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  PART I

 ITEM 1.    BUSINESS

 Introduction

The Toro Company was incorporated in Minnesota in 1935 as a successor to a business founded in 1914 and reincorporated in Delaware in
1983. Unless the context indicates otherwise, the terms "company," "Toro," "we," "us," and "our" refer to The Toro Company and its
consolidated subsidiaries. Our executive offices are located at 8111 Lyndale Avenue South, Bloomington, Minnesota, 55420-1196, and our
telephone number is (952) 888-8801. Our web site for corporate and investor information is www.thetorocompany.com, which also contains
links to our branded product sites. The information contained on our web sites or connected to our web sites is not incorporated by reference into
this Annual Report on Form 10-K and should not be considered part of this report.

   We design, manufacture, and market professional turf maintenance equipment and services, turf irrigation systems, landscaping equipment and
lighting, agricultural micro-irrigation systems, rental and construction equipment, and residential yard and snow removal products. We produced
our first mower for golf course use in 1921 when we mounted five reel mowers on a Toro tractor, and we introduced our first lawn mower for
residential use in 1935. We have continued to enhance our product lines ever since. We classify our operations into three reportable business
segments: Professional, Residential, and Distribution. Our Distribution segment, which consists of our company-owned domestic
distributorships, has been combined with our corporate activities and is shown as "Other." Net sales of our three reportable segments accounted
for the following percentages of our consolidated net sales for fiscal 2012: Professional, 68 percent; Residential, 31 percent; and Other,
1 percent.

   Our products are advertised and sold at the retail level under the primary trademarks of Toro®, Exmark®, Irritrol®, Hayter®, Pope®, Unique
Lighting Systems®, Lawn-Boy®, and Lawn Genie®, most of which are registered in the United States and/or in the primary countries outside
the United States where we market such products. This report also contains trademarks, trade names, and service marks that are owned by other
persons or entities, such as The Home Depot.

   We emphasize quality and innovation in our products, customer service, manufacturing, and marketing. We strive to provide well-built,
dependable products supported by an extensive service network. We have committed funding for research, development, and engineering in
order to improve existing products and develop new products. Through these efforts, we seek to be responsive to trends that may affect our
target markets now and in the future. A significant portion of our revenues have historically been, and we expect will continue to be, attributable
to new and enhanced products. We define new products as those introduced in the current and previous two fiscal years. We plan to continue to
pursue targeted acquisitions using a disciplined approach that adds value while considering our existing brands and product portfolio.

   Our purpose is to help our customers enrich the beauty, productivity, and sustainability of the land. Our mission is to be the leading worldwide
provider of outdoor landscaping products, support services, and integrated systems that help customers preserve and beautify their outdoor
landscapes with environmentally responsible solutions of customer-valued quality and innovation.

 Products by Market

We strive to be a leader in adapting advanced technologies to products and services that provide solutions for turf care maintenance, landscapes,
agricultural fields, construction, and residential demands. The following is a summary of our products, by market, for the professional segment
and our products for the residential segment:

Professional �  We design professional turf, landscape, construction, and agricultural products and market them worldwide through a network of
distributors and dealers as well as directly to government customers, rental companies, and large retailers. These channel partners then sell our
products primarily to professional users engaged in creating and renovating landscapes; irrigating turf and agricultural fields; installing,
repairing, and replacing underground utilities; and maintaining turf, such as golf courses, sports fields, municipal properties, and residential and
commercial landscapes.

Landscape Contractor Market.   Products for the landscape contractor market include zero-turn radius riding mowers, heavy-duty walk behind
mowers, mid-size walk behind mowers, stand-on mowers, and turf renovation and tree care equipment. We market products to landscape
contractors under the Toro and Exmark brands. In fiscal 2012, we introduced the new Z Master® Commercial 2000 Series mower, featuring our
exclusive TURBO FORCE® cutting decks, integrated pump, and wheel motors designed for professional results, performance, and durability. In
fiscal 2012, we also introduced the new Exmark Quest® S-Series 50" mower, which is engineered using many of the same elements and features
we use in our larger commercial-grade mowers, featuring a hydrostatic drive system and zero-turn radius technology. Additionally, in fiscal
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2012 we introduced the new Exmark Pioneer® S-Series 60" mower, featuring a patented cutting deck designed to yield professional results and
improve cutting efficiency.

Sports Fields and Grounds Market.   Products for the sports fields and grounds market include riding rotary mowers and attachments, aerators,
and debris management products, which include
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versatile debris vacuums, blowers, and sweepers. Other products include multipurpose vehicles, such as the Toro Workman®, that can be used
for turf maintenance, towing, and industrial hauling. These products are sold through distributors, who then sell to owners and/or managers of
sports fields, governmental properties, and residential and commercial landscapes.

Golf Market.   Products for the golf course market include large reel and rotary riding products for fairway, rough and trim cutting; riding and
walking mowers for putting greens and specialty areas; greens rollers; turf sprayer equipment; utility vehicles; aeration equipment; and bunker
maintenance equipment. In late fiscal 2011, we introduced the Greensmaster eFlex, which utilizes lithium-ion battery technology in conjunction
with superior cutting performance intended to combine to deliver a highly efficient, extremely quiet, no carbon emissions greens mower. In
fiscal 2012, we also introduced the GreensPro� 1200, a riding greens roller that is designed to improve the playing conditions of fine turf surfaces,
such as golf greens and turf tennis courts.

   We also manufacture and market underground irrigation systems for the golf course market, including sprinkler heads, controllers, turf
sensors, and electric, battery-operated, and hydraulic valves. These irrigation systems are designed to use computerized management systems
and a variety of other technologies to help customers manage their consumption of water. Our 835S/855S Series golf sprinklers are equipped
with a unique TruJectory� feature that provides enhanced water distribution control as well as uniformity, nozzle flexibility, and system
efficiency. Our Network VP® Satellite combines modular flexibility, ease of use, and increased control in a single controller with programming
to the individual station level that supports station-based flow management. Our Turf Guard® wireless soil monitoring systems are designed to
measure soil moisture, salinity, and temperature through buried wireless sensors that communicate through an Internet server for processing and
presentation to a user through the web. Our R Series conversion assemblies enable the upgrade of select competitive sprinklers to our patented
technologies, such as our TruJectory� sprinklers with adjustable height of spray capability. Our popular Lynx® central control system allows
superintendents to control the irrigation of their course from a web-enabled device, or via our National Support Network, which provides remote
troubleshooting.

