LEN could achieve this level of optionality faster than most other builders since management could presumably 

purchase land bank options from the West and East more cheaply.13 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
13 “Lennar – Industry Metrics”. December 2022. 

Owned  OptionedOwned  Optioned



Locally dominated East, West and Other regional markets support a less severe ~ -3% average pricing decline. We are 

confident in LEN’s ability in mitigating steep volume decline through its sales incentive offerings. We argue that for this 

reason, we justify our projected FYE23 ~ -25% average demand downturn within these regions.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Valuation and Justified Multiples 
 

Most homebuilders are not consistent cash flow generators, so they are valued on P/B basis, rather than on a P/E basis. 

Over the past few fiscal years, Lennar has generated consistent positive FCF Q/Q with reasonable Working Capital 

swings. We are confident that as this trend continues, and if LEN can increase its optionality mix above the 75% threshold, 

the market should also begin to value the builder on price-to-earnings. Given such a scenario, we think that the market 

could assign the equity a ~ 11.47x P/E Multiple Through-Cycle – significantly higher than LEN’s current five year 

average ~ 10.15x P/E. LEN currently trades at 5.74x P/E and 1.29x P/B. As we assume structurally higher GM at ~ 22%, 

we should expect the market to rerate Lennar’s multiple as margins normalize in the latter half of FY24.  

 
 

Our financial model forecasts a $113 Price Target with a 1.50x P/B Multiple. The market currently prices LEN at a ~ 

1.05x P/B Multiple in FY23. We remain steadfast in reasoning that the multiple will rerate once all of LEN’s cash 

generation and liquidity capabilities are realized. Within this reasoning, we are confident in our fair value estimate and 

believe that its deviation from consensus is due to these factors. APV/DCF analysis also arrives at a $113 price target. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



APV/DCF Fair Value Analysis 

 

 

EBIT  
2022  2023  2024  2025  2026  

6,898  5,557  5,177  6,482  6,636  

Depreciation  174  12  43  37  38  

Taxes  1,690  1,362  1,268  1,588  1,626  

Capital Expenditure  -20  -23  0  0  0  

Change in Working Capital  1,961  2,067  2,153  2,212  2,231  
                              

                               Cash Flows                             3,441     2,163           1,799   2,719        2,817 

   

Beta Equity: Due to the unique conditions of the 2020 Pandemic, we opted to ignore the 70 bps spike in βLEN. Given the 

equity’s downward trend in volatility since 2010, we chose a Rolling Beta of 1.17. 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cost of Debt: In FY21 Q3, Moody’s upgraded Lennar’s debt from BAA3 to BAA2.14 The current corporate bond yield is 

6.33%.15 The daily average return since 2012 is 4.55% and is also our Cost of Debt. 

 

 

 

 

 

 

 

 

 

 

 

 

   

 
14 Lennar Q3 Earnings Call  
15 “Moody’s Seasoned Baa Corporate Bond Yield”. FRED Economic Data. St. Louis Fed. < https://fred.stlouisfed.org/series/DBAA#0>  



Risk Free Rate: The spot rate is based on the current 6-Month Treasury Note Yield, 4.70%. Given the unique interest 

rate environment and our positioning within the housing cycle, a short duration note gives an accurate proxy for timeframe. 

 

Total Debt and Terminal Debt Growth Rates: Lennar is actively seeking to deleverage. In the FY21 Q3 earnings call, the 

executive team explained their recent decision to pay down $575 million of maturing senior debt. Lennar is withholding 

repurchasing stock to pay off debt.16 We projected the following D/E Ratios and used this to calculate D/E. Total Equity 

2022E - 2026E was calculated using Q3 numbers for in Class A Common Stock, Class B Common Stock, Treasury Stock, 

Other Loss/Gain, Retained Earnings, and non-controlling Interests. Additional Paid in Capital was increased by about 

$1,000 a quarter. We expect a Terminal Growth Rate at or below long-term GDP growth ~ 1.00%. Likewise, a similar 

compound annual growth rate was used to calculate LEN’s Terminal Cash Flow Growth Rate ~ 4.25%. 

 

 

Present Value (millions)   

 

Beta Equity  1.17 

D/E Ratio13  0.29  

Risk Free Rate  4.70%  

Cost of Debt  4.55%  

Market Premium14  5.00%  

Tax Rate  24%  

Rate of Equity  12.45%  

Discount Rate  11.20%  

Terminal Cash Flow Growth Rate  4.25%  

Terminal Total Debt Growth Rate  2.25%  

        

Free Cash Flows   $35,408  

Debt Tax Shield   $7,705   

Enterprise Value   $40,118 

   

 

 

LEN currently has 291 Million Shares Outstanding and holds $8 Billion in Cash and Cash Equivalents. APV/DCF 

analysis reflects a $113.13 Fair Value estimate. 

   

 

 
16 FY21 Q3 Lennar Earnings Call  



APPENDIX – Abbreviated Financials 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



APPENDIX – ESG Metrics and Materiality17 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
17 MSCI ESG Ratings. “LEN”. https://www.msci.com/our-solutions/esg-investing/esg-ratings-climate-search-tool/issuer/lennar  

https://www.msci.com/our-solutions/esg-investing/esg-ratings-climate-search-tool/issuer/lennar


 


