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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended June 30, 2013

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 1-12378

NVR, Inc.

(Exact name of registrant as specified in its charter)
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Virginia 54-1394360
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

11700 Plaza America Drive, Suite 500
Reston, Virginia 20190
(703) 956-4000
(Address, including zip code, and telephone number, including
area code, of registrant s principal executive offices)
(Not Applicable)

(Former name, former address, and former fiscal year if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer

Non-accelerated filer (Do not check if smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

As of July 24, 2013 there were 4,633,746 total shares of common stock outstanding.
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PARTI. FINANCIAL INFORMATION

Item 1. Financial Statements
NVR, Inc.

Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)

ASSETS

Homebuilding:

Cash and cash equivalents

Receivables

Inventory:

Lots and housing units, covered under sales agreements with customers
Unsold lots and housing units

Land under development

Manufacturing materials and other

Assets related to consolidated variable interest entity

Contract land deposits, net

Property, plant and equipment, net

Reorganization value in excess of amounts allocable to identifiable assets, net
Goodwill and finite-lived intangible assets, net

Other assets, net

Mortgage Banking:

Cash and cash equivalents

Mortgage loans held for sale, net

Property and equipment, net

Reorganization value in excess of amounts allocable to identifiable assets, net
Other assets

Total assets

See notes to condensed consolidated financial statements.
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June 30, 2013
(unaudited)

$ 773,289
14,822

766,178
72,704
87,570
13,828

940,280

10,209
207,729
29,108
41,580
8,294
290,970

2,316,281

3,976
176,285
3,593
7,347
23,685

214,886

$ 2,531,167

December 31, 2012

$ 1,139,103
9,421

515,498
81,932
68,336
12,365

678,131

15,626
191,538
27,016
41,580
9,219
270,636

2,382,270

13,498
188,929
2,465
7,347
10,333

222,572

$ 2,604,842

(Continued)
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NVR, Inc.

Condensed Consolidated Balance Sheets (Continued)

(in thousands, except share and per share data)

LIABILITIES AND SHAREHOLDERS EQUITY

Homebuilding:

Accounts payable

Accrued expenses and other liabilities

Liabilities related to consolidated variable interest entity
Non-recourse debt related to consolidated variable interest entity
Customer deposits

Senior notes

Mortgage Banking:
Accounts payable and other liabilities

Total liabilities

Commitments and contingencies

Shareholders equity:

June 30,
2013
(unaudited)

$ 196,628
247,965
2,300

1,604
137,765
599,031

1,185,293

25,595

25,595

1,210,888

Common stock, $0.01 par value; 60,000,000 shares authorized; 20,555,330 and 20,556,198 shares

issued as of June 30, 2013 and December 31, 2012, respectively
Additional paid-in-capital
Deferred compensation trust
2013 and December 31, 2012, respectively
Deferred compensation liability

Retained earnings

Less treasury stock at cost
2012, respectively

Total shareholders equity

Total liabilities and shareholders equity

206
1,196,385

109,256 and 152,223 shares of NVR, Inc. common stock as of June 30,

(17,741)
17,741
4,424,811

15,855,338 and 15,642,068 shares at June 30, 2013 and December 31,

(4,301,123)

1,320,279

$ 2,531,167

See notes to condensed consolidated financial statements.
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December 31, 2012

$ 163,446
234,804

2,180

4,574

99,687

598,988

1,103,679

20,686

20,686

1,124,365

206
1,169,699

(25,331)
25,331
4,339,080

(4,028,508)

1,480,477

$ 2,604,842
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Homebuilding:

Revenues

Other income

Cost of sales

Selling, general and administrative

Operating income
Interest expense

Homebuilding income
Mortgage Banking:
Mortgage banking fees
Interest income

Other income

General and administrative
Interest expense

Mortgage banking income

Income before taxes

Income tax expense

Net income

Basic earnings per share

Diluted earnings per share

Basic weighted average shares outstanding

Diluted weighted average shares outstanding

NVR, Inc.
Condensed Consolidated Statements of Income
(in thousands, except per share data)

(unaudited)

Three Months Ended June 30,

2013

$ 992,210
1,098
(834,288)
(82,120)

76,900
(5,237)

71,663

17,682
1,047
178
(10,252)
(137)
8,518

80,181
(29,491)

$ 50,690

$ 10.37

$ 10.11

4,889

5,013

2012

$ 755,290
538
(624,978)
(73,754)

57,096
(112)

56,984

14,493
815
136

(8,327)

(146)
6,971

63,955
(17,117)

$ 46,838

$ 9.17

$ 8.97

5,106

5,221

See notes to condensed consolidated financial statements.
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Six Months Ended June 30,
2013 2012

$ 1,743,078 $ 1,341,485

2,124 1,446
(1,458,373) (1,116,807)
(160,533) (145,930)

126,296 80,194
(10,689) (228)

115,607 79,966

37,070 28,790

2,002 2,480

291 212
(19,433) (16,240)
(251) (295)

19,679 14,947

135,286 94,913
(49,555) (27,952)

$ 85,731 $ 66,961

$ 17.38 $ 13.19

$ 16.92 $ 12.90

4,934 5,075

5,067 5,191
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NVR, Inc.