Residential/Commercial Irrigation and Lighting Market.   Turf irrigation products marketed under the Toro and Irritrol brands include rotors;
sprinkler bodies and nozzles; plastic, brass, and hydraulic valves; drip tubing and subsurface irrigation; electric control devices; and wired and
wireless rain, freeze, climate, and soil sensors. These products are designed for use in residential and commercial turf irrigation applications and
can be installed into new systems or used to replace or retrofit existing systems. Most of the product lines are designed for professionally
installed, underground automatic irrigation. Electric controllers activate hydraulic valves and sprinklers in a typical irrigation system. Our Irritrol
Climate Logic® smart device automatically adjusts irrigation system watering times based on real-time weather data from an on-site sensor
combined with historical averages, while our award-winning Toro Precision� Soil Sensor wirelessly transmits soil moisture content to any
modern day irrigation controller and signals whether or not a watering cycle is needed. In fiscal 2012, both the Toro and Irritrol brands achieved
Environmental Protection Agency ("EPA") WaterSense certification for numerous irrigation controller families and models.

   Our retail irrigation products are marketed under the Toro and Lawn Genie brand names. These products are designed for homeowner
installation and include sprinkler heads, valves, timers, sensors, and drip irrigation systems. The XTRA SMART® ECXTRA� sprinkler timer and
its intuitive, online Scheduling Advisor� recommends the proper watering schedule based on the local weather, plant type, and sprinkler type.

   We manufacture and market lighting products under the Unique Lighting Systems brand name consisting of a line of high quality,
professionally installed lighting fixtures and transformers for residential and commercial landscapes. Our lighting product line is offered through
distributors and landscape contractors that also purchase our irrigation products. In fiscal 2012, we introduced the new line of FLEX� Series
drop-in LED lamps featuring our Thermal Management System, which is scientifically designed to dissipate heat for a long life LED while
substantially reducing energy consumption and maintenance costs in applications where high quality lighting is desired.

Micro-Irrigation Market.   Products for the micro-irrigation market include products that regulate the flow of water for drip irrigation, including
Aqua-Traxx® PBX drip tape, Aqua-Traxx® PC (pressure-compensating) drip tape, Blue Stripe® polyethylene tubing, BlueLine® drip line, and
NGE® emitters, all used in agriculture, mining, and landscape applications. In addition to these core products, we offer a full complement of
control devices and connection options to complete the system. These products are sold primarily through dealers and distributors who then sell
to end-users for use primarily in vegetable fields, fruit and nut orchards, vineyards, landscapes, and mines. In fiscal 2012, we introduced the
Neptune� thinwall dripline, a medium-durability dripline that enables growers to install a subsurface drip irrigation system that is designed to last
for up to ten years, and allow growers of medium-length crops to adopt drip irrigation at a more economical cost than other traditional irrigation
methods. Also in fiscal 2012, we began operations at our new micro-irrigation facility in Ploiesti, Romania in order to support the anticipated
global growth of our micro-irrigation business and enable future capacity expansion.

Rental and Construction Market.   Products for the rental market include compact utility loaders, walk-behind trenchers, stump grinders, and
tree care and turf renovation products, many of which are
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also sold to landscape contractors. Our compact utility loaders are the cornerstone products for our Toro Sitework Systems business, which are
designed to improve the efficiency in creation and renovation of landscapes. We offer over 35 attachments for our compact utility loaders,
including trenchers, augers, vibratory plows, and backhoes. Our Toro Sitework Systems business also offers a line of turf renovation equipment,
including aerators, seeders, and power rakes. In fiscal 2012, we introduced the 30" Dual Hydro Ride-On aerator, which features zero-turn
maneuverability, variable speed, and reversible traction drive. We also expanded our rental market presence with the April 2012 acquisition of a
line of products featuring concrete and mortar mixers, material handlers, compaction equipment, and other concrete power tools. In February
2012, we also entered the construction market with the acquisition of an equipment line of vibratory plows, trenchers, and horizontal directional
drills, all of which are used in the installation, repair, and replacement of underground utilities with minimal impact on surrounding landscapes
or structures.

Residential �  We market our residential products to homeowners through a variety of distribution channels, including outdoor power equipment
dealers, hardware retailers, home centers, mass retailers, and over the Internet. These products are sold mainly in North America, Europe, and
Australia, with the exception of snow removal products that are sold primarily in North America and Europe. We also license our trade name to
other manufacturers and retailers on certain riding and home solutions products as a means of expanding our brand presence.

Walk Power Mower Products.   We manufacture and market numerous walk power mower models under our Toro and Lawn-Boy brand names,
as well as the Pope brand in Australia and the Hayter brand in the United Kingdom. Models differ as to cutting width, type of starter mechanism,
method of grass clipping discharge, deck type, operational controls, and power sources, and are either self-propelled or push mowers. We also
offer a line of rear-roller walk power mowers, a design that provides a striped finish, for the United Kingdom market. In fiscal 2012, we
introduced the TimeMaster® walk power mower featuring a 30" deck with a dual blade timed cutting system and a Quick-Stow lever, which are
designed to work together to reduce the amount of time spent mowing while allowing for easy compact storage.

Riding Products.   We manufacture and market riding products under the Toro brand name. Riding products primarily consist of zero-turn
radius mowers that are designed to save homeowners time by using superior maneuverability to cut around obstacles more quickly and easily
than tractor technology. Our TimeCutter® SS zero-turn radius mowers are equipped with our innovative Smart Speed® control system, which is
designed to allow the operator to choose different ground speed ranges with the flip of a lever and without changing the blade or engine speed.
In fiscal 2012, we introduced the TimeCutter® MX zero-turn radius mower featuring the speed and agility of the TimeCutter® SS with a
heavy-duty fabricated deck design and a larger transmission. We also sell lawn and garden tractor riding products, as well as rear engine and
direct-collect riding mowers that are manufactured and sold in the European market. Many models of our riding products are available with a
variety of engines, decks, transmissions, and accessories.

