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Spec Inventory Overhang 
• Positives from the quarter and call: (1) Although still at low levels in 

a seasonally slow time of the year, TOL highlighted Metro DC (~30% 
of 2005 profits) as a market that may be stabilizing based on non-
binding deposit trends and margins. TOL also re-emphasized relatively 
stable/positive results in its Texas and Raleigh markets (less than 2% 
combined), though suggested continued challenges in Nevada, 
Phoenix and California (~35% combined) and mixed results in Florida 
(~6%). (2) Although operating margins fell ~290 basis points to 22.5% 
(excluding write-offs), the results were ahead of our comparable 
expectation for 20.6% as TOL continues to cut overhead. (3) TOL 
suggested that it is seeing better terms on lots (especially optioned), 
with several land deals where prices are down 30%. 

• Negatives from the quarter and call: (1) TOL wrote off $115 million 
of land with the majority taking place in California and Detroit. This was 
above the high end of its $50-100 million range last month. In the last 
three quarters, TOL has written off $152 million of land, comprising 
3.4% of 2005 shareholder’s equity. Although TOL provided for $60 
million of additional write-offs in 2007 guidance, it emphasized that it’s 
virtually impossible to predict. (2) TOL’s operating margin guidance for 
2007 implies ~700 basis points of additional decline from the 18.7% 
reported in 2006. The slide stems from increased penetration of spec 
units from cancellations (specs = 15-20% of backlog), requiring ~10% 
incentives to move, in conjunction with increased land costs, more 
communities and a generally tough environment. (3) As previously 
reported, TOL’s can rate of 37% jumped significantly from the 5-10% 
range historically, just below the group average of 39%. (4) We view 
TOL’s optimism regarding market conditions and the potential for 
surging demand as disconcerting given what we believe is a lack of 
meaningful supporting evidence.  

• Earnings: TOL issued 2007 EPS guidance of $1.58-2.08 per share 
(down 50-62%), with the expectation for revenues to be down 17-30% 
($4.3-5.1 billion). This compares to consensus expectations for 
earnings of $2.30 per share and a 27% decline in revenues. Given a 
moderated stance on tower revenues and overall margins into 2007, 
we are reducing our 2007 estimate to $1.75 (down 58%) from $2.35. 
Our assumptions imply continued pressures from the systemic 
overhang of speculative inventory in the market, which we believe will 
take longer to unwind than TOL implied during the conference call. 

• Valuation: Our valuation framework assumes that the builders should 
trade at ~10x normalized earnings. For TOL, we assign a 15% 
premium to the industry multiple for homebuilding profits. Using book 
value analysis, we value adjusted 2007 book at ~1.6x versus the group 
at 1.3x. These methodologies yield a fair value today of $27, resulting 
in a forward target price of $30 (up from $28). We maintain our Neutral 
rating. 
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Rating NEUTRAL*
Price (05 Dec 06) 32.87 (US$)
Target price (12 months) (from 28.00) 30.00 (US$)
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Year 10/05A 10/06E 10/07E

EPS (CS adj., US$) 4.78 4.17 1.75
Prev. EPS (US$) 2.35
P/E (x) 6.7 7.7 18.2
P/E rel. (%) 31.3 47.6 93.5
Q1 EPS 0.66 0.98 0.56
Q2 1.00 1.06 0.50
Q3 1.27 1.07 0.36
Q4 1.84 1.07 0.34
 

Number of shares (m)  IC (10/06E, US$ m) 
155.69 5,644.03

BV/share (current, US$)  EV/IC (x) 

22.23 1.1
Net debt (current, US$ m)  Dividend (current, US$) 

1,884.4 —
Net debt/total cap. (current)  Dividend yield 

31.8% —
 

Year 10/05A 10/06E 10/07E

Revenue (US$ m) 5,793.4 6,123.5 4,378.1
EBITDA (US$ m) 1,472.8 1,278.1 590.3
OCFPS (US$) — — —
P/OCF (x) — — —
EV/EBITDA (x) 4.1 5.1 11.7
Net debt (10/05A, US$ m) 1051.4 1595.6 1939.2
ROIC 22.1% 14.9% 5.7%
 

Source: Company data, Credit Suisse estimates 
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 Earnings Summary 

Earnings Estimates 

• TOL issued 2007 EPS guidance of $1.58-2.08 per share (down 50-62%), with the 
expectation for revenues to be down 17-30% ($4.3-5.1 billion). This compares to 
consensus expectations for earnings of $2.30 per share and a 27% decline in 
revenues. Management’s guidance embeds an estimated $60 million of pre-tax write-
offs in conjunction with a headwind from an accounting change pertaining to its tower 
business. TOL indicated that its impairment expectation was a “best guess”, but 
provided little evidence to lend confidence in the number. Although our estimates 
embed only the $60 million risk implied by management, our valuation of TOL 
incorporates over six times this amount remaining on a pre-tax basis. 

• Given our moderated stance on revenues and margins into 2007, we are reducing our 
2007 estimate to $1.75 (down 58%) from $2.35. Our 2007 estimates embed a 29% 
decline in revenues and a 58% decline in operating profit given an expected 730 basis 
point decline in operating margin to 11.5%. We continue to weigh on the conservative 
side with regard to our unit delivery expectations relative to management guidance, as 
there remains little evidence to suggest that the market is taking steps toward 
recovery, particularly during this seasonally slow time of the year. Rather, our 
assumptions imply continued pressures from the systemic overhang of speculative 
inventory in the market, which we believe will take longer to unwind than TOL implied 
during the conference call. 

