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Decision scope: Operating policy for the next planning cycle
Case convention: This is an author-created management decision exercise. The role and
policy alternatives are hypothetical; company disclosures are historical. No private deliberations
or later outcomes are represented.

The decision
Lennar entered the fall of 2026 with a strategic tension. In its latest quarter, orders and gross
margin were lower than a year earlier, while management reported faster construction cycles,
lower construction cost per square foot, and fewer completed unsold homes per community.
Lennar had built its operating model around a relatively steady national production cadence
and a land-light platform that relied heavily on controlled, rather than owned, homesites.

For the next planning cycle, should Lennar preserve its national even-flow, volume-first starts
policy, or add demand-conditioned start guardrails while retaining its land-light platform? The
public record does not disclose enough local economics to choose starts at any particular
community. The question is how to govern pace under uncertainty, not whether to undo the
land-light transition.

Assignment: You are advising Lennar’s senior operating team after the Q3 call. Recommend a
policy for the next planning cycle. Explain how it should balance production scale, affordability
and incentives, inventory exposure, land-option commitments, and local variation. Identify what
evidence management should monitor and what would cause you to revise the policy. Q4 2026
guidance had already been set; do not treat this as a decision to change Q4 guidance
retroactively.

Use only information available by the cutoff. Do not assume the national average describes
every market or community.

Lennar’s operating proposition
Homebuilding requires a sequence of commitments. A builder controls or owns land, prepares
sites, starts homes, manages work in process, sells homes, and ultimately delivers them. These
events occur at different times. An order is not a delivery; a backlog home is not a completed
home; a home under construction is not a completed unsold unit. Starts today can become
inventory if sales slow before delivery.
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Lennar has described a strategy of coordinating starts with sales and maintaining a consistent
production flow. Management argues that volume supports purchasing scale, subcontractor
productivity, cost reduction, cycle time, and affordability. It also describes price adjustments
and incentives as tools to keep monthly payments accessible and sustain sales. These are
management’s explanations of the model, not independently established causal effects. [S2],
[S4]

The model offers a potential advantage: a predictable flow may keep crews, suppliers, and
construction processes productive while shortening the time capital remains in homes under
construction. But when buyer demand weakens, volume can expose the builder to more unsold
homes or require lower prices and incentives. A uniform national target can also conceal
differences among local markets.

Q3 2026: near balance, weaker year-over-year results
Lennar reported 20,879 new orders in Q3, down 9% from the prior-year quarter, and delivered
20,840 homes, down 3%. Backlog was 16,857 homes valued at $6.3 billion. The Q3 orders
figure exceeded deliveries by 39 homes, but those national aggregates do not establish backlog
quality or local absorption. [S2]

Starts and sales each averaged 4.1 homes per community per month across 1,713 active
communities. Completed unsold inventory declined to 1.8 homes per community from 2.1 in Q2.
Inventory turn was 2.4 times. Cycle time fell to 116 days from 121 in Q2 and 126 a year earlier.
Management also reported construction cost per square foot down 6% year over year and 14%
from a Q4 2023 baseline. These movements occurred together; the disclosures do not isolate
the effect of the production policy. [S2]

Price and margin measures moved in the other direction. Delivered average sales price was
$372,000, versus $383,000 in Q3 2025. Home-sale gross margin was 15.8%, down from 17.5%;
selling incentives averaged 12.0% under the company’s reporting measure. The release
attributed lower realized price to market conditions, incentives, base-price adjustments, and
mix. The figures do not reveal a uniform discount, the incremental sales caused by incentives,
or the economics of an individual community. [S2]

Management reduced its FY2026 delivery outlook to 80,000-81,000 homes from the prior
quarter’s 82,000-83,000 range. Q4 guidance was already published: 19,500-20,500 orders;
22,000-23,000 deliveries; delivered average sales price of $370,000-$380,000; gross margin of
15.5%-16.0%; and SG&A of 8.7%-9.0%. Those figures were expectations, not known outcomes
at the cutoff. [S2]



Strategy & Finance  |  S&F-STR-357 3

Exhibit 1. Selected operating measures

Measure Q3 2026 Comparison / definition

New orders 20,879 Down 9% year over year

Deliveries 20,840 Down 3% year over year

Backlog 16,857 homes; $6.3bn At quarter end

Starts pace 4.1 per community per month Across 1,713 active communities

Sales pace 4.1 per community per month Same company-reported national
aggregate

Completed unsold homes 1.8 per community 2.1 in Q2 2026

Cycle time 116 days 121 in Q2 2026; 126 in Q3 2025

Delivered average sales price $372,000 $383,000 in Q3 2025

Home-sale gross margin 15.8% 17.5% in Q3 2025; 15.6% in Q2 2026

Average incentives 12.0% Company-reported measure; see
release

Source: [S2], CEO statement and Q3 operating table, paragraphs 41-77. Figures and
comparisons are company-reported. The 39-home orders-over-deliveries difference is simple
arithmetic, not a forecast.