Home Solutions Products.   We design and market home solutions products under the Toro and Pope brand names, including electric, gas, and
cordless grass trimmers, electric and cordless hedge trimmers, electric and gas blower-vacuums, and electric snow throwers. In Australia, we
also design and market underground and hose-end retail irrigation products under the Pope brand name. In fiscal 2012, we introduced a new line
of lithium-ion battery powered cordless grass and hedge trimmers which require no gas or oil and are virtually maintenance free. In fiscal 2012,
we also introduced the 1500 Power Curve® electric snow thrower featuring Qwik-Key starting mechanism and intuitive controls while weighing
just 25 pounds, making it easy to use and maneuver.

Gas Snow Removal Products.   We manufacture and market a range of gas-powered single-stage and two-stage snow thrower models.
Single-stage snow throwers are walk behind units with lightweight four-cycle gasoline engines. Most single-stage snow thrower models include
Power Curve® snow thrower technology and some feature our Quick Shoot� control system that enables operators to quickly change
snow-throwing direction. Our innovative pivoting scraper is designed to keep the rotor in constant contact with the pavement. Our two-stage
snow throwers are generally designed for relatively large areas of deep, heavy snow and use four-cycle engines. Our two-stage snow throwers
include a line of innovative models featuring our patented Anti-Clogging System and Quick Stick® chute control technology. In fiscal 2012, we
enhanced our portfolio of two-stage snow throwers by introducing a new line of Power Max® snow throwers featuring a unique one-piece frame
designed to provide maximum strength and durability.

 Financial Information about International Operations
and Business Segments

We currently manufacture our products in the United States, Mexico, Australia, the United Kingdom, Italy, and Romania for sale throughout the
world. We maintain sales offices in the United States, Belgium, the United Kingdom, France, Australia, Singapore, Japan, China, Italy, Korea,
and Germany. New product development is pursued primarily in the United States. Our net sales outside the United States were 30.3 percent,
32.3 percent, and 31.8 percent of total consolidated net sales for fiscal 2012, 2011, and 2010, respectively.

   A portion of our cash flow is derived from sales and purchases denominated in foreign currencies. To reduce the uncertainty of foreign
currency exchange rate movements on these sales and purchase commitments, we enter into foreign currency exchange
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contracts for select transactions. For additional information regarding our foreign currency exchange contracts, see Part II, Item 7A,
"Quantitative and Qualitative Disclosures about Market Risk" of this report. For additional financial information regarding our international
operations and each of our three reportable business segments, see Note 12 of the Notes to Consolidated Financial Statements, in the section
entitled "Segment Data," included in Part II, Item 8, "Financial Statements and Supplementary Data" of this report.

 Engineering and Research

We are committed to an ongoing engineering program dedicated to developing innovative new products and improvements in the quality and
performance of existing products. However, a focus on innovation also carries certain risks that new technology could be slow to be accepted or
not accepted by the marketplace. We attempt to mitigate these risks through our focus on and commitment to understanding our customers'
needs and requirements. We invest time upfront with customers, using "Voice of the Customer" tools, to help us develop innovative products
that are intended to meet or exceed customer expectations. We use Design for Manufacturing and Assembly ("DFM/A") tools to ensure early
manufacturing involvement in new product designs intended to reduce production costs. DFM/A focuses on reducing the number of parts
required to assemble new products, as well as designing products to move more efficiently through the manufacturing process. We strive to
make improvements to our new product development system as part of our continuing focus on Lean methods to shorten development time,
reduce costs, and improve quality.

   Our engineering expenses are primarily incurred in connection with the development of new products that may have additional applications or
represent extensions of existing product lines, improvements to existing products, and cost reduction efforts. Our expenditures for engineering
and research were $60.1 million (3.1 percent of net sales) in fiscal 2012, $57.0 million (3.0 percent of net sales) in fiscal 2011, and $53.3 million
(3.2 percent of net sales) in fiscal 2010.

 Manufacturing and Production

In some areas of our business we serve as a fully integrated manufacturer, while in others we are primarily an assembler. We have strategically
identified specific core manufacturing competencies for vertical integration and have chosen outside vendors to provide other services. We
design component parts in cooperation with our vendors, contract with them for the development of tooling, and then enter into agreements with
these vendors to purchase component parts manufactured using the tooling. In addition, our vendors regularly test new technologies to be
applied in the design and production of component parts. Manufacturing operations include robotic and computer-automated equipment to speed
production, reduce costs, and improve the quality, fit, and finish of our products. Operations are also designed to be flexible enough to
accommodate product design changes that are necessary to respond to market demand.

   In order to utilize our manufacturing facilities and technology more effectively, we pursue continuous improvements in our manufacturing
processes with the use of Lean methods that are intended to streamline work and eliminate waste. We also have flexible assembly lines that can
handle a wide product mix and deliver products to meet customer demand. Additionally, we spend considerable effort to reduce manufacturing
costs through Lean methods and process improvement, product and platform design, application of advanced technologies, enhanced
environmental management systems, SKU consolidation, safety improvements, and improved supply-chain management. We also have
agreements with other third party manufacturers to manufacture products on our behalf.

   Our professional products are manufactured throughout the year. Our residential lawn and garden products are also generally manufactured
throughout the year. However, our residential snow removal products are generally manufactured in the summer and fall months but may be
extended into the winter months depending upon demand. Our products are tested in conditions and locations similar to those in which they are
used. We use computer-aided design and manufacturing systems to shorten the time between initial concept and final production. DFM/A
principles are used throughout the product development process to optimize product quality and cost.