• Using our normalized earnings framework, we value TOL at approximately $22 per 
share. We believe the group deserves to trade at roughly 10 times normalized 
homebuilding earnings, and assign TOL a 15% premium to the group. For 
homebuilding, we assume normalized revenues of $4.5 billion (24% decline from the 
peak) and operating margin of 13.5%. For our book value analysis, we adjust tangible 
book value to reflect perceived impairment risk as discussed in our “Wonder-Land” 
report published on October 3rd, 2006. We value TOL’s adjusted book value at 1.55 
times, representing a 20% premium to the group’s historical median since 1990. This 
results in a fair valuation of approximately $32. Combining our normalized earnings 
valuation ($22 per share) and book valuation ($32 per share) analyses yields a fair 
value today of roughly $27, which equals a 12-month price target of approximately 
$30 using a 12.5% required rate of return. Please see Exhibit 1 for Credit Suisse 
valuation assumptions and detail. 

• Separately, we provide investors with an additional valuation exercise in Exhibit 2 
which analyzes TOL’s balance sheet incorporating normalized earnings assumptions. 
In this analysis, the market is currently pricing no risk to book at ~$32. In our opinion, 
the market should not ignore impairments as they are a true, business related cost 
from misjudging the underlying value of its land component. Adjusting for 
impairments, we arrive at a fair valuation of $29 under this analysis. This assumes 
that TOL generates a 15% return on equity and a 9.5 times historical multiple. 
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Earnings Summary 

• TOL reported FY4Q06 EPS of $1.07, which was 42% lower than last year. The results 
were in-line with our recently revised estimate but higher than consensus at $1.06. 
Relative to our expectations, margins were worse than expected, but were adversely 
impacted by land write-offs. These items were largely offset by joint venture income 
and a slightly lower than expected tax rate. 

• Traditional homebuilding revenues (previously reported) of $1.78 billion decreased 
11% due to a 15% unit decline and a 5% increase in average price to $710,300.  

• Operating margin declined 930 basis points versus last year to 16.2%, which was 
driven by an 810 basis point decrease in traditional gross margin to 24.0% while 
SG&A climbed 150 basis points to 8.1% of sales. We were projecting a 17.0% 
operating margin (26.1% gross, 9.1% SG&A). Excluding land writedowns of $115 
million in the quarter, operating margin would have been 22.5%, ahead of our 20.6% 
estimate. Management stated that ~60% of its writedowns pertained to option 
abandonments. The remainder related to a write-down of owned land. Write-offs 
represented over 2% of shareholder’s equity and were above TOL’s expected range 
of $50-100 million. 

• Income generated from land sales, equity joint ventures and other totaled $32.5 
million versus our estimate of $19.5 million.  

• Following the 58% decline in traditional orders announced last month, backlog stands 
32% lower than last year. Traditional backlog is down 31% in dollars.  

• Management indicated that FASB has ratified the Emerging Issues Task Force’s 
conclusion pertaining to utilization of the percentage of completion method, which 
pertains to TOL’s tower business (3% of 2006 revenues). Although subject to a 
comment period, this will force a change in accounting for its tower business from 
percentage of completion to the completed contract method. TOL expects the 
transition will push out $275-350 million of revenues from 2007 to future periods. 

• TOL repurchased 12,000 shares in the quarter (.01% of outstanding) at an average 
price of $27.29. Considering TOL’s optimism that stocks will continue to rally, we find 
it interesting that the company employed minimal capital in the form of share 
repurchases in order to capture this perceived value. When posed with this question, 
management provided its belief that investment in land would provide for a better 
return, although land values have apparently not yet declined from their peak levels. 
For fiscal 2006, the company repurchased 2.3% of shares outstanding. 

• Debt-to-capital at quarter end was 39.5%, up from 38.6% last year. Next twelve month 
interest coverage of 3.3 times compares to the group at 3.1 times. Return on capital 
fell to 14.9% from 22.1% last year.  

• Lot count fell 11% from last year and last quarter to ~74,000. Of its controlled lots, 
58% were owned, up from 43% last year. Based on 2006 or 2007 estimated closings, 
the 74,000 lots represent a 9 or 12-year supply of land.  

• Inventory increased 20% from last year.  

• LTM free cash flow was an estimated negative 3% versus positive 5% a year ago. On 
a next twelve month basis, we expect TOL continue to use cash (-6% yield), with 
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management mentioning it will spend ~$900 million on optioned land coming due 
alone.  

Please see Exhibit 3 for a comparison of TOL’s actual results versus our pre-earnings 
announcement estimates and Exhibit 4 through Exhibit 6 for our current quarterly and 
annual projections. 
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Exhibit 1: Credit Suisse TOL Valuation Assumptions 

TOL Book Valuation Assumptions

Current Shareholders' Equity $3,416
Current Goodwill
Current Tangible Book Value $3,416
Shares Outstanding 153.6
Current Tangible Book Value Per Share $22.23

CS Estimated Impairment Risk as of "Wonder-Land" (2Q06) $526
Impairments to Date $139
Remaining Impairments $387
Remaining Impairments After-Tax $242
Adjusted Tangible Book Value $3,174
Shares Outstanding 153.6
Adjusted Tangible Book Per Share $20.66

CS Multiple on Fair Book Value 1.6x
CS Estimated Fair Value (Rounded) $32.00

TOL Income Statement Normalized Earnings Assumptions

TOL Group
Normalized Revenues $4,500
Change from Peak -24% -27%
Implied CAGR from 2002 15% 9%
2000-2005 Margin 19.2%
Credit Suisse Normal EBIT Margin 13.5% 9.5%
Credit Suisse Normal After-tax Earnings $293
Homebuilding Multiple 11.5x 10.0x
Premium / Discount 15%
Homebuilding Value $3,365

Joint Venture Investment $246
Multiple 1.3x 1.5x
Joint Venture Investment Value $319

Market Value $3,685
Value of Stock Options $557
Basic Shares Outstanding 153.6
Diluted Shares Outstanding 163.1
CS Estimated Fair Value (Rounded) $22.00

 

Source: Company data, Credit Suisse estimates 
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Exhibit 2: TOL Balance Sheet Normalized Earnings Assumption 

Current Tangible Book Value Per Share $22.23

Remaining Impairments $387
Remaining Impairments After-Tax $242
Shares Outstanding 153.6
Adjusted Tangible Book Per Share $20.66

