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Our Pipeline for Growth

We create value by identifying, entitling, acquiring and developing land and communities nationwide. Our
land expertise is one of the key strengths in maintaining Toll Brothers’ industry-leading profit margins and

fueling our growth.

The land entitlement and development process is highly regulated. Dozens of approvals are required from
local, regional, state and national oversight bodies to open a community. Political pressure from no-growth
proponents has increased the complexity, cost and time required to gain approvals. Lot shortages have
resulted and, particularly in affluent areas, home prices have continued to rise.

Increasing demand from growing numbers of affluent U.S. houscholds has exacerbated the imbalance between
supply and demand. With our expertise, capital and patience to persevere through the approval process, we have

benefited; the small, privately owned luxury home builders, who lack our resources, have not.

We evaluate and purchase land based on its potential profitability, not just to grow revenues. We believe
each land parcel should be able to stand on its own as a profitable community. We generally reduce risk by
contracting to acquire land, subject to receiving approvals. We then take it through the approval process,
and purchase it once approvals are secured. We then improve it with the roads, sewers, utilities and
recreational amenities that result in our wonderful lifestyle communities.

We control multiple years’ supply of lots, all actively under development or in the approvals process, to ensure
an adequate source for future growth. This supply allows us to step back from buying land in specific markets
if prices seem overheated, without halting growth. We currently control more than 48,000 lots, which
include 200 communities from which we are selling homes and another 250 future communities in the

development and approval pipeline.

The Malvern Novi, MI
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We plan to maintain our position as a leader in the rapidly consolidating home building industry by gaining
market share and by expanding geographically and along product lines.

Projections are that the combination of new household formations, immigration, baby-boomer appetite for
new second homes and the need to replace obsolescent housing will generate demand for 1.8 million or more
new homes and apartments annually for the foreseeable future. Historically, our industry has been able to
produce about 1.5 million units on average annually. With increasing constraints on land approvals, we
believe demand will continue to outpace supply.

Increasing dominance over the land development process by the large, publicly-traded home building
companies has increased their presence and added stability to the industry. In the past five years alone, the top
10 major builders have doubled their market share from 10% to 20%. Geographic and product diversification
among these builders has facilitated their growth and decreased their dependence on any single market.

Other factors have reduced industry cyclicality. A highly liquid mortgage market now offers buyers a wide
array of loan options that can soften the impact of rising rates. Speculative home building has been reduced
as smaller builders face restrictions from their banks and larger builders build most of their homes to order
rather than on speculation.

By gaining market share, we believe we can continue to grow, regardless of whether interest rates rise or fall
or housing starts increase or decrease. We continue to strengthen our balance sheet, to maintain the
investment-grade ratings that allow us to access capital at rates much lower than the small builders who
populate the luxury market. Through Internet marketing, via print ads and by word of mouth from our

satisfied home buyers, we continue to build our brand and increase our share of the luxury market.

We blend the capital, management systems, national buying strength
and branding power of a Fortune 1000 company with the flexibility and
attentive customer service of a small custom builder We have the
resources to develop communities the size of Dominion Valley Country
Club (far right), a nearly 3,000-home master planned, golf course
community serving move-up, empty-nester and active-adult buyers
with 10 product lines in northern Virginia [| We also have the agility to
profitably develop small communities such as Alta Vista at Lakeway
(inset), an enclave of 21 homes in Austin, Texas

The Strathmore [ Austin, TX
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