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How to Read
the Report Card

Category Scores
are determined
using quantitative
datapoints and
subjective analysis.

Because a public
company’s overall
performance is so
closely tied to

Financial
Performance we
weight this category
more heavily.

Four Categories
are assessed for
overall performance.

Questions? Comments?
E-mail bbreportcard@hanleywood.com

Public Builder Report Card Results

AVATAR HOLDINGS

2006 Performance Final Grade: 86/100

39/40
Financial v
EPS $16.59 11190% YOY
Return on beg. yr. equity 56%
Debt/totd cap 21% £1,020 bps YOY

19/20

Land v
Lots controlled N/A N/A YOY
Supply (years) N/A
Pretax charges 0 $0.00/share

AVTR proved it's not bad to own versus option-it's all in
what you paid for it. Seems the company didn’t go wrong
buying 17,000 acres of developable property in Florida long
before prices escalated.

9/20
Sales and Marketing v
Closings 2122 1 11% YOY
Unit backlog 549 U 13% Yoy

AVTR managed to increase closing numbers despite posting
similar cancellation rates and sales doldrums as other
builders in Florida and Arizona. However, backlog suffered
dramatically.

19/20
Operations v
Revenue per employee $1.IM 196% YOY
HB pretax margin 201% 11,000 bps YOY
Inventory $456.5M 111% YOY

Total Score

is computed by
adding the category
scores.

A

Letter Grade

is assigned based
on total score and
performance against
the universe.

Line ltems under each category
are assessed on their own and
against the universe to determine
a category score.

-AVTR is by far the industry anomaly, with sky-
rocketing earnings, little debt, a lot of cash,
and huge chunks of “old” raw land in Florida. As much
a developer as a builder, AVTR also is the only public
that has escaped land-related charges to date. But
management isn’t resting on its laurels. The company
bought some partially developed property more recent-
ly, and that could create future charges. Adjusting
operations, the company already cut staff by about
17% to match market conditions. But can AVTR remain
immune to the effects of the Florida’s dismal environs?
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BEAZER HOMES USA

2006 Pe rformance Final Grade: 56/100

18/40
Financial
EPS $5.5 {142% YOY
Return on beg. yr. equity 16%
Debt/total cap 52%  {r470 bps YOY
10/20
Land |
Lots controlled 83,422 1.22% YOY
Supply (years) 10
Pretax charges $160M $4.19/share

BZH trimmed its controlled lots at an average rate compared
to its peers, yet its land supply is lower than the 10-year
average in the group. It owns about half its land and holds
options on the other half.

/

10/20
Sales and Marketing i
Closings 17,500 5% YOY
Unit backlog 4221 { 55% Yoy

Backlog was down more than the 43% average, but the
company managed to hold slippage on closings to a
reasonable level.

18/20
Operations —
Revenue per employee $1.1M 1 47% YOY
HB pretax margin % {1510 bps YOY
Inventory $3.68 10% YOY

BROOKFIELD HOMES CORP.

2006 Pe rformance Final Grade: 52/100

26/40

Financial
EPS $5.45 {123% YOY
Return on beg. yr. equity 56%
Debt/total cap 59% 1980 bps YOY

8/20
Land
Lots controlled 21,616 16% Yoy
Supply (years) 12.6
Pretax charges $10M $0.38/share

Y4

6/20
Sales and Marketing L —
Closings 1,159 J21% YaY
Unit backlog LY {46% YOY

Considering how heavily concentrated the company is in
markets that soured, the disproportionate negative effect
compared to the industry average could have been more
dramatic. Even the can rate was average at 30%.

At the end of the year, 87% of BHS’s controlled holdings
were purchased pre-05, and 834 lots were sold. However,
an additional 997 lots were tied up at '06 prices.

12/20
Operations ——
Revenue per employee $1.5M 1<1% YOY
HB pretax margin 18% 1400 bps YOY
Inventory $1.28 1 24% YOY

CENTEX CORP.