Normalized Return on Equity 15.0%
Normalized Earnings Per Share $3.10

1990-Present P/E Median Multiple 9.5x
CS Estimated Fair Value (Rounded) $29.00

Fair Value if No Further Asset Impairment Assumed $32.00

 

Source: Company data, Credit Suisse estimates 
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Exhibit 3: Toll Brothers’ 4Q06 Earnings Results, Actual versus Estimated 

4Q05A 4Q06A 4Q06E
Variation from 

Estimate
Homebuilding Revenues $2,007.7 $1,777.1 $1,780.4 0%
Tower Revenues $0.0 $31.4 $28.5 10%
Land Sales $12.5 $0.3 $4.5
Net Revenues $2,020.2 $1,808.8 $1,813.4 0%
Cost of Homebuilding Sales (ex interest) 1,362.8 1,350.5 1,313.9
Cost of Tower Sales (ex interest) 0.0 21.7 22.5 -3%
Total COGS $1,362.8 $1,372.2 $1,336.5
Homebuilding Gross Profit  (ex interest) 644.9 426.6 466.5
Homebuilding Gross Margin 32.1% 24.0% 26.2%
Tower Gross Profit (ex interest) 0.0 $9.7 $6.0
Tower Gross Margin NA 30.8% 21.0%
Writedown on Land Inventory 1.4 115.0 75.0
Total Home Sales Gross Profit (ex interest) 644.9 436.3 472.4
Total Home Sales Gross Margin 32.1% 24.1% 26.1% -200
SG&A Expense $133.1 $144.1 $164.6 -12%
SG&A - % of Sales 6.6% 8.1% 9.1% -100
Total Home Sales EBIT $511.8 $292.2 $307.8
Total Home Sales EBIT Margin 25.5% 16.2% 17.0% -90
Cost of Land Sales 8.7 0.2 4.1
Gain on Land Sales 3.8 0.1 0.5
Total Homebuilding EBIT 515.6 292.3 308.3
Total Homebuilding EBIT Margin 25.5% 16.2% 17.0%
Equity JV, Interest & Other Income 32.8 32.4 19.0
Interest Expense $39.8 $33.5 $39.0
Interest Expense - % of Sales 2.0% 1.9% 2.2% -30
Pre-Tax Income $508.7 $291.2 $288.3
Pre-Tax Income - % of Sales 25.2% 16.1% 15.9% 20
Income Taxes $198.4 $117.4 $112.7
Income Tax Rate 40.6% 38.8% 39.1% -30
Operating Net Income $310.3 $173.8 $175.6 -1%
Extraordinary Gain/(Loss) $0.0 $0.0 $0.0
Reported Net Income $310.3 $173.8 $175.6
Earnings Per Share - Basic $1.99 $1.13 $1.14
Earnings Per Share - Diluted $1.84 $1.07 $1.07 -1%
Extraordinary Gain/(Loss) per share $0.00 $0.00 $0.00
Reported EPS - Diluted $1.84 $1.07 $1.07 -1%
Basic Shares Outstanding 155.5 153.6 153.7
Diluted Shares Outstanding 168.9 163.1 163.5 0%

Operating Data
Homes Closed - Units 2,957 2,502 2,502 0%
% of Backlog Closed 32% 34% 34%
Average Closing Price $678,965 $710,272 $711,591 0%
Traditional New Orders - Units 2,217 941 941 0%
Community Count at Quarter-End 230 294 294
% Change in Community Count 5% 28% 28%
Average Community Count 230 295 295
Absorptions per Community 9.9 3.4 3.4
% Change in Absorptions -6% -65% -65%
Backlog - Traditional Units 8,590 5,801 5,801
Backlog - Traditional Dollars (in millions) $5,844 $4,048 $4,048
Average Price in Backlog (Traditional) $680,291 $697,880 $697,880

Key Measures
Debt/Capital 38.6% 39.5% 42.0% -250
Net Debt/Capital 27.6% 31.8% 36.0%
Return on Capital 22.1% 14.9% 14.8% 10
Return on Equity 34.9% 22.2% 22.3%
Inventory Turns 0.88 0.74 0.73
Inventory Days 416 494 501
Net Working Capital 3,739.3 4,920.1 5,239.3
Net Working Capital % of Sales 58% 75% 76%

 

Source: Company data, Credit Suisse estimates 
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Exhibit 4: TOL Earnings Model, 2005A–2007E 
1Q05A 2Q05A 3Q05A 4Q05A 2005A % Chg 1Q06A 2Q06A 3Q06A 4Q06A 2006A % Chg 2007E % Chg