Condensed Consolidated Statements of Cash Flows

(in thousands)

(unaudited)
Six Months Ended June 30,
2013 2012
Cash flows from operating activities:
Net income $ 85,731 $ 66,961
Adjustments to reconcile net income to net cash (used in) provided by operating activities:
Depreciation and amortization 5,848 3,730
Excess income tax benefit from equity-based compensation (23,727) (4,709)
Equity-based compensation expense 18,652 33,173
Contract land deposit recoveries (3,987) (1,160)
Gain on sale of loans (28,159) (21,569)
Mortgage loans closed (1,032,029) (880,315)
Proceeds from sales of mortgage loans 1,062,075 1,001,691
Principal payments on mortgage loans held for sale 943 1,612
Distribution of earnings from unconsolidated joint ventures 1,334 805
Net change in assets and liabilities:
Increase in inventory (256,541) (164,327)
Increase in contract land deposits (12,204) (22,770)
Increase in receivables (5,595) (3,005)
Increase in accounts payable, accrued expenses and customer deposits 106,719 70,547
Other, net 9,574) (8,273)
Net cash (used in) provided by operating activities (90,514) 72,391
Cash flows from investing activities:
Investments in and advances to unconsolidated joint ventures (11,000) (1,000)
Distribution of capital from unconsolidated joint ventures 2,124 4,421
Purchase of property, plant and equipment (8,088) (5,999)
Proceeds from the sale of property, plant and equipment 257 263
Net cash used in investing activities (16,707) (2,315)
Cash flows from financing activities:
Purchases of treasury stock (294,979)
Net repayments under note payable and credit lines (311) (565)
Repayments under non-recourse debt related to consolidated variable interest entity (2,970) 4,375)
Borrowings under non-recourse debt related to consolidated variable interest entity 442
Excess income tax benefit from equity-based compensation 23,727 4,709
Proceeds from the exercise of stock options 6,671 42,182
Net cash (used in) provided by financing activities (267,862) 42,393
Net (decrease) increase in cash and cash equivalents (375,083) 112,469
Cash and cash equivalents, beginning of the period 1,153,507 480,794
Cash and cash equivalents, end of the period $ 778,424 $ 593,263
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Supplemental disclosures of cash flow information:
Interest paid during the period, net of interest capitalized $ 12,607 $ 587

Income taxes paid during the period, net of refunds $ 12,946 $ 15,041

See notes to condensed consolidated financial statements.
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Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

1.  Basis of Presentation

The accompanying unaudited, condensed consolidated financial statements include the accounts of NVR, Inc. ( NVR orthe Company ) and its
subsidiaries and certain other entities in which the Company is deemed to be the primary beneficiary (see Note 3 to the accompanying
condensed consolidated financial statements). Intercompany accounts and transactions have been eliminated in consolidation. The statements
have been prepared in conformity with accounting principles generally accepted in the United States of America ( GAAP ) for interim financial
information and with the instructions to Form 10-Q and Regulation S-X. Accordingly, they do not include all of the information and footnotes
required by GAAP for complete financial statements. Because the accompanying condensed consolidated financial statements do not include all
of the information and footnotes required by GAAP, they should be read in conjunction with the financial statements and notes thereto included
in the Company s Annual Report on Form 10-K for the year ended December 31, 2012. In the opinion of management, all adjustments
(consisting only of normal recurring accruals except as otherwise noted herein) considered necessary for a fair presentation have been included.
Operating results for the three and six month periods ended June 30, 2013 are not necessarily indicative of the results that may be expected for
the year ending December 31, 2013.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

For the three and six month periods ended June 30, 2013 and 2012, comprehensive income equaled net income; therefore, a separate statement
of comprehensive income is not included in the accompanying condensed consolidated financial statements.

2.  Variable Interest Entities
Fixed Price Purchase Agreements

NVR generally does not engage in the land development business. Instead, the Company typically acquires finished building lots at market
prices from various development entities under fixed price purchase agreements. The purchase agreements require deposits that may be forfeited
if NVR fails to perform under the agreement. The deposits required under the purchase agreements are in the form of cash or letters of credit in
varying amounts, and typically range up to 10% of the aggregate purchase price of the finished lots.

