
Daniel Oppenheim, CFA (212) 847-5733 1

1 Daniel Oppenheim, CFA  212.847.5733 /
doppenheim@bofasecurities.com

 November 2007

Daniel Oppenheim, CFA (212)
847-5733

This report has been prepared by Banc of America Securities LLC (BAS), member NASD, NYSE and SIPC.  BAS
is a subsidiary of Bank of America Corporation. Please see the important disclosures and analyst certification on
page 33 of this report. BAS and its affiliates do and seek to do business with companies covered in its research
reports.  As a result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision.

2007 Worse Than Ever Feared;
Searching for the Bottom

2 Daniel Oppenheim, CFA  212.847.5733 /
doppenheim@bofasecurities.com

2007 Worse Than Ever Feared,
Searching for the Bottom

Risks
! Dismal traffic, as even those who can buy a home choose not to do so
! Tightening of mortgage lending standards, higher credit spreads
! Excess inventory leading to continued declines in home prices
! Further land write-downs
! Focus on cash flow results in excess construction and a slash-and-burn

approach to pricing
! Stretched affordability in key markets

Positives
! Improving affordability due to lower mortgage rates and home prices
! Sharp decline in construction activity, which will eventually help inventory
! Tighter lending to private builders Ð just starting
! Lower expectations

Source: Company reports, Banc of America Securities LLC estimates
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Month

 Buyer 

Traffic 

Index 

 Home 

Price 

Index 

 Incentive 

Index 

 Home 

Listings 

Index 

 Time to 

Sell 

Index 

Jan-2005 61.1 61.2 31.4 n/a n/a

Feb-2005 48.6 65.5 44.9 n/a n/a

Mar-2005 52.2 76.2 42.4 n/a n/a

Apr-2005 52.3 75.8 45.0 n/a n/a

May-2005 45.2 74.8 44.9 n/a n/a

Jun-2005 48.3 75.3 41.7 n/a n/a

Jul-2005 41.6 67.7 43.7 n/a n/a

Aug-2005 39.5 62.3 41.0 28.7 n/a

Sep-2005 40.3 63.3 41.1 37.6 19.5

Oct-2005 33.6 47.7 31.0 28.8 19.1

Nov-2005 28.9 40.5 24.4 27.4 12.7

Dec-2005 33.7 45.3 24.1 36.8 15.5

Jan-2006 38.3 47.5 28.4 29.8 18.9

Feb-2006 38.3 46.0 20.3 18.2 20.9

Mar-2006 30.4 47.2 16.7 15.2 16.1

Apr-2006 26.3 43.1 18.8 15.7 14.5

May-2006 22.7 38.4 16.7 11.8 16.3

Jun-2006 25.9 41.4 16.1 14.3 15.7

Jul-2006 23.7 36.0 15.4 15.7 14.0

Aug-2006 24.3 31.9 13.9 16.2 11.7

Sep-2006 23.5 29.5 12.9 19.6 12.5

Oct-2006 23.6 25.8 14.0 21.0 11.7

Nov-2006 30.5 25.6 14.5 31.1 15.2

Dec-2006 38.4 29.9 19.9 40.5 19.5

Jan-2007 48.0 33.8 26.7 36.1 26.9

Feb-2007 40.9 34.5 26.5 29.0 27.5

Mar-2007 40.1 35.3 25.8 24.3 26.8

Apr-2007 31.1 33.7 26.5 20.7 22.0

May-2007 26.3 31.3 24.1 17.4 18.7

Jun-2007 21.9 26.9 21.9 18.2 16.1

Jul-2007 21.8 24.7 20.5 21.5 16.0

Aug-2007 18.6 21.2 19.5 22.2 12.2

Sep-2007 14.7 17.1 16.9 19.8 9.7

Oct-2007 18.0 18.2 15.5 24.7 12.4

Point change 3 . 2 1 . 0 ( 1 . 4 ) 4 . 9 2 . 7

Monthly Survey of 3,000 Agents Shows Traffic Well Below
Expectations with Pressure on Prices

Source: Banc of America Securities LLC estimates

Stronger buyer traffic is
needed to stem price
declines and work through
excess inventories

Home prices below  50
indicate falling prices
sequentially

The time needed to sell a
home continues to
lengthen (below 50
indicated sequential
lengthening).
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Traffic Near Trough Levels

Source: Banc of America Securities LLC estimates

0

10

20

30

40

50

60

70

80

90

100
Ja

n-
0

5
Fe

b
-0

5

M
ar

-0
5

A
p

r-
0

5
M

ay
-0

5
Ju

n-
0

5

Ju
l-0

5
A

ug
-0

5
S

ep
-0

5

O
ct

-0
5

N
o

v-
0

5
D

ec
-0

5

Ja
n-

0
6

Fe
b

-0
6

M
ar

-0
6

A
p

r-
0

6
M

ay
-0

6
Ju

n-
0

6

Ju
l-0

6
A

ug
-0

6
S

ep
-0

6
O

ct
-0

6

N
o

v-
0

6
D

ec
-0

6
Ja

n-
0

7

Fe
b

-0
7

M
ar

-0
7

A
p

r-
0

7

M
ay

-0
7

Ju
n-

0
7

Ju
l-0

7

A
ug

-0
7

S
ep

-0
7

O
ct

-0
7

T
ra

ff
ic

 L
ev

el
s 

[>
 5

0.
0;

 a
b

o
ve

 s
ea

so
n

al
 e

xp
ec

ta
ti

o
n

s/
 =

 5
0.

