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Statement of Individual Roles and Responsibilities within the Group 
 
Kevin Gebert and Jay LeVine co-wrote this honors thesis.  Jay LeVine’s role was to provide the 

background on Corporate Social Responsibility and Sustainable Investing, while Kevin Gebert’s 

role was to visit with Cavco Industries and gather primary research.  Both were involved in the 

analysis and conclusions as well as writing the final paper. 

  



   

Abstract 
 
 
Through the course of our undergraduate work the theme of corporate social responsibility has 

been an issue across different business classes.  We have discussed the matter from marketing, 

management, and accounting and financial view points.  In spite of the different definitions and 

desires for corporate responsibility, we have found that people seem to think that it is an 

important aspect of any company.  We have taken an investing approach to this idea to examine 

a company’s sustainability practices.  First we attempted to provide our own definition of what it 

means for a company to be sustainable, from more than a merely environmental perspective.  

Specifically, we analyzed Cavco Industries’ sustainability endeavors to illuminate what role they 

played in their overall business and how it may or may not enhance their value shown by their 

stock price.  We have concluded that sustainability, particularly for Cavco, is becoming more the 

norm and more expected and as such has become a new area of competitive advantage for many 

firms. 
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Corporate Social Responsibility 
 
Corporate Social Responsibility is a popular term used to describe the vague concept of a 

company doing something good for society (as opposed to simply pursuing its own interests).  

As we will explore below, there have been several attempts at defining precisely what this notion 

means, but there is little on which there is consensus agreement.   There is not even a common 

view that Corporate Social Responsibility (or CSR) is good for society.   

 

In the 1960s Keith Davis referred to CSR as, “Businessmen’s decision and actions [that] are 

taken for reasons at least partially beyond the firms’ direct economic or technical interest” 

(Davis, 1960).  A decade later, Harold Johnson viewed a company as socially responsible if its 

“managerial staff balances a multiplicity of interest. Instead of striving only for larger profits for 

its shareholders, [it] also takes into account employees, suppliers, dealers, local communities and 

the nation” (Johnson, 1971).  Milton Friedman challenged this viewpoint by claiming that the 

sole responsibility of a firm was “to use its resources and engage in activities designed to 

increase its profits, so long as it… engages in open and free competition without deception or 

fraud” (Friedman, 1970).   

 

There is an apparent conflict between the first two definitions which focus on actions above and 

beyond those that would result in profit and the last one which crowns profit as the sole 

responsible decision-making criterion.  Underlying both views however, is the unstated 

assumption that there is a function to companies that can better society.  Davis and Johnson 

argue that the market does not completely support this function, because the company has to go 

beyond “direct economic interest” and think of interests beyond “striving only for larger profits”.   
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Friedman thinks that the market does completely support this function and that by earning as 

much profit as possible a company is enhancing society and being socially responsible.   

 

More recently, Paul Portney, current Dean of the Eller College of Management, has formulated a 

more precise definition of Corporate Social Responsibility: 

 

“CSR is a consistent pattern, at the very least, of private firms doing more than they are 

required to do under applicable laws and regulations governing the environment, worker 

safety and health, and investments in the communities in which they operate.” (Hay, 

Stavins, & Vietor, 2005) 

 

He carefully avoids mention of profits while affirming that CSR must involve firms going above 

and beyond certain requirements.  Portney’s wording reveals the contemporary attitude towards 

CSR:  If going above and beyond what is required is profitable, a company will act accordingly.  

Much research has been devoted to trying to determine whether CSR is indeed profitable for 

companies.  The evidence is mixed, but in this paper we hope to shed some more light on the 

matter through an analysis of an Arizona company stock as well as determining which current 

stocks in the FIN 423 portfolio are listed in the Dow Jones Sustainability Index. 
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Sustainable Investing 
 

A primary method for analyzing the fiscal benefit, if any, for a company of CSR is determining 

the component of stock performance that is due to CSR.  The term sustainable investing is often 

used when investors add CSR to their investing criteria.  Before we analyze a specific company 

we will first look at broad indices and how our FIN 423 portfolio incorporates sustainable 

investing. 