Homebuilding Revenues $989.1 $1,226.0 $1,536.5 $2,007.7 $5,759.3 50% $1,278.7 $1,400.5 $1,488.9 $1,777.1 $5,945.2 3% $4,182.5 -30%
Tower Revenues $0.0 $0.0 $0.0 $0.0 $0.0 $57.6 $40.0 $41.2 $31.4 $170.1 $190.6
Land Sales $1.2 $9.8 $10.6 $12.5 $34.1 $4.7 $2.1 $1.1 $0.3 $8.2 $5.0
Net Revenues $990.3 $1,235.8 $1,547.1 $2,020.2 $5,793.4 50% $1,341.0 $1,442.5 $1,531.2 $1,808.8 $6,123.5 6% $4,378.1 -29%
Cost of Homebuilding Sales (ex interest) 685.5 830.6 1,023.7 1,362.8 3,902.7 884.1 976.5 1,052.1 1,350.5 4,263.2 3,232.3
Cost of Tower Sales (ex interest) 0.0 0.0 0.0 0.0 0.0 47.3 31.2 32.0 21.7 132.3 142.1
Total COGS $685.5 $830.6 $1,023.7 $1,362.8 $3,902.7 $931.4 $1,007.7 $1,084.1 $1,372.2 $4,395.5 $3,374.4
Homebuilding Gross Profit  (ex interest) 303.6 395.3 512.8 644.9 1,856.6 394.6 423.9 436.8 426.6 1,682.0 950.2
Homebuilding Gross Margin 30.7% 32.2% 33.4% 32.1% 32.2% 30.9% 30.3% 29.3% 24.0% 28.3% 22.7%
Tower Gross Profit (ex interest) 0.0 0.0 0.0 0.0 0.0 10.2 8.8 9.2 $9.7 $37.8 $48.5
Tower Gross Margin NA NA NA NA NA 17.8% 22.0% 22.3% 30.8% 22.2% 25.5%
Writedown on Land Inventory 2.3 0.2 1.2 1.4 5.1 1.1 12.0 23.9 115.0 152.0 60.0
Total Home Sales Gross Profit (ex interest) 303.6 395.3 512.8 644.9 1,856.6 404.8 432.7 446.0 436.3 1,719.8 998.8
Total Home Sales Gross Margin 30.7% 32.2% 33.4% 32.1% 32.2% 30.3% 30.0% 29.1% 24.1% 28.1% 22.8%
SG&A Expense $107.1 $116.4 $126.3 $133.1 $482.8 $139.2 $142.0 $148.1 $144.1 $573.4 $498.0
SG&A - % of Sales 10.8% 9.5% 8.2% 6.6% 8.4% 10.4% 9.9% 9.7% 8.1% 9.4% 11.4%
Total Home Sales EBIT $196.5 $279.0 $386.5 $511.8 $1,373.8 93% $265.7 $290.7 $297.8 $292.2 $1,146.4 -17% $500.8 -56%
Total Home Sales EBIT Margin 19.9% 22.8% 25.2% 25.5% 23.9% 19.9% 20.2% 19.5% 16.2% 18.7% 11.5%
Cost of Land Sales 0.8 5.3 9.6 8.7 24.4 3.8 2.1 0.9 0.2 7.0 4.5
Gain on Land Sales 0.4 4.5 1.0 3.8 9.7 0.8 (0.0) 0.2 0.1 1.2 0.5
Total Homebuilding EBIT 197.0 283.5 387.4 515.6 1,383.5 266.5 290.7 298.1 292.3 1,147.6 501.3
Total Homebuilding EBIT Margin 19.9% 22.9% 25.0% 25.5% 23.9% 19.9% 20.1% 19.5% 16.2% 18.7% 11.5%
Equity JV, Interest & Other Income 8.8 12.5 14.8 32.8 $68.9 27.9 23.8 17.0 32.4 $101.0 $59.5
Interest Expense $21.8 $28.1 $35.6 $39.8 $125.3 34% $28.8 $29.9 $29.8 $33.5 $122.0 -3% $91.9 -25%
Interest Expense - % of Sales 2.2% 2.3% 2.3% 2.0% 2.2% 2.1% 2.1% 1.9% 1.9% 2.0% 2.1%
Pre-Tax Income $184.0 $267.8 $366.7 $508.7 $1,327.2 $265.6 $284.6 $285.2 $291.2 $1,126.6 $468.9
Pre-Tax Income - % of Sales 18.6% 21.7% 23.7% 25.2% 22.9% 19.8% 19.7% 18.6% 16.1% 18.4% 10.7%
Income Taxes $73.8 $97.7 $148.7 $198.4 $518.7 $101.8 $109.6 $110.6 $117.4 $439.4 $182.9
Income Tax Rate 40.1% 36.5% 40.6% 40.6% 39.1% 38.3% 38.5% 38.8% 38.8% 39.0% 39.0%
Operating Net Income $110.2 $170.1 $217.9 $310.3 $808.5 95% $163.9 $174.9 $174.6 $173.8 $687.2 -15% $286.0 -58%
Extraordinary Gain/(Loss) $0.0 $0.0 ($2.4) $0.0 ($2.4) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Reported Net Income $110.2 $170.1 $215.5 $310.3 $806.1 $163.9 $174.9 $174.6 $173.8 $687.2 $286.0
Earnings Per Share - Basic $0.76 $1.10 $1.40 $1.99 $5.25 $1.06 $1.13 $1.14 $1.13 $4.45 $1.86
Earnings Per Share - Diluted $0.66 $1.00 $1.28 $1.84 $4.80 88% $0.98 $1.06 $1.07 $1.07 $4.17 -13% $1.75 -58%
Extraordinary Gain/(Loss) per share $0.00 $0.00 ($0.01) $0.00 ($0.01) $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Reported EPS - Diluted $0.66 $1.00 $1.27 $1.84 $4.78 90% $0.98 $1.06 $1.07 $1.07 $4.17 -13% $1.75 -58%
Basic Shares Outstanding 145.7 154.6 155.3 155.5 153.9 155.1 154.8 153.7 153.6 154.3 153.6
Diluted Shares Outstanding 166.1 169.4 169.8 168.9 168.6 4% 167.0 165.7 163.5 163.1 164.9 -2% 163.1 -1%