0:
 

in
-l

in
e 

w
it

h
 e

xp
ec

ta
ti

o
n

s/
 <

50
.0

: 
b

el
o

w
 e

xp
ec

ta
ti

o
n

s] Traffic improved slightly but 
remained at extremely weak levels 
in October; traffic typically is a 
leading indicator of sales
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Changes in Lending Standards
May Reduce Demand by 35%

Source: Census Bureau, National Association of Realtors, Banc of America Securities LLC estimates.

CLTV FICO
% No/Low 
Doc Share

% of '06 Home 
Purchases*

% of Buyers 
Cut-off

Impact on 
Demand

=> 98% < 680 49% 12% # 100% (12%)
=> 98% 680-720 76% 5% # 100% (5%)
=> 98% 720-760 76% 3% # 95% (3%)
=> 98% >760 68% 2% # 95% (2%)
93-97% < 720 55% 3% # 90% (3%)
93-97% > 720 69% 2% # 85% (1%)
89-93% < 680 62% 3% # 50% (1%)
89-93% > 680 80% 5% # 50% (3%)
=<88% < 680 60% 6% # 30% (2%)
=<88% > 680 71% 15% # 15% (2%)

Total Non-Agency 65% 57% (35%)
Total Agency 43% 0% 0%
Total 100% (35%)
*assumes no change in standards for agency loans [43% of total]

Nationwide Loan Characteristics Expectations

No down payments 
are effectively over

Modest down 
payments are not going 
to work without 
documentation
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Loans with Low FICO Scores and High CLTVs
 Have Greatest Risk

Source: Census Bureau, National Association of Realtors, Banc of America Securities LLC estimates.

<=80% 80-89% 89-93% 93-97% >=98% Total <=80% 80-89% 89-93% 93-97% >=98% Total

< 560 6.6% 9.7% 9.3% 10.1% 13.9% 9.9% < 560 1.0% 0.7% 0.9% 0.7% 1.1% 4.4%
560-600 5.2% 6.9% 7.5% 8.6% 8.5% 7.3% 560-600 1.7% 0.6% 1.9% 1.8% 6.8% 12.8%
600-640 4.8% 4.4% 4.3% 5.7% 6.8% 5.2% 600-640 4.4% 0.5% 1.9% 1.8% 19.5% 28.1%
640-680 2.5% 1.7% 1.6% 2.8% 5.3% 2.8% 640-680 3.9% 0.2% 1.5% 1.4% 19.2% 26.2%
680-720 1.2% 0.7% 0.9% 1.6% 3.9% 1.6% 680-720 2.6% 0.1% 1.0% 1.0% 12.0% 16.7%
720-760 0.6% 0.1% 0.6% 1.1% 3.0% 1.1% 720-760 1.2% 0.0% 0.5% 0.6% 5.9% 8.2%
760-800 0.3% 0.1% 0.3% 0.5% 2.5% 0.7% 760-800 0.6% 0.0% 0.2% 0.2% 2.3% 3.2%
>= 800 0.2% 0.3% 0.7% 0.8% 2.3% 0.8% >= 800 0.1% 0.0% 0.1% 0.0% 0.2% 0.4%

Average 2.7% 3.0% 3.1% 3.9% 5.8% 3.7% Total 15.5% 2.2% 8.0% 7.4% 66.8% 100.0%

COMBINED LOAN TO VALUE (%)
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Delinquency Rate by CLTV/FICO Category Dispersion of Overall Delinquencies, as % of Total

COMBINED LOAN TO VALUE (%)
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C
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R
E

+90 Day Delinquencies on 2006 Originated Purchase Loans, Aged 6-8 Months 

<=80% 80-89% 89-93% 93-97% >=98% Total

< 560 0.5% 0.2% 0.3% 0.2% 0.2% 1.4%

560-600 0.9% 0.3% 0.8% 0.7% 2.2% 4.8%

600-640 2.6% 0.3% 1.4% 0.9% 8.2% 13.5%

640-680 4.9% 0.4% 2.7% 1.4% 10.8% 20.3%

680-720 7.3% 0.6% 3.7% 1.9% 9.2% 22.6%

720-760 7.6% 0.5% 3.1% 1.6% 6.0% 18.8%

760-800 8.8% 0.6% 2.4% 1.2% 3.0% 16.0%

>= 800 1.6% 0.1% 0.3% 0.2% 0.3% 2.5%

Total 34.2% 3.0% 14.8% 8.1% 40.0% 100.0%

53% 13% 12% 21%   More Risk

2006 (Non-Agency) Purchase Originations

FI
C

O
 S

C
O

R
E

Key:  Lower Risk

COMBINED LOAN TO VALUE (%)

Lenders will cut back on high risk
areas (shaded orange) that exhibited
sharply higher delinquency rates
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Subprime ARM Monthly Resets
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ARM Resets Will Add to Inventory in Coming Months
As Foreclosures Rise

Source: Banc of America Securities LLC estimates.
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Inventory Levels Will Continue to
Pressure Home Prices

We estimate that
the market
needs to work
off 1.4 mln
excess homes.

It may take
several years to
work off the
excess supply,
although current
underbuilding
should help.