 

Several equity indices have been created that allow investors to put their money only in the 

stocks of companies who pursue CSR.  Since different investors have different ideas of what 

they prefer (for instance some might disapprove of alcohol companies while others do not), 

different options are available.  The Dow Jones Sustainability Index (DJSI), initiated in 1999, is 

arguably the most well-known of these indices.  It has multiple offerings by region, including 

world, North America, Europe, Asia and Pacific, as well as customizable options.  In order for a 

company to be listed, it must be in the top 10% (as ranked by DJSI) for the world index or in the 

top 20% for the regional indices.  Rankings are determined in part by how well a company 

integrates corporate governance, risk management, environmental reporting, corporate 

philanthropy, talent retention, and other items.   

 

Out of twenty-seven stocks in the FIN 423 portfolio, seven are on a Dow Jones Sustainability 

Index, six of which are on the world index (Starbucks, Baxter International, Cisco Systems, Life 

Technology, Telefonica, and Praxair) and one on the North American index (Procter & Gamble).  

This means over a quarter of our equity portfolio is invested in CSR companies.  Next, we will 
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analyze an Arizona company to determine how CSR might have affected its stock price and 

performance. 

Cavco Industries, Business Description 
 
Based in Phoenix Arizona, Cavco is now the second largest producer of manufactured housing.  

Their manufactured homes typically range in size from 500-3,300 square feet and are purchased 

primarily by first time home buyers.  Their park model homes and campground cabins are less 

than 400 square feet in size and are purchased primarily as second homes, vacation homes or for 

retirement living. Cavco constructs homes using an assembly-line process where each module is 

assembled in stages. This production process is designed to be flexible enough to accommodate 

significant customization as requested by customers. 

  

In August 2009, Cavco and Third Avenue Trust Value Fund, through their jointly owned 

corporation FH Holding, Inc., won a bid for certain manufactured housing assets of Fleetwood 

Enterprises, then the second largest manufactured home producer in the U.S.  The assets 

included seven operating manufactured housing plants, one office building, one idled plant, all 

related equipment, accounts receivable, inventory, certain trademarks and trade names, 

intellectual property, and specified contracts and leases.  The final closing price was $28.4 

million dollars, which was a discount to the real estate and plant value not including any 

goodwill for the Fleetwood name or distribution channels. 

 

One of the biggest benefits from this acquisition, in addition to the manufacturing assets, is the 

Fleetwood distribution channels.  The distribution through new private and independent retailers 

gives Cavco a much larger national footprint, expanding from their mostly west and southwest 
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distribution. Figure 6 illustrates Cavco’s former footprint while Figure 7 highlights the expansion 

through the Fleetwood factories and retailers. With the additional plants and retail stores, Cavco 

will be able to expand into markets in which it was previously too expensive to ship their 

product.  Following the acquisition, and due to industry consolidation, Cavco has become the 

second largest manufactured homes producer in the U.S. adding nearly 10% to their market 

share, up to 12% from 2.5%. 

 

Cavco will maintain production of homes under the Fleetwood name, broadening their product 

line, and allowing further market penetration. We were initially concerned about possible 

cannibalization of sales from the two brands as they entered the same markets. However, after 

discussing the differentiation based on customization and price point with CEO Joe Stegmayer, 

we feel that the two brands are differentiated enough and appeal to different customers, opening 

new markets for both the Fleetwood and Cavco name. The Fleetwood homes are generally lower 

end, simple model homes with wholesale prices ranging from $25,000-$40,000, while the Cavco 

homes offer greater customization and more complex floor models with wholesale prices ranging 

from $40,000-$100,000. 

 

Cavco has also been able to successfully serve many niche markets in where the costs of a 

traditional site built product would otherwise be much more expensive. These niche markets 

include campgrounds and rural areas. To build these structures on site would require the high 

costs of bringing out the crew and equipment to the relatively farther away site accruing higher 

building cost than if the building was manufactured and then shipped to the site. This advantage 

for Cavco has led them to be the number one supplier to camp grounds in the U.S. 
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Cavco also has a strong company culture with stable management, a low overhead mentality, and 

a focus on customer service. Management has been fostering a company culture that can extend 

beyond the time of current management.  For example, the CEO doesn’t pay for a personal 

secretary, and when traveling they look for cheap hotels and rental cars. Customer service is also 

crucial to their business model and management exhibits this by having the CEO answer his own 

calls and emails personally. This attitude, through their code of conduct, has been able to trickle 

down throughout the company to each employee. (Figure 1) 

Valuation 
 
Historical Valuation (Figure 2) 

The volatility in their EPS and growth is mostly due to the credit crisis and economic downturn. 