   Our production levels and inventory management goals are based on estimates of retail demand for our products, taking into account
production capacity, timing of shipments, and field inventory levels. In fiscal 2012, our production system utilized Kanban, supplier pull, and
build-to-order methodologies in our manufacturing facilities as appropriate for the business units they support in order to better align the
production of our products to meet customer demand. This has resulted in improved service levels for our participating suppliers, distributors,
and dealers.

   We periodically shut down production at our manufacturing facilities in order to allow for maintenance, rearrangement, capital equipment
installation, and as needed, to adjust for market demand. Capital expenditures for fiscal 2013 are planned to be approximately $60 million as we
expect to continue to invest in new product tooling and replacement production equipment, as well as expansion of facilities.

 Raw Materials
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During fiscal 2012, we experienced higher average commodity costs compared to the average prices paid for commodities in fiscal 2011, which
hampered our gross margin growth rate in fiscal 2012 as compared to fiscal 2011. We anticipate that some of the increased commodity prices we
experienced during fiscal 2012 will
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continue into fiscal 2013. Historically, we have mitigated, and we currently expect to continue to mitigate, commodity cost increases in part by
engaging in proactive vendor negotiations, reviewing alternative sourcing options, substituting materials, engaging in internal cost reduction
efforts, and increasing prices on some of our products, all as appropriate.

   Most of the components of our products are also affected by commodity cost pressures and are commercially available from a number of
sources. In fiscal 2012, we experienced no significant work stoppages because of shortages of raw materials or commodities. The highest raw
material and component costs are generally for steel, engines, hydraulic components, transmissions, plastic resin, and electric motors, all of
which we purchase from several suppliers around the world.

 Service and Warranty

Our products are warranted to ensure customer confidence in design, workmanship, and overall quality. Warranty coverage is generally for
specified periods of time and on select products' hours of usage, and generally covers parts, labor, and other expenses for non-maintenance
repairs. Warranty coverage generally does not cover operator abuse or improper use. An authorized company distributor or dealer must perform
warranty work. Distributors and dealers submit claims for warranty reimbursement and are credited for the cost of repairs, labor, and other
expenses as long as the repairs meet our prescribed standards. Warranty expense is accrued at the time of sale based on the type and estimated
number of products under warranty, historical average costs incurred to service warranty claims, the trend in the historical ratio of claims to
sales, the historical length of time between the sale and resulting warranty claim, and other minor factors. Special warranty reserves are also
accrued for major rework campaigns. Service support outside of the warranty period is provided by authorized distributors and dealers at the
customer's expense. We sell extended warranty coverage on select products for a prescribed period after the original warranty period expires.

 Product Liability

We have rigorous product safety standards and continually work to improve the safety and reliability of our products. We monitor for accidents
and possible claims and establish liability estimates based on internal evaluations of the merits of individual claims. We purchase excess
insurance coverage for catastrophic product liability claims for incidents that exceed our self-insured retention levels.

 Patents and Trademarks

We own patents, trademarks, and trade secrets related to our products in the United States and certain countries outside the United States in
which we conduct business. We expect to apply for future patents and trademarks, as appropriate, in connection with the development of
innovative new products, services, and enhancements. Although we believe that, in the aggregate, our patents are valuable, and patent protection
is beneficial to our business and competitive positioning, our patent protection will not necessarily deter or prevent competitors from attempting
to develop similar products. We are not materially dependent on any one or more of our patents. However, certain Toro trademarks that
contribute to our identity and the recognition of our products and services, including the Toro® name and logo, are an integral part of our
business, and their loss could have a material adverse effect on our business and operating results.

   We regularly review certain patents issued by the United States Patent and Trademark Office ("USPTO") and international patent offices to
prevent possible infringement of our patents by others. Additionally, we periodically review competitors' products to help avoid potential
liability with respect to others' patents. We believe these activities help us minimize our risk of being a defendant in patent infringement
litigation. We are currently involved in patent litigation cases where we are asserting our patents against competitors and defending against
patent infringement assertions by others.

   Similarly, we periodically monitor various trademark registers and the market to prevent infringement of and damage to our trademarks by
others. We are currently involved in trademark oppositions where we are asserting our trademarks against third parties who are attempting to
establish rights in trademarks that are confusingly similar to ours. We believe these activities help minimize risk of harm to our trademarks, and
help maintain distinct products and services that we believe are well regarded in the marketplace.

 Seasonality

Sales of our residential products, which accounted for 31 percent of total consolidated net sales in fiscal 2012, are seasonal, with sales of lawn
and garden products occurring primarily between February and May, depending upon seasonal weather conditions and demand for our products.
Sales of snow removal products occur primarily between July and January, depending upon seasonal snow falls, product availability, and
demand for our snow removal products. Opposite seasons in global markets in which we sell our products somewhat moderate this seasonality
of our residential product sales. Seasonality of professional product sales also exists, but is tempered because the selling season in the Southern
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U.S. and in our markets in the Southern hemisphere continues for a longer portion of the year than in Northern regions of the world.

   Overall, worldwide sales levels are historically highest in our fiscal second quarter and retail demand is generally highest in our fiscal third
quarter. Typically, accounts receivable balances increase between January and April because of higher sales volumes and extended payment
terms made available to our customers. Accounts receivable balances typically decrease between May and December when payments are
received. Our financing requirements are subject to variations due to seasonal changes in
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working capital levels, which typically increase in the first half of our fiscal year and decrease in the second half of our fiscal year. Seasonal
cash requirements of our business are financed from a combination of cash balances, cash flows from operations, and our bank credit lines.

   The following table shows total consolidated net sales and net earnings for each fiscal quarter as a percentage of the total fiscal year.

Fiscal 2012 Fiscal 2011  

Quarter
Net

Sales
Net

Earnings
Net

Sales
Net

Earnings

First 22% 16% 20% 15%
Second 35 53 33 51
Third 26 31 27 30
Fourth 17 0 20 4

 Effects of Weather

From time to time, weather conditions in particular geographic regions or markets may adversely or positively affect sales of some of our
products and field inventory levels and result in a negative or positive impact on our future net sales. If the percentage of our net sales from
outside the United States increases, our dependency on weather in any one part of the world decreases. Nonetheless, weather conditions could
materially affect our future net sales.

