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Part I. Financial Information
Item 1. Financial Statements

Lennar Corporation and Subsidiaries
Condensed Consolidated Balance Sheets
(In thousands, except shares and per share amounts)

(unaudited)
August 31, November 30,
2012 (1) 2011 (1)
ASSETS
Lennar Homebuilding:
Cash and cash equivalents $692,004 1,024,212
Restricted cash 6,601 8,590
Receivables, net 46,281 53,977
Inventories:
Finished homes and construction in progress 1,693,221 1,334,703
Land and land under development 3,015,444 2,636,510
Consolidated inventory not owned 326,985 389,322
Total inventories 5,035,650 4,360,535
Investments in unconsolidated entities 570,666 545,760
Other assets 913,469 524,694
7,264,671 6,517,768
Rialto Investments:
Cash and cash equivalents 72,679 83,938
Defeasance cash to retire notes payable 185,975 219,386
Loans receivable, net 496,802 713,354
Real estate owned, held-for-sale 115,718 143,677
Real estate owned, held-and-used, net 647,227 582,111
Investments in unconsolidated entities 101,668 124,712
Other assets 54,323 29,970
1,674,392 1,897,148
Lennar Financial Services 779,437 739,755
Total assets $9,718,500 9,154,671

Under certain provisions of Accounting Standards Codification (“ASC”) Topic 810, Consolidations, (“ASC 810) the
Company is required to separately disclose on its condensed consolidated balance sheets the assets owned by
consolidated variable interest entities (““VIEs”) and liabilities of consolidated VIEs as to which neither Lennar
Corporation, or any of its subsidiaries, has any obligations.

As of August 31, 2012, total assets include $2,110.1 million related to consolidated VIEs of which $13.2 million is
included in Lennar Homebuilding cash and cash equivalents, $6.2 million in Lennar Homebuilding receivables, net,
$52.2 million in Lennar Homebuilding finished homes and construction in progress, $477.9 million in Lennar
Homebuilding land and land under development, $62.4 million in Lennar Homebuilding consolidated inventory not
owned, $44.1 million in Lennar Homebuilding investments in unconsolidated entities, $221.3 million in Lennar
Homebuilding other assets, $72.1 million in Rialto Investments cash and cash equivalents, $186.0 million in Rialto
Investments defeasance cash to retire notes payable, $400.3 million in Rialto Investments loans receivable, net, $83.0
million in Rialto Investments real estate owned, held-for-sale, $483.2 million in Rialto Investments real estate owned,
held-and-used, net, $0.7 million in Rialto Investments in unconsolidated entities and $7.5 million in Rialto
Investments other assets.

As of November 30, 2011, total assets include $2,317.4 million related to consolidated VIEs of which $19.6 million is
included in Lennar Homebuilding cash and cash equivalents, $5.3 million in Lennar Homebuilding receivables, net,

ey
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$0.1 million in Lennar Homebuilding finished homes and construction in progress, $538.2 million in Lennar
Homebuilding land and land under development, $71.6 million in Lennar Homebuilding consolidated inventory not
owned, $43.4 million in Lennar Homebuilding investments in unconsolidated entities, $219.6 million in Lennar
Homebuilding other assets, $80.0 million in Rialto Investments cash and cash equivalents, $219.4 million in Rialto
Investments defeasance cash to retire notes payable, $565.6 million in Rialto Investments loans receivable, net, $115.4
million in Rialto Investments real estate owned, held-for-sale, $428.0 million in Rialto Investments real estate owned,
held-and-used, net, $0.6 million in Rialto Investments in unconsolidated entities and $10.6 million in Rialto
Investments other assets.

See accompanying notes to condensed consolidated financial statements.
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Lennar Corporation and Subsidiaries

Condensed Consolidated Balance Sheets — (Continued)
(In thousands, except shares and per share amounts)
(unaudited)

LIABILITIES AND EQUITY

Lennar Homebuilding:

Accounts payable

Liabilities related to consolidated inventory not owned
Senior notes and other debts payable

Other liabilities

Rialto Investments:
Notes payable and other liabilities
Lennar Financial Services
Total liabilities
Stockholders’ equity:
Preferred stock
Class A common stock of $0.10 par value; Authorized: August 31, 2012 and
November 30, 2011
- 300,000,000 shares; Issued: August 31,2012 - 171,216,366 shares and
November 30, 2011
-169,099,760 shares
Class B common stock of $0.10 par value; Authorized: August 31, 2012 and
November 30, 2011
- 90,000,000 shares; Issued: August 31, 2012 - 32,982,815 shares and
November 30, 2011
- 32,982,815 shares
Additional paid-in capital
Retained earnings
Treasury stock, at cost; August 31, 2012 - 11,702,017 Class A common shares
and 1,679,620
Class B common shares; November 30, 2011 - 12,000,017 Class A common
shares and
1,679,620 Class B common shares
Total stockholders’ equity
Noncontrolling interests
Total equity
Total liabilities and equity

August 31,
2012 (2)

$169,863
268,207
3,671,595
611,763
4,721,428

614,390

524,305
5,860,123

17,122

3,298

2,378,574
1,488,426

(615,698

3,271,722
586,655
3,858,377
$9,718,500

November 30,
2011 (2)

201,101
326,200
3,362,759
602,231
4,492,291

796,120

562,735
5,851,146

16,910

3,298

2,341,079
956,401

(621,220 )

2,696,468
607,057

3,303,525
9,154,671

As of August 31, 2012, total liabilities include $719.0 million related to consolidated VIEs as to which neither
Lennar Corporation, nor any of its subsidiaries, has any obligations, of which $7.8 million is included in Lennar
(2)Homebuilding accounts payable, $33.8 million in Lennar Homebuilding liabilities related to consolidated inventory

not owned, $171.4 million in Lennar Homebuilding senior notes and other debts payable, $15.0 million in Lennar
Homebuilding other liabilities and $491.0 million in Rialto Investments notes payable and other liabilities.
As of November 30, 2011, total liabilities include $902.3 million related to consolidated VIEs as to which neither
Lennar Corporation, nor any of its subsidiaries, has any obligations of which $12.7 million is included in Lennar
Homebuilding accounts payable, $43.6 million in Lennar Homebuilding liabilities related to consolidated inventory
not owned, $175.3 million in Lennar Homebuilding senior notes and other debts payable, $16.7 million in Lennar
Homebuilding other liabilities and $654.0 million in Rialto Investments notes payable and other liabilities.
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See accompanying notes to condensed consolidated financial statements.
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Lennar Corporation and Subsidiaries
Condensed Consolidated Statements of Operations
(In thousands, except per share amounts)

(unaudited)

Three Months Ended Nine Months Ended

August 31, August 31,

2012 2011 2012 2011
Revenues:
Lennar Homebuilding $955,800 711,754 2,388,321 1,840,939
Lennar Financial Services 106,764 66,374 263,574 183,509
Rialto Investments 37,194 42,065 102,874 118,283
Total revenues 1,099,758 820,193 2,754,769 2,142,731
Costs and expenses:
Lennar Homebuilding (1) 850,432 662,909 2,167,019 1,741,383
Lennar Financial Services 81,441 58,386 212,021 171,843
Rialto Investments 46,396 33,562 109,964 94,184
Corporate general and administrative 32,286 22,776 88,296 66,726
Total costs and expenses 1,010,555 777,633 2,577,300 2,074,136
;ftrilgzg Homebuilding equity in earnings (loss) unconsolidated (5.991 ) (4552 ) (14289 ) 6.526
Lennar Homebuilding other income (expense), net (2) (5,406 ) 6,940 11,419 46,411
Other interest expense (22,659 ) (24,107 ) (71,311 ) (68,654 )
i{éililtti(; SInvestments equity in earnings (loss) from unconsolidated 13,551 6505 ) 37.578 4953 )
Rialto Investments other income (expense), net (10,063 ) 9,743 (23,675 ) 38,275
Earnings before income taxes 58,635 24,079 117,191 86,200
Benefit (provision) for income taxes 12,776 (579 ) 416,621 873

Net earnings (including net earnings (loss) attributable to

. $71,411 23,500 533,812 87,073
noncontrolling interests)

Less: Net earnings (loss) attributable to noncontrolling interests (3) (15,698 ) 2,770 (20,968 ) 25,152
Net earnings attributable to Lennar $87,109 20,730 554,780 61,921
Basic earnings per share $0.46 0.11 2.93 0.33
Diluted earnings per share $0.40 0.11 2.56 0.33
Cash dividends per each Class A and Class B common share $0.04 0.04 0.12 0.12

Lennar Homebuilding costs and expenses include $6.1 million and $11.7 million, respectively, of valuation
adjustments and write-offs of option deposits and pre-acquisition costs for the three and nine months ended August
31, 2012; and $10.7 million and $19.6 million, respectively, of valuation adjustments and write-offs of option
deposits and pre-acquisition costs for the three and nine months ended August 31, 2011.

Lennar Homebuilding other income (expense), net, includes $2.1 million and $15.3 million of valuation
(2)adjustments to the Company’s investments in Lennar Homebuilding’s unconsolidated entities and write-offs of other
assets for the nine months ended August 31, 2011.