Operating Data
Homes Closed - Units 1,590 1,912 2,310 2,957 8,769 32% 1,879 2,063 2,157 2,502 8,601 -2% 6,292 -27%
% of Backlog Closed 24% 26% 27% 32% 131% 22% 25% 27% 34% 100% 108%
Average Closing Price $622,074 $641,212 $665,151 $678,965 $656,780 13% $680,149 $678,855 $690,357 $710,272 $691,218 5% $664,782 -4%
Traditional New Orders - Units 2,171 3,120 2,705 2,217 10,213 18% 1,395 2,076 1,400 941 5,812 -43% 5,043 -13%
Community Count at Quarter-End 225 227 230 230 230 5% 257 275 295 294 294 28% 303 3%
% Change in Community Count 10% 11% 10% 5% 5% 14% 21% 28% 28% 28% 3%
Average Community Count 223 226 229 230 227 10% 244 266 285 295 272 20% 298 10%
Absorptions per Community 9.8 14.1 12.0 9.9 45.0 6.3 8.1 5.1 3.4 21.3 16.9
% Change in Absorptions 26% 11% 7% -6% 7% -35% -42% -58% -65% -53% -21%
Backlog - Traditional Units 7,234 8,442 9,330 8,590 8,590 28% 8,106 8,119 7,362 5,801 5,801 -32% 4,553 -22%
Backlog - Traditional Dollars (in millions) $4,821 $5,768 $6,291 $5,844 $5,844 $5,575 $5,652 $5,177 $4,048 $4,048
Average Price in Backlog (Traditional) $666,367 $683,250 $674,309 $680,291 $680,291 $687,700 $696,133 $703,206 $697,880 $697,880
Joint Venture Backlog (in millions) $65.0 $111.7 $149.4 $184.4 $184.4 $20.8 $7.7 $12.6 $18.0 $18.0
Note: new orders and backlog for 2003 and beyond ignores joint ventures
Note: As of 4Q05, TOL includes amortized interest in COGS.  

Source: Company data, Credit Suisse estimates 
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Exhibit 5: TOL Earnings Model, 2005A–2007E 
YOY % and Basis Point Changes 1Q05A 2Q05A 3Q05A 4Q05A 2005A % Chg 1Q06A 2Q06A 3Q06A 4Q06A 2006A % Chg 2007E % Chg
Revenues 66% 51% 54% 40% 50% 35% 17% -1% -10% 6% -29%
HB Gross Profit 82% 72% 82% 56% 70% 30% 7% -15% -34% -9% -44%
HB Gross Margin 230 400 490 350 380 20 (200) (400) (810) (390) (560)
SG&A Expense 40% 29% 22% 20% 27% 30% 22% 17% 8% 19% -13%
SG&A - % of Sales (220) (150) (220) (110) (150) (40) 40 150 150 100 200
Housing EBIT 117% 100% 117% 69% 93% 35% 4% -23% -43% -17% -56%
Housing EBIT Margin 450 560 720 450 530 0 (260) (570) (930) (510) (730)
Net Income from Cont. Operations 120% 120% 105% 72% 95% 49% 3% -20% -44% -15% -58%
Earnings Per Diluted Share 114% 112% 95% 66% 88% 48% 5% -17% -42% -13% -58%
Operating Data
Homes Closed - Units 47% 31% 37% 23% 32% 18% 8% -7% -15% -2% -27%
Average Closing Price 14% 15% 13% 13% 13% 9% 6% 4% 5% 5% -4%
Traditional New Orders - Units (%) 44% 20% 16% -1% 18% -36% -33% -48% -58% -43% -13%
Total New Orders - Units 44% 23% 18% 1% 19% -29% -32% -47% -56% -41% -13%
Average Community Count 10% 11% 10% 5% 5% 14% 21% 28% 28% 28% 3%
Traditional Backlog - Units 42% 36% 36% 28% 28% 12% -4% -21% -32% -32% -22%
Average Price in Traditional Backlog 15% 14% 6% 3% 3% 3% 2% 4% 3% 3%
Total Backlog - Units NA NA NA NA NA 18% 2% -15% -26% -26%
Average Price in Total Backlog NA NA NA NA NA 3% 1% 3% 1% 1%

Regional Data
Closings - Units 1Q05A 2Q05A 3Q05A 4Q05A 2005A 1Q06A 2Q06A 3Q06A 4Q06A 2006A 2007E
Northeast - D 229 254 310 450 1,243 308 351 411 439 1,509 938
Mid-Atlantic - D 663 759 886 982 3,290 589 687 678 743 2,697 2,005
Midwest - D 95 141 178 213 627 109 115 105 145 474 478
Southeast - D 155 197 236 444 1,032 397 392 371 431 1,591 1,061
Southwest - D 248 305 361 506 1,420 340 378 459 577 1,754 1,179
West Coast - D 200 256 339 362 1,157 136 140 133 167 576 631
Total Traditional Unit Closings 1,590 1,912 2,310 2,957 8,769 1,879 2,063 2,157 2,502 8,601 6,292

New Orders - Units
Northeast - O 319 435 431 382 1,567 198 311 222 179 910 809
Mid-Atlantic - O 767 1,177 758 673 3,375 456 643 476 339 1,914 1,821
Midwest - O 112 212 149 151 624 67 171 130 94 462 458
Southeast - O 379 462 593 455 1,889 254 307 176 101 838 635
Southwest - O 366 579 544 429 1,918 307 434 238 163 1,142 860
West Coast - O 228 255 230 127 840 113 210 158 65 546 460
Traditional Unit New Orders 2,171 3,120 2,705 2,217 10,213 1,395 2,076 1,400 941 5,812 5,043

Backlog- Units
Northeast - B 1,118 1,299 1,508 1,352 1,352 1,242 1,202 1,013 753 753 623
Mid-Atlantic - B 2,349 2,767 2,639 2,330 2,330 2,197 2,153 1,951 1,547 1,547 1,363
Midwest - B 463 534 505 443 443 401 457 482 431 431 412
Southeast - B 894 1,159 2,081 2,020 2,020 1,877 1,792 1,597 1,267 1,267 841
Southwest - B 1,469 1,743 1,926 1,849 1,849 1,816 1,872 1,651 1,237 1,237 919
West Coast - B 941 940 831 596 596 573 643 668 566 566 395
Traditional Unit Backlog 7,234 8,442 9,490 8,590 8,590 8,106 8,119 7,362 5,801 5,801 4,553

 