The fact that they are still growing is what supports a higher than normal P/E ratio in recent 

years. Cavco has always maintained a strong balance sheet, which led to sound price to book, 

sales, and cash flows ratios. While their valuation ratios in recent years fluctuated greatly. Cavco 

should maintain relatively stable numbers in the future. 

 

Relative Valuation (Figure 3) 

Cavco reported minimal earnings, but their main competitors, Palm Harbor and Skyline, reported 

losses last quarter. Additionally, Cavco’s earnings are likely to rise, while Palm Harbor and 

Skyline show no signs of generating strong earnings. Their price to book and sales ratios are 

similar, but Cavco differentiates itself when it comes to the price to cash flow. Cavco has 

maintained positive cash flows while the competition has struggled.  
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Discounted Cash Flow Model (Figure 4) 

With a March 31st year end, the 2010 revenue numbers include actual revenue from first and 

second quarter, and 1.5 months of Fleetwood Homes’ revenue. The rest of the year is projected 

revenue. While the revenue growth for 2010 and 2011 look high, it must be taken into account 

that Cavco has acquired the second largest manufactured housing company in the industry. Even 

with a 50% increase in revenue in 2011, we feel that it is a pretty conservative estimate due to 

the fact that they should generate strong revenues from both Cavco and Fleetwood as the 

economy regains strength. As well as the fact that their market share increased by almost six 

percent and their competition continues to erode. If the economy turning a serious corner for 

Cavco in the middle of 2011, they will be in a great position to take advantage of the upturn with 

their nationwide reach, flexible designs, and strong balance sheet. When looking at their 

historical revenue growth during an upturn in the economy (Figure 5), growth of 15-20% 

multiple years in a row is not abnormal. Cavco historically has maintained some of the lowest 

percentage SG&A in the entire industry (Figure 8), and with the ability to become more efficient, 

they will maintain their industry low levels. In terms of their operating and gross margins, while 

pretty variable over the past few years, they should see some stabilization in their operating and 

gross margins as they economy picks up. It is important to note that while the Net Working 

Capial numbers may look unusual, they were greatly affected by the Fleetwood acquisition. Our 

estimates are based on scant current data of the Net Working Capital situation and in absence of 

more insight into the accounting of the acquisition. Overall, the numbers that were used in the 

discounted cash flows model for revenue growth, operating and gross margins were very 
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conservative. The model has Cavco undervalued. In combination with the Forecasting Price 

Matrix below, the 3-5 year target price for Cavco Industries is $55-$65. 

 

Forecasting Price Matrix (Figure 9) 

Utilizing historical P/E ratios as well as projected EPS rates for three years out, the calculations 

resulted in a large expected price range. Cavco has historically had a volatile P/E ratio due to its 

cyclical nature. When focusing on the expected price calculations, the 3-5 year target price for 

Cavco Industries based on the matrix would be $55-$65. 

 

Risks to Attaining Price and Earnings Projections 

The biggest obstacle for Cavco in reaching its expectations and our projected earnings is the 

economy and financing for manufactured homes. If the economy starts to turn even slightly 

positive, they will see their earnings grow considerably. Another obstacle could be the inability 

of Cavco to maintain or improve on their operating and gross margins due to rising commodity 

costs. If they fall short of our expectations, in terms of efficiency, then Cavco might not reach 

our earnings projections and price target. 

 

Financial Analysis 
 
Earnings 

Even though 1st quarter 2010 EPS for Cavco was negative $.16, we feel that this decrease is due 

to the overall housing market slump and that Cavco will be in a strong position to quickly benefit 

during a turn around. Our projected EPS growth for Cavco is 15-20 percent annually over the 

next 5 years as the lending environment begins to improve. Using a conservative growth 

estimate, EPS could be as high as $2.33 in 2013.  
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In line with the low cost culture of Cavco, CEO Joseph Stegmayer cut his bonus 99% from $1.3 

million in 2006 to $9,500 in 2009. SG&A expenses are also expected to fall through 2011 before 

increasing again to account for company growth as it begins to incorporate Fleetwood in its 

portfolio. 

 

Cash Flows 

Cavco has $81 million in cash. Given the scenario that future quarters will be as difficult on 

Cavco as the last one with a loss of net income of $1.4 million, Cavco could remain solvent for 

14 years.  