Net earnings (loss) attributable to noncontrolling interests for the three and nine months ended August 31, 2012
includes ($13.4) million and ($14.6) million, respectively, of losses related to the FDIC’s interest in the portfolio of
real estate loans that the Company acquired in partnership with the FDIC. Net earnings (loss) attributable to
noncontrolling interests for the three and nine months ended August 31, 2011 includes $6.1 million and $30.9
million, respectively, of earnings related to the FDIC’s interest in the portfolio of real estate loans that the Company
acquired in partnership with the FDIC.

ey

3)

See accompanying notes to condensed consolidated financial statements.
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Lennar Corporation and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(In thousands)
(unaudited)

Nine Months Ended
August 31,
2012 2011

Cash flows from operating activities:
Net earnings (including net earnings (loss) attributable to noncontrolling interests) $533,812 87,073
Adjustments to reconcile net earnings (including net earnings (loss) attributable to

noncontrolling
interests) to net cash used in

operating activities:

Depreciation and amortization 20,368 12,321
Amortization of discount/premium on debt, net 16,107 12,618
Lennar Homebuilding equity in (earnings) loss from unconsolidated entities 14,289 (6,526
Distributions of earnings from Lennar Homebuilding unconsolidated entities 1,005 11,410
Rialto Investments equity in (earnings) loss from unconsolidated entities (37,578 ) 4,953
Distributions of earnings from Rialto Investments unconsolidated entities 6,324 4,084
Share based compensation expense 24,181 16,220
Tax benefit from share-based awards 2,479 —
Excess tax benefits from share-based awards (1,572 ) (283
Deferred income tax benefit (422,418 ) —
Loss on partial redemption of Lennar Homebuilding senior notes 6,510 —
Gains on retirement of Lennar Homebuilding other debts payable (988 ) —
Unrealized and realized gains on Rialto Investments real estate owned (12,519 ) (56,909
Gains on sale of Rialto Investments commercial mortgage-backed securities — (4,743
Impairments of Rialto Investments loans receivable and REO 30,156 12,085
Valuation adjustments and write-offs of option deposits and pre-acquisition costs, other

. 12,671 34,892

receivables and other assets
Changes in assets and liabilities:
Decrease in restricted cash 5,626 404
Decrease in receivables 48,949 10,633
Increase in inve.nFo‘ries, excluding valuation adjustments and write-offs of option deposits (554.873 ) (118,132
and pre-acquisition costs

Increase in other assets (25,422 ) (104,863
(Increase) decrease in Lennar Financial Services loans-held-for-sale (119,929 ) 43,044
Decrease in accounts payable and other liabilities (37,685 ) (73,864
Net cash used in operating activities (490,507 ) (115,583
Cash flows from investing activities:
Net additions of operating properties and equipment (3,201 ) (3,307
Investments in and contributions to Lennar Homebuilding unconsolidated entities (55,687 ) (89,465
Distributions of capital from Lennar Homebuilding unconsolidated entities 26,538 25,280
Investments in and contributions to Rialto Investments unconsolidated entities (28,722 ) (64,360
Distributions of capital from Rialto Investments unconsolidated entities 83,368 —
Decrease (increase) in Rialto Investments defeasance cash to retire notes payable 33,411 (88,358
Receipts of principal payments on Rialto Investments loans receivable 52,913 52,849
Proceeds from sales of Rialto Investments real estate owned 121,848 55,283
Improvements to Rialto Investments real estate owned (10,288 ) (15,484

Purchases of Lennar Homebuilding investments available-for-sale (7,224 ) —



Edgar Filing: LENNAR CORP /NEW/ - Form 10-Q

Proceeds from sales of Lennar Homebuilding investments available-for-sale 10,853 —

Decrease (increase) in Lennar Financial Services loans held-for-investment, net 3,114 (192 )
Purchases of Lennar Financial Services investment securities (5,205 ) (51,940 )
Proceeds from sale of investments in commercial mortgage-backed securities — 11,127
Proceeds from maturities of Lennar Financial Services investment securities 19,232 6,938

Net cash provided by (used in) investing activities $240,950 (161,629 )

See accompanying notes to condensed consolidated financial statements.
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Lennar Corporation and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(In thousands)
(unaudited)

Nine Months Ended

August 31,

2012 2011
Cash flows from financing activities:
Net repayments under Lennar Financial Services debt $(52,420 ) (56,313
Proceeds from senior notes 400,000 —
Proceeds from convertible senior notes 50,000 —
Debt issuance costs of senior notes and convertible senior notes (4,814 ) —
Partial redemption of senior notes (210,862 ) —
Principal repayments on Rialto Investments notes payable (170,889 ) —
Proceeds from other borrowings 31,561 2,957
Principal payments on other borrowings (58,929 ) (84,463
Exercise of land option contracts from an unconsolidated land investment venture (48,242 ) (33,827
Receipts related to noncontrolling interests 1,046 5,765
Payments related to noncontrolling interests (480 ) (7,087
Excess tax benefits from share-based awards 1,572 283
Common stock:
Issuances 16,323 5,547
Repurchases — (29
Dividends (22,755 ) (22,425
Net cash used in financing activities (68,889 ) (189,592
Net decrease in cash and cash equivalents (318,446 ) (466,804
Cash and cash equivalents at beginning of period 1,163,604 1,394,135
Cash and cash equivalents at end of period $845,158 927,331

Summary of cash and cash equivalents:

Lennar Homebuilding
Lennar Financial Services

Rialto Investments

$692,004 800,332
80,475 57,423
72,679 69,576
$845,158 927,331

Supplemental disclosures of non-cash investing and financing activities:

Lennar Homebuilding:

Non-cash contributions to unconsolidated entities $7,612 17,047
Non-cash distributions from unconsolidated entities $— 12,043
Inventory acquired in satisfaction of other assets including investments available-for-sale $91,554 —
Non-cash reclass from inventories to operating properties and equipment $— 126,525
Non-cash purchases of investments available-for-sale $12,520 —
Purchases of inventories and other assets financed by sellers $53,159 55,733
Rialto Investments:

Real estate owned acquired in satisfaction/partial satisfaction of loans receivable $160,754 396,190
Consolidations of newly formed or previously unconsolidated entities, net:

Receivables $— 2
Inventories $— 52,850
Investments in Lennar Homebuilding unconsolidated entities $— (28,574
Other assets $— 380
Debts payable $— (14,703

10
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Other liabilities
Noncontrolling interests

See accompanying notes to condensed consolidated financial statements.
6

$—
$—

(9,423
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Lennar Corporation and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(unaudited)

(1)Basis of Presentation

Basis of Consolidation

The accompanying condensed consolidated financial statements include the accounts of Lennar Corporation and all
subsidiaries, partnerships and other entities in which Lennar Corporation has a controlling interest and VIEs (see Note
15) in which Lennar Corporation is deemed to be the primary beneficiary (the “Company”). The Company’s investments
in both unconsolidated entities in which a significant, but less than controlling, interest is held and in VIEs in which
the Company is not deemed to be the primary beneficiary, are accounted for by the equity method. All intercompany
transactions and balances have been eliminated in consolidation. The condensed consolidated financial statements
have been prepared in accordance with accounting principles generally accepted in the United States of America
(“GAAP”) for interim financial information, the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial
statements. These condensed consolidated financial statements should be read in conjunction with the consolidated
financial statements in the Company’s Annual Report on Form 10-K for the year ended November 30, 2011. In the
opinion of management, all adjustments (consisting of normal recurring adjustments) necessary for the fair
presentation of the accompanying condensed consolidated financial statements have been made.

The Company has historically experienced, and expects to continue to experience, variability in quarterly results. The
condensed consolidated statements of operations for the three and nine months ended August 31, 2012 are not
necessarily indicative of the results to be expected for the full year.

Reclassification

Certain prior year amounts in the condensed consolidated financial statements have been reclassified to conform with
the 2012 presentation.

Use of Estimates

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

(2)Operating and Reporting Segments

The Company’s operating segments are aggregated into reportable segments, based primarily upon similar economic
characteristics, geography and product type. The Company’s reportable segments consist of:

(1) Homebuilding East

(2) Homebuilding Central

(3) Homebuilding West

(4) Homebuilding Southeast Florida

(5) Homebuilding Houston

(6) Lennar Financial Services

(7) Rialto Investments

Information about homebuilding activities in states which are not economically similar to other states in the same
geographic area is grouped under “Homebuilding Other,” which is not considered a reportable segment.

Evaluation of segment performance is based primarily on operating earnings (loss) before income taxes. Operations of
the Company’s homebuilding segments primarily include the construction and sale of single-family attached and
detached homes, as well as the purchase, development and sale of residential land directly and through the Company’s
unconsolidated entities. Operating earnings (loss) for the homebuilding segments consist of revenues generated from
the sales of homes and land, equity in earnings (loss) from unconsolidated entities and other income (expense), net,
less the cost of homes sold and land sold,

12
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selling, general and administrative expenses and other interest expense of the segment. The Company’s reportable
homebuilding segments and all other homebuilding operations not required to be reported separately have operations
located in:

East: Florida(), Georgia, Maryland, New Jersey, North Carolina, South Carolina and Virginia

Central: Arizona, Colorado and Texas®

West: California and Nevada

Southeast Florida: Southeast Florida

Houston: Houston, Texas

Other: Illinois, Minnesota, Oregon and Washington

(1)Florida in the East reportable segment excludes Southeast Florida, which is its own reportable segment.

(2)Texas in the Central reportable segment excludes Houston, Texas, which is its own reportable segment.