Source: Census Bureau, National Association of Realtors, Banc of America Securities LLC estimates.
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Months' supply of existing single-family homes will likely surpass 10.5 months in 
coming months.
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Seasonal Decline in Inventory at Year-end

  January - April
16%

May - July
0%
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Inventories Typically Fall 15% in Sep-Dec,
But Rise 16% in Jan-Apr

Source: National Association of Realtors, Banc of America Securities LLC estimates.
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Profitability Will Be Challenging in ’07 and ‘08
! Few homebuilders will be profitable in Õ07 or Ô08, as impairments will likely exceed profits
! Write-offs of 43% (after-tax) of 2006 book value
! Continued margin erosion from 9% further home price decline

! -30% volume in Õ07, -10% in Ô08
! Costs expected to fall 2-4% in Õ07 due to labor concessions

Source: Company reports, Banc of America Securities LLC estimates
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We See Potential for 17% After-Tax Impairment;
Focus on Land & Land Under Development

Source: Company reports, Banc of America Securities LLC estimates

% BV Risk % BV Risk % BV Risk % BV Risk % BV Risk

CTX Centex Corp. 1.0 0.9 67% 3% 114% 4% 4% 1% 6% 3% 3% 0% 11% 8%

DHI D.R. Horton 1.0 1.2 74% 4% 106% 24% 4% 4% 0% 0% 0% 0% 32% 24%

HOV Hovnanian 1.3 1.2 125% 10% 69% 20% 15% 14% 11% 10% 7% 0% 54% 40%

KBH KB Home 1.0 1.2 75% 1% 112% 3% 5% 1% 14% 12% 5% 3% 21% 15%

LEN Lennar Corp. 1.0 0.9 65% 0% 47% 2% 19% 12% 22% 19% 16% 2% 36% 26%

MDC MDC Holdings 1.2 1.2 61% 1% 51% 3% 1% 0% 0% 0% 0% 0% 4% 3%

MTH Meritage Homes 1.2 1.2 96% 5% 71% 9% 18% 11% 10% 7% 4% 0% 32% 24%

NVR NVR Inc 1.2 0.9 55% 0% 15% 3% 20% 10% 1% 1% 0% 0% 13% 10%

PHM Pulte Homes 1.0 1.0 54% 2% 105% 7% 6% 2% 3% 1% 4% 0% 12% 8%

RYL Ryland 0.9 1.2 79% 4% 91% 15% 19% 15% 2% 2% 3% 0% 35% 26%

SPF Standard Pacific 1.3 1.2 74% 6% 114% 24% 7% 6% 19% 14% 25% 12% 62% 45%

TOL Toll Brothers 1.0 0.9 108% 5% 49% 8% 9% 8% 7% 6% 15% 0% 27% 20%

WCI WCI Communities 1.3 1.0 98% 6% 111% 27% 8% 7% 0% 0% 0% 0% 41% 30%

Total 73% 3% 78% 9% 9% 6% 6% 5% 5% 1% 23% 17%

* Reflects 3Q charges already reported

Homes & Homes Under 

Construction

Land & Land Under 

Development

Credit 

Enhancements

Optioned 

Land
Equity in JV

Ticker

Market 

Exposure 

Relative 

Risk 

Multiple

Land 

Age 

Relative 

Risk 

Multiple

Company 

Name

Pre-tax 

Risk to BV

After-tax 

Risk to 

Less risk of impairment because much of the capital in 

this line item represents actual building costs. In 

addition, many of these homes are in backlog and are 

close to break-even on an operating basis.

Approx. 70% of this 

is raw land, or 60% 

of book value. We 

expect land values 

to fall 27%, based on 

a 9% further home 

price decline, 

eroding 14% of book 

value on a pretax 

basis.

We think 

builders 

write-off 90% 

of their land 

options. 

Equity in JV is likely to face 

significant write-downs given 

the higher leverage in most jvs 

and potential for capital calls.
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Higher Debt Levels Increase Focus on Cash Flow

Source: Company reports, Banc of America Securities LLC estimates
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Housing affordability index* Long-term average 1991-2005 average

Affordability = percentage of median household income 

needed to pay the mortgage of the median priced home

A one-time price decline of 5% and 4% 

annual wage growth in each of the next 

two years would bring affordability in-line 

with its average over the past 15 years if 

current mortgage rates hold.

Source: Census Bureau, HUD, Freddie Mac, Banc of America Securities LLC
estimates

Affordability Should Improve Further
 as Prices Fall
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Revenue Exposure

Source: Builderonline, Hanley Wood, LLC, Company reports, Banc of America Securities LLC
estimates

Market CHCI CTX DHI HOV KBH LEN MDC MTH NVR PHM RYL SPF TOL WCI

Arizona  * 10% 15% 5% 10% 5% 24% 33%  * 11% 8% 12% 7%  * 

California  * 30% 25% 27% 38% 30% 20% 24%  * 19% 12% 50% 20%  * 

Washington D.C. 94% 5% 2% 16%  * 5% 10%  * 60% 5% 10%  * 25% 4%

Florida  * 12% 10% 17% 12% 24% 7% 7%  * 17% 15% 19% 7% 90%

Nevada  * 4% 5%  * 13% 7% 20% 7%  * 14% 7%  * 6%  * 

Total 94% 61% 57% 65% 73% 71% 80% 71% 60% 66% 52% 81% 65% 94%

Significant Concentration in Few Regions
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Affordability in Key Markets
Significant Price Declines Are Needed

Phoenix, AZ

Washington, D.C. Inland Empire, CA

Las Vegas, NV

Source: National Association of Realtors, Dept. of Housing and Urban Development, FactSet, Banc of America Securities LLC
estimates.
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Source: National Association of Realtors, Dept. of Housing and Urban Development, FactSet, Banc of America Securities LLC
estimates.