 

The 16.5% growth in cash this quarter from Cavco’s activities came primarily from the proceeds 

of the issuance of $35 million in stock in Fleetwood Homes. Future growth in cash flows will be 

attributable to increases in net income and short term investments in dealer financing. Cavco also 

may opt to use a large portion of this cash buffer to increase market share if a profitable deal 

arises. For example, if Cavco’s competitor, Champion, declares bankruptcy, Cavco may attempt 

to purchase some of Champion’s Canadian factories. Financing activities for Cavco have 

historically been very low because Cavco does not carry any debt. 

 

Balance Sheet and Financing 

As we mentioned in the Cash Flows section, Cavco carries no debt, which is why it is poised to 

be a market maker as the manufactured home industry comes out of its slump. Besides zero debt, 

Cavco has recently taken on seven new Fleetwood plants as assets, so land and building assets 
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have increased 246% and 286% respectively. Cavco has also closed its old “specialty” factory 

and moved its park homes manufacturing to its Litchfield factory in Phoenix, which will increase 

cash. Cavco has purchased 30 acres of land for a new factory and they are looking to invest in 

this growth opportunity when they find favorable terms. 

 

Due to the way Cavco structures its plants, there is very little machinery involved. This allows 

for very low depreciation and fixed costs. As a highly variable cost company, Cavco can quickly 

grow or shrink its work force to accommodate demand. 

 

While Cavco does not need financing, it is the only company in the industry that provides 

financing for its dealer network.  This arrangement allows dealers to stock Cavco display units in 

stores without owning them. These leases are usually short term and more secure than offering 

financing to the end consumers. This also allows Cavco to increase its “shelf space” in dealer 

showrooms so Cavco products can be more prominently featured and potentially increase market 

share. 

Sustainability Analysis 
 
Our discussion on the sustainability practices of Cavco will focus on four areas of sustainability: 

the environment, human capital management, corporate governance, and shareholder capital 

management.  It is our belief that these practices are an integral part of Cavco’s competitiveness 

and overall value. 

 

First, the way in which Cavco manufactures its homes is arguably more efficient and sustainable 

than traditional site built homes.  By building homes in a closed environment in a warehouse 
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Cavco able to control its impact on the environment more than traditional homes builders.  They 

are able to save scrap from being carelessly discarded, which can especially be a problem during 

roofing as nails and bits of tar and roofing material are easily dropped into the surrounding area.  

Furthermore, for more rural homes Cavco presents a more sustainable option for the environment 

and the purchaser.  For a traditional home to be built in a rural area a team of workers would 

need to drive out to the site and haul their equipment with them daily during construction.  Cavco 

is able to more efficiently manufacture the home and then transport the finished product to the 

site, which tends to be cheaper also because of the reduction in travel expenditures. 

 

These sustainable practices are inherent to the manufactured home sector.  Cavco even goes 

beyond these intrinsic sustainable practices and includes further sustainable building techniques 

and offers further “green” customization options beyond the basics the homes they build.  Cavco 

has been approved as a certified “Green” builder by NTA, Inc.  This certification recognizes 

attempts by Cavco to build their homes as “energy efficient end environmentaly friendly as 

possible  (Cavco.com).    The standard items that Cavco includes in all of its homes can be seen 

in Figure 10.  As you can see they have taken steps to ensure that their build process and final 

product are sustainable.  Cavco goes beyond these standard items and even offers further 

customization for “green” living; these options can be seen in Figure 11. 

 
Second, Cavco’s corporate environment has created a sustainable culture of high worker 

productivity and labor relations with management.  An outline for how the company culture 

works at Cavco can be seen in their corporate philosophy in Figure 1.  After talking with the 

CEO Joe Stegmayer, we believe that his efforts to foster a company culture centered about this 

philosophy outline have helped the company maintain strong employee, client, and supplier 



Gebert & LeVine 12 
 

relationships.  The company keeps the growth of shareholder value at the forefront of its goals 

while recognizing that the way they treat their workers, customers, and suppliers is a necessary 

component in achieving that goal. 

