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Long Term Demand for ~2 million New Homes

2007E 2008E
Household Formation
Forecast Total Households (mns) 115.2 116.6
Forecast Total YOY A Households (mns) 1.35 1.36
Teardowns
Beginning of Period Housing Stock (mns) 125.9 1274
Forecast Teardown Rate 0.44% 0.44%
Total Replacement Demand (mns) 0.56 0.56
Second Home Sales
Beginning of Period Housing Stock (mns) 3.9 3.9
Forecast Second Home Growth 2.20% 2.20%
Total Second Home Demand 0.08 0.09
Forecast Housing Starts (SF & MF)
Total Demand For New Construction (mns) 1.99 2.01
Less Inventory Reduction (mns) -0.44 -0.35
Forecast Total Starts 1.55 1.65
UBS - YOY Change in Starts Forecast -15% 6%

Source: U.S. Census Bureau, UBS estimates

3 UBS




Demand
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U.S. Household and Housing Unit Growth by Decade
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Household Formation and Housing Stock

Household formation and employment growth continue to
accelerate more rapidly than the housing stock.
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Live Births Since 1909
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Immigration Trends
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U.S. Employment vs. Household Formation
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Composition of U.S. Population by Age
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Growth of White vs. Minority Households
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U.S. Homeownership Rate, 1920 to 2005
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Home Ownership by Age, Total Population
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Household Mix
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Single-Family Starts as % of Total New Supply
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Second Homes, Total Units
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U.S. 30 Year Mortgage Rates
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Historical Home Price Appreciation: 1970 — 2006
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Housing Affordability Index
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New Home Sales Versus Supply
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Top 50 MSAs Total Inventory Level

Inventory up 51% YOY, starting to plateau?
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Inventory Overhang Quantified

Excess Inventory Estimate—Months of Supply

Excess Inventory Estimate—Vacant For-Sale Units

Current Vacant For-Sale Level (000s) 1,935

, Normalized Vacant Level, Avg '01-'03 (000s) 1,276
EHS Normalized Months Supply 5.0
NHS Normalized Months Supply 6.0 Excess Vacant For Sale (000s) 659
Existing Homes For Sale (000s) 3,746
New Homes For Sale (000s) 557
Total For Sale (000s) 4,303
TTM EHS (0005) 6,642 Current Unsold, In Process (000s) 310
TTM NHS (000s) 1,118 Normalized Unsold, In Process, Avg '01-'03 (000s) 212
Total Sales (000s) 7,760 Excess Unsold, In-Progress Inventory (000s) 98
Current Months Supply 6.7
Normalized Months Supply 5.1
Estimated Excess Inventory Estimated Excess Inventory
(000s) 986 (000s) 757

Source: U.S. Census Bureau, National Association of Realtors, and UBS estimates

Source: U.S. Census Bureau, National Association of Realtors, and UBS estimates
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Note: Normalized levels based on 2001-03 averages.
Source: U.S. Census Bureau, National Association of Realtors, and UBS estimates
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Build to Order, not to Inventory

Since 1970, the rate of speculative building has dropped to 30% from 40%
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U.S. Housing Stock — 33% of the housing stock is ~50 years

old

Source: U.S. Census Bureau
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Net Removals

Period
1985-1987
1987-1989
1989-1991
1991-1993
1993-1995
1995-1997
1997-1999
1999-2001
2001-2003

TOTAL (1985-2003)

Note: All data in thousands

Total _  Removed From
Removals ~  Demo/Disaster
1,116 465
1,057 408
1,012 414
837 286
898 335
1,020 331
971 431
1,036 421
989 382
8,936 3,473

Source: HUD and UBS estimates
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Removed From Average Annual

Changed Removed From Annual Removals

to Non Res Damaged/Condemned Removals % of Total Stock
242 409 558 0.57%
235 414 529 0.52%
227 371 506 0.48%
166 385 419 0.40%
217 346 449 0.43%
331 358 510 0.47%
199 341 486 0.44%
248 367 518 0.45%
354 253 495 0.42%
2,219 3,244 496
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Builders’ Response
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Increased Use of Options