 Working Capital

We fund our operations through a combination of cash and cash equivalents, cash flows from operations, short-term borrowings under our credit
facilities, and long-term debt. Cash management is centralized and intercompany financing is used, wherever possible, to provide working
capital to wholly owned subsidiaries as needed. In addition, our credit facilities are available for additional working capital needs, acquisitions,
or other investment opportunities.

 Distribution and Marketing

We market the majority of our products through approximately 40 domestic and 120 international distributors, as well as a large number of
outdoor power equipment dealers, hardware retailers, home centers, and mass retailers in more than 90 countries worldwide.

   Professional products are sold to distributors primarily for resale to golf courses, sports fields, industrial facilities, contractors, and government
customers, and in some markets for resale to dealers. We also sell some professional segment products directly to government customers and
rental companies, as well as to end-users in certain international markets. Select residential/commercial irrigation and lighting products are sold
to professional irrigation and lighting distributors, and certain retail irrigation products are sold directly to home centers. Products for the rental
and construction market are sold to directly to dealers and large rental companies. Toro and Exmark landscape contractor products are also sold
directly to dealers in certain regions of the United States.

   Residential products, such as walk power mowers, riding products, and snow throwers, are generally sold directly to home centers, dealers,
hardware retailers, and mass retailers. In certain markets, these same products are sold to distributors for resale to hardware retailers and dealers.
Home solutions products are primarily sold directly to home centers, mass retailers, and hardware retailers. We also sell selected residential
products over the Internet. Internationally, residential products are sold directly to dealers and mass merchandisers in Australia, Canada, and
select countries in Europe. In most other countries, residential products are mainly sold to distributors for resale to dealers and mass retailers.

   During fiscal 2012, we owned two domestic distribution companies. Our primary purposes in owning domestic distributorships are to facilitate
ownership transfers while improving operations and to test and deploy new strategies and business practices that could be replicated by our
independent distributors.

   Our distribution systems are intended to assure quality of sales and market presence, as well as to provide effective after-purchase service and
support. We believe our distribution network provides a competitive advantage in marketing and selling our products, in part, because our
primary distribution network is focused on selling and marketing our products, and because of the long-term relationships they have established
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and experienced personnel they utilize to deliver high levels of customer satisfaction.

   Our current marketing strategy is to maintain distinct brands and brand identification for Toro®, Exmark®, Irritrol®, Hayter®, Pope®,
Unique Lighting Systems®, Lawn-Boy®, and Lawn Genie® products.

   We advertise our residential products during appropriate seasons throughout the year mainly on television, on the radio, in print, and via the
Internet. Professional products are advertised mainly in print and through direct mail programs, as well as on the Internet. Most of our
advertising emphasizes our brand names. Advertising is purchased by us as well as through cooperative programs with distributors, dealers,
hardware retailers, home centers, and mass retailers.

 Customers

Overall, we believe that in the long-term we are not dependent on any single customer; however, the residential segment of our business is
dependent on The Home Depot as a customer, which accounted for approximately 11 percent of our total consolidated gross sales in both fiscal
2012 and 2011. While the loss of any substantial customer, including The Home Depot, could have a material adverse short-term impact on our
business, we believe that our diverse distribution channels and customer base should reduce the long-term impact of any such loss.

8

Edgar Filing: TORO CO - Form 10-K

14



 Backlog of Orders

Our backlog of orders is dependent upon when customers place orders, and is not necessarily an indicator of our expected results for our fiscal
2013 net sales. The approximate backlog of orders as of October 31, 2012 and 2011 was $123.9 million and $85.2 million, respectively, an
increase of 45.4 percent. This increase was primarily from strong orders for our professional segment diesel engine products subject to Tier 4
emission requirements. As we prepare for the new emission requirements, we intend to implement price increases for our products subject to
these regulations; therefore, many customers placed orders in advance of when price increases go into effect for products impacted by the new
emission requirements, which resulted in the increase in backlog of orders as of October 31, 2012 compared to October 31, 2011. We expect the
existing backlog of orders will be filled in early fiscal 2013.

 Competition

Our products are sold in highly competitive markets throughout the world. The principal competitive factors in our markets are product
innovation, quality and reliability, pricing, product support and customer service, warranty, brand awareness, reputation, distribution, shelf
space, and financing options. We believe we offer total solutions and full service packages with high quality products that have the latest
technology and design innovations. In addition, by selling our products through a network of distributors, dealers, hardware retailers, home
centers, and mass retailers, we offer comprehensive service support during and after the warranty period. We compete in many product lines
with numerous manufacturers, some of which have larger operations and financial resources than us. We believe that we have a competitive
advantage because we manufacture a broad range of product lines, we are committed to product innovation and customer service, we have a
strong history in and focus on maintaining turf and landscapes, and our distribution channels position us well to compete in various markets.

   Internationally, residential segment products face more competition because many foreign competitors design, manufacture, and market
products in their respective countries. We experience this competition primarily in Europe. In addition, fluctuations in the value of the U.S.
dollar may affect the price of our products in foreign markets, thereby impacting their competitiveness. We provide pricing support, as needed,
to foreign customers to remain competitive in international markets.

 Environmental Matters and Other Governmental Regulation

We are subject to numerous federal, international, states, and other governmental laws, rules, and regulations relating to, among others, climate
change; emissions to air and discharges to water; product and associated packaging; restricted substances, including recently-promulgated
"conflict minerals" disclosure rules; import and export compliance, including country of origin certification requirements; worker and product
user health and safety; energy efficiency; product life-cycles; and the generation, use, handling, labeling, collection, management, storage,
transportation, treatment, and disposal of hazardous substances, wastes, and other regulated materials. For example:

�
The United States EPA, the California Air Resources Board, and similar regulators in other U.S. states and foreign jurisdictions in
which we sell our products have phased in, or are phasing in, emission regulations setting maximum emission standards for certain
equipment. Specifically, the EPA has adopted increasingly stringent engine emission regulations, including Tier 4 emission
requirements applicable to diesel engines in specified horsepower ranges that are used in some of our professional segment products.
Beginning January 1, 2013, such requirements expand to additional horsepower categories and, accordingly, apply to more of our
products.