 

This leads directly to the issue of sustainable corporate governance.  As we have discussed, 

Cavco’s management foster’s a sense of responsibility and hard work within the company.  They 

also lead by example.  One example of this is the level of salary bonus taken by the CEO before 

and during the housing crisis.  As discussed previously his bonus was voluntarily decreased by 

99% to reflect the performance of the company.  While this seems like a common sense move, it 

is becoming less and less common, and bonuses are turning into entitlements among 

management in many companies.  This adaptation to the competitive environment along with the 

strengthening of the company’s balance sheet leading up to the housing crisis shows futher 

corporate sustainability measures taken on by Cavco. 

 

Lastly, the culmination of these practices leads to sustainable shareholder capital managment 

overall.  We believe that the system and procedures used in manufacturing, client and labor 

relations, and corporate governance have lead to an increase in Cavco’s competitiveness in its 

field as evidenced by its performance throughout the financial crisis and recent positioning 

through acquisitions.  Many similar companies that did not foster similar systems have been less 

flexible and able to handle the crisis.  It is our conclusion that Cavco’s sustainable practices have 

become such an integral part of its operations that they are the main explanation for their relative 

success during tough times, and give us a positive outlook on this company in the future as the 

market slowly gains strength. 
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Figure 1. 

 
 
Figure 2. 

Cavco  EPS  PE  PEG  P/Sales  P/Book  P/CF  P/FCF 

2009  $0.07 N/A 10.26 1.45 1.04 115.47 450.32 
2008  $0.95 36.88X N/A 1.59 1.54 25.03 27.11 
2007  $1.74 20.32X N/A 1.32 1.62 34.88 42.56 
2006  $2.23 22.19 N/A 1.62 2.47 18.51 28.45 
2005  $0.54 17.03 N/A 0.97 1.4 9.35 9.7 
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Figure 3. 
  EPS  PE  PEG  P/Sales  P/Book  P/CF  P/FCF 

Cavco  $0.07 N/A 10.26 1.45 1.04 115.47 450.32 
Palm 
Harbor 

-$1.15 N/A N/A 0.12 0.50 0.87 0.87 

Skyline  -$1.84 N/A N/A 1.00 1.15 N/A N/A 
Industry  -$1.56 0.64 N/A 0.05 0.87 0.49 375.27 
S&P 500  $11.39 25.49 2.24 N/A N/A N/A N/A 

 
Figure 4. 

Weighted Average Cost of 
Capital 

9.14%

Forecasted Price Per Share $59.47
Current Market Price Per Share $37.63
Dollar Value Difference  $21.84

 
Figure 5. 
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Figure 6. 

 
 
Figure 7. 
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Figure 8. 

 
 
Figure 9. 

Cavco (CVCO) 
3rd Year EPS 
Worst Case 
$2.00 

3rd Year EPS 
Base Case 
$2.50 

3rd Year EPS 
Best Case 
$3.00 

Historical PEWorst 
16.85X 

$33.70 $42.13 $50.55 

Historical PEAverage 
37.52X 

$75.04 $93.8 $112.56 

Historical PEBest 
62.53x 

$125.06 $156.33 $187.59 

 
 
Figure 10. 

Standard Items 

• Recycled tires and axles. 
• I-beam manufactured from recycled steel. 
• J M’s formaldehyde free fiberglass insulation 
• Blown roof insulation 
• Finger joint 2 X 3 and 2 X 4 studs  
• Low VOC paints. 
• Acrylic caulks. 
• PEX water systems (recyclable with no solvent connections) 
• DR 24 PVC and ABS drain lines, less materials with recycled contents. 
• OSB roof and exterior sheathing. 



Gebert & LeVine 18 
 

• Vertical OSB substrate “Smart Panel” exterior siding 
• Rebond (recycled) carpet padding 
• Gypsum panels (recycled paper) 
• Energy Star appliances (most standard models and all up grades) 
• Insulated windows (low e on some models both in recyclable aluminum and vinyl) 
• Type 6 nylon carpet from Shaw. 
• Water saver toilets, tub, faucets and shower diverters. 
• Quick recovery water heaters 
• Aluminum (recyclable) mini-blinds 

. 

Figure 11. 

Optional Items 

• OSB Floor Decking 
• “James Hardie” Cemplank exterior siding 
• Title 24 interior lighting 
• Insulated fiberglass (50 year warranty) exterior entry doors. 
• “Rinnai” tankless gas water heater 
• Programmable thermostat 
• Composite porch decking 
• Spray foam exterior wall insulation 
• Electric Fireplace 
• Structured foam insulated roof panels (per floorplan) 
• Exterior building wrap 
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