Significantly Less Expensive to Rent
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More Construction Discipline is a Positive

Source: National Association of Realtors, Dept. of Housing and Urban Development, FactSet, Banc of America Securities LLC
estimates.

Permits declined 31% yr/yr in
October and are down 55% from
peak levels. We expect an
overall decline of at least 60%.

! Permit issuance has fallen 55% from the peak in September Ô05, consistent with
the decline of 50% in the Õ90 cycle, although more modest than the 69% decline
in Ô81.

! We think a sustainable pace would be an annual pace of 1.1-1.2 mln. We need
permits to stay well below this level in at least '07 and '08 based on the excess
inventory of homes for sales and the weak current demand. We expect single-
family permit activity to bottom near an annual pace of 800,000 units, and to
remain low for some time.
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Permits fell 50% from February 1987 

to January 1991

Permits have fallen 55% since 

September 2005. We expect an overall 

decline of at least 60%. 
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Continued Construction Discipline Needed to Work
Down Inventory

Source: National Association of Realtors, Dept. of Housing and Urban Development, FactSet, Banc of America Securities LLC
estimates.

Monthly Permits Monthly Permits
Aug '07Aug '06 Sept. '07Sept. '06

1 Houston, TX 55,105           51,134           7.8% 3,617        5,112        (29.2%) 2,916        4,108        (29.0%)
2 Atlanta, GA 53,944           60,952           (11.5%) 2,736        5,114        (46.5%) 1,936        3,533        (45.2%)
3 Dallas, TX 43,751           49,322           (11.3%) 2,462        4,063        (39.4%) 1,932        2,921        (33.9%)
4 Phoenix, AZ 35,740           53,964           (33.8%) 2,051        2,704        (24.1%) 1,165        2,083        (44.1%)
5 Inland Empire, CA 33,508           45,792           (26.8%) 1,304        2,136        (39.0%) 1,009        1,913        (47.3%)
6 Chicago, IL 28,619           36,728           (22.1%) 1,689        2,683        (37.0%) 1,247        2,059        (39.4%)
7 Orlando, FL 23,498           26,520           (11.4%) 1,025        2,045        (49.9%) 655           1,730        (62.1%)
8 Las Vegas, NV 21,590           30,358           (28.9%) 862           1,675        (48.5%) 658           961           (31.5%)
9 Charlotte, NC 20,281           19,348           4.8% 1,295        1,711        (24.3%) 992           1,623        (38.9%)
1 0 Washington, D.C. 18,457           25,315           (27.1%) 1,243        1,519        (18.2%) 862           1,294        (33.4%)

A v e r a g e (16.0%) (35.6%) (40.5%)
* Metro areas ranked by 2006 annual single family permits

% Change, 
Y r /Y rRank

Annual '06 
P e rm i t s

Annual '05 
P e rm i t s

% Change, 
Y r /Y rMarket

% Change, 
Y r /Y r



Daniel Oppenheim, CFA (212) 847-5733 7

19 Daniel Oppenheim, CFA  212.847.5733 /
doppenheim@bofasecurities.com

Year 1985 1986 1987 1988 1989 1990 1991 1992 1993

Household growth 1,257  1,257  1,257   1,257   1,257   1,257   1,100   1,100   1,100   

Add. 2nd home demand 100     100     100      100      50        -       -       50        50        

Est. replacement 147     150     153      155      159      159      161      163      165      

Baseline demand 1,504  1,507  1,511   1,513   1,466   1,417   1,261   1,313   1,315   
Total housing starts 1,742  1,805  1,621   1,488   1,376   1,193   1,014   1,200   1,288   
     yr/yr % change (0%) 4% (10%) (8%) (8%) (13%) (15%) 18% 7%

Excess/(deficit) building 238     298     110      (24)       (90)       (224)     (247)     (113)     (28)      

     Cumulative building since 1985 622      532      308      62        (52)       (79)      

We Believe ‘07 Will be the First Year of Significant Underbuilding,  Similar
to ‘90 When Inventory Peaked and Homebuilding Stocks Bottomed

Source: Census Bureau, Banc of America Securities LLC estimates.

Year 2001 2002 2003 2004 2005 2006 2007P 2008P 2009P

Household growth 1,300     1,300     1,300     1,300     1,400     1,400     1,400     1,400     1,400     
Add. 2nd home demand 125        125        125        125        125        100        50         50         50         

Est. replacement 244        240        243        245        249        316        319        322        325        
Baseline demand 1,669     1,665     1,668     1,670     1,774     1,816     1,769     1,772     1,775     

Total housing starts 1,603     1,705     1,848     1,956     2,068     1,801     1,351     1,148     1,205     

     yr/yr % change 2% 6% 8% 6% 6% (12%) (25%) (15%) 5%

Excess/(deficit) building (66)        40         180        285        294        (15)        (419)       (624)       (570)       

     Cumulative building since 1994 851        836        417        (207)       (777)       
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We Estimate New Construction is 80,000 Units Below Current
(Depressed) and 530,000 Below Normalized Demand

Underbuilding in 1990 helped stabilize inventories and signaled a bottom for
homebuilding stocksÉ

Source: Census Bureau, Banc of America Securities LLC estimates.