Source: Company data, Credit Suisse estimates 
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Exhibit 6: TOL Earnings Model, 2005A–2007E 
EBITDA & Free Cash 1Q05A 2Q05A 3Q05A 4Q05A 2005A % Chg 1Q06A 2Q06A 3Q06A 4Q06A 2006A % Chg 2007E % Chg
EBIT $205.8 $296.0 $402.3 $548.4 $1,452.5 $294.4 $314.5 $315.1 $324.7 $1,248.6 $560.8
Depreciation & Amortization $4.3 $4.7 $5.4 $6.0 $20.3 $6.9 $7.3 $7.7 $7.5 $29.5 $29.5
EBITDA $210.1 $300.7 $407.6 $554.4 $1,472.8 $301.3 $321.8 $322.8 $332.2 $1,278.1 $590.3
EBITDA Margin 21.2% 24.3% 26.3% 27.4% 25.4% 22.5% 22.3% 21.1% 18.4% 20.9% 13.5%
EBITDA Per Share $1.26 $1.78 $2.40 $3.28 $8.74 $1.80 $1.94 $1.97 $2.04 $7.75 $3.62
Free Cash Flow Data
Reported Net Income $110.2 $170.1 $215.5 $310.3 $806.1 $163.9 $174.9 $174.6 $173.8 $687.2 $286.0
Depreciation & Amortization 4.3 4.7 5.4 6.0 20.3 6.9 7.3 7.7 7.5 29.5 29.5
Non-cash Compensation Expense 1.0 1.0 1.0 1.2 4.0 11.5 5.8 5.8 4.8 28.0 28.0
Non-cash Joint Venture Adjustment (1.4) (3.3) 2.0 (11.6) (14.3) (13.9) (11.1) (5.8) (16.2) (47.0) (29.8)
Inventory Write-off 2.3 0.2 1.2 1.4 5.1 1.1 12.0 23.9 115.0 152.0 60.0
Change in Inventory (222.1) (158.1) (519.6) (125.6) (1,025.4) (250.1) (433.4) (235.3) 41.1 (877.8) (335.5)
Change in Other Working Capital 20.8 107.5 269.4 114.0 511.7 (115.3) 9.9 40.7 (17.4) (82.1) (310.9)
Change in Mortgage Loans 25.5 (4.3) (4.3) (16.9) 0.1 50.8 (10.6) (33.2) (37.6) (30.5) 35.3
Other CFO 15.4 (2.4) 14.9 (0.7) 27.2 7.6 7.8 17.7 5.7 38.8 0.0
Cash Flow from Oper. ($44.1) $115.4 ($14.5) $277.8 $334.7 ($137.5) ($237.2) ($3.8) $276.7 ($101.8) ($237.2)
Capital Expenditures (9.1) (9.3) (13.2) (11.4) (43.0) (14.3) (12.0) (6.8) (12.0) (45.1) (45.0)
Free Cash Flow ($53.2) $106.1 ($27.7) $266.5 $291.7 ($151.8) ($249.2) ($10.6) $264.7 ($146.9) ($282.2)
Investing Activities (14.5) (1.0) (14.4) (10.6) (40.4) (68.9) (1.8) (5.0) 10.7 (65.0) 64.8
Change in Mortgage Debt (29.8) 144.8 (0.0) (0.0) 115.0 0.0 0.0 0.0 36.1 36.1 (34.2)
Net Debt Issuance / Repayment (43.4) (4.8) (31.7) 7.0 (72.8) (48.5) 318.9 (15.0) (3.8) 251.6 163.9
Stock Repurchases (0.2) (30.5) (0.4) (87.7) (118.8) (21.8) (40.0) (47.8) (0.3) (109.8) 0.0
Cash Paid for Acquisitions 0.0 0.0 0.0 0.0 0.0 (40.8) 0.0 0.0 0.0 (40.7) 0.0
Proceeds from Exercise of Options 15.8 11.4 13.5 4.1 44.7 6.0 3.6 2.7 2.0 14.3 8.0
Other 0.0 0.0 0.0 3.9 3.9 0.0 3.0 0.1 0.6 3.8 0.0
Net Change in Cash ($125.2) $226.0 ($60.7) $183.3 $223.4 ($325.7) $34.5 ($75.6) $310.0 ($56.7) ($79.8)

Balance Sheet Data 1Q05A 2Q05A 3Q05A 4Q05A 2005A % Chg 1Q06A 2Q06A 3Q06A 4Q06A 2006A % Chg 2007E % Chg
Cash $340.6 $566.7 $505.9 $689.2 $689.2 $363.6 $398.1 $322.6 $632.5 $632.5 $552.7
Marketable Securities $144.8 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Receivables $154.1 $152.0 $166.9 $185.6 $185.6 $235.6 $268.5 $296.8 $330.6 $330.6 $187.1
Inventories $4,145.7 $4,299.6 $4,840.1 $5,068.6 $5,068.6 31% $5,531.1 $5,939.4 $6,226.8 $6,095.7 $6,095.7 20% $6,471.2 6%
PP&E $58.2 $63.6 $72.7 $79.5 $79.5 $88.4 $95.6 $96.6 $99.1 $99.1 $114.6
Financial Services - Asset $74.4 $78.7 $82.9 $99.9 $99.9 $49.0 $59.6 $92.8 $130.3 $130.3 $95.0
Investment in Joint Ventures $109.9 $114.2 $126.6 $152.4 $152.4 $206.2 $224.7 $240.2 $245.7 $245.7 $210.6
Other Assets $69.3 $76.7 $86.7 $68.6 $68.6 $85.1 $87.6 $56.7 $49.7 $49.7 $47.2
Total Assets $5,097.0 $5,351.5 $5,881.9 $6,343.8 $6,343.8 29% $6,559.1 $7,073.5 $7,332.4 $7,583.5 $7,583.5 20% $7,678.4 1%
Accounts Payable $192.4 $202.9 $261.2 $256.6 $256.6 $226.8 $260.0 $290.8 $292.2 $292.2 $208.0
Accrued Expenses $556.0 $611.3 $767.5 $791.8 $791.8 $735.6 $757.3 $783.9 $825.3 $825.3 $627.3
Income Taxes Payable $178.2 $148.0 $173.7 $282.1 $282.1 $300.6 $276.7 $297.1 $334.5 $334.5 $246.9
Customer Deposits $329.2 $389.3 $438.2 $415.6 $415.6 $432.6 $446.6 $430.9 $360.1 $360.1 $273.2
Financial Services - BS $64.4 $69.1 $72.1 $89.7 $89.7 $38.4 $48.7 $83.6 $119.7 $119.7 $85.5
Total Debt $1,668.2 $1,654.8 $1,642.4 $1,740.6 $1,740.6 $1,879.2 $2,180.4 $2,206.9 $2,228.1 $2,228.1 $2,492.0
Total Liabilities $2,988.3 $3,075.4 $3,355.2 $3,576.3 $3,576.3 $3,613.2 $3,969.7 $4,093.3 $4,159.9 $4,159.9 $3,932.8
Minority Interest $3.9 $3.9 $3.9 $7.0 $7.1 $7.7 $7.7 $7.7
Stockholder's Equity $2,108.6 $2,276.0 $2,526.7 $2,763.6 $2,763.6 44% $2,942.0 $3,096.8 $3,232.0 $3,415.9 $3,415.9 24% $3,737.9 9%