2006 Pe formance Final Grade: 53/100

Financial

EPS $3.14 1.64% YOY

Return on beg. yr. equity 9%

Debt/total cap 45% {170 bps YOY
10/20

Land o

Lots controlled 186,077 1.37% YOY

Supply (years) 54

Pretax charges $528M $4.40/share

v

13/20
Sales and Marketing m——TY |
Closings 31,639 1% YOY
Unit backlog 13,401 {32% YOY

The sales machine executed as CTX used heavy incentives
and reduced pricing to move inventory and maintain position
as fourth biggest public by volume. At the same time, the
front line reprimed the pump, posting a less-than-average
slip in backlog.

Taking action to adjust to market realities, CTX took substan-
tial charges-negative $457M in land operations. Lot count
dropped more than average for the group, primarily because
of a 56% reduction in optioned lots as management sought
to strengthen the balance sheet.

14/20
Operations m—
Revenue per employee $1.2M 161% YOY
HB pretax margin 10% {1650 bps YOY
Inventory $10.28 8% YOY

‘Béa‘éer“

Homes

A HIGHER MEASURE OF HOME

-Choosing to reinvest some capital in itself,

despite a significant order drop, BZH contin-
ued its share-repurchase program last year. At the
same time, it improved its cash position dramatically,
with cash on hand up 1,176% YOY. As did many of its
competitors, the company spent a good deal of last
year renegotiating materials and supplier contracts as
well as simplifying its list of vendors.

BROOKFIELD

HOMES

-Since Brookfield Properties Corp. spun them
off in January 03, management’s strategy
to focus on investing in select residential markets
may have delivered solid financial performance and
shareholder value, but in '06, it went wrong. BHS land
portfolio includes substantial holdings; 65% of which
are in three California markets, more than 30% in
Washington, D.C., and the balance in Hawaii. Pairing
that with a heavily leveraged balance sheet makes
the year's $10M pretax charge seem like foreshadow-
ing of greater charges to come. Ignoring the “cash-is-
king” strategy, the company also bought back 964,200
shares of stock at an average price of $39.30. In short,
overall performance in '06 reflects a lack of respon-
siveness to changing market conditions.

CENTEX

-Once a holding company of diverse businesses,

CTX continued its shift into an operating com-
pany focused on home building in "06. As changing
market dynamics ensued, CTX was in the midst of
flattening its organizational structure and funneling
energy into the divisions. Tactical adjustments domi-
nated the year's energy, reducing excesses in costs
and supply. Management cut headcount by 17%,
reduced construction costs by nearly $14,000 per
home, and planned strategic measures for operational
superiority. Today, CTX continues to ferret out effective
processes and to systemize the business. In the fourth
quarter, the company posted its first-ever quarterly
loss, although history showed that it differentiated
itself during previous market downturns, at calendar
year-end, much remained in flux and the strength of
this platform remains to be seen.
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COMSTOCK HOMEBUILDING COS.

2006 Performance Final Grade: 27/100

1140

Financial

EPS $(2.63) NM 18/20

Return on beg. yr. equity NM Salgs and Marketing T

Debt/total cap 7% 1,200 bps YOY | Cosings 1L S L L A
Unit backlog 345 027% YOY

5/20 CHCI shook up the sales management team and stepped up

Land A training efforts across all divisions. A new customer out-

Lots controlled 5,380 NA | reach program aimed to reduce cancellations, which rose by

Supply (years) 8.1 38% YOV.

Pretax charges $57M $3.66/share

After selling positions in Raleigh, N.C., Charlotte, N.C., Myrtle 220

Beach, S.C, and Atlanta to maximize cash, CHCI focused on | Operations

maximizing the potential in its portfolio. The company con- | Revenue per employee $1.2M 1 20% Yo

verted its owned land ratio from 60% to 30%. HB pretax margin (28)% 14,400 bps YOY
Inventory $448.4M 27% YOY

DH H u RTU N 2006 Performance Final Grade: 55/100 ‘

Financial 4

EPS $3.21 1 29% YOY 1320

Return on beg. yr. equity 18% Salgs and Marketing ]

Debt/totd cap 4% 180 bps Yo | Soshas el [0 YOV
Unit hacklog 14,003 1.20% YOY

8/20 Aggressive use of incentives dominated DHI's strategy to

Land B A— turn units. Despite cancellations, DHI’s front-line delivered

Lots controlled 297,000 L17% Yoy | inventory, but restocking backlog proved to be a challenge.