NVR believes this lot acquisition strategy reduces the financial requirements and risks associated with direct land ownership and land
development. NVR mays, at its option, choose for any reason and at any time not to perform under these purchase agreements by delivering
notice of its intent not to acquire the finished lots under contract. NVR s sole legal obligation and economic loss for failure to perform under
these purchase agreements is limited to the amount of the deposit pursuant to the liquidated damage provisions contained within the purchase
agreements. In other words, if NVR does not perform under a purchase agreement, NVR loses only its deposit. None of the creditors of any of
the development entities with which NVR enters fixed price purchase agreements have recourse to the general credit of NVR. NVR generally
does not have any specific performance obligations to purchase a certain number or any of the lots, nor does NVR guarantee completion of the
development by the developer or guarantee any of the developers financial or other liabilities.

NVR is not involved in the design or creation of any of the development entities from which the Company purchases lots under fixed price
purchase agreements. The developer s equity holders have the power to direct 100% of the operating activities of the development entity. NVR
has no voting rights in any of the development entities. The sole purpose of the development entity s activities is to generate positive cash flow
returns to its equity holders. Further, NVR does not share in any of the profit or loss generated by the project s development. The profits and
losses are passed directly to the developer s equity holders.

Table of Contents 10
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(dollars in thousands except per share data)

The deposit placed by NVR pursuant to the fixed price purchase agreement is deemed to be a variable interest in the respective development
entities. Those development entities are deemed to be variable interest entities (  VIEs ). Therefore, the development entities with which NVR
enters fixed price purchase agreements, including the joint venture limited liability corporations, as discussed in Note 3 below, are evaluated for
possible consolidation by NVR. An enterprise must consolidate a VIE when that enterprise has a controlling financial interest in the VIE. An
enterprise is deemed to have a controlling financial interest if it has i) the power to direct the activities of a VIE that most significantly impact
the entity s economic performance, and ii) the obligation to absorb losses of the VIE that could be significant to the VIE or the rights to receive
benefits from the VIE that could be significant to the VIE.

NVR believes the activities that most significantly impact a development entity s economic performance are the operating activities of the entity.
Unless and until a development entity completes finished building lots through the development process to be able to sell, the process of which
the development entities equity investors bear the full risk, the entity does not earn any revenues. The operating development activities are
managed solely by the development entity s equity investors.

The development entities with which NVR contracts to buy finished lots typically select the respective projects, obtain the necessary zoning
approvals, obtain the financing required with no support or guarantees from NVR, select who will purchase the finished lots and at what price,
and manage the completion of the infrastructure improvements, all for the purpose of generating a cash flow return to the development entity s
equity holders and all independent of NVR. The Company possesses no more than limited protective legal rights through the purchase
agreement in the specific finished lots that it is purchasing, and NVR possesses no participative rights in the development entities. Accordingly,
NVR does not have the power to direct the activities of a developer that most significantly impact the developer s economic performance. For
this reason, NVR has concluded that it is not the primary beneficiary of the development entities with which the Company enters fixed price
purchase agreements, and therefore, NVR does not consolidate any of these VIEs.

As of June 30, 2013, NVR controlled approximately 55,500 lots with deposits in cash and letters of credit totaling approximately $268,900 and
$750, respectively. At December 31, 2012, NVR controlled approximately 53,200 lots under purchase agreements with deposits in cash and
letters of credit totaling approximately $256,600 and $3,300, respectively. The contract land deposit asset is shown net of an approximate
$61,200 and $65,000 impairment valuation allowance at June 30, 2013 and December 31, 2012, respectively. During the three and six month
periods ended June 30, 2013, the Company recognized a net pre-tax recovery of approximately $3,000 and $4,000, respectively, of contract land
deposits previously determined to be uncollectible. During the three and six month periods ended June 30, 2012, the Company recognized a net
pre-tax recovery of approximately $100 and $1,200, respectively, of contract land deposits previously determined to be uncollectible. As noted
above, NVR s sole legal obligation and economic loss for failure to perform under these purchase agreements is limited to the amount of the
deposit pursuant to the liquidated damage provisions contained within the purchase agreements and in very limited circumstances, specific
performance obligations. NVR s total risk of loss related to contract land deposits as of June 30, 2013 and December 31, 2012, was as follows:

Table of Contents 11
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(dollars in thousands except per share data)

June 30, 2013 December 31, 2012
Contract land deposits $ 268,915 $ 256,577
Loss reserve on contract land deposits (61,186) (65,039)
Contract land deposits, net 207,729 191,538
Contingent obligations in the form of letters of credit 754 3,338
Contingent specific performance obligations (1) 3,125 7,047
Total risk of loss $ 211,608 $ 201,923

(1) At June 30, 2013 and December 31, 2012, the Company was committed to purchase 36 and 71 finished lots under specific performance
obligations, respectively.