Operations of the Lennar Financial Services segment include mortgage financing, title insurance and closing services
for both buyers of the Company’s homes and others. Substantially all of the loans the Lennar Financial Services
segment originates are sold within a short period in the secondary mortgage market on a servicing released,
non-recourse basis. After the loans are sold, the Company retains potential liability for possible claims by purchasers
that it breached certain limited industry-standard representations and warranties in the loan sale agreements. Lennar
Financial Services’ operating earnings consist of revenues generated primarily from mortgage financing, title insurance
and closing services, less the cost of such services and certain selling, general and administrative expenses incurred by
the segment. The Lennar Financial Services segment operates generally in the same states as the Company’s
homebuilding operations, as well as in other states.

Operations of the Rialto Investments (“Rialto””) segment include sourcing, underwriting, pricing, managing and
ultimately monetizing real estate and real estate related assets, as well as providing similar services to others in
markets across the country. Rialto’s operating earnings consists of revenues generated primarily from accretable
interest income associated with portfolios of real estate loans acquired in partnership with the FDIC and other
portfolios of real estate loans and assets acquired, asset management, due diligence and underwriting fees derived
from the segment's Real Estate Investment Fund (the “Fund”), fees for sub-advisory services, other income (expense),
net, consisting primarily of gains upon foreclosure of real estate owned (“REO”) and gains on sale of REO, and equity
in earnings (loss) from unconsolidated entities, less the costs incurred by the segment for managing portfolios, REO
expenses and other general administrative expenses.

Each reportable segment follows the same accounting policies described in Note 1 — “Summary of Significant
Accounting Policies” to the consolidated financial statements in the Company’s 2011 Annual Report on Form 10-K.
Operational results of each segment are not necessarily indicative of the results that would have occurred had the
segment been an independent, stand-alone entity during the periods presented.

Financial information relating to the Company’s operations was as follows:

August 31, November 30,
(In thousands) 2012 2011
Assets:
Homebuilding East $1,522,331 1,312,750
Homebuilding Central 731,466 681,859
Homebuilding West 2,332,904 2,169,503
Homebuilding Southeast Florida 628,599 604,415
Homebuilding Houston 295,094 230,076
Homebuilding Other 688,856 595,615
Rialto Investments (1) 1,674,392 1,897,148
Lennar Financial Services 779,437 739,755
Corporate and unallocated 1,065,421 923,550
Total assets $9,718,500 9,154,671

(1)Consists primarily of assets of consolidated VIEs (see Note 8).

14
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(In thousands)

Revenues:

Homebuilding East
Homebuilding Central
Homebuilding West
Homebuilding Southeast Florida
Homebuilding Houston
Homebuilding Other
Lennar Financial Services
Rialto Investments

Total revenues (1)

Operating earnings (loss):
Homebuilding East
Homebuilding Central (2)
Homebuilding West (3)

Homebuilding Southeast Florida (4)

Homebuilding Houston
Homebuilding Other
Lennar Financial Services
Rialto Investments

Total operating earnings

Corporate general and administrative expenses

Earnings before income taxes

Three Months Ended
August 31,

2012 2011
$328,983 256,780
138,728 101,151
179,114 144,898
106,876 66,763
136,075 96,065
66,024 46,097
106,764 66,374
37,194 42,065
$1,099,758 820,193
$26,230 19,504
10,012 (6,404
(266 (4,457
14,882 10,900
15,746 7,205
4,708 378
25,323 7,988
(5,714 11,741
90,921 46,855
32,286 22,776
$58,635 24,079

Nine Months Ended
August 31,

2012 2011
883,965 704,525
339,005 260,312
459,909 362,177
227,543 153,784
323,364 230,904
154,535 129,237
263,574 183,509
102,874 118,283
2,754,769 2,142,731
66,468 50,299
15,394 (24,878 )
(17,244 ) 36,033
45,692 20,871
30,524 10,130
6,287 (8,616 )
51,553 11,666
6,813 57,421
205,487 152,926
88,296 66,726
117,191 86,200

Total revenues are net of sales incentives of $94.3 million ($26,100 per home delivered) and $274.0 million

ey

2

(529,500 per home delivered), respectively, for the three and nine months ended August 31, 2012, compared to
$95.1 million ($33,600 per home delivered) and $247.9 million ($33,600 per home delivered), respectively, for the
three and nine months ended August 31, 2011.

For the three and nine months ended August 31, 2011, operating loss includes $0.5 million and $8.1 million,
respectively, of expenses associated with remedying pre-existing liabilities of a previously acquired company.

For the nine months ended August 31, 2011, operating earnings include $37.5 million related to the receipt of a

3)

“)

operating property.

litigation settlement, as well as $15.4 million related to the Company’s share of a gain on debt extinguishment and
the recognition of $10.0 million of deferred management fees related to management services previously
performed by the Company for one of its Lennar Homebuilding unconsolidated entities.

For the nine months ended August 31, 2012, operating earnings include a $15.0 million gain on the sale of an

16
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Valuation adjustments and write-offs relating to the Company’s homebuilding operations were as follows:
Three Months Ended Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Valuation adjustments to finished homes, CIP and land on which
the Company intends to build homes:
East $79 412 864 1,588
Central 6 4,741 214 8,818
West 2,346 2,357 4,317 3,939
Southeast Florida 2,139 777 2,775 1,540
Houston 41 113 130 330
Other 40 1,262 780 1,587
Total 4,651 9,662 9,080 17,802
Valuation adjustments to land the Company intends to sell or has
sold
to third parties:
East 107 — 122 92
Central 15 1 15 180
West — — 1 —
Southeast Florida 22 — 354 —
Houston — 11 — 21
Other — 153 — 153
Total 144 165 492 446
Write-offs of option deposits and pre-acquisition costs:
East 1,303 380 1,632 726
Central 7 344 61 370
West — 172 232 172
Houston — — — 81
Other — — 156 —
Total 1,310 896 2,081 1,349
Company’s share of valuation adjustments related to assets of
of unconsolidated entities:
East 61 3 61 3
Central — — — 371
West 27 683 5,464 2,343
Other — — — 2,495
Total 88 686 5,525 5,212
Valuation adjustments to investments of unconsolidated entities:
East (1) — — 18 8,412
West — 2,077 — 2,077
Total — 2,077 18 10,489
Write-offs of other receivables and other assets:
East — — 1,000 —
Other — — — 4,806
Total — — 1,000 4,806
Total valuation adjustments and write-offs of option deposits and
pre-acquisition costs, other receivables and other assets $6,193 13,486 18,196 40,104

(1)For the nine months ended August 31, 2011, the Company recorded a $0.1 million valuation adjustment related to
a $29.8 million investment of a Lennar Homebuilding unconsolidated entity, which was the result of a linked
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transaction. The linked transaction resulted in a pre-tax gain of $38.6 million related to a debt extinguishment due
to the Company's
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purchase of the Lennar Homebuilding entity debt's at a discount and a $38.7 million valuation adjustment of the
Lennar Homebuilding unconsolidated entity's inventory upon acquisition. The net pre-tax loss of $0.1 million was
included in Lennar Homebuilding other income (expense), net.

During the nine months ended August 31, 2012, the Company recorded lower valuation adjustments than during the
nine months ended August 31, 2011. Changes in market conditions and other specific developments may cause the
Company to re-evaluate its strategy regarding certain assets that could result in further valuation adjustments and/or
additional write-offs of option deposits and pre-acquisition costs due to abandonment of those options contracts.

(3)Lennar Homebuilding Investments in Unconsolidated Entities
Summarized condensed financial information on a combined 100% basis related to Lennar Homebuilding’s
unconsolidated entities that are accounted for by the equity method was as follows:
Statements of Operations
Three Months Ended  Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Revenues $110,823 104,690 264,336 255,004
Costs and expenses 126,007 108,599 303,717 261,073
Other income 10,515 — 10,515 123,007
Net earnings (loss) of unconsolidated entities $(4,669 ) (3,909 ) (28,866 ) 116,938

Lennar Homebuilding equity in earnings (loss) from unconsolidated
entities (1)

For the nine months ended August 31, 2012, Lennar Homebuilding equity in earnings (loss) includes $5.5 million,
of valuation adjustments related to strategic asset sales at Lennar Homebuilding's unconsolidated entities. For the
nine months ended August 31, 2011, Lennar Homebuilding equity in earnings (loss) included a $15.4 million gain
related to the Company’s share of a $123.0 million gain on debt extinguishment at a Lennar Homebuilding
unconsolidated entity, partially offset by $5.2 million of valuation adjustments related to assets of Lennar
Homebuilding’s unconsolidated entities.

Balance Sheets

$(5,991 ) (4,552 ) (14,289 ) 6,526

ey

August 31, November 30,
(In thousands) 2012 2011
Assets:
Cash and cash equivalents $108,024 90,584
Inventories 2,840,523 2,895,241
Other assets 233,199 277,152
$3,181,746 3,262,977
Liabilities and equity:
Accounts payable and other liabilities $284,939 246,384
Debt 783,844 960,627
Equity 2,112,963 2,055,966
$3,181,746 3,262,977

As of August 31, 2012 and November 30, 2011, the Company’s recorded investments in Lennar Homebuilding
unconsolidated entities were $570.7 million and $545.8 million, respectively, while the underlying equity in Lennar
Homebuilding unconsolidated entities partners’ net assets as of August 31, 2012 and November 30, 2011 was $675.0
million, and $628.1 million, respectively, primarily as a result of the Company buying at a discount a partner's equity
in a Lennar Homebuilding unconsolidated entity.