1 9 9 0 Act ual Pace (000 's)Normalized Pace (000 's)
New Home Sales 534 1,000
On-Your-Lot  Sales 330 330
Tot al Sales 8 6 4 1 ,3 3 0
Single-Family Permit s 794 1,100
Underbuild ing ( 7 0 ) ( 2 3 0 )

Current Actual Pace (000's)Normalized Pace (000's)
New Home Sales 800 1,100
On-Your-Lot Sales 150 300
Total Sales 950 1,400
Single-Family Permits 868 868
Underbuilding (82) (532)

21 Daniel Oppenheim, CFA  212.847.5733 /
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Source: Census Bureau, Banc of America Securities LLC estimates.

Foreclosures Likely to Increase Through Õ08
Based on Resets and Lower Home Prices
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Quarterly Foreclosures Started

1Q07 reached record of  

0.58 bps

First quarters of home 

price declines

1Q97 marked the first of 

38 quarters of home 

price appreciation

Avg 22 bps during the 80s
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Source: Census Bureau, Banc of America Securities LLC estimates.

U.S. Residential Mortgage Market - Size and Composition

 
Loans MBS Loans MBS Loans MBS Loans MBS Loans MBS Loans MBS Loans MBS

2001 175 171 1,280 915 450 142 60 11 120 87 130 16 2,040 1,342
2002 176 173 1,711 1,270 576 172 67 53 185 123 170 25 2,709 1,816
2003 220 219 2,460 1,912 650 237 85 74 310 195 220 20 3,725 2,657
2004 130 126 1,210 893 510 233 185 159 530 363 355 49 2,790 1,823
2005 90 87 1,090 879 570 281 380 332 625 465 365 61 3,030 2,105
2006 81 81 1,003 813 452 219 406 366 613 449 433 74 2,907 2,002

TotalSubprime HELsFHA/VA Conforming Jumbo Alt-A

 Loans ($bb) %Total Securities ($bb) %Total Sec. Rate
FHA/VA 390 4% 417 7% 107%
Conforming 4,384 46% 3,463 59% 79%
Jumbo 1,562 16% 500 8% 32%
Alt-A 749 8% 675 11% 90%
Subprime 1,214 13% 650 11% 54%
HEL 1,200 13% 180 3% 15%
Total 9,499 5,884

¥ Subprime and alt-A mortgages constitute about 13% and 8% respectively of total
outstanding mortgage debt.

¥ In 2006 Subprime and alt-A originations constituted 21% and 14% respectively of total
mortgage originations.

ISSUANCE OF MORTGAGE LOANS AND SECURITIES

OUTSTANDING VOLUMES FOR MORTGAGE LOANS AND SECURITIES
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Source: Census Bureau, Banc of America Securities LLC estimates.

Shift to Alt-A /Subprime is Shift to Higher Delinquencies
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ALT A ARM ALT A Fixed Jumbo ARM

Jumbo Fixed Sub-prime ARM Sub-prime Fixed

SERIOUS DELINQUENCY RATES FOR VARIOUS NON-AGENCY SECTORS BY PRODUCT TYPE

¥ The credit performance of ARM products has worsened more than FRM products.
¥ Sub-prime delinquencies are at historical highs, whereas alt-A ARM delinquencies have reached

levels not seen in the last five years.
¥ The range of 60+ delinquencies is 1%-4% on alt-As and 6%-18% on subprime mortgages.

Source: Loan Performance
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Improvements Single-family Existing Home Sales

Historically, there is a strong positive 
(+0.97) correlation between the pace of 
existing home sales and residential 
improvement expenditures.

An Expected Decline in Existing Home Sales Will Likely Lead to Less
Spending on Residential Improvements

Source: National Association of Realtors, Banc of America Securities LLC
estimates
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Tot al Expendit ures Cash Out  Ref i (Freddie Mac)

Slowing Cash-Out Refi in 2007 & 2008 Will Leave Homeowners With
Less Cash to Spend on Repair/Remodel

Source: National Association of Realtors, Banc of America Securities LLC
estimates
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Single Family CompletionsSF Permits

We expect permits to fall another 20% from 
current levels, implying a 30%+ decline in 
completions from current levels through 
summer '08

Completions Are Down 34% From Õ06 Levels And Expected to
Decline Another 25-30% Given The Trend in Permits

Source: Census Bureau, Banc of America Securities LLC estimates
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Median Home Prices

Source: National Association of Realtors.

Prices and inf lat ion diverged in ' 97
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Key Homebuilding Metrics

Source: Company reports, Banc of America Securities LLC estimates

 

Finished lot cost
24%

Total construction 
cost
55%

M arketing cost
1%

Profit
9%

Overhead and 
general expenses

6%

Sales commission
3%

Financing cost
2%

T i cke r TTM Revenues Average Order PriceTTM Operating Margin TTM ROIC

Centex Corp. CTX $15,491 $285,000 -3.23% -0.21%

Pulte Homes PHM $11,666 $322,000 -6.36% -3.87%

D.R. Horton DHI $12,764 $395,000 -3.85% -3.34%

Lennar Corp. LEN $14,117 $259,000 -3.62% -1.64%

KB Home KBH $9,382 $275,000 -0.73% -0.74%

Hovnanian Enterprises HOV $5,573 $350,000 5.70% -3.14%

Toll Brothers TOL $5,713 $690,000 12.02% 8.72%

NVR, Inc. NVR $5,598 $364,000 11.63% 45.47%

Ryland RYL $3,932 $276,000 2.33% 3.95%

MDC Holdings MDC $3,813 $332,000 -6.39% -4.97%

Standard Pacific Corp. SPF $3,474 $476,000 -7.86% -7.39%

Meritage Homes MTH $2,846 $298,000 0.52% 1.62%

WCI Communities WCI $1,824 $659,000 -3.77% -1.93%

Comstock HomebuildingCHCI $293 $226,000 -5.04% -11.08%
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Increased Leverage Through Land Options