3.  Joint Ventures

On a limited basis, NVR also obtains finished lots using joint venture limited liability corporations ( JVs ). All JVs are typically structured such
that NVR is a non-controlling member and is at risk only for the amount the Company has invested, in addition to any deposits placed under
fixed price purchase agreements with the JV. NVR is not a borrower, guarantor or obligor on any debt of the JVs, as applicable. The Company
enters into a standard fixed price purchase agreement to purchase lots from these JVs, and as a result has a variable interest in these JVs.

At June 30, 2013, the Company had an aggregate investment totaling approximately $90,800 in three JVs that are expected to produce
approximately 7,500 finished lots, of which approximately 2,700 were not under contract with NVR. During the first quarter of 2013, NVR
invested an additional $11,000 in the Company s existing joint venture with Morgan Stanley Real Estate Investing. The Company has determined
that it is not the primary beneficiary of two of the JVs because NVR and the other JV partner either share power or the other JV partner has the
controlling financial interest. The aggregate investment in these two JVs was approximately $84,500 and is reported in the Other assets, net line
item on the accompanying condensed consolidated balance sheets. For the remaining JV, NVR has concluded that it is the primary beneficiary
because the Company has the controlling financial interest in the JV. Accordingly, NVR consolidates this JV. The condensed balance sheets at
June 30, 2013 and December 31, 2012, of the consolidated JV were as follows:

June 30, 2013 December 31, 2012
Cash $ 1,159 $ 906
Restricted cash 421 505
Other assets 855 833
Land under development 7,774 13,382
Total assets $ 10,209 $ 15,626
Debt $ 1,604 $ 4,574
Accrued expenses 778 935
Equity 7,827 10,117
Total liabilities and equity $ 10,209 $ 15,626
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4. Land Under Development

On a limited basis, NVR directly acquires raw parcels of land already zoned for its intended use to develop into finished lots. Land under
development includes the land acquisition costs, direct improvement costs, capitalized interest, where applicable, and real estate taxes. During
the first quarter of 2013, NVR
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(dollars in thousands except per share data)

directly acquired a raw parcel of land zoned for its intended use for approximately $28,500 that it intends to develop into approximately 400
finished lots for use in its homebuilding operations. As of June 30, 2013, NVR directly owned four separate raw parcels of land with a carrying
value of $87,570 that it intends to develop into approximately 950 finished lots for use in its homebuilding operations. None of the raw parcels
had any indicators of impairment as of June 30, 2013. Based on current market conditions, NVR may, on a very limited basis, directly acquire
additional raw parcels to develop into finished lots. See the Overview section of Item 2, Management s Discussion and Analysis of Financial
Condition and Results of Operations included herein for additional discussion.

5.  Capitalized Interest

The Company capitalizes interest costs to land under development during the active development of finished lots. Capitalized interest is
transferred to sold or unsold inventory as the development of finished lots is completed, then charged to cost of sales upon the Company s
settlement of homes and the respective lots. Interest incurred during the period in excess of the interest capitalizable based on the level of
qualified assets is expensed in the period incurred. NVR s interest costs incurred, capitalized, expensed and charged to cost of sales during the
three and six months ended June 30, 2013 was as follows:

Three Months Ended Six Months Ended
June 30, 2013 June 30, 2013
Interest capitalized, beginning of period $ 1,577 $ 893
Interest incurred 6,264 12,514
Interest charged to interest expense (5,374) (10,940)
Interest charged to cost of sales (13) (13)
Interest capitalized, end of period $ 2,454 $ 2,454

There was no interest capitalized as of or during the six months ended June 30, 2012.

6.  Earnings per Share
The following weighted average shares and share equivalents were used to calculate basic and diluted earnings per share for the three and six
months ended June 30, 2013 and 2012:

Three Months Ended June 30, Six Months Ended June 30,

2013 2012 2013 2012
Weighted average number of shares outstanding used to calculate
basic EPS 4,889,000 5,106,000 4,934,000 5,075,000
Dilutive Securities:
Stock options and restricted share units 124,000 115,000 133,000 116,000
Weighted average number of shares and share equivalents used to
calculate diluted EPS 5,013,000 5,221,000 5,067,000 5,191,000
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Stock options issued under equity benefit plans to purchase 136,962 shares of common stock were outstanding during both the three and six
month periods ended June 30, 2013, and stock options and restricted share units issued under equity benefit plans to purchase 160,672 and
479,807 shares of common stock were outstanding during the three and six month periods ended June 30, 2012, but were not included in the
computation of diluted earnings per share because the effect would have been anti-dilutive in the respective periods.
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7.  Equity-Based Compensation Expense

During the six months ended June 30, 2013, the Company issued 35,491 restricted share units ( RSUs ) and 103,074 non-qualified stock options
( Options ) from the 2010 Equity Incentive Plan ( 2010 Equity Plan ). Substantially all of the RSUs, which were issued in May 2013, will vest
100% on December 31, 2015, based on continued employment or continued service as a Director, as applicable. The Options were granted at an
exercise price equal to the closing price of the Company s common stock on the New York Stock Exchange on the day prior to the date of grant.
Substantially all of the Options granted vest annually in 25% increments beginning on December 31, 2015, based solely on continued
employment or continued service as a Director, as applicable. The Options expire 10 years from the date of grant.