In fiscal 2007, the Company sold a portfolio of land to a strategic land investment venture with Morgan Stanley Real
Estate Fund II, L.P., an affiliate of Morgan Stanley & Co., Inc., in which the Company has approximately a 20%
ownership interest and 50% voting rights. Due to the Company’s continuing involvement, the transaction did not
qualify as a sale by the Company under GAAP; thus, the inventory has remained on the Company’s condensed
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consolidated balance sheet in consolidated inventory not owned. As of August 31, 2012 and November 30, 2011, the
portfolio of land (including land development costs) of $294.9 million and $372.0 million, respectively, is also
reflected as inventory in the summarized
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condensed financial information related to Lennar Homebuilding’s unconsolidated entities.

The Lennar Homebuilding unconsolidated entities in which the Company has investments usually finance their
activities with a combination of partner equity and debt financing. In some instances, the Company and its partners
have guaranteed debt of certain unconsolidated entities.

The summary of the Company’s net recourse exposure related to Lennar Homebuilding unconsolidated entities in
which the Company has investments was as follows:

August 31, November 30,
(In thousands) 2012 2011
Several recourse debt - repayment $44.795 62,408
Joint and several recourse debt - repayment 22,043 46,292
The Company’s maximum recourse exposure 66,838 108,700
Less: joint and several reimbursement agreements with the Company’s partners (18,673 ) (33,795 )
The Company’s net recourse exposure $48,165 74,905

During the nine months ended August 31, 2012, the Company’s maximum recourse exposure related to indebtedness
of Lennar Homebuilding unconsolidated entities decreased by $41.9 million, as a result of $13.7 million paid by the
Company primarily through capital contributions to unconsolidated entities and $28.2 million primarily related to the
joint ventures selling assets and other transactions.

As of August 31, 2012 and November 30, 2011, the Company had no obligation guarantees accrued. The obligation
guarantees, if any, are estimated based on current facts and circumstances and any unexpected changes may lead the
Company to incur obligation guarantees in the future.

The recourse debt exposure in the previous table represents the Company’s maximum recourse exposure to loss from
guarantees and does not take into account the underlying value of the collateral or the other assets of the borrowers
that are available to repay the debt or to reimburse the Company for any payments on its guarantees. The Lennar
Homebuilding unconsolidated entities that have recourse debt have a significant amount of assets and equity. The
summarized balance sheets of Lennar Homebuilding’s unconsolidated entities with recourse debt were as follows:

August 31, November 30,
(In thousands) 2012 2011
Assets $1,807,541 1,865,144
Liabilities $766,222 815,815
Equity $1,041,319 1,049,329

In addition, in most instances in which the Company has guaranteed debt of a Lennar Homebuilding unconsolidated
entity, the Company’s partners have also guaranteed that debt and are required to contribute their share of the
guarantee payments. Historically, the Company has had repayment guarantees and/or maintenance guarantees. In a
repayment guarantee, the Company and its venture partners guarantee repayment of a portion or all of the debt in the
event of default before the lender would have to exercise its rights against the collateral. In the event of default, if the
Company’s venture partner does not have adequate financial resources to meet its obligations under the reimbursement
agreement, the Company may be liable for more than its proportionate share, up to its maximum recourse exposure,
which is the full amount covered by the joint and several guarantee. The maintenance guarantees only apply if the
value of the collateral (generally land and improvements) is less than a specified percentage of the loan balance. If the
Company is required to make a payment under a maintenance guarantee to bring the value of the collateral above the
specified percentage of the loan balance, the payment would constitute a capital contribution or loan to the Lennar
Homebuilding unconsolidated entity and increase the Company’s investment in the unconsolidated entity and its share
of any funds the unconsolidated entity distributes. As of August 31, 2012, the Company does not have maintenance
guarantees related to its Lennar Homebuilding unconsolidated entities.

In connection with many of the loans to Lennar Homebuilding unconsolidated entities, the Company and its joint
venture partners (or entities related to them) have been required to give guarantees of completion to the lenders. Those
completion guarantees may require that the guarantors complete the construction of the improvements for which the
financing was obtained. If the construction is to be done in phases, the guarantee generally is limited to completing
only the phases as to which construction has already commenced and for which loan proceeds were used.
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During the three months ended August 31, 2012, there were other loan paydowns relating to recourse debt of $1.3
million. During the three months ended August 31, 2011, there were: (1) no payments under the Company’s
maintenance
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guarantees and (2) other loan paydowns of $3.1 million, a portion of which related to amounts paid under the
Company’s repayment guarantees. During both the three months ended August 31, 2012 and 2011, there were no
payments under completion guarantees.

During the nine months ended August 31, 2012, there were other loan paydowns relating to recourse debt of $5.2
million. During the nine months ended August 31, 2011, there were: (1) payments of $1.7 million under the
Company’s maintenance guarantees and (2) other loan paydowns of $16.1 million, a portion of which related to
amounts paid under the Company’s repayment guarantees. During both the nine months ended August 31, 2012 and
2011, there were no payments under completion guarantees.

As of August 31, 2012, the fair values of the repayment guarantees and completion guarantees were not material. The
Company believes that as of August 31, 2012, in the event it becomes legally obligated to perform under a guarantee
of the obligation of a Lennar Homebuilding unconsolidated entity due to a triggering event under a guarantee, most of
the time the collateral should be sufficient to repay at least a significant portion of the obligation or the Company and
its partners would contribute additional capital into the venture. In certain instances, the Company has placed
performance letters of credit and surety bonds with municipalities for its joint ventures (see Note 11).

The total debt of the Lennar Homebuilding unconsolidated entities in which the Company has investments was as
follows:

August 31, November 30,
(In thousands) 2012 2011
The Company’s net recourse exposure $48,165 74,905
Reimbursement agreements from partners 18,673 33,795
The Company’s maximum recourse exposure $66,838 108,700
Non-recourse bank debt and other debt (partner’s share of several recourse) $104,874 149,937
Non-recourse land seller debt or other debt 26,341 26,391
Non-recourse debt with completion guarantees 476,650 441,770
Non-recourse debt without completion guarantees 109,141 233,829
Non-recourse debt to the Company 717,006 851,927
Total debt $783,844 960,627
The Company’s maximum recourse exposure as a % of total JV debt 9 % 11 %
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(4)Equity and Comprehensive Earnings (Loss)
The following table reflects the changes in equity attributable to both Lennar Corporation and the noncontrolling
interests of its consolidated subsidiaries in which it has less than a 100% ownership interest for both the nine months
ended August 31, 2012 and 2011:

Stockholders’ Equity
Total Class A Class B Additional PaidTreasury =~ Retained = Noncontrolling
Equity Common Stockmmon Stockn Capital Stock Earnings  Interests

$3,303,525 16,910 3,298 2,341,079 (621,220 ) 956,401 607,057

(In thousands)

Balance at
November 30, 2011
Net earnings
(including net loss
attributable to 533,812 — — — — 554,780 (20,968 )
noncontrolling
interests)
Employee stock and
directors 18,949 212 — 13,215 5,522 — —
plans
Tax benefit from
employee stock
plans and vesting 2,479 — — 2,479 — — —
of restricted
stock
Amortization of
restricted stock 21,801 o o 21,801 o o o
Cash dividends (22,755 ) — — — — (22,755 ) —
Receipts related to
noncontrolling 1,046 — — — — — 1,046
interests
Payments related to
noncontrolling (480 ) — — — — — (480 )
interests
I;f‘lazrgclezat AUZUSL 358377 17,122 3,208 2,378,574 (615,698 ) 1488426 586,655
Stockholders’ Equity
Total Class A Class B Additional PaidTreasury = Retained  Noncontrolling
Equity Common Stockmmon Stockn Capital Stock Earnings  Interests

$3,194,383 16,701 3,297 2,310,339 (615,496 ) 894,108 585,434

(In thousands)

Balance at
November 30, 2010
Net earnings
(including net
earnings
attributable to
noncontrolling
interests)
Employee stock and
directors 9,045 39 1 9,034 (29 ) — —
plans
Amortization of
restricted stock

87,073 — — — — 61,921 25,152

13,001 — — 13,001 _ _ _
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Receipts related to
noncontrolling 5,765
interests
Payments related to
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interests
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Homebuilding
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Balance at August
31,2011

532

$3,280,287
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)_

16,740

3,298

2,332,374

— (22,425 ) —

— — 5,765

— — (7,087 )

— — 532

(615,525 ) 933,604 609,796

Comprehensive earnings attributable to Lennar for both the three and nine months ended August 31, 2012 and 2011
was the same as net earnings attributable to Lennar. Comprehensive earnings (loss) attributable to noncontrolling
interests for both the three and nine months ended August 31, 2012 and 2011 was the same as net earnings (loss)

attributable to noncontrolling interests.

The Company has a stock repurchase program which permits the purchase of up to 20 million shares of its outstanding
common stock. During both the three and nine months ended August 31, 2012 and 2011, there were no repurchases of
common stock under the stock repurchase program. As of August 31, 2012, 6.2 million shares of common stock can

be repurchased in the future under the program.