�
The United States federal government, several U.S. states, and certain international jurisdictions in which we sell our products,
including the European Union ("EU") and each of its member states, have implemented one or more of the following: (i) the Waste
Electrical and Electronic Equipment ("WEEE") directive or similar product life-cycle management laws, rules, or regulations, which
mandate the labeling, collection, and disposal of specified waste electrical and electronic equipment, including some of our products;
(ii) the Restriction on the use of Hazardous Substances ("RoHS") directive or similar substance level laws, rules, or regulations, which
restrict the use of several specified hazardous materials in the manufacture of specific types of electrical and electronic equipment,
including some of our products; (iii) country of origin laws, rules, or regulations, which require certification of the geographic origin
of our finished goods products and/or components used in our products through documentation and/or physical markings, as
applicable; (iv) energy efficiency laws, rules, or regulations, which are intended to reduce the use and inefficiencies associated with
energy and natural resource consumption and require specified efficiency ratings and capabilities for certain products, including some
of our products; and (v) product life-cycle laws, rules, or regulations, which are intended to reduce waste and environmental and
human health impact, and require manufacturers to collect, dispose, and recycle certain products, including some of our products, at
the end of their useful life.

�
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Our products, when used by residential customers, may be subject to various federal, state, and international laws, rules, and
regulations that are designed to protect consumers, including rules and regulations of the Consumer Product Safety Commission.

   Although we believe that we are in substantial compliance with currently applicable laws, rules, and regulations, we are unable to predict the
ultimate impact of adopted or future laws, rules, and regulations on our business. Such laws, rules, or regulations may
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cause us to incur significant expenses to achieve or maintain compliance, may require us to modify our products, may adversely affect the price
of or demand for some of our products, and may ultimately affect the way we conduct our operations. Failure to comply with these current or
future regulations could lead to fines and other penalties, including restrictions on the importation of our products into, or the sale of our
products in, one or more jurisdictions until compliance is achieved.

   We are also involved in the evaluation and clean-up of a limited number of properties currently and previously owned. We do not expect that
these matters will have a material adverse effect on our consolidated financial position or results of operations.

 Customer Financing

Wholesale Financing.   In fiscal 2009, we established Red Iron Acceptance, LLC ("Red Iron"), as a joint venture with TCF Inventory Finance,
Inc. ("TCFIF"), a subsidiary of TCF National Bank. The purpose of Red Iron is to provide inventory financing, including floor plan and open
account receivable financing, to distributors and dealers of our products in the U.S. and to select distributors of our products in Canada. Under a
separate arrangement, TCF Commercial Finance Canada, Inc. ("TCFCFC") provides inventory financing to dealers of our products in Canada.
Under these financing arrangements, down payments are not required and, depending on the finance program for each product line, finance
charges are incurred by us, shared between us and the distributor and/or the dealer, or paid by the distributor or dealer. Red Iron retains a
security interest in the distributors' and dealers' financed inventories, and those inventories are monitored regularly. Floor plan terms to the
distributors and dealers require payment as the equipment, which secures the indebtedness, is sold to customers, or when payment terms become
due, whichever occurs first. Rates are generally indexed to LIBOR plus a fixed percentage that differs based on whether the financing is for a
distributor or dealer. Rates may also vary based on the product that is financed.

   We continue to provide financing in the form of open account terms directly to home centers and mass retailers; general line irrigation dealers;
international distributors and dealers, other than the Canadian distributors and dealers to whom Red Iron provides financing arrangements;
government customers; and rental companies. Some independent international dealers continue to finance their products with third party sources.

End-User Financing.   We have agreements with third party financing companies to provide lease-financing options to golf course and sports
fields and grounds equipment customers in the U.S. The purpose of these agreements is to increase sales by giving buyers of our products
alternative financing options when purchasing our products.

   We also have agreements with third party financing companies to provide financing programs under both generic and private label programs in
the U.S. and Canada. These programs, offered primarily to Toro and Exmark dealers, provide end-user customers revolving and installment lines
of credit for Toro and Exmark products, parts, and services.

Distributor Financing.   Occasionally, we enter into long-term loan agreements with some distributors. These transactions are used for
expansion of the distributors' businesses, acquisitions, refinancing working capital agreements, or ownership transitions. As of October 31, 2012,
we had an outstanding note receivable from one distribution company in the amount of $1.1 million.

 Employees

During fiscal 2012, we employed an average of 5,066 employees. The total number of employees as of October 31, 2012 was 5,055. We
consider our employee relations to be good. Three collective bargaining agreements, each expiring in October 2013, May 2014, and October
2014, cover approximately 18 percent of our total employees. We also retain temporary and seasonal workers, mainly at our distribution centers
and manufacturing facilities, as well as part-time workers, independent contractors, and consultants.

 Available Information

We are a U.S. public reporting company under the Securities Exchange Act of 1934, as amended ("Exchange Act"), and file reports, proxy
statements, and other information with the Securities and Exchange Commission ("SEC"). Copies of these reports, proxy statements, and other
information can be inspected and copied at the SEC's Public Reference Room at 100 F Street N.E., Washington, D.C. 20549. You may obtain
information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Because we make filings to the SEC
electronically, you may also access this information from the SEC's home page on the Internet at http://www.sec.gov.