Options represent 56% of land controlled, up from 25% in 1990

100% -
80%
60%
40%
20%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005  3Q06
W Optioned = Owned

Source: UBS estimates and company reports

3 UBS

26




Land Options Provide Financial Flexibility
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Strengthened Financial Condition

*HB net Debt/Cap is 46%, down from 56% in 1990

In most cases, builders have lengthened portfolio duration and diversified
capital sources to reduce exposure
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Acquisition Activity Remains Robust
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*Hovnanian — Town and Country Homes and First Homebuilders
*Technical Olympic — Transeastern by TOA

*Meritage — Greater Homes of Orlando

«January 2006, WY buys Maracay for 9x EPS

* June 2006, Emaar buys WL Homes for an estimated 3.2x BV
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Risk statement

Risks for the homebuilders in our coverage universe involve the overall health
of the economy and its impact on consumers and employment, which could
result in a sharp slowdown in demand for housing.

Also significant over the intermediate term is the outlook for mortgage rates,
as an increase in rates could have an impact on consumer behavior, in our

view.

3 UBS
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Analyst certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers;
and (2) no part of his or her compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that
research analyst in the research report.

3 UBS
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Required disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG (UBS).

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,

please visit www.ubs.com/disclosures.

UBS Investment Research: Global Equity Ratings Definitions and Allocations

UBS rating Definition UBS rating Definition Rating category Covergqel IB services?
FSR is > 6% above the MRA, FSR is > 6% above the MRA, o o
Buy1 higher degree of predictability Buy 2 lower degree of predictability Buy 49% 34%
FSR is between -6% and 6% of the } o o
Neutral 1 MRA, higher degree of Neutral 2 FSR is between -6% and 6./° of .t.heHoId/NeutraI 38% 32%
h - MRA, lower degree of predictability
predictability
i 0, i 0,
Reduce 1 FSR is > 6% below the MRA, Reduce 2 FSR is > 6% below the MRA, IowerSEII 12% 27%

higher degree of predictability

degree of predictability

1: Percentage of companies under coverage globally within this rating category.

2: Percentage of companies within this rating category for which investment banking (IB) services were provided within the past

12 months.
Source: UBS; as of 30 September 2006.

3 UBS



Definitions & exceptions

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Predictability Level The predictability level indicates an analyst's conviction in the FSR. A predictability level of '1' means that
the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities. A predictability level of '2' means
that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.

EXCEPTIONS AND SPECIAL CASES

US Closed-End Fund ratings and definitions are: Buy: Higher stability of principal and higher stability of dividends; Neutral:
Potential loss of principal, stability of dividend; Reduce: High potential for loss of principal and dividend risk.

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount;
Reduce: Negative on factors such as structure, management, performance record, discount.

Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Companies Mentioned or Company Disclosure table in the relevant
research piece.

3 UBS
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Companies Mentioned

Company Name Reuters Rating Price Price date/time
Beazer Homes®*#%216 BZH.N Buy 1 US$41.94 06 Nov 2006 19:55 EST
Centex Corp®*® CTX.N Buy 1 US$50.34 06 Nov 2006 19:55 EST
D.R. Horton Inc 24a6a60.7.16 DHI.N Buy 1 US$22.89 06 Nov 2006 19:55 EST
Hovnanian?*4>6a16.23 HOV.N Buy 1 US$29.61 06 Nov 2006 19:55 EST
KB Home?*4P60.716 KBH.N Buy 1 US$43.54 06 Nov 2006 19:55 EST
Lennar?4a516.23 LEN.N Neutral 2 US$46.48 06 Nov 2006 19:55 EST
MDC Holdings, Inc.*® MDC.N Not Rated US$48.28 06 Nov 2006 19:55 EST
Meritage Corporation®"*18 MTH.N Buy 1 US$42.59 06 Nov 2006 19:55 EST
NVR, Inc.'® NVR.A Neutral 1 US$534.00 06 Nov 2006 19:55 EST
Pulte Homes?#260.716 PHM.N Buy 1 US$30.18 06 Nov 2006 19:55 EST
Ryland Group?®*6a16 RYL.N Buy 2 US$44.74 06 Nov 2006 19:55 EST
Standard Pacific?%°6°7:16 SPE.N Buy 2 US$23.50 06 Nov 2006 19:55 EST
Technical Olympic?426216 TOA.N Buy 1 US$10.79 06 Nov 2006 19:55 EST
Toll Brothers™® TOL.N Buy 1 US$28.05 06 Nov 2006 19:55 EST
WCI Communities?>42.62.60.7.16 WCIN Reduce 2 US$15.27 06 Nov 2006 19:55 EST