During three months ended August 31, 2012, treasury stock had no change in Class A common shares. During the
nine months ended August 31, 2012, treasury stock decreased by 0.3 million Class A common shares due to activity

related to the Company's equity compensation plan.
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(5)Income Taxes

A reduction of the carrying amounts of deferred tax assets by a valuation allowance is required, if based on the
available evidence, it is more likely than not that such assets will not be realized. Accordingly, the need to establish
valuation allowances for deferred tax assets is assessed periodically based on the more-likely-than-not realization
threshold criterion. In the assessment for a valuation allowance, appropriate consideration is given to all positive and
negative evidence related to the realization of the deferred tax assets. This assessment considers, among other matters,
the nature, frequency and severity of current and cumulative losses, actual earnings, forecasts of future earnings, the
duration of statutory carryforward periods, the Company’s experience with loss carryforwards not expiring unused and
tax planning alternatives.

During the nine months ended August 31, 2012, the Company concluded that it was more likely than not that the
majority of its deferred tax assets would be utilized. This conclusion was based on a detailed evaluation of all relevant
evidence, both positive and negative, including such factors as ten consecutive quarters of earnings, the expectation of
continued earnings and signs of recovery in the housing markets the Company operates in. Accordingly, the Company
reversed $447.0 million of its valuation allowance against its deferred tax assets. After the reversal, the Company had
a valuation allowance of $133.3 million against its deferred tax assets as of August 31, 2012. The Company's deferred
tax assets, net, were $422.4 million at August 31, 2012 of which $428.8 million were deferred tax assets included in
Lennar Homebuilding's other assets on the Company's condensed consolidated balance sheets and $6.4 million were
deferred tax liabilities included in Lennar Financial Services segment's liabilities on the Company's condensed
consolidated balance sheets. The valuation allowance against the Company’s deferred tax assets was $576.9 million at
November 30, 2011. In accordance with GAAP, when a change in a valuation allowance is recognized as a result of a
change in judgment in an interim period, a portion of the valuation allowance to be reversed needs to be spread over
remaining interim periods. Additionally, a valuation allowance remains on some of the Company's state net operating
loss carryforwards that are not more likely than not to be utilized at this time due to an inability to carry back these
losses in most states and short carryforward periods that exist in certain states. In future periods, the remaining
allowance could be reversed if additional sufficient positive evidence is present indicating that it is more likely than
not that a portion or all of the Company's remaining deferred tax assets will be realized.

During the three months ended August 31, 2012, the Company concluded that it was more likely than not that a
portion of its state deferred tax assets would be utilized. This conclusion was based on additional positive evidence
including actual and forecasted earnings. Accordingly, during the three months ended August 31, 2012, the Company
reversed $35.4 million of its valuation allowance against its state deferred tax assets and $8.6 million of its valuation
allowance that was previously maintained to be utilized in the remaining interim periods of 2012. This reversal was
partially offset by a tax provision of $31.2 million primarily related to pre-tax earnings during the three months ended
August 31, 2012. Therefore, the Company had a $12.8 million net benefit for income taxes during the three months
ended August 31, 2012. During the nine months ended August 31, 2012, the Company recorded a tax benefit of
$416.6 million, primarily related to the reversal of the Company's valuation allowance. During the three months ended
August 31, 2011, the Company recorded a provision for income taxes of $0.6 million, primarily related to interest
accrued for income taxes. During the nine months ended August 31, 2011, the Company recorded a tax benefit of $0.9
million, primarily related to the resolution of issues with certain taxing authorities.

At August 31, 2012 and November 30, 2011, the Company had $12.3 million and $36.7 million of gross unrecognized
tax benefits. If the Company were to recognize its gross unrecognized tax benefits as of August 31, 2012, $5.5 million
would affect the Company’s effective tax rate. The Company expects the total amount of unrecognized tax benefits to
decrease by $3.8 million within twelve months as a result of settlements with various taxing authorities.

During the nine months ended August 31, 2012, the Company’s gross unrecognized tax benefits decreased by $24.4
million primarily as a result of the resolution of an IRS examination, which included a settlement for certain losses
carried back to prior years and the settlement of certain tax accounting method items. The decrease in gross
unrecognized tax benefits reduced the Company’s effective tax rate from (300.83%) to (301.55%). As a result of the
partial reversal of the valuation allowance against the Company's deferred tax assets, the effective tax rate is not
reflective of the Company's historical tax rate.
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At August 31, 2012, the Company had $23.9 million accrued for interest and penalties, of which $3.3 million and $5.3
million, respectively, was recorded during the three and nine months ended August 31, 2012. During the three and
nine months ended August 31, 2012, the accrual for interest and penalties was reduced by $0.1 million and $1.4
million as a result of the payment of interest due to the settlement of an IRS examination and various state issues. At
November 30, 2011, the Company had $20.0 million accrued for interest and penalties.

The IRS is currently examining the Company’s federal income tax returns for fiscal years 2009 through 2011, and
certain state taxing authorities are examining various fiscal years. The final outcome of these examinations is not yet
determinable. The statute of limitations for the Company’s major tax jurisdictions remains open for examination for
fiscal year 2005 and subsequent years. The Company participates in an IRS examination program, Compliance
Assurance Process, "CAP." This program operates as a contemporaneous exam throughout the year in order to keep
exam cycles current and achieve a higher level of compliance.
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(6)Earnings Per Share

Basic earnings per share is computed by dividing net earnings attributable to common stockholders by the weighted
average number of common shares outstanding for the period. Diluted earnings per share reflects the potential dilution
that could occur if securities or other contracts to issue common stock were exercised or converted into common stock
or resulted in the issuance of common stock that then shared in the earnings of the Company.

All outstanding nonvested shares that contain non-forfeitable rights to dividends or dividend equivalents that
participate in undistributed earnings with common stock are considered participating securities and are included in
computing earnings per share pursuant to the two-class method. The two class method is an earnings allocation
formula that determines earnings per share for each class of common stock and participating securities according to
dividends or dividend equivalents and participation rights in undistributed earnings. The Company’s restricted
common stock (“nonvested shares”) are considered participating securities.

Basic and diluted earnings per share were calculated as follows:

Three Months Ended Nine Months Ended
August 31, August 31,
(In thousands, except per share amounts) 2012 2011 2012 2011
Numerator:
Net earnings attributable to Lennar $87,109 20,730 554,780 61,921
Less: distributed earnings allocated to nonvested shares 151 94 378 288
Less: undistributed earnings allocated to nonvested shares1,378 164 8,411 504
Numerator for basic earnings per share 85,580 20,472 545,991 61,129
Plus: interest on 2.00% convertible senior notes due 2020
and 2,710 871 8,504 2,614
3.25% convertible senior notes due 2021
Plus: undistributed earnings allocated to convertible 1378 164 8.411 503
shares
Etfasrse.sundlstrlbuted earnings reallocated to convertible 1215 166 7352 508
Numerator for diluted earnings per share $88,453 21,341 555,554 63,738
Denominator:
Denominator for basic earnings per share - weighted
average 186,761 184,665 186,397 184,480
common shares outstanding
Effect of dilutive securities:
Shared based payments 1,087 482 1,015 620
Convertible senior notes 31,732 10,005 29,723 10,005
Denominator for diluted earnings per share - weighted
average 219,580 195,152 217,135 195,105
common shares outstanding
Basic earnings per share $0.46 0.11 2.93 0.33
Diluted earnings per share $0.40 0.11 2.56 0.33

For the three months ended August 31, 2012, there were no options to purchase shares of Class A stock that were
outstanding and anti-dilutive. For three months ended August 31, 2011, options to purchase 0.7 million shares of
Class A stock were outstanding and anti-dilutive. Options to purchase 0.3 million and 1.2 million shares, respectively,
in total of Class A and Class B common stock were outstanding and anti-dilutive for the nine months ended August
31,2012 and 2011.
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(7)Lennar Financial Services Segment
The assets and liabilities related to the Lennar Financial Services segment were as follows:

August 31, November 30,
(In thousands) 2012 2011
Assets:
Cash and cash equivalents $80,475 55,454
Restricted cash 12,682 16,319
Receivables, net (1) 131,293 220,546
Loans held-for-sale (2) 421,840 303,780
Loans held-for-investment, net 21,672 24,262
Investments held-to-maturity 33,366 48,860
Goodwill 34,046 34,046
Other (3) 44,063 36,488

$779,437 739,755
Liabilities:
Notes and other debts payable $357,713 410,134
Other (4) 166,592 152,601

$524,305 562,735

(I)Receivables, net primarily relate to loans sold to investors for which the Company had not yet been paid as of
August 31, 2012 and November 30, 2011, respectively.
(2)Loans held-for-sale relate to unsold loans carried at fair value.
(3)Other assets include mortgage loan commitments carried at fair value of $11.7 million and $4.2 million,
respectively, as of August 31, 2012 and November 30, 2011.
Other liabilities include $79.1 million and $75.4 million, respectively, as of August 31, 2012 and November 30,
2011, of certain of the Company’s self-insurance reserves related to general liability and workers’ compensation.
Other liabilities also include forward contracts carried at fair value of $4.0 million and $1.4 million, respectively,
as of August 31, 2012 and November 30, 2011.
At August 31, 2012, the Lennar Financial Services segment had a 364-day warehouse repurchase facility with a
maximum aggregate commitment of $100 million and an additional uncommitted amount of $50 million that matures
in February 2013, a 364-day warehouse repurchase facility with a maximum aggregate commitment of $150 million
that matures in June 2013, and another 364-day warehouse repurchase facility with a maximum aggregate
commitment of $200 million that matures in July 2013. As of August 31, 2012, the maximum aggregate commitment
and uncommitted amount under these facilities totaled $450 million and $50 million, respectively.
The Lennar Financial Services segment uses these facilities to finance its lending activities until the mortgage loans
are sold to investors and expects the facilities to be renewed or replaced with other facilities when they mature.
Borrowings under the facilities were $357.7 million and $410.1 million, respectively, at August 31, 2012 and
November 30, 2011, and were collateralized by mortgage loans and receivables on loans sold to investors but not yet
paid for with outstanding principal balances of $383.2 million and $431.6 million, respectively, at August 31, 2012
and November 30, 2011. If the facilities are not renewed, the borrowings under the lines of credit will be paid off by
selling the mortgage loans held-for-sale to investors and by collecting on receivables on loans sold but not yet paid.
Without the facilities, the Lennar Financial Services segment would have to use cash from operations and other
funding sources to finance its lending activities.
Substantially all of the loans the Lennar Financial Services segment originates are sold within a short period in the
secondary mortgage market on a servicing released, non-recourse basis. After the loans are sold, the Company retains
potential liability for possible claims by purchasers that it breached certain limited industry-standard representations
and warranties in the loan sale agreement. There has been an increased industry-wide effort by purchasers to defray
their losses in an unfavorable economic environment by purporting to have found inaccuracies related to sellers’
representations and warranties in particular loan sale agreements. The Company’s mortgage operations have
established reserves for possible losses associated with mortgage loans previously originated and sold to investors.