Source: Company reports, Banc of America Securities LLC estimates

Although land options limit risk due to the
limited capital investment (typically 5-10% of
purchase price), the value of the option is
more sensitive to changes in home prices.
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Divergent Land Strategies

Source: Company reports, Banc of America Securities LLC estimates

8.0

4.5 4.6

-

3.5
2.0

3.6
2.1 2.8 2.5

1.0
1.9 2.0 1.4

1.8

3.8

1.4

5.8

2.1
3.5

1.8
3.0 1.6 1.4

2.9 1.4 1.2

0.4

0.0

2.0

4.0

6.0

8.0

10.0

12.0

WCI TOL PHM NVR SPF HOV DHI LEN CTX RYL MTH CHCI KBH MDCY
e
a
rs

 S
u
p
p
ly

 o
f 

L
a
n
d
 (

B
a
s
e
d
 

o
n
 
T
T
M

 
C

L
o
s
in

g
s
)

Owned Optioned/JV

32 Daniel Oppenheim, CFA  212.847.5733 /
doppenheim@bofasecurities.com

Increased Purchases of Homes Not for Primary Residences
Percent age of  Home Sales by Type
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REG AC - ANALYST CERTIFICATION
Each primary research analyst whose name appears in this research report certifies the following, with respect to
each security or issuer that the research analyst covered in this research report: (1) that all of the views expressed in
this research report accurately reflect his or her personal views about those securities or issuers; and (2) that no part
of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations
or views expressed by the research analyst in this research report.

IMPORTANT DISCLOSURES

Banc of America Securities LLC (BAS) and Banc of America Securities Limited (BASL)
Stock Rating System

The rating system is based on a stock's forward-12-month expected total return (price appreciation plus dividend
yield). The prospective rates of return that help define the Buy, Neutral and Sell ranges are subject to change from
time to time, corresponding with changes in prospective rates of return on competing investments. The specific
volatility levels that divide our stocks into low, medium, high, and extreme ranges are subject to change from time to
time, corresponding with changes in the volatility of benchmark indexes and the companies that comprise them.

Buy Neutral Sell
Low  0-25%  8%+ 7.9%-(4.9)% (5)% or worse
Medium  25-35% 11%+ 10.9%-(6.9)% (7)% or worse
High  35-55% 15%+ 14.9%-(10.9)% (11)% or worse
Extreme  55%+ 30%+ 29.9%-(19.9)% (20)% or worse

Source on volatility: Bloomberg.

 Volatility Ratings
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Rating Distribution*
Global Coverage
Coverage Universe Companies Percent Investment Banking Clients CompaniesPercent**
Buy 359 42 Buy 277 77
Hold 459 54 Hold 354 77
Sell 33 4 Sell 24 73

Consumer Sector
Coverage Universe Companies Percent Investment Banking Clients CompaniesPercent**
Buy 69 37 Buy 56 81
Hold 110 59 Hold 80 73
Sell 8 4 Sell 7 88
* For the purposes of this Rating Distribution, ÒHoldÓ is equivalent to our ÒNeutralÓ rating.
** Percentage of companies in each rating group that are investment banking clients.
As of 06/01/2006.

The analysts and associates responsible for preparing this research report receive compensation that is based on
various factors, including the total revenue of BAS and its affiliates, a portion of which is generated by investment
banking business. They do not receive compensation based on revenue from any specific investment banking
transaction.

BAS and BASL prohibit analysts and members of their households from maintaining a financial interest in the securities
or options of any company that the analyst covers or that falls within the analystÕs coverage sector except in limited
circumstances (for securities and options acquired prior to July 9, 2002), as permitted by the New York Stock Exchange
and the NASD. Stock ownership in the companies mentioned in this report by the analyst who has prepared this report
and members of his or her household is disclosed below. The absence of such disclosure means that the analyst(s)
preparing this report (including members of his or her household) does not have any direct stock ownership in
companies mentioned in this report. BAS and BASL also permit analysts and members of their households to own
diversified mutual funds and to maintain financial interests in funds and other private investments that may include
companies in a sector that the analyst covers if the person acquired the financial interest prior to July 9, 2002.
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BAS and BASL policy prohibits research personnel from disclosing a rating, recommendation or investment thesis for
review by an issuer prior to the publication of a research report containing such rating, recommendation or investment
thesis. Materials prepared by BAS and BASL research personnel are based on public information.

With the exception of members of research management named on the directory located at www.bofasecurities.com or
on the back page of this report, the persons listed on this directory have the title of "research analyst." Any other
contributors named on the front cover of this research report but not shown on this directory have the title "research
associate.Ò

For applicable current disclosures, please call us at 1-888-583-8900 and ask for your BAS representative, or write us at
Banc of America Securities LLC, Attn. Compliance Department, 40 West 57th Street, New York, NY 10019, or visit our
website at www.bofa.com/login and follow these steps to get to a webpage containing all applicable current disclosures:
after logging into the web site; click on the red ÔEquityÕ tab at the top of the page; click on ÔSearch Company CoverageÕ
on the left side navigation menu; fill in the ticker symbol of the company in the Symbol search field and hit ÔSearchÕ. If
you do not have a username or password, please contact your BAS representative or call the number above.