Key Measures
Debt/Capital 44.2% 42.1% 39.4% 38.6% 38.6% 39.0% 41.3% 40.6% 39.5% 39.5% 40.0%
Net Debt/Capital 38.6% 32.3% 31.0% 27.6% 27.6% 34.0% 36.5% 36.8% 31.8% 31.8% 34.2%
Return on Capital 15.9% 17.7% 20.0% 22.1% 22.1% 22.2% 20.8% 18.5% 14.9% 14.9% 5.7%
Return on Equity 26.5% 29.3% 32.1% 34.9% 34.9% 34.2% 31.9% 28.3% 22.2% 22.2% 8.0%
Inventory Turns 0.80 0.82 0.85 0.88 0.88 0.86 0.83 0.77 0.74 0.74 0.50
Inventory Days 455 444 430 416 416 425 441 471 494 494 731
AR Days Outstanding 29.9 31.4 33.5 35.8 35.8 33.8 30.9 26.8 22.6 22.6 18.0
Accrued Expenses Turnover 6.6 6.4 6.1 5.9 5.9 5.9 5.8 5.6 5.5 5.5 5.0
AP Days Outstanding 17.3 17.5 17.6 17.8 17.8 18.0 17.6 16.5 16.1 16.1 13.2
Net Working Capital 3,233.2 3,300.5 3,590.4 3,739.3 3,739.3 4,373.0 4,790.5 5,026.9 4,920.1 4,920.1 5,570.3
Net Working Capital % of Sales 70% 66% 62% 58% 58% 59% 62% 68% 75% 75% 126%
Market Cap $5,685.5 $5,860.3 $7,884.8 $5,740.8 $5,740.8 $5,272.6 $4,975.6 $3,930.7 $4,441.8 $4,441.8
Firm Value $7,013.1 $6,948.5 $9,021.3 $6,792.2 $6,792.2 $6,788.2 $6,758.0 $5,815.1 $6,037.3 $6,037.3
FV / LTM EBITDA 8.0 6.7 7.3 4.6 4.6 4.3 4.3 3.9 4.7 4.7
Book Value $14.48 $14.72 $16.27 $17.77 $17.77 $18.97 $20.01 $21.02 $22.23 $22.23 $24.33
Price/Book Value 2.7 2.6 3.1 2.1 2.1 1.8 1.6 1.2 1.3 1.3
LTM FCF Yield 3.2% 6.9% 5.7% 5.1% 5.1% 3.7% -3.3% -3.7% -3.3% -3.3%
Interest Incurred 29.2 29.0 28.9 28.4 115.4 32.4 34.2 34.2 34.3 135.2 177.6
LTM Int. Coverage 7.7 9.0 10.8 12.8 12.8 13.2 12.8 11.6 9.5 9.5 3.3

 

Source: Company data, Credit Suisse estimates 
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Disclosure Appendix 
Important Global Disclosures 
I, Ivy L. Zelman, certify that (1) the views expressed in this report accurately reflect my personal views 
about all of the subject companies and securities and (2) no part of my compensation was, is or will be 
directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 

3-Year Price, Target Price and Rating Change History Chart for TOL 

21 20
22
23.5

27.5

34
37.5

40
42.5

55
57

52

43

37
35

33
3534

30

2524.5
28

18

23

28

33

38

43

48

53

58

12
/7/

03
2/7

/04
4/7

/04
6/7

/04
8/7

/04

10
/7/

04

12
/7/

04
2/7

/05
4/7

/05
6/7

/05
8/7

/05

10
/7/

05

12
/7/

05
2/7

/06
4/7

/06
6/7

/06
8/7

/06

10
/7/

06

Closing Price Target Price Initiation/Assumption Rating

USD

   O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated; NC=Not Covered

   

 

TOL Closing Price Target Price Initiation/ 
Date Price (US$) Price (US$) Rating Assumption 
2/6/04 20.34 21  
5/19/04 18.62 20  
8/6/04 20.85 22  
8/26/04 21.985 23.5  
11/9/04 25.315 27.5  
12/10/04 32 34  
2/24/05 43.675 37.5  
5/11/05 40.2 40  
5/27/05 45.53 42.5  
7/5/05 50.35 55  
8/8/05 48.76 57  
8/26/05 46.71 52  
11/8/05 33.91 43  
11/9/05 33.72 37  
12/9/05 35.2 35  
2/8/06 30.4 33  
2/24/06 33.34 35  
3/14/06 33.35 34  
5/24/06 28.01 30  
8/10/06 25.14 25  
8/23/06 24.55 24.5  
11/8/06 27.5 28  
 
 

The analyst(s) responsible for preparing this research report received compensation that is based upon 
various factors including Credit Suisse's total revenues, a portion of which are generated by Credit Suisse's 
investment banking activities. 
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Analysts’ stock ratings are defined as follows***: 
Outperform: The stock’s total return is expected to exceed the industry average* by at least 10-15% (or 
more, depending on perceived risk) over the next 12 months. 
Neutral: The stock’s total return is expected to be in line with the industry average* (range of ±10%) over 
the next 12 months. 
Underperform**: The stock’s total return is expected to underperform the industry average* by 10-15% or 
more over the next 12 months. 

