
CCS: Accelerating Growth Amid Any Housing Market 

 Synopsis 

We are initiating coverage of Century Communities with a BUY rating and a $33.52 price 

target. Our view on CCS as a company that has a history of growth in a competitive 

homebuilding industry with many outside forces influencing the growth. We view CCS as a 

community homebuilder with a focus on consistency with their single-family, townhouses and 

condominiums in key locations.  

A broad customer base, from first time affordable housing to high-end lifestyle allows 

for income throughout a range of buyers. With an emphasis on targeting first time homebuyers, 

a strategy of lowering their home entry price increases their margin through scale as well as 

using new - cheaper marketing models. The introduction of internet listing and the in – office 

sales, using technology, helps limit their SG&A costs.   

Century communities continues to exhibit the characteristics of a stable growth 

company even with many years in the market. Their increase in lot holdings through utilizing 

both cash purchases, as well as utilizing option contracts is positive to their pipeline. Some of 

this is inherent to the seasonality. The company is looking to reduce their leverage ratio below 

50% next year. 

A valuation using a blend of discounted cash flow an 8.5x multiple of Enterprise 

valuation to EBITDA arrived to the $33.52 price target. Each of these valuation models hold 

weight of 50%. 

 

Valuation Summary Intrinsic Value Target Price Model Weight

DCF Valuation 34.37$                          43.57$                                       50%

EV/Rev (FW) 43.75$                          47.45$                                       0%

EV/EBITDA (FW) 25.57$                          27.74$                                       50%

P/BV (TTM) 39.65$                          43.00$                                       0%

P/E (FW) 37.27$                          40.42$                                       0%

Asset Based Valuation -$                              -$                                          0%

Price per Share 29.97$                          35.65$                                       100%



Key investment Points 

Decreasing entry-level price point plans 

Reducing their SG&A as a percent of homebuilding revenues remains their primary focus. They 

anticipate improved margin year-over-year for the full year 2019 (fiscal end of February 2020) 

In their recent earnings call the mention of Project Genesis was mentioned along with the 

reason behind it. Create homes at a lower price point to drop additional efficiencies. This 

decreases the price point to direct cost. This continuing of lowering price point is a continuing 

theme.   

Wade Jurney Homes a key acquisition 

A recent acquisition of Wade Jurney Homes adds a similar homebuilding strategy of targeting 

affordable homes with quality throughout North and South Carolina, Southwest Florida and 

Georgia. It is important to highlight this brand’s providing of most square footage at the lowest 

price. The acquirement occurred in Q2 2018 for $37.5mm. The company reports it is the fastest 

growing private and 35th largest US builder. Acquisition integration costs came in higher than 

expected for this year. Costs expected to wane off as Wade becomes fully integrated and being 

fully integrated by end of year 2020. This acquisition is a-typical in the fact that their business 

model differs from their own. Focusing more on asset-light fast turning without the expense of 

creating model-homes. With new internet marketing and in – office showings the company can 

push margins in the future for not only themselves, but introduce new processes for the entire 

Century Communities brand. 

New lot Acquisition and Lowering Leverage Ratio  

The company has been tracking lots for a while now in key areas. They are taking on a larger 

position than usual in anticipation of increased home prices. Lots scheduled to close in the 

fourth quarter of fiscal year (first quarter 2019) will be accretive to 2020 and beyond. With this 

increase in new lot acquisition, they are poised to take advantage of increasing home prices, yet 

they would like to reduce their leverage ratio to adhere to strategies in place.   

Financial Services Increasingly Successful 

Although not a focus, their financial services companies (grouped as mortgage, title services, 

and insurance) have been increasingly successful. The segment is up 35% year over year in Net 

income and is highest growing from the company. The value-add to the century customers is 

important as a source of additional revenues. It’s earnings are tied to the amount of sales by 

the company due to the majority exclusivity to customers only purchasing homes within the 

brand. 



Steady Absorption Rate 

An absorption rate provides insight on the rate at which houses are selling. A high absorption 

rate may indicate that the supply of available homes will shrink rapidly, increasing the odds that 

a homeowner will sell a piece of property in a shorter period. The absorption rate for century 

communities increased between 2017 and 2019. With a lower price point we’d expect the 

absorption rate to increase in the future. 

Key Threats to Thesis 

Sensitivity to Cost of Debt 

Century Communities relies on a significant portion of debt to finance their activities. Moody’s 

did recently upgrade the company from a double B rating to a B rated debt holder. As well as 

affecting their internal cost of debt, the market forces of increasing interest rates can stymie 

customers from purchasing new homes.  