Further information on any security or financial instrument mentioned herein is available upon request.
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COMPANY-SPECIFIC DISCLOSURES

BAS currently maintains a market in this security and otherwise purchases and sells securities of this company as
principal: Comstock Homebuilding Companies, Inc.

BAS and/or its affiliates have lead- or co-managed an offering of securities for this company in the previous 12 months:
Centex Corporation; Comstock Homebuilding Companies, Inc.; D.R. Horton, Inc.; KB Home; Lennar Corporation; M.D.C.
Holdings, Inc.; Pulte Homes, Inc.; Standard Pacific Corp.

This company, its subsidiaries and/or its affiliates are (is) or have (has) been a client of BAS in the previous 12 months.
During this period, BAS has performed investment banking services for this company, its subsidiaries and/or its affiliates
and has received compensation for those services: Centex Corporation; Comstock Homebuilding Companies, Inc.; D.R.
Horton, Inc.; Hovnanian Enterprises, Inc.; KB Home; Lennar Corporation; M.D.C. Holdings, Inc.; NVR, Inc.; Pulte Homes,
Inc.; Standard Pacific Corp.; The Ryland Group, Inc.; Toll Brothers, Inc.; WCI Communities, Inc.

BAS and/or its affiliates expect(s) to receive, or intend(s) to seek, compensation during the next three months for
investment banking services from this company, its subsidiaries and/or its affiliates: Centex Corporation; D.R. Horton, Inc.;
Hovnanian Enterprises, Inc.; KB Home; Lennar Corporation; M.D.C. Holdings, Inc.; Pulte Homes, Inc.; Standard Pacific
Corp.; The Ryland Group, Inc.; Toll Brothers, Inc.; WCI Communities, Inc.

BAS and/or its affiliates beneficially own 1% or more of a class of common equity securities of this company: Centex
Corporation; KB Home; Lennar Corporation; Toll Brothers, Inc.

BAS is affiliated with an NYSE specialist organization that specializes in one or more securities issued by the companies
listed below. This affiliated NYSE specialist organization makes a market in, and may maintain a long or short position in
or be on the opposite side of orders executed on the Floor of the NYSE in connection with one or more of the securities
issued by these companies: D.R. Horton, Inc.; Standard Pacific Corp.

This company, its subsidiaries and/or its affiliates are (is) or have (has) been a client of BAS in the previous 12 months.
During this period, BAS has performed non-investment banking securities-related services for this company, its
subsidiaries and/or its affiliates and has received compensation for those services: Centex Corporation; D.R. Horton, Inc.;
Hovnanian Enterprises, Inc.; KB Home; Lennar Corporation; Pulte Homes, Inc.; Standard Pacific Corp.; The Ryland
Group, Inc.; Toll Brothers, Inc.
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COMPANY-SPECIFIC DISCLOSURES

This company, its subsidiaries and/or its affiliates are (is) or have (has) been a client of BAS in the previous 12 months.
During this period, BAS has performed non-securities services for this company, its subsidiaries and/or its affiliates and
has received compensation for those services: Centex Corporation; Comstock Homebuilding Companies, Inc.; D.R.
Horton, Inc.; Hovnanian Enterprises, Inc.; KB Home; Lennar Corporation; M.D.C. Holdings, Inc.; NVR, Inc.; Pulte Homes,
Inc.; Standard Pacific Corp.; The Ryland Group, Inc.; Toll Brothers, Inc.; WCI Communities, Inc.

Banc of America Securities LLC acted as financial advisor to Admiral Homes in connection with the announced sale of
assets to Lennar Corp: Lennar Corporation.
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Disclaimers
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. None of BAS, BASL, their affiliates or their
analysts (collectively, BofA) have any authority whatsoever to make any representation or warranty on behalf of the
issuer(s). This report is provided for information purposes only and is not an offer or a solicitation for the purchase or sale
of any financial instrument. Any decision to purchase or subscribe for securities in any offering must be based solely on
existing public information on such security or the information in the prospectus or other offering document issued in
connection with such offering, and not on this report.

For securities recommended in this report in which BofA is not a market maker, BofA usually provides bids and offers and
may act as principal in connection with such transactions. BofA is a regular issuer of traded financial instruments linked to
securities that may have been recommended in this report. BofA may hold, at any time, a trading position (long or short) in
the shares of the subject company(ies) discussed in this report. BofA may engage in securities transactions in a manner
inconsistent with this research report and, with respect to securities covered by the report, will buy or sell from customers
on a principal basis.