“)
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The Company establishes reserves for such possible losses based upon, among other things, an analysis of repurchase
requests received, an estimate of potential repurchase claims not yet received and actual past repurchases and losses
through the disposition of affected loans, as well as previous settlements. While the Company believes that it has
adequately reserved for known losses and projected repurchase requests, given the volatility in the mortgage industry
and the uncertainty regarding the ultimate resolution of these claims, if either actual repurchases or the
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losses incurred resolving those repurchases exceed the Company’s expectations, additional recourse expense may be
incurred. Loan origination liabilities are included in Lennar Financial Services’ liabilities in the condensed
consolidated balance sheets. The activity in the Company’s loan origination liabilities was as follows:

Three Months Ended  Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Loan origination liabilities, beginning of period $6,198 9,951 6,050 9,872
Provision for losses during the period 165 118 380 247
Adjustments to pre-existing provisions for losses from changes in o o 253 (50 )
estimates
Payments/settlements (1) (209 ) (3,174 ) (529 ) (3,174 )
Loan origination liabilities, end of period $6,154 6,895 6,154 6,895

Payments/settlements during the three months ended August 31, 2011 include a settlement the Company paid to
(1)one of its largest investors, which settled all outstanding and potential future repurchase demands related to

originations sold to them prior to 2009.
For Lennar Financial Services loans held-for-investment, net, a loan is deemed impaired when, based on current
information and events, it is probable that the Company will be unable to collect all amounts due according to the
contractual terms of the loan agreement. Interest income is not accrued or recognized on impaired loans unless
payment is received. Impaired loans are written-off if and when the loan is no longer secured by collateral. The total
unpaid principal balance of the impaired loans as of August 31, 2012 and November 30, 2011 was $7.4 million and
$8.8 million, respectively. At August 31, 2012, the recorded investment in the impaired loans with a valuation
allowance was $2.7 million, net of an allowance of $4.7 million. At November 30, 2011, the recorded investment in
the impaired loans with a valuation allowance was $3.7 million, net of an allowance of $5.1 million. The average
recorded investment in impaired loans totaled $3.0 million and $3.2 million, respectively, for the three and nine
months ended August 31, 2012. The average recorded investment in impaired loans totaled $3.8 million and $4.0
million, respectively, for the three and nine months ended August 31, 2011.

(8)Rialto Investments Segment
The assets and liabilities related to the Rialto segment were as follows:

August 31, November 30,
(In thousands) 2012 2011
Assets:
Cash and cash equivalents $72,679 83,938
Defeasance cash to retire notes payable 185,975 219,386
Loans receivable, net 496,802 713,354
Real estate owned - held-for-sale 115,718 143,677
Real estate owned - held-and-used, net 647,227 582,111
Investments in unconsolidated entities 101,668 124,712
Investments held-to-maturity 14,771 14,096
Other 39,552 15,874

$1,674,392 1,897,148
Liabilities:
Notes payable $594.,813 765,541
Other 19,577 30,579

$614,390 796,120
18
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Rialto’s operating earnings (loss) were as follows:
Three Months Ended  Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Revenues $37,194 42,065 102,874 118,283
Costs and expenses 46,396 33,562 109,964 94,184
i{ézltti(; SInvestments equity in earnings (loss) from unconsolidated 13,551 6505 ) 37.578 (4.953 )
Rialto Investments other income (expense), net (10,063 ) 9,743 (23,675 ) 38,275
Operating earnings (loss) (1) $(5,714 ) 11,741 6,813 57,421

Operating earnings (loss) for the three and nine months ended August 31, 2012 include net loss attributable to
noncontrolling interests of $13.4 million and $14.6 million, respectively. Operating earnings (loss) for the three
and nine months ended August 31, 2011 include net earnings attributable to noncontrolling interests of $6.1 million
and $30.9 million, respectively.

Loans Receivable

In February 2010, the Rialto segment acquired indirectly 40% managing member equity interests in two limited
liability companies (“LLCs”), in partnership with the FDIC. The LLCs hold performing and non-performing loans
formerly owned by 22 failed financial institutions and when the Rialto segment acquired its interests in the LLCs, the
two portfolios consisted of approximately 5,500 distressed residential and commercial real estate loans (“FDIC
Portfolios”). The FDIC retained 60% equity interests in the LLCs and provided $626.9 million of financing with 0%
interest, which is non-recourse to the Company and the LLCs. As of August 31, 2012 and November 30, 2011, the
notes payable balance was $470.0 million and $626.9 million, respectively; however, as of August 31, 2012 and
November 30, 2011, $186.0 million and $219.4 million, respectively, of cash collections on loans in excess of
expenses were deposited in a defeasance account, established for the repayment of the notes payable, under the
agreement with the FDIC. The funds in the defeasance account are being and will be used to retire the notes payable
upon their maturity. During the nine months ended August 31, 2012, the LLCs retired $156.9 million principal amount
of the notes payable under the agreement with the FDIC through the defeasance account.

The LLCs met the accounting definition of VIEs and since the Company was determined to be the primary
beneficiary, the Company consolidated the LLCs. At August 31, 2012, these consolidated LL.Cs had total combined
assets and liabilities of $1.2 billion and $0.5 billion, respectively. At November 30, 2011, these consolidated LLCs
had total combined assets and liabilities of $1.4 billion and $0.7 billion, respectively.

In September 2010, the Rialto segment acquired approximately 400 distressed residential and commercial real estate
loans (“Bank Portfolios”) and over 300 REO properties from three financial institutions. The Company paid $310
million for the distressed real estate and real estate related assets of which $124 million was financed through a 5-year
senior unsecured note provided by one of the selling institutions. During the nine months ended August 31, 2012, the
Company retired $13 million principal amount of the 5-year senior unsecured note.

The following table displays the loans receivable by aggregate collateral type:

ey

August 31, November 30,

(In thousands) 2012 2011

Land $249,065 348,234
Single family homes 105,273 152,265
Commercial properties 96,959 172,799
Multi-family homes 23,186 28,108

Other 22,319 11,948

Loans receivable $496,802 713,354

With regard to loans accounted for under ASC 310-30, Loans and Debt Securities Acquired with Deteriorated Credit
Quality, (“ASC 310-30”), the Rialto segment estimated the cash flows, at acquisition, it expected to collect on the FDIC
Portfolios and Bank Portfolios. In accordance with ASC 310-30, the difference between the contractually required
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payments and the cash flows expected to be collected at acquisition is referred to as the nonaccretable difference. This
difference is neither accreted into income nor recorded on the Company’s condensed consolidated balance sheets. The
excess of cash flows expected to be collected over the cost of the loans acquired is referred to as the accretable yield
and is recognized in interest income over the remaining life of the loans using the effective yield method.
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The Rialto segment periodically evaluates its estimate of cash flows expected to be collected on its FDIC Portfolios
and Bank Portfolios. These evaluations require the continued use of key assumptions and estimates, similar to those
used in the initial estimate of fair value of the loans to allocate purchase price. Subsequent changes in the estimated
cash flows expected to be collected may result in changes in the accretable yield and nonaccretable difference or
reclassifications from nonaccretable yield to accretable yield. Increases in the cash flows expected to be collected will
generally result in an increase in interest income over the remaining life of the loan or pool of loans. Decreases in
expected cash flows due to further credit deterioration will generally result in an impairment charge recognized as a
provision for loan losses, resulting in an increase to the allowance for loan losses.