*The industry average refers to the average total return of the analyst's industry coverage universe 
(except with respect to Asia/Pacific, Latin America and Emerging Markets, where stock ratings are 
relative to the relevant country index, and Credit Suisse Small and Mid-Cap Advisor stocks, where stock 
ratings are relative to the regional Credit Suisse Small and Mid-Cap Advisor investment universe. 
**In an effort to achieve a more balanced distribution of stock ratings, the Firm has requested that 
analysts maintain at least 15% of their rated coverage universe as Underperform. This guideline is 
subject to change depending on several factors, including general market conditions. 
***For Australian and New Zealand stocks a 7.5% threshold replaces the 10% level in all three rating 
definitions, with a required equity return overlay applied. 

Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude 
certain types of communications, including an investment recommendation, during the course of Credit 
Suisse's engagement in an investment banking transaction and in certain other circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or 
more in a month in at least 8 of the past 24 months or the analyst expects significant volatility going 
forward. All Credit Suisse Small and Mid-Cap Advisor stocks are automatically rated volatile. All IPO stocks 
are automatically rated volatile within the first 12 months of trading. 
 

Analysts’ coverage universe weightings* are distinct from analysts’ stock ratings 
and are based on the expected performance of an analyst’s coverage universe** 
versus the relevant broad market benchmark***: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 
months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the 
next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 
months. 
*Credit Suisse Small and Mid-Cap Advisor stocks do not have coverage universe weightings. 
**An analyst’s coverage universe consists of all companies covered by the analyst within the relevant 
sector. 
***The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 
500 in the U.S.) over the next 12 months. 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  39% (60% banking clients) 
Neutral/Hold*  43% (56% banking clients) 
Underperform/Sell*  15% (52% banking clients) 
Restricted  3% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and 
Underperform most closely correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock 
ratings are determined on a relative basis. (Please refer to definitions above.) An investor's decision to buy or sell a security should be 
based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with 
the subject company, the sector or the market that may have a material impact on the research views or 
opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not 
misleading.  For more detail please refer to Credit Suisse's Policies for Managing Conflicts of Interest in connection with 
Investment Research:  http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not 
intended or written to be used, and cannot be used, by any taxpayer for the purposes of avoiding any 
penalties. 

See the Companies Mentioned section for full company names. 
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Price Target: (12 months) for (TOL) 
Method: Using our normalized earnings framework, we value TOL at approximately $22 per share. We 
believe the group deserves to trade at roughly 10 times normalized homebuilding earnings, and assign TOL 
a 15% premium to the group. For homebuilding, we assume normalized revenues of $4.5 billion (24% 
decline from the peak) and operating margin of 13.5%. For our book value analysis, we adjust tangible 
book value to reflect perceived impairment risk as discussed in our “Wonder-Land” report published on 
October 3rd, 2006. We value TOL’s adjusted book value at 1.55 times, representing a 20% premium to the 
group’s historical median since 1990. This results in a fair valuation of approximately $32. Combining our 
normalized earnings valuation ($22 per share) and book valuation ($32 per share) analyses yields a fair 
value today of roughly $27, which equals a 12-month price target of approximately $30 using a 12.5% 
required rate of return. 
Risks: The risks that may impede achievement of our $30 price target are: (1) rising interest rates given the 
capital intensity of TOL (62% Net Working Capital % of Sales versus the group at 51%) in addition to the 
fact that affordability is at its lowest level in nearly 15 years. (2) Likewise tightening of mortgage lending 
practices may impact this company, as it will preclude potential buyers from qualifying for a loan and may 
discourage investor buyers from participating in the housing market. (3) TOL is more exposed to the high-
end, luxury demand, which has seen relatively more weakness than the overall market. If this trend 
continues, TOL may see further downside risk. (4) Delays in the the permitting and approval process have 
impacted TOL's ability to open and close communities. Continued contraint may preclude TOL from 
meeting its double digit community growth expectations. 

See the Companies Mentioned section for full company names. 
The subject company (TOL) currently is, or was during the 12-month period preceding the date of 
distribution of this report, a client of Credit Suisse. 
Credit Suisse provided non-investment banking services, which may include Sales and Trading services, to 
the subject company (TOL) within the past 12 months. 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the 
subject company (TOL) within the next 3 months. 
Credit Suisse has received compensation for products and services other than investment banking services 
from the subject company (TOL) within the past 12 months. 
Important Regional Disclosures 
An analyst involved in the preparation of this report has visited certain material operations of the subject 
company (TOL) within the past 12 months.  The analyst may not have visited all material operations of the 
subject company.  The travel expenses of the analyst in connection with such visits were paid or 
reimbursed by the subject company. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting 
shares; RVS--Restricted Voting Shares; SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse 
should be advised that this report may not contain regulatory disclosures the non-affiliated Canadian 
investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity 
research, please visit http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities 
securities that are the subject of this report. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities 
identified by an analyst on the basis of market events and catalysts, while stock ratings reflect an analyst's 
investment recommendations based on expected total return over a 12-month period relative to the relevant 
coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical 
methods, Trade Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or 
securities discussed in this report may be a component of the CS Model Portfolio and subject to such 
adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ from the 
recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning 
the same security). The CS Model Portfolio and important disclosures about it are available at www.credit-
suisse.com/ti. 
For disclosure information on other companies mentioned in this report, please visit the website at 
www.credit-suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 



 

TOL 4Q06.doc 

 

Disclaimers 

References in this report to Credit Suisse or CS include all of the subsidiaries and affiliates of Credit Suisse, a Swiss bank, operating under its investment banking division.  
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