Slowing Economies in Leveraged Areas 

As Century Communities continues to build up lot stock in specific parts of the country their 

leverage increases only in those areas. Since state’s economic growth can vary from one to 

another, an increase in areas not leveraged can pose a problem. Competitors would then gain in 

value as the lots they have purchase become more valuable because they can sell them for a 

higher price. CCS then must search for new areas to invest in, which could prove costly. A long-

term trend lower is only impactful to the company. Short term impacts due to, for example 

weather catastrophes is less impactful in the short term. 

Increase in building/labor costs specific to homebuilders 

With the unemployment rate at an all time low, this is a blessing and a curse for the company. 

Homebuilders are struggling to find qualified employees to sustain growth. This has caused the 

labor costs to go up in the short-term. If this trend continues it may prove negative to the share 

value of the company. Also, the cost of goods sold may increase with the increase of building 

materials. Building materials have a direct tie to the price point of which the company can sell at, 

with the same quality. 

Inability to convert on backlog 

The company has an increasing amount of backlog, rising to $784 million in 2018. If the company 

cannot convert these sales into actual homes slower than their current rate, this will prove 

negative to the value of the shares. Also, customers ability to convert on the purchase after the 

creation of the home is critical to the realization of the backlog to revenues. 



Business Description 

 Two brothers, Dale and Robert Francescon specializing in the community homebuilding 

business, established century Communities in 2002. Since then the company has grown to be 

traded on the New York Stock Exchange, and is a Top 10 U.S. Homebuilder and in 2017 was 

ranked 26th among the Fortune 100 Fastest-Growing Companies. The company mainly provides 

services from selecting locations, designing architecture, and construction of communities. 

Home buying solutions include home loans, home insurance and title agency through their 

Inspire, IHL, and parkway respectively. 

Dominant player in Homebuilding highlighted in geographic segments 

Century Communities is a dominant player in the U.S. homebuilding industry with holdings in 

markets in West, Mountain, Texas and Southeast regions. The CAGR in these areas averages at 

23.5% with the lowest in the West of 20%, and the highest. The bulk of revenues comes from 

the Mountain regions which the company classifies as the states of Washington, Nevada, Utah, 

Arizona.  

 

Their strategy of purchasing land locations in key areas is an important driver to their 

success. As of June 30, 2019 Century owns/controls 37,193 lots in the markets highlighted 

above. With a total of 17 states and 28 markets, their office locations with a brand map 

highlighted below: 

 



Competitive Positioning and Industry Overview 

Based on growth patterns in markets the company purchases or maintains control of land 

opportunities. The bulk acquisitions of land occur after soil tests, independent environmental 

studies, and financial analysis, which include an evaluation of expected returns, projected gross 

margins, estimated sales paces and pricing. The company has positioned itself well in terms of 

lot size growth in areas with positive economic and demographic data. This is seen in the GDP 

map shown above. For example, the Southeast continues to see an influx of people compared 

to other parts of the country.  

Recent earnings Call 

From the previous earnings call third quarter performance resulted in another quarter of strong 

earnings. Improvements and efficiencies from the increasing scale and achieving record levels 

of net new home contracts, deliveries, home sales revenues and net income was highlighted. 

Also adjusted homebuilding gross margin percentage was 20.6%, a 1% improvement since the 

second quarter of this year. This improvement is primarily the result of reduced need for the 

use of incentives. The company continues to focus on driving operational efficiencies to 

enhance margins and reducing SG&A in order to maximize profits and returns while maintaining 

consistent strength and liquidity in the balance sheet. “We have the resources in place to 

generate improved returns on equity during the remainder of the year as well as into 2020 and 

beyond.” The CEO mentioned when speaking on the lot acquisitions in the latter part of this 

year.  

Balance Sheet Review 

Century Communities has seen consistent growth in their revenues without taking massive risk 

in incurring large amounts of debt or being cash poor. The company is staying consistent to 

taking 50% debt. This leverage ratio has increased recently, but only to take on more 

opportunities in the marketplace. That being said, from Q3 2018 to Q3 2019 cash increase 

17.08% from about 32 million to about 38 million. With a cash intensive business this is growth 

is mainly due to the increase in margins.  

Valuation 

My 12 Month price target on CCS is derived by applying a blend of discounted cash flow and 

8.5x multiple of Enterprise valuation to EBITDA arrived to the $33.52 price target. I believe this 

valuation is possible due to the increased focus on increasing cash flow by increasing margins 

by the company. Each of these valuation models hold weight of 50%. The intrinsic probability of 

increase is 90.5% using a monte-carlo simulation above the current price of $28 as of November 

2019. This increase to $33.52 results in a 20%+ potential gain. 