Source: UBS. EST: Eastern standard time.

2a. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of this company/entity or one of its affiliates within the past 12

months.

2b.  UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of this company/entity or one of its affiliates within the past five
years.

2c. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of this company/entity or one of its affiliates within the past three
years.

4a.  Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking services from this company/entity.

4b.  Within the past three years, UBS AG, its affiliates or subsidiaries has received compensation for investment banking services from this company/entity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services from this company/entity within the next three months.
6a.  This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking services are being, or have been, provided.

6b.  This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-investment banking securities-related services are being, or have been,

provided.
6¢c.  This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities services are being, or have been, provided.
7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than investment banking services from this company/entity.

16.  UBS Securities LLC makes a market in the securities and/or ADRs of this company.

23. UBSAG, its affiliates or subsidiaries held other significant financial interests in this company/entity as of last month’s end (or the prior month’s end if this report is dated less than 10
working days after the most recent month's end).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

3 UBS

34



Additional disclosures

For a complete set of disclosure statements associated with the companies
discussed in this report, including information on valuation and risk, please
contact:

UBS Securities LLC
1285 Avenue of Americas
New York, NY 10019, USA

Attention: Publishing Administration
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Global Disclaimer

This material has been prepared by UBS Securities LLC, an affiliate of UBS AG (UBS). In certain countries UBS AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial situation or particular
needs of any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial
instruments. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with
respect to information concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to
in the report. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this report are subject to change without
notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. The analysis contained herein
is based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading
desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep
current the information contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or
affiliates of UBS. The compensation of the analyst who prepared this report is determined exclusively by research management and senior management (not including investment
banking). Analyst compensation is not based on investment banking revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which
investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all
investors, and trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to
fluctuations in interest rates and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the
value, price or income of any security or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales
representative. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the
use of all or any part of this report. Additional information will be made available upon request.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a
market maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider
is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are market
counterparties or intermediate customers (as detailed in the FSA Rules) and is only available to such persons. The information contained herein does not apply to, and should not be
relied upon by, private customers. UBS Limited is regulated by the FSA. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS
Securities France S.A. is regulated by the the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also
deemed to have been prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is
regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS
Securities Espafia SV, SA is regulated by the Comision Nacional del Mercado de Valores (CNMV). Russia: Prepared and distributed by the Moscow Representative Office of UBS
Cyprus Moscow Limited. Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS
Italia Sim S.p.A.. UBS ltalia Sim S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS ltalia Sim
S.p.A. has contributed to this report, the report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No.
1995/011140/07) is a member of the JSE Limited, the South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial
Services Provider. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate
of UBS AG that is not registered as a US broker-dealer (a “non-US affiliate”), to major US institutional investors only. UBS Securities LLC or UBS Financial Services Inc. accepts
responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or UBS Financial Services Inc. All transactions by a
US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not through a non-US affiliate. Canada: Distributed
by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its financial condition and a list of its directors
and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities Pte. Ltd or UBS AG, Singapore
Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only. Australia: Distributed by UBS AG (Holder of Australian Financial Services Licence No. 231087)
and UBS Securities Australia Ltd (Holder of Australian Financial Services Licence No. 231098) only to “Wholesale” clients as defined by s761G of the Corporations Act 2001. New
Zealand: Distributed by UBS New Zealand Ltd.

© 2006 UBS. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of UBS and UBS accepts no liability whatsoever for
the actions of third parties in this respect.
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