To estimate the grant-date fair value of its stock options, the Company uses the Black-Scholes option-pricing model. The Black-Scholes model
estimates the per share fair value of an option on its date of grant based on the following factors: the option s exercise price; the price of the
underlying stock on the date of grant; the estimated dividend yield; a risk-free interest rate; the estimated option term; and the expected
volatility. For the risk-free interest rate, the Company uses a U.S. Treasury Strip due in a number of years equal to the option s expected term.
NVR has concluded that its historical exercise experience is the best estimate of future exercise patterns to determine an option s expected term.
To estimate expected volatility, NVR analyzed the historic volatility of its common stock over a period equal to the option s expected term. The
fair value of the Options granted during the six months ended June 30, 2013 was estimated on the grant date using the Black-Scholes
option-pricing model based on the following assumptions:

Estimated average option life (years) 5.29

Risk free interest rate (range) 0.42% - 1.42%
Expected volatility (range) 17.98% - 32.72%
Expected dividend rate 0.00%
Grant-date fair value per share of options granted $278.41

In accordance with ASC Topic 718, Compensation-Stock Compensation, the fair value of the non-vested equity shares is measured as if they
were vested and issued on the grant date. Additionally, under ASC 718, service only restrictions on vesting of non-vested equity shares are not
reflected in the fair value calculation at the grant date. As a result, the fair value of the RSUs was the closing price of the Company s common
stock on the day immediately preceding the date of grant. The weighted average fair value of the RSUs granted during the six months ended
June 30, 2013 was $997.66 per share.

Compensation cost for Options and RSUs is recognized on a straight-line basis over the requisite service period for the entire award (from the
date of grant through the period of the last separately vesting portion of the grant). For the recognition of equity-based compensation, the RSUs
are treated as a separate award from the Options. Compensation cost is recognized within the income statement in the same expense line as the
cash compensation paid to the respective employees or directors. ASC 718 also requires the Company to estimate forfeitures in calculating the
expense related to stock-based compensation and requires that the compensation costs of stock-based awards be recognized net of estimated
forfeitures. Total stock based compensation expense, net of forfeitures, recognized during the three months ended June 30, 2013 and 2012 was
$10,589 and $16,733, respectively, and for the six months ended June 30, 2013 and 2012 was $18,652 and $33,173, respectively.
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8.  Excess Reorganization Value, Goodwill and Other Intangibles

Reorganization value in excess of identifiable assets ( excess reorganization value ) is an indefinite-lived intangible asset that was created upon
NVR s emergence from bankruptcy on September 30, 1993. Based on the allocation of the reorganization value, the portion of the reorganization
value which was not attributed to specific tangible or intangible assets has been reported as excess reorganization value, which is treated

similarly to goodwill. Excess reorganization value is not subject to amortization. Rather, excess reorganization value is subject to an impairment
assessment on an annual basis or more frequently if changes in events or circumstances indicate that impairment may have occurred. Because
excess reorganization value was based on the reorganization value of NVR s entire enterprise upon bankruptcy emergence, the impairment
assessment is conducted on an enterprise basis based on the comparison of NVR s total equity compared to the market value of NVR s
outstanding publicly-traded common stock.

On December 31, 2012, NVR acquired substantially all of the assets of Heartland Homes, Inc. The acquisition resulted in NVR recording
finite-lived intangible assets and goodwill in the amounts of $8,778 and $441, respectively. The finite-lived intangible assets are amortized on a
straight-line basis over a weighted average life of 5 years. Accumulated amortization related to the finite-lived intangible assets was $925 as of
June 30, 2013.

The Company completed the annual impairment assessment of the excess reorganization value and goodwill during the first quarter of 2013 and
determined that there was no impairment of either asset.