Securities recommended, offered or sold by BofA are not insured by the Federal Deposit Insurance Corporation, are not
deposits or other obligations of any insured depository institution (including Bank of America, N.A.) and are subject to
investment risks, including the possible loss of the principal amount invested. Although information has been obtained
from and is based on sources believed to be reliable, we do not guarantee its accuracy, and it may be incomplete or
condensed. All opinions, projections and estimates constitute the judgment of the author as of the date of the report and
are subject to change without notice. Prices also are subject to change without notice. BofAÕs ability to publish research on
the subject company(ies) in the future is subject to applicable quiet periods.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be
registered with, nor be subject to, the reporting requirements of the U.S. Securities and Exchange Commission. There may
be limited information available on foreign securities. In general, foreign companies are not subject to uniform audit and
reporting standards, practices and requirements comparable to those of U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend
payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rate conventions, deemed
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received
this report from BAS or an affiliate may be prohibited in certain states or other jurisdictions from purchasing securities
mentioned in this report from BAS or its affiliate(s).
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Investments in general, and derivatives (that is, options, futures, warrants, and contracts for differences) in particular,
involve numerous risks, including, among others, market risk, counterparty default risk and liquidity risk. Derivatives are
not suitable investments for all investors, and an investor may lose all principal invested and, in some cases, may incur
unlimited losses. It may be difficult to sell an investment and to obtain reliable information about its value or the risks to
which it is exposed. Exchange Traded Funds (ETFs) are subject to risks similar to those of stocks. Investment returns will
fluctuate and are subject to market volatility, so that an investorÕs shares, when redeemed or sold, may be worth more or
less than their original cost. To obtain a copy of an ETFÕs prospectus or a product description, please ask a BAS or affiliate
representative. Past performance of securities, loans or other financial instruments is not indicative of future performance.
This report is not prepared as or intended to be investment advice and is issued without regard to the specific investment
objectives, financial situation or particular needs of any specific recipient. Neither BAS, BASL nor any officer or employee
of BAS, BASL or any affiliate thereof accepts any liability whatsoever for any direct, indirect or consequential damages or
losses arising from any use of this report or its contents.

BofA does not provide tax advice. Accordingly, any statements contained herein as to tax matters were neither written nor
intended by the sender or BofA to be used and cannot be used by any taxpayer for the purpose of avoiding tax penalties
that may be imposed on such taxpayer. If any person uses or refers to any such tax statement in promoting, marketing or
recommending a partnership or other entity, investment plan or arrangement to any taxpayer, then the statement
expressed above is being delivered to support the promotion or marketing of the transaction or matter addressed and the
recipient should seek advice based on its particular circumstances from an independent tax advisor.

Notwithstanding anything herein to the contrary, any party hereto (and any of its employees, representatives and other
agents) may disclose to any and all persons, without limitation of any kind the tax treatment or tax structure of this
transaction.

With the exception of information regarding BAS, BASL and their affiliates, materials prepared by BAS and BASL research
personnel are based on public information. Facts and views presented in this material have not been reviewed by, and
may not reflect information known to, professionals in other business areas of BAS, BASL and their affiliates, including
investment banking personnel.
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To European and Asian Customers: This report is distributed in Europe by BASL and in Asia by Banc of America Securities
Asia Limited.

To U.S. Customers: BAS has accepted responsibility for the distribution of this report in the United States to BAS clients, but
not to the clients of its affiliate, Banc of America Investment Services, Inc. (BAI). Transactions by U.S. persons (other than
BAI and its clients) in any security discussed herein must be carried out through BAS. BAS provides research to its affiliate,
BAI. BAI is a registered broker-dealer, member NASD and SIPC, and is a nonbank subsidiary of Bank of America N.A.

To U.K. Customers: This document has been approved for distribution in the United Kingdom by BASL, which is authorized
and regulated by the Financial Services Authority for the conduct of investment business in the United Kingdom. Prices,
values or income ascribed to investments in this report may fall against your interests. The investments may not be suitable
for you, and if in any doubt, you should seek advice from an investment advisor. Changes in rates of exchange may have an
adverse effect on the value, price or income from an investment. Levels and basis for taxation may change. The protection
provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business
coordinated by BAS or its affiliates from an office outside of the United Kingdom.

These disclosures should be read in conjunction with the BASL general policy statement on the handling of research
conflictsÐavailable upon request.

To German Customers: In Germany, this report should be read as though BAS or BASL, as applicable, has acted as a
member of a consortium that has underwritten the most recent offering of securities during the past five years for companies
covered in this report and holds 1% or more of the share capital of such companies.

To Canadian Customers: The contents of this report are intended solely for the use of, and only may be issued or passed on
to, persons to whom BAS is entitled to distribute this report under applicable Canadian securities laws. In the province of
Ontario, any person wishing to effect a transaction should do so with BAS, which is registered as an International Dealer.
With few exceptions, BAS only may effect transactions in Ontario with designated institutions in foreign securities as such
terms are defined in the Securities Act (Ontario).

To Hong Kong Customers: Any Hong Kong person wishing to effect a transaction in any securities discussed in this report
should contact Banc of America Securities Asia Limited.

To Customers in Other Countries: This report, and the securities discussed herein, may not be eligible for distribution or sale
in all countries or to certain categories of investors. In general, this report may be distributed only to professional and
institutional investors.

This report may not be reproduced or distributed by any person for any purpose without the prior written consent of BAS.
Please cite source when quoting. All rights are reserved.
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BAS (United States)
Banc of America Securities
LLC

9 West 57th Street
New York, New York 10019
Tel. Contact : 212-583-8000

600 Montgomery Street
San Francisco, California 94111
Tel Contact : 415-627-2000

100 North Tryon Street
Charlotte, North Carolina 28225
Tel. Contact : 888-279-3457

BASL (United Kingdom)
Banc of America Securities Limited

1 Alie Street
London E14 5AQ, England
Tel Contact:  +44 20 7174 4000

BASAL (Hong Kong)
Banc of America Securities Asia Limited

Bank of America Tower
2nd Floor, Hong Kong
Tel Contact: 852-2847-6175

Equity Web Site: www.bofa.com/login
Bloomberg: Type BAC [GO]
FirstCall: www.firstcall.com
Multex: www.multex.com
TheMarkets.com: www.themarkets.com
For access, please contact your sales representative.
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