The outstanding balance and carrying value of loans accounted for under ASC 310-30 was as follows:

August 31, November 30,
(In thousands) 2012 2011
Outstanding principal balance $903,402 1,331,094
Carrying value $446,216 639,642

The activity in the accretable yield for the FDIC Portfolios and Bank Portfolios during the nine months ended August
31, 2012 and 201 1were as follows:

August 31, August 31,
(In thousands) 2012 2011
Accretable yield, beginning of period $209,480 396,311
Additions 43,306 16,173
Deletions (71,830 ) (72,864 )
Accretions (58,108 ) (87,549 )
Accretable yield, end of period $122,848 252,071

Additions primarily represent reclasses from nonaccretable yield to accretable yield on the portfolios. Deletions
represent loan impairments and disposal of loans, which includes foreclosure of underlying collateral and result in the
removal of the loans from the accretable yield portfolios.
When forecasted principal and interest cannot be reasonably estimated at the loan acquisition date, management
classifies the loan as nonaccrual and accounts for these assets in accordance with ASC 310-10, Receivables (“ASC
310-10”). When a loan is classified as nonaccrual, any subsequent cash receipt is accounted for using the cost recovery
method. In accordance with ASC 310-10, a loan is considered impaired when based on current information and events
it is probable that all amounts due according to the contractual terms of the loan agreement will not be collected.
Although these loans met the definition of ASC 310-10, these loans were not considered impaired relative to the
Company’s recorded investment at the time of acquisition since they were acquired at a substantial discount to their
unpaid principal balance. A provision for loan losses is recognized when the recorded investment in the loan is in
excess of its fair value. The fair value of the loan is determined by using either the present value of expected future
cash flows discounted at the loan’s effective interest rate or the fair value of the collateral less estimated costs to sell.
The following tables represent nonaccrual loans in the FDIC Portfolios and Bank Portfolios accounted for under ASC
310-10 aggregated by collateral type:
August 31, 2012

Recorded Investment

(In thousands) Unpaid With Without Total Recorded
Principal Balance Allowance Allowance Investment

Land $28,682 4,203 5,365 9,568

Single family homes 24,357 2,217 11,744 13,961

Commercial properties 35,996 919 20,992 21,911

Multi-family homes 10,928 — 5,146 5,146

Loans receivable $99.963 7,339 43,247 50,586
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November 30, 2011
Recorded Investment

Ur}pa}d With Without Total Recorded

(In thousands) Principal
Allowance Allowance Investment

Balance
Land $75,557 — 24,692 24,692
Single family homes 55,377 1,956 13,235 15,191
Commercial properties 48,293 2,660 24,434 27,094
Multi-family homes 16,750 — 6,735 6,735
Other 405 — — —
Loans receivable $196,382 4,616 69,096 73,712

The average recorded investment in impaired loans totaled approximately $62 million and $183 million, respectively,
for the nine months ended August 31, 2012 and 2011.

The loans receivable portfolios consist of loans acquired at a discount. Based on the nature of these loans, the
portfolios are managed by assessing the risks related to the likelihood of collection of payments from borrowers and
guarantors, as well as monitoring the value of the underlying collateral. The following are the risk categories for the
loans receivable portfolios:

Accrual — Loans in which forecasted cash flows under the loan agreement, as it might be modified from time to time,
can be reasonably estimated at the date of acquisition. The risk associated with loans in this category relates to the
possible default by the borrower with respect to principal and interest payments and the possible decline in value of
the underlying collateral and thus, both could cause a decline in the forecasted cash flows used to determine accretable
yield income and the recognition of an impairment through an allowance for loan losses. As of August 31, 2012, the
Company had an allowance on these loans of $14.1 million. During both the three and nine months ended August 31,
2012, the Company recorded $17.1 million of provision for loan losses offset by charge-offs of $3.0 million upon
foreclosure of the loans. As of November 30, 2011, the Company did not have an allowance for losses against accrual
loans.

Nonaccrual — Loans in which forecasted principal and interest could not be reasonably estimated at the date of
acquisition. Although the Company believes the recorded investment balance will ultimately be realized, the risk of
nonaccrual loans relates to a decline in the value of the collateral securing the outstanding obligation and the
recognition of an impairment through an allowance for loan losses if the recorded investment in the loan exceeds the
fair value of the collateral less estimated cost to sell. As of August 31, 2012 and November 30, 2011, the Company
had an allowance on these loans of $3.0 million and $0.8 million, respectively. During the three months ended August
31,2012 and 2011, the Company recorded $3.2 million and $5.2 million, respectively, of provision for loan losses
offset by charge-offs of $0.4 million and $5.2 million, respectively, upon foreclosure of the loans. During the nine
months ended August 31, 2012 and 2011, the Company recorded $5.5 million and $12.1 million, respectively, of
provision for loan losses offset by charge-offs of $3.3 million and $12.1 million, respectively, upon foreclosure of the
loans.

Accrual and nonaccrual loans receivable by risk categories were as follows:

August 31, 2012

(In thousands) Accrual Nonaccrual Total
Land $239,497 9,568 249,065
Single family homes 91,312 13,961 105,273
Commercial properties 75,048 21,911 96,959
Multi-family homes 18,040 5,146 23,186
Other 22,319 — 22,319
Loans receivable $446,216 50,586 496,802
21
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November 30, 2011

(In thousands) Accrual Nonaccrual Total
Land $323,542 24,692 348,234
Single family homes 137,074 15,191 152,265
Commercial properties 145,705 27,094 172,799
Multi-family homes 21,373 6,735 28,108
Other 11,948 — 11,948
Loans receivable $639,642 73,712 713,354

In order to assess the risk associated with each risk category, the Rialto segment evaluates the forecasted cash flows
and the value of the underlying collateral securing loans receivable on a quarterly basis or when an event occurs that
suggest a decline in the collateral’s fair value.
Real Estate Owned
The acquisition of properties acquired through, or in lieu of, loan foreclosure are reported within the condensed
consolidated balance sheets as REO held-and-used, net and REO held-for-sale. When a property is determined to be
held-and-used, net, the asset is recorded at fair value and depreciated over its useful life using the straight line method.
When certain criteria set forth in ASC 360, Property, Plant and Equipment, are met; the property is classified as
held-for-sale. When a real estate asset is classified as held-for-sale, the property is recorded at the lower of its cost
basis or fair value less estimated costs to sell. The fair value of REO held-for-sale are determined in part by placing
reliance on third party appraisals of the properties and/or internally prepared analyses of recent offers or prices on
comparable properties in the proximate vicinity.
Upon the acquisition of REO through loan foreclosure, gains and losses are recorded in Rialto Investments other
income (expense), net. The amount by which the recorded investment in the loan is less than the REO’s fair value (net
of estimated cost to sell if held-for-sale), is recorded as an unrealized gain upon foreclosure. The amount by which the
recorded investment in the loan is greater than the REO’s fair value (net of estimated cost to sell if held-for-sale) is
generally recorded as a provision for loan losses.
At times, the Company may foreclose on a loan from an accrual loan pool in which the removal of the loan does not
cause an overall decrease in the expected cash flows of the loan pool, and as such, no provision for loan losses is
required to be recorded. However, the amount by which the recorded investment in the loan is greater than the REO’s
fair value (net of estimated cost to sell if held-for-sale) is recorded as an unrealized loss upon foreclosure.
The following tables present the activity in REO:

Three Months Ended Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
REO - held-for-sale, beginning of period $113,115 514,249 143,677 250,286
Additions 6,428 125,881 7,783 406,090
Improvements 1,439 7,250 7,438 15,484
Sales (27,956 ) (31,700 ) (110,010 ) (52,254 )
Impairments (810 ) — (2,432 ) —
Transfers to Lennar Homebuilding (7,431 ) — (11,335 ) (3,926 )
Transfers to/from held-and-used, net (1) 30,933 — 80,597 —
REO - held-for-sale, end of period $115,718 615,680 115,718 615,680
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Three Months Ended Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
REO - held-and-used, net, beginning of period $634,401 16,467 582,111 7,818
Additions 44,958 35,246 154,633 43,980
Improvements 2,070 — 2,850 —
Sales — — (981 ) —
Impairments (1,880 ) — (5,153 ) —
Depreciation (1,389 ) (61 ) (5,636 ) (146 )
Transfers to/from held-for-sale (1) (30,933 ) — (80,597 ) —
REO - held-and-used, net, end of period $647.227 51,652 647,227 51,652

During the three and nine months ended August 31, 2012, the Rialto segment transferred certain properties to/from
(1)REO held-and-used, net to/from REO held-for-sale as a result of changes in the disposition strategy of the real