9. Shareholders Equity
A summary of changes in shareholders equity is presented below:

Additional Deferred Deferred
Common Paid-In- Retained Treasury Compensation Compensation
Stock Capital Earnings Stock Trust Liability Total

Balance, December 31, 2012 $ 206 $1,169,699 $4,339,080 $(4,028,508) $ (25,331) $ 25,331 $1,480,477
Net income 85,731 85,731
Deferred compensation activity 7,590 (7,590)
Purchase of common stock for
treasury (294,979) (294,979)
Equity-based compensation 18,652 18,652
Tax benefit from equity benefit plan
activity 23,727 23,727
Proceeds from stock options
exercised 6,671 6,671
Treasury stock issued upon option
exercise and restricted share vesting (22,364) 22,364
Balance, June 30, 2013 $ 206 $1,196,385 $4,424811 $(4,301,123) $ (17,741) $ 17,741  $1,320,279

The Company repurchased 300,086 shares of its common stock during the six months ended June 30, 2013 at an aggregate purchase price of
$294,979. The Company settles Option exercises and vesting of RSUs by issuing shares of treasury stock to Option or RSU holders.
Approximately 87,000 shares were issued from the treasury account during the six months ended June 30, 2013 for Option exercises and vesting
of RSUs. Shares are relieved from the treasury account based on the weighted average cost basis of treasury shares acquired.
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10. Product Warranties

The Company establishes warranty and product liability reserves ( warranty reserve ) to provide for estimated future expenses as a result of
construction and product defects, product recalls and litigation incidental to NVR s homebuilding business. Liability estimates are determined
based on management s judgment, considering such factors as historical experience, the likely current cost of corrective action, manufacturers
and subcontractors participation in sharing the cost of corrective action, consultations with third party experts such as engineers, and discussions
with the Company s general counsel and outside counsel retained to handle specific product liability cases. The following table reflects the
changes in the Company s warranty reserve during the three and six months ended June 30, 2013 and 2012:

Three Months Ended June 30, Six Months Ended June 30,

2013 2012 2013 2012
Warranty reserve, beginning of period $ 63,057 $ 60,286 $ 62,742 $ 64,008
Provision 25,612 9,302 33,903 15,717
Payments (11,328) (10,798) (19,304) (20,935)
Warranty reserve, end of period $ 77,341 $ 58,790 $ 77,341 $ 58,790

The warranty reserve provision for the three and six months ended June 30, 2013 includes a charge of approximately $15,600 to establish an
accrual related to remediation of primarily water infiltration issues in a single completed community. The water infiltration issues were the result
of a design issue with several products developed for and built exclusively in that one specific community.

11. Segment Disclosures

The following disclosure includes four homebuilding reportable segments that aggregate geographically the Company s homebuilding operating
segments, and the mortgage banking operations presented as a single reportable segment. The homebuilding reportable segments are comprised
of operating divisions in the following geographic areas:

Homebuilding Mid Atlantic  Virginia, West Virginia, Maryland, Delaware and Washington, D.C.
Homebuilding North East New Jersey and eastern Pennsylvania

Homebuilding Mid East New York, Ohio, western Pennsylvania, Indiana and Illinois
Homebuilding South East North Carolina, South Carolina, Florida and Tennessee

Homebuilding profit before tax includes all revenues and income generated from the sale of homes, less the cost of homes sold, selling, general
and administrative expenses, and a corporate capital allocation charge. The corporate capital allocation charge eliminates in consolidation, is
based on the segment s average net assets employed, and is charged using a consistent methodology in the periods presented. The corporate
capital allocation charged to the operating segment allows the Chief Operating Decision Maker ( CODM ) to determine whether the operating
segment s results are providing the desired rate of return after covering the Company s cost of capital. In addition, certain assets including
goodwill and intangible assets, and consolidation adjustments as discussed further below, are not allocated to the operating segments as those
assets are not included in the operating segment s corporate capital allocation charge, nor in the CODM s evaluation of the operating segment s
performance. The Company records charges on contract land deposits when it is determined that it is probable that recovery of the deposit is
impaired. For segment reporting purposes, impairments on contract land deposits are charged to the operating segment upon the determination to
terminate a finished lot purchase agreement with the developer, or to restructure a lot purchase agreement
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resulting in the forfeiture of the deposit. Mortgage banking profit before tax consists of revenues generated from mortgage financing, title
insurance and closing services, less the costs of such services and general and administrative costs. Mortgage banking operations are not charged
a capital allocation charge.

In addition to the corporate capital allocation and contract land deposit impairments discussed above, the other reconciling items between
segment profit and consolidated profit before tax include unallocated corporate overhead (including all management incentive compensation),
equity-based compensation expense, consolidation adjustments and external corporate interest expense. NVR s overhead functions, such as
accounting, treasury, human resources, etc., are centrally performed and the costs are not allocated to the Company s operating segments.
Consolidation adjustments consist of such items necessary to convert the reportable segments results, which are predominantly maintained on a
cash basis, to a full accrual basis for external financial statement presentation purposes, and are not allocated to the Company s operating
segments. Likewise, equity-based compensation expense is not charged to the operating segments. External corporate interest expense is
primarily comprised of interest charges on the Company s 3.95% Senior Notes due 2022 and is not charged to the operating segments because
the charges are included in the corporate capital allocation discussed above.