Supply (years) 10

Pretax charges $345M $1.09/share

Land-related charges represent $180M in valuation adjust-
ments and $164M in option deposits and cost walkaways.
Lot count fell, but buying still took place in '06. Targeting a
3.5-year supply, DHI ended the year with a heavy excess of
lots, 63% of which were owned.

11/20
Operations |
Revenue per employee $1.1M 10<1% YOY
HB pretax margin 10% {1830 bps YOY
Inventory $11.38 113% YOY

DOMINION HOMES

2006 Performance Final Grade: 12/100 ,‘

4/40
Financial
EPS $(4.19) NM
Return on beg. yr. equity NM
Debt/totd cap 56% 1330 bps YOY
1120
Land
Lots controlled 14,865 417% YOY
Supply (years) 29.3
Pretax charges $14M $1.74/share

The critical need to sell off its burgeoning portfolio in dull
markets didn’t pan out as hoped this year as DHOM posted
only $13.2M in land sales. At year-end, land held for sale
was $20.3M representing 1,636 lots.

4120
Sales and Marketing _
Closings 1,335 J61% YaY
Unit backlog 266 {38% Y0Y

Publicity over the company’s class-action lawsuits and
alleged mishandling of mortgages soured consumer confi-
dence. The continued economic downturn in DHOMs core
markets also added challenge.

3120
Operations
Revenue per employee $907K 0% YoY
HB pretax margin (18)% {1,920 bps YOY
Inventory $371.1M 113% YOY

COMSTOCK

-Although concentrated in three core Southeast

markets with solid long-term dynamics, CHCI is
challenged on many levels. The acquisitions of Capitol
Homes in Raleigh, N.C., and Parker Chandler Homes in
Atlantaratcheted up debt and leverage significantly.
However, management addressed breeches on loan
covenants and brought terms back in compliance. Still,
another $205M of debt matures in *07, of which at least
$75M needs to be renewed or renegotiated. Balance
sheet-improvement efforts include selling assets, refi-
nancing others, lowering unit prices, reducing overhead
and compensation, and re-evaluating land obligations.
CHCI temporarily positioned multifamily units as rental
to generate cash and offset carry costs. The executive
team and board put skin in the game, agreeing to
accept compensation in stock versus cash.

DRHORITON ==
ﬂmcm’az %z ESuitaer

It took the first half of '06 for the market shift

to register, but once it was clear, the DHI man-
agement team focused on maintaining volume, getting
liquid, cutting costs to the tune of $200M, and reposi-
tioning land holdings. Margins were compressed
because of incentives used to move inventory, and spec
homes accounted for nearly 50% of total inventory at
year-end. With an abundance of land, expect to see
acquisition slow in "07, which will generate more cash
even if the margins continue to compress. Despite a
slow reaction, the history of consistent operating results
points to its ability to reposition and grow long term.
(See “Peak to Peak,” on page 103.) It takes a long time
to turn a ship this big around, but by year-end, the rud-
der was in motion to right-size the operation.

DOMINION"

-To sum up '06, bad markets collided with the
results of previous management’s bad deci-
sions. The challenges for the new CEQ and CFO were to
off load land, disband the independent mortgage arm
and create a joint venture with Wells Fargo, settle buyer
class-action lawsuits, and streamline operations to meet
demand in an ever-souring market. At year-end, they
gained a bit of breathing room with amended credit
facilities. But the company also disclosed that hedge
funds controlled 73% of its bank debt. Big pressure
remains on the need to sell land and generate cash to
feed the short-term debt machine. Operationally, the
company remained a mixed bag. While the focus on
processes and efficiency have likely made it a better
husiness, the results aren’t showing yet A deteriorating
macroenvironment may prove too much to overcome.