   We make available, free of charge on our web site www.thetorocompany.com (select the "Investor Information" link and then the "Financials"
link), our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, Proxy Statements on Schedule 14A,
Section 16 reports, amendments to those reports, and other documents filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act
as soon as reasonably practicable after we electronically file such material with, or furnish it to, the SEC. The information contained on our web
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site or connected to our web site is not incorporated by reference into this Annual Report on Form 10-K and should not be considered part of this
report.
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 Forward-Looking Statements

This Annual Report on Form 10-K contains, or incorporates by reference, not only historical information, but also forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended ("Securities Act"), and Section 21E of the Exchange Act, and that
are subject to the safe harbor created by those sections. In addition, we or others on our behalf may make forward-looking statements from time
to time in oral presentations, including telephone conferences and/or web casts open to the public, in press releases or reports, on our web sites
or otherwise. Statements that are not historical are forward-looking and reflect expectations and assumptions. We try to identify forward-looking
statements in this report and elsewhere by using words such as "expect," "strive," "looking ahead," "outlook," "forecast," "goal," "optimistic,"
"anticipate," "continue," "plan," "estimate," "believe," "should," "could," "will," "would," "possible," "may," "likely," "intend," and similar
expressions or future dates. Our forward-looking statements generally relate to our future performance, including our anticipated operating
results, liquidity requirements, and financial condition; our business strategies and goals; and the effect of laws, rules, regulations, new
accounting pronouncements, and outstanding litigation on our business and future performance.

   Forward-looking statements involve risks and uncertainties. These risks and uncertainties include factors that affect all businesses operating in
a global market, as well as matters specific to our company. The most significant factors known to us that could materially adversely affect our
business, operations, industry, financial position, or future financial performance are described below in Part I, Item 1A, "Risk Factors." We
wish to caution readers not to place undue reliance on any forward-looking statement which speaks only as of the date made and to recognize
that forward-looking statements are predictions of future results, which may not occur as anticipated. Actual results could differ materially from
those anticipated in the forward-looking statements and from historical results, due to the risks and uncertainties described elsewhere in this
report, including in Part I, Item 1A, "Risk Factors," as well as others that we may consider immaterial or do not anticipate at this time. The risks
and uncertainties described in this report, including in Part I, Item 1A, "Risk Factors," are not exclusive and further information concerning our
company and our businesses, including factors that potentially could materially affect our operating results or financial condition, may emerge
from time to time.

   We assume no obligation to update forward-looking statements to reflect actual results or changes in factors or assumptions affecting such
forward-looking statements. We advise you, however, to consult any further disclosures we make on related subjects in our future Quarterly
Reports on Form 10-Q and Current Reports on Form 8-K that we file with or furnish to the SEC.

 ITEM 1A. RISK FACTORS

The following are significant factors known to us that could materially adversely affect our business, operating results, financial condition, or
future financial performance.

If economic conditions and outlook in the United States and in other countries in which we conduct business do not improve or if they
worsen, our net sales and earnings could be adversely affected.

Economic conditions and outlook in the U.S. and in other countries in which we conduct business can impact demand for our products and,
ultimately, our net sales. These include but are not limited to recessionary conditions; slow or negative economic growth rates; the impact of
state debt and sovereign debt defaults and austerity measures by certain European countries; slow down or reductions in levels of golf course
development, renovation, and improvement; golf course closures; reduced levels of home ownership, construction, and sales; home foreclosures;
negative consumer confidence; reduced consumer spending levels resulting from tax increases or otherwise; prolonged high unemployment
rates; higher commodity and components costs and fuel prices; inflationary or deflationary pressures; reduced credit availability or unfavorable
credit terms for our distributors, dealers, and end-user customers; higher short-term, mortgage, and other interest rates; and general economic
and political conditions and expectations. In the past, some of these factors have caused our distributors, dealers, and end-user customers to
reduce spending and delay or forego purchases of our products, which has had an adverse effect on our net sales and earnings. If economic
conditions and outlook in the U.S., Europe, and in the other countries in which we conduct business do not further improve, or if they worsen,
our net sales and earnings could be adversely affected in the future.

Weather conditions may reduce demand for some of our products and adversely affect our net sales or otherwise adversely affect our
operating results.

From time to time, weather conditions in a particular geographic region may adversely affect sales and field inventory levels of some of our
products. For example, in the past, drought conditions have had an adverse effect on sales of certain mowing equipment products, unusually
rainy weather or severe drought conditions that result in watering bans have had an adverse effect on sales of our irrigation products, and lower
snow fall accumulations in key markets have had an adverse effect on sales of our snow thrower products. Similarly, adverse weather conditions
in one season may adversely affect customer purchasing patterns and our net sales for some of our products in another season. For example,
lower
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snow fall accumulations may result in lower winter season revenues for landscape contractor professionals, causing such customers to forego or
postpone spring purchases of our mowing products. To the extent that unfavorable weather conditions are exacerbated by global climate change
or otherwise, our sales and other operating results may be affected to a greater degree than we have previously experienced.

Increases in the cost, or disruption in the availability, of raw materials and components that we purchase and/or increases in our other costs
of doing business, such as transportation costs, may adversely affect our profit margins and businesses.

We purchase raw materials such as steel, aluminum, fuel, petroleum-based resins, linerboard, and other commodities, and components, such as
engines, transmissions, transaxles, hydraulics, and electric motors, for use in our products. In addition, we are a purchaser of components and
parts containing various commodities, including steel, aluminum, copper, lead, rubber, and others that are integrated into our end products. To
the extent that commodity prices increase and we do not have firm pricing from our suppliers, or our suppliers are not able to honor such prices,
increases in the cost of such raw materials and components and parts may adversely affect our profit margins if we are unable to pass along to
our customers these cost increases in the form of price increases or otherwise reduce our cost of goods sold. Historically, we have engaged in
proactive vendor negotiations, used alternate sourcing options, substituted materials, engaged in internal cost reduction efforts, and introduced
moderate price increases on some of our products to offset a portion of increased raw material, component, and other costs. However, we may
not be able to fully offset such increased costs in the future. Further, if our price increases are not accepted by our customers and the market, our
net sales, profit margins, earnings, and market share could be adversely affected. Increases in our other costs of doing business may also
adversely affect our profit margins and business. For example, an increase in fuel costs may result in an increase in our transportation costs,
which also could adversely affect our operating results and business. Although most of the raw materials and components used in our products
are generally commercially available from a number of sources and in adequate supply, certain components are sourced from single suppliers.
Any disruption in the availability of such raw materials and components from our suppliers, our inability to timely or otherwise obtain
substitutes for such items, or any deterioration in our relationships with or the financial viability of our suppliers could adversely affect our
business.