Following are tables presenting segment revenues, profit and assets, with reconciliations to the amounts reported for the consolidated enterprise,
where applicable:

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012

Revenues:
Homebuilding Mid Atlantic $ 594,902 $ 454,504 $ 1,026,770 $ 815,315
Homebuilding North East 82,260 71,201 144,871 123,401
Homebuilding Mid East 213,463 152,021 384,219 258,303
Homebuilding South East 101,585 77,564 187,218 144,466
Mortgage Banking 17,682 14,493 37,070 28,790
Total consolidated revenues $ 1,009,892 $ 769,783 $1,780,148 $ 1,370,275
Profit:
Homebuilding Mid Atlantic $ 48,727 $ 44,579 $ 85,266 $ 73,665
Homebuilding North East 6,397 5,632 10,083 8,093
Homebuilding Mid East 9,412 9,644 11,235 10,604
Homebuilding South East 5,101 4,379 8,748 8,284
Mortgage Banking 9,316 7,879 21,118 16,621
Total segment profit 78,953 72,113 136,450 117,267
Contract land deposit reserve adjustment (1) 2,845 41 3,852 1,350
Equity-based compensation expense (2) (10,589) (16,733) (18,652) (33,173)
Corporate capital allocation (3) 29,673 22,555 55,291 41,527
Unallocated corporate overhead (4) (20,972) (15,209) (46,170) (34,012)
Consolidation adjustments and other (5) 5,479 1,249 15,138 2,076
Corporate interest expense (6) (5,208) 61) (10,623) (122)
Reconciling items sub-total 1,228 (8,158) (1,164) (22,354)
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June 30,
2013

Assets:

Homebuilding Mid Atlantic $ 906,532
Homebuilding North East 86,039
Homebuilding Mid East 219,485
Homebuilding South East 116,916
Mortgage Banking 207,539
Total segment assets 1,536,511
Consolidated variable interest entity 10,209
Cash and cash equivalents 773,289
Deferred taxes 150,930
Intangible assets and goodwill 57,221
Contract land deposit reserve (61,186)
Consolidation adjustments and other 64,193
Reconciling items sub-total 994,656
Consolidated assets $2,531,167

December 31,
2012

$ 726,335
64,568
166,859
85,521
215,225

1,258,508

15,626
1,139,103
145,618
58,146
(65,039)
52,880

1,346,334

$ 2,604,842

This item represents changes to the contract land deposit impairment reserve, which are not allocated to the reportable segments.
Equity-based compensation expense is lower for the three and six months ended June 30, 2013 due to restricted share units issued in 2010
under the 2010 Equity Incentive Plan becoming fully vested effective December 31, 2012. This reduction was partially offset by
equity-based compensation expense incurred in 2013 related to RSUs issued in May 2013 under the 2010 Equity Incentive Plan.
This item represents the elimination of the corporate capital allocation charge included in the respective homebuilding reportable

segments. The corporate capital allocation charge is based on the segment s monthly average asset balance, and was as follows for the

periods presented:

Three Months Ended June 30,

2013
Homebuilding Mid Atlantic $ 18,609
Homebuilding North East 2,353
Homebuilding Mid East 5,716
Homebuilding South East 2,995
Total $ 29,673

The change in unallocated corporate overhead in the three and six month periods of 2013 was primarily attributable to higher employee

costs related to increased headcount period over period.
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2012
$ 14,837
1,999
3,506
2,213

$ 22,555

Six Months Ended June 30,

2013 2012
$ 34716 $ 27517
4,347 3,821
10,731 6,248
5,497 3,941
$ 55291  $ 41,527
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The increase in consolidation adjustments and other in 2013 from 2012 was primarily attributable to changes in the corporate consolidation
entries based on production and settlement volumes in the respective periods.

(6) The increase in corporate interest expense in 2013 from 2012 was attributable to the issuance of 3.95% Senior Notes due 2022 in the third
quarter of 2012.

15

Table of Contents 24



Edgar Filing: NVR INC - Form 10-Q

Table of Conten
NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

12. Fair Value
Financial Instruments

The estimated fair value of NVR s 3.95% Senior Notes due 2022 as of June 30, 2013 was $583,500. The estimated fair value is based on recent
market prices of similar transactions, which is classified as Level 2 within the fair value hierarchy. The carrying value was $599,031 at June 30,
2013. Except as otherwise noted below, NVR believes that insignificant differences exist between the carrying value and the fair value of its
financial instruments, which consists of cash equivalents, due to their short term nature.