The land-light platform
Lennar’s land-light model relies on agreements that can defer acquisition of homesites. At 30
November 2025, the company reported 496,250 homesites available through options with third
parties and unconsolidated entities; 98% of its homesites were controlled through options with
land banks, land sellers, and joint ventures, compared with 82% one year earlier. The same
filing reported $6.302 billion of non-refundable option deposits and pre-acquisition costs,
$443.3 million of letters of credit in lieu of cash deposits, and $2.2 billion of deposits and costs
related to land-bank contracts. [S1]

At 31 August 2026, management described approximately 488,000 homesites “owned and
controlled,” fewer than 2.5% owned on balance sheet. The figure is management’s statement
and has a later date and a different description than the FY2025 filing. Do not combine the two
as if they were a single comparable time series. [S2]

An option can preserve a choice about whether to proceed, but that choice may carry costs.
Lennar’s filing says most options allow it to forgo a site by losing deposits or pre-acquisition
costs and sometimes paying a termination fee. Certain contracts include scheduled or
compelled takedowns; delay can add costs. Land-bank financing, counterparty solvency,
contractual enforcement, and continued access to sites also matter. Controlled homesites are
not owned lots, and neither category alone establishes that a home can be started immediately.
[S1]



Strategy & Finance  |  S&F-STR-357 4

Exhibit 2. What the land measures do-and do not-mean

Reported item Date / amount Interpretation

Homesites controlled through options 496,250 at 30 Nov. 2025 FY2025 filing measure; not fee-simple
ownership

Homesites owned and controlled Approximately 488,000 at 31 Aug.
2026

Management statement; later date
and differently worded scope

Option deposits and pre-acquisition
costs

$6.302bn at FY2025 year-end Non-refundable amount across
contracts; not a forecast of loss

Letters of credit in lieu of cash
deposits

$443.3m at FY2025 year-end Contract support; not equivalent to
cash deposits

Deposits and costs related to
land-bank contracts

$2.2bn at FY2025 year-end Portion associated with land-bank
contracts; do not add without
checking overlap

Source: [S1], Item 7 homesites/capital resources and Notes 1 and 9; [S2], paragraph 64. Owned
lots, option-controlled sites, deposits, letters of credit, scheduled takedowns, and backlog are
different categories.

Scale, local competition, and uncertainty
National builders can benefit from purchasing scale and access to capital, but homebuilding
demand and competition are local. A Harvard Joint Center for Housing Studies report describes
the growth of large operative builders and reports that Lennar and D.R. Horton were among the
largest by closings in its historical data. Its metro analysis also shows that regional builders
ranked highly in many markets. The data largely end in 2020 and cannot establish Lennar’s
2026 community-level position. The report is descriptive, not a causal estimate of Lennar’s
scale advantage. [A1]

Other studies can suggest mechanisms but have important transfer limits. McAllister’s 2025
landbank review was available here only through its abstract and highlights; Murray’s 2020
study through its abstract and searchable excerpts; and Falk and Lee’s 2004 inventory-sales
study through its abstract. Their contexts and access depth do not support detailed
company-specific effects or an optimal start rate. No study in the packet estimates Lennar’s
incentive response, option-level return, or demand elasticity. [A2]-[A4]

The evidence supports several explanations for the current pattern:

• Higher mortgage costs and affordability constraints may have weakened orders and realized
prices.

• Stable production may help lower unit costs and cycle time, while also increasing exposure if
demand falls after starts.

• Incentives may sustain access to homeownership and sales pace, but they also reduce
realized price and margin; their incremental effect is unknown.

• Land options may reduce capital committed to owned land, but deposits, fees, timing
obligations, and counterparty dependence can limit flexibility.

• Product, region, community count, mix, and execution can move reported averages without
any single policy explaining the change.
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The public record does not identify the relative contribution of these explanations. It does not
disclose community-level orders, margins, land costs, option terms, incentive effectiveness, or
local demand. National volume and orders/deliveries near-balance cannot establish how an
individual market is performing.

Policy choices
The following are classroom alternatives, not proposals Lennar has disclosed.

1. Retain national even flow. Keep starts broadly aligned with the company’s expected sales
pace. Preserve utilization, purchasing scale, shorter cycle times, and a ready pipeline; use
pricing and incentives to support affordability. This accepts that margins may remain
pressured and that national averages can obscure weak local pockets.

2. Add demand-conditioned guardrails. Keep the national platform and land-light model,
but allow starts to slow when local leading indicators-such as orders, cancellations,
completed unsold inventory, backlog conversion, or option timing-signal deteriorating
absorption. This may limit inventory exposure but could reduce utilization or sacrifice land
access and scale benefits.

3. Adopt a conditional hybrid. Preserve even flow where current indicators and contractual
flexibility support it, while allowing a slower pace where a transparent, pre-agreed review
indicates elevated exposure. The case supplies no numerical thresholds; any proposed
measures or trigger values must be identified as hypothetical and justified as governance
choices.

Recommendation memo
Submit a concise memo that selects a policy for the next planning cycle. Explain the strongest
argument against your choice, how the approach treats affordability and local variation, what
measures management should monitor, and the evidence that would lead you to change
course. Distinguish facts from assumptions. Do not prescribe starts or option decisions for an
undisclosed community.
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Discussion questions
1. Which parts of Lennar’s operating model could make stable volume valuable? Which

exposures could grow if sales weaken after starts?

2. What does the company’s land-light model change about capital and flexibility? What risks
remain in deposits, takedowns, and site access?

3. Do Q3’s national starts/sales balance, cost, cycle-time, and completed-unsold measures
support continuing even flow? What can they not establish?

4. Which policy would you recommend for the next planning cycle, and what is the strongest
case against it?

5. What local or company-level data should Lennar collect to evaluate the policy? Which
measures would be leading indicators, and how could management avoid mistaking
correlation for causation?
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