Our professional segment net sales are dependent upon golf course revenues and the amount of investment in golf course renovations and
improvements; the level of new golf course development and golf course closures; the level of homeowners who outsource their lawn care;
the level of residential and commercial construction; continued acceptance of and demand for micro-irrigation solutions for agricultural
markets; the availability of credit to professional segment customers on acceptable terms to finance new product purchases; and the amount
of government revenues, budget, and spending levels for grounds maintenance equipment.

Our professional segment products are sold by distributors or dealers, or directly to government customers, rental companies, and professional
users engaged in maintaining and creating landscapes, such as golf courses, sports fields, residential and commercial landscapes, and
governmental and municipal properties. Accordingly, our professional segment net sales are impacted by golf course revenues and the amount of
investment in golf course renovations and improvements; the level of new golf course development and golf course closures; the level of
homeowners' who outsource their lawn care; continued acceptance of and demand for micro-irrigation solutions for agricultural markets; the
level of residential and commercial construction; availability of cash or credit on acceptable terms to finance new product purchases; and the
amount of government spending for new grounds maintenance equipment. Among other things, any one or a combination of the following
factors could have an adverse effect on our professional segment net sales:

�
reduced levels of investment in golf course renovations and improvements and new golf course development; reduced number of golf
rounds played at public and private golf courses resulting in reduced revenue for such golf courses; decreased membership at private
golf courses resulting in reduced revenue and, in certain cases, financial difficulties for such golf courses; and increased number of
golf course closures, any one of which or any combination of which could result in a decrease in spending and demand for our
products;

�
reduced consumer and business spending, causing homeowners and landscape contractor professionals to forego or postpone
purchases of our products;

�
low or reduced levels of commercial and residential construction, resulting in a decrease in demand for our products;

�
continued acceptance of and demand for micro-irrigation solutions for agricultural markets;

�
reduced tax revenue, increased governmental expenses in other areas, tighter government budgets and government deficits, generally
resulting in reduced government spending for grounds maintenance equipment; and
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�
product availability issues if we underestimate or overestimate demand, which could negatively impact our net sales and hinder our
ability to meet customer demand.

   Additionally, lower sales of professional segment products that carry higher profit margins than our residential segment products could
negatively impact our profit margins and net earnings.

Our residential segment net sales are dependent upon mass retailers and home centers, such as The Home Depot, Inc. as a major customer,
the amount of product placement at retailers, consumer confidence and spending levels, and changing buying patterns of customers.

The elimination or reduction of shelf space assigned to our residential products by retailers could adversely affect our residential segment net
sales. Our residential segment net sales are also dependent upon buying patterns of customers. For example, as consumers purchase products at
home centers and mass retailers that offer broader and lower price points, this has resulted in increased demand and sales of our residential
segment products purchased at retailers, such as The Home Depot, which accounted for approximately 11 to 13 percent of our total consolidated
net sales in each of fiscal 2012, 2011, and 2010. We believe that our diverse distribution channels and customer base should reduce the
long-term impact on us if we were to lose The Home Depot or any other substantial customer. However, the loss of any substantial customer, a
significant reduction in sales to The Home Depot or other customers, or our inability to respond to future changes in buying patterns of
customers or new distribution channels could have a material adverse impact on our business and operating results. Changing buying patterns of
customers also could result in reduced sales of one or more of our residential segment products, resulting in increased inventory levels. Our
residential lawn and garden products are generally manufactured throughout the year and our residential snow removal products are generally
manufactured in the summer and fall months but may be extended into the winter months depending upon demand. However, our production
levels and inventory management goals for our residential segment products are based on estimates of retail demand for our products, taking into
account production capacity, timing of shipments, and field inventory levels. If we overestimate or underestimate demand during a given season,
we may not maintain the appropriate inventory levels, which could negatively impact our net sales or working capital, and hinder our ability to
meet customer demand.

A significant percentage of our consolidated net sales are generated outside of the United States, and we intend to continue to expand our
international operations. Our international operations require significant management attention and financial resources, expose us to
difficulties presented by international economic, political, legal, accounting, and business factors, and may not be successful or produce
desired levels of net sales.

We currently manufacture our products in the United States, Mexico, Australia, the United Kingdom, Italy, and Romania for sale throughout the
world. We maintain sales offices in the United States, Belgium, the United Kingdom, France, Australia, Singapore, Japan, China, Italy, Korea,
and Germany. Our net sales outside the United States were 30.3 percent, 32.3 percent, and 31.8 percent of our total consolidated net sales for
fiscal 2012, 2011, and 2010, respectively. International markets have, and will continue to be, a focus for us for revenue growth. We believe
many opportunities exist in the international markets, and over time, we intend for international net sales to comprise a larger percentage of our
total consolidated net sales. Several factors, including weakened international economic conditions or the impact of sovereign debt defaults by
certain European countries, could adversely affect our international net sales. Additionally, the expansion of our existing international operations
and entry into additional international markets require significant management attention and financial resources. Many of the countries in which
we sell our products, or otherwise have an international presence are, to some degree, subject to political, economic, and/or social instability,
including drug cartel-related violence, which may disrupt our production activities and maquiladora operations based in Juarez, Mexico. Our
international operations expose us and our representatives, agents, and distributors to risks inherent in operating in foreign jurisdictions. These
risks include:

�
increased costs of customizing products for foreign countries;

�
difficulties in managing and staffing international operations and increases in infrastructure costs including legal, tax, accounting, and
information technology;

�
the imposition of additional U.S. and foreign governmental controls or regulations; new or enhanced trade restrictions and restrictions
on the activities of foreign agents, representatives, and distributors; and the imposition of increases in, costly and lengthy import and
export licensing and other compliance requirements, customs duties and tariffs, import and export quotas and other trade restrictions,
license obligations, and other non-tariff barriers to trade;

�
the imposition of U.S. and/or international sanctions against a country, company, person, or entity with whom we do business that
would restrict or prohibit our continued business with the sanctioned country, company, person, or entity;
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