Derivative Instruments and Mortgage Loans Held for Sale

In the normal course of business, the Company s mortgage banking segment, NVR Mortgage Finance, Inc. ( NVRM ), enters into contractual
commitments to extend credit to buyers of single-family homes with fixed expiration dates. The commitments become effective when the
borrowers lock-in a specified interest rate within time frames established by NVR. All mortgagors are evaluated for credit worthiness prior to the
extension of the commitment. Market risk arises if interest rates move adversely between the time of the lock-in of rates by the borrower and the
sale date of the loan to a broker/dealer. To mitigate the effect of the interest rate risk inherent in providing rate lock commitments to borrowers,

the Company enters into optional or mandatory delivery forward sale contracts to sell whole loans and mortgage-backed securities to
broker/dealers. The forward sale contracts lock in an interest rate and price for the sale of loans similar to the specific rate lock commitments.

NVR does not engage in speculative or trading derivative activities. Both the rate lock commitments to borrowers and the forward sale contracts

to broker/dealers are undesignated derivatives and, accordingly, are marked to fair value through earnings. At June 30, 2013, there were

contractual commitments to extend credit to borrowers aggregating $317,781 and open forward delivery contracts aggregating $467,921.

GAAP assigns a fair value hierarchy to the inputs used to measure fair value. Level 1 inputs are quoted prices in active markets for identical
assets and liabilities. Level 2 inputs are inputs other than quoted market prices that are observable for the asset or liability, either directly or
indirectly. Level 3 inputs are unobservable inputs. The fair value of the Company s rate lock commitments to borrowers and the related input
levels includes, as applicable:

1) the assumed gain/loss of the expected resultant loan sale (level 2);

ii)  the effects of interest rate movements between the date of the rate lock and the balance sheet date (level 2); and

iii)  the value of the servicing rights associated with the loan (level 2).
The assumed gain/loss considers the amount, if any, that the Company has discounted the price to the borrower from par for competitive reasons
and the excess servicing to be received or buydown fees to be paid upon securitization of the loan. The excess servicing and buydown fees are
calculated pursuant to contractual terms with investors. To calculate the effects of interest rate movements, the Company utilizes applicable
published mortgage-backed security prices, and multiplies the price movement between the rate lock date and the balance sheet date by the
notional loan commitment amount. The Company sells all of its loans on a servicing released basis, and receives a servicing released premium
upon sale. Thus, the value of the servicing rights, which averaged 80 basis points of the loan amount as of June 30, 2013, is included in the fair
value measurement and is based upon contractual terms with investors and varies depending on the loan type. The Company assumes an
approximate 9% fallout rate when measuring the fair value of rate lock commitments. Fallout is defined as locked loan commitments for which
the Company does not close a mortgage loan and is based on historical experience.
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The fair value of the Company s forward sales contracts to broker/dealers solely considers the market price movement of the same type of
security between the trade date and the balance sheet date (level 2). The market price changes are multiplied by the notional amount of the
forward sales contracts to measure the fair value.

Mortgage loans held for sale are recorded at fair value when closed, and thereafter are carried at the lower of cost or fair value, net of deferred
origination costs, until sold. Fair value is measured using level 2 inputs. The fair value of loans held for sale of $176,285 included on the
accompanying condensed consolidated balance sheet has been reduced by $9,230 from the aggregate principal balance of $185,515.

The undesignated derivative instruments are included on the accompanying condensed consolidated balance sheet as follows:

Balance Sheet

Fair Value
Location June 30, 2013
Derivative Assets:
Forward sales contracts NVRM - Other assets $ 12,810
Derivative Liabilities:
Rate lock commitments NVRM - Accounts payable
and other liabilities $ 3,600
The fair value measurement as of June 30, 2013 was as follows:
Assumed
Gain/(Loss) Interest Total Fair
Notional or From Rate Servicing Security Value
Principal Loan Movement Rights Price Measurement
Amount Sale Effect Value Change Gain/(Loss)
Rate lock commitments $ 317,781  $ (1,135 $ 4759) $ 2294 $ $ (3,600)
Forward sales contracts $ 467,921 12,810 12,810
Mortgages held for sale $ 185,515 (1,412) (9,308) 1,490 (9,230)
Total Fair Value Measurement, June 30, 2013 $ (2,547) $ (14,067) $ 3,784 $12,810 $ (20)

For the six-month periods ended June 30, 2013 and 2012, NVRM recorded a fair value adjustment to income of $2,481 and $79, respectively.
Unrealized gains from the change in the fair value measurements are included in earnings as a component of mortgage banking fees in the
accompanying condensed consolidated statements of income. The fair value measurement will be impacted in the future by the change in the
value of the servicing rights, interest rate movements, security price fluctuations, and the volume and product mix of the Company s closed loans
and locked loan commitments.
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13. Debt
As of June 30, 2013, the Company had 3.95% Senior Notes due 2022 (the Notes ) outstanding with a principal balance of $600,000. The Notes

were issued at a discount to yield 3.97% and have been reflected net of the unamortized discount in the accompanying condensed consolidated
balance sheet. The Notes mature on September 15, 2022 and bear interest at