estate assets.
For the three and nine months ended August 31, 2012, the Company recorded $2.5 million and $10.9 million,
respectively, of gains from sales of REO. For the three and nine months ended August 31, 2011, the Company
recorded $2.7 million and $3.0 million, respectively, of gains from sales of REO. For the three and nine months ended
August 31, 2012, the Company recorded gains (losses) of ($2.0) million and $1.7 million, respectively, from
acquisitions of REO through foreclosure. For the three and nine months ended August 31, 2011, the Company
recorded $18.9 million and $53.9 million, respectively, of gains from acquisitions of REO through foreclosure. These
gains (losses) are recorded in Rialto Investments other income (expense), net.
Investments
In 2010, the Rialto segment invested in approximately $43 million of non-investment grade commercial
mortgage-backed securities (“CMBS”) for $19.4 million, representing a 55% discount to par value. The CMBS have a
stated and assumed final distribution date of November 2020 and a stated maturity date of October 2057. The Rialto
segment reviews changes in estimated cash flows periodically, to determine if other-than-temporary impairment has
occurred on its investment securities. Based on the Rialto segment’s assessment, no impairment charges were recorded
during both the three and nine months ended August 31, 2012 and 2011. During the nine months ended August 31,
2011, the Rialto segment sold a portion of its CMBS for $11.1 million, resulting in a gain on sale of CMBS of $4.7
million. The carrying value of the investment securities at August 31, 2012 and November 30, 2011, was $14.8
million and $14.1 million, respectively. The Rialto segment classified these securities as held-to-maturity based on its
intent and ability to hold the securities until maturity.
In addition to the acquisition and management of the FDIC Portfolios and Bank Portfolios, an affiliate in the Rialto
segment is a sub-advisor to the AllianceBernstein L.P. (“AB”) fund formed under the Federal government’s
Public-Private Investment Program (“PPIP”) to purchase real estate related securities from banks and other financial
institutions. The sub-advisor receives management fees for sub-advisory services. The Company committed to invest
$75 million, of the total equity commitments of approximately $1.2 billion made by private investors in this fund and
the U.S. Treasury committed to a matching amount of approximately $1.2 billion of equity in the fund, as well as
agreed to extend up to approximately $2.3 billion of debt financing. During the nine months ended August 31, 2012,
the Company contributed $1.9 million. and received distributions of $75.6 million. During the three months ended
August 31, 2012, the AB PPIP fund started unwinding its operations and as a result the Company received $71.5
million in distributions. The Company also earned $8.1 million in fees from the segment's role as a sub-advisor to the
AB PPIP fund, which were included in the Rialto Investments revenue. As of August 31, 2012 and November 30,
2011, the carrying value of the Company’s investment in the AB PPIP fund was $12.5 million and $65.2 million,
respectively. Monetization of the remaining securities in the AB PPIP fund is being finalized and liquidating
distributions are expected during the fourth quarter of 2012.
In 2010, the Rialto segment completed its first closing of a real estate investment fund (the “Fund”) with initial equity
commitments of approximately $300 million (including $75 million committed by the Company, of which the
remaining outstanding commitment as of August 31, 2012 was $14.8 million). The Fund was determined to have the
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attributes of an investment company in accordance with ASC 946, Financial Services — Investment Companies, the
attributes of which are different from the attributes that would cause a company to be an investment company for
purposes of the Investment Company Act of 1940. As a result, the Fund’s assets and liabilities are recorded at fair
value with increases/decreases in fair value recorded in the statement of operations of the Fund, the Company’s share
of which are recorded in the Rialto Investments equity in earnings from unconsolidated entities financial statement
line item.

As of August 31, 2012, the equity commitments of the Fund were $700 million (including the $75 million committed
by the Company). During the three and nine months ended August 31, 2012, the Company contributed $8.8 million
and $26.8
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million, respectively, to the Fund. Of the total contributions during the nine months ended August 31, 2012, $13.9
million was distributed back to the Company as a return of capital contributions due to a securitization within the
Fund. As of August 31, 2012 and November 30, 2011, the carrying value of the Company’s investment in the Fund
was $79.8 million and $50.1 million, respectively. For the three and nine months ended August 31, 2012, the
Company’s share of earnings from the Fund was $6.2 million and $16.8 million, respectively. For the three and nine
months ended August 31, 2011, the Company's share of earnings from the Fund was $1.3 million and $0.9 million,
respectively.

Additionally, another subsidiary in the Rialto segment has approximately a 5% investment in a service and
infrastructure provider to the residential home loan market (the “Servicer Provider”), which provides services to the
consolidated LLCs, among others. As of August 31, 2012 and November 30, 2011, the carrying value of the
Company’s investment in the Servicer Provider was $8.7 million and $8.8 million, respectively.

Summarized condensed financial information on a combined 100% basis related to Rialto’s investments in
unconsolidated entities that are accounted for by the equity method was as follows:

Balance Sheets

August 31, November 30,
(In thousands) 2012 2011
Assets (1):
Cash and cash equivalents $192.212 60,936
Loans receivable 392,251 274,213
Real estate owned 147,306 47,204
Investment securities 712,636 4,336,418
Other assets 200,760 171,196

$1,645,165 4,889,967
Liabilities and equity (1):
Accounts payable and other liabilities $116,946 320,353
Notes payable 160,310 40,877
Partner loans 163,516 137,820
Debt due to the U.S. Treasury — 2,044,950
Equity 1,204,393 2,345,967

$1,645,165 4,889,967

During the three months ended August 31, 2012, the AB PPIP fund started unwinding its operations by selling its
investments. Therefore, the assets of the Rialto Investments unconsolidated entities decreased significantly from
November 30, 2011 to August 31, 2012. Monetization of the remaining securities in the AB PPIP fund is being
finalized and liquidating distributions are expected during the fourth quarter of 2012.

Statements of Operations

ey

Three Months Ended Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Revenues $115,800 122,153 357,328 355,085
Costs and expenses 75,233 53,183 178,414 139,699
Other income (expense), net (1) 366,696 (303,141 ) 670,471 (382,271 )
Net earnings (loss) of unconsolidated entities $407,263 (234,171 ) 849,385 (166,885 )
Sézltazsnvestments equity in earnings (loss) from unconsolidated $13.551 (6.505 ) 37.578 (4.953 )

Other income (expense), net, for the three and nine months ended August 31, 2012 includes the AB PPIP Fund's
mark-to-market unrealized gains and unrealized losses, as well as realized gains from the sale of investments in the

(1)portfolio underlying the AB PPIP fund, all of which the Company’s portion is a small percentage. Other income
(expense), net, for the three and nine months ended August 31, 2011 includes the AB PPIP Fund’s mark-to-market
unrealized gains and unrealized losses, of which the Company’s portion is a small percentage.
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(9)Lennar Homebuilding Cash and Cash Equivalents
Cash and cash equivalents as of August 31, 2012 and November 30, 2011 included $121.6 million and $26.1 million,
respectively, of cash held in escrow for approximately three days.

(10)Lennar Homebuilding Restricted Cash
Restricted cash consists of customer deposits on home sales held in restricted accounts until title transfers to the

homebuyer, as required by the state and local governments in which the homes were sold.

(11)Lennar Homebuilding Senior Notes and Other Debts Payable

. August 31, November 30,
(Dollars in thousands) 2012 2011
5.95% senior notes due 2013 $62,920 266,855
5.50% senior notes due 2014 249,128 248,967
5.60% senior notes due 2015 500,769 500,999
6.50% senior notes due 2016 249,851 249,819
4.75% senior notes due 2017 400,000 —
12.25% senior notes due 2017 394,457 393,700
6.95% senior notes due 2018 247,873 247,598
2.00% convertible senior notes due 2020 276,500 276,500
2.75% convertible senior notes due 2020 398,390 388,417
3.25% convertible senior notes due 2021 400,000 350,000
Mortgages notes on land and other debt 491,707 439,904
$3,671,595 3,362,759

At August 31, 2012, the Company had a $150 million Letter of Credit and Reimbursement Agreement ("LC
Agreement") with certain financial institutions, which may be increased to $200 million, but for which there are
currently no commitments for the additional $50 million. At August 31, 2012, the Company also had a $50 million
Letter of Credit and Reimbursement Agreement with certain financial institutions that had a $50 million accordion
feature for which there are currently no commitments, and a $200 million Letter of Credit Facility with a financial
institution. Additionally, in May 2012, the Company entered into a 3-year unsecured revolving credit facility (the
"Credit Facility") with certain financial institutions that expires in May 2015. As of August 31, 2012, the maximum
aggregate commitment under the Credit Facility was $525 million, of which $440 million is committed and $85
million is available through an accordion feature, subject to additional commitments. Subsequent to August 31, 2012,
the committed amount under the Credit Facility was increased to $500 million. As of August 31, 2012, the Company
had no outstanding borrowings under the Credit Facility. The Company believes it was in compliance with its debt
covenants at August 31, 2012.

The Company’s performance letters of credit outstanding were $100.3 million and $68.0 million, respectively, at
August 31, 2012 and November 30, 2011. The Company’s financial letters of credit outstanding were $201.2 million
and $199.3 million, respectively, at August 31, 2012 and November 30, 2011. Performance letters of credit are
generally posted with regulatory bodies to guarantee the Company’s performance of certain development and
construction activities, and financial letters of credit are generally posted in lieu of cash deposits on option contracts,
for insurance risks, credit enhancements and as other collateral. Additionally, at August 31, 2012, the Company had
outstanding performance and surety bonds related to site improvements at various projects (including certain projects
in the Company’s joint ventures) of $591.2 million. Although significant development and construction activities have
been completed related to these site improvements, these bonds are generally not released until all development and
construction activities are completed. As of August 31, 2012, there were approximately $319.9 million, or 54%, of
anticipated future costs to complete related to these site improvements. The Company does not presently anticipate
any draws upon these bonds, but if any such draws occur, the Company does not believe they would have a material
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effect on its financial position, results of operations or cash flows.

In the three months ended August 31, 2012, the Company issued $400 million aggregate principal amount of 4.75%
senior notes due 2017 (the "4.75% Senior Notes") at a price of 100% in a private placement. Proceeds from the
offering, after payment of expenses, were $396.2 million. The Company used a portion of the net proceeds of the sale
of the 4.75% Senior Notes to fund purchases pursuant to its tender offer for its 5.95% senior notes due 2013 ("5.95%
Senior Notes"). The Company
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will use the remaining net proceeds of the sale of the 4.75% Senior Notes for working capital and general corporate
purposes. Interest on the 4.75% Senior Notes is due semi-annually beginning October 15, 2012. The 4.75% Senior
Notes are unsecured and unsubordinated, but are guaranteed by substantially all of the Company's wholly owned
homebuilding subsidiaries. At August 31, 2012, the carrying amount of the 4.75% Senior Notes was $400.0 million.
During the three months ended August 31, 2012, the Company repurchased $204.7 million aggregate principal
amount of its 5.95% Senior Notes through a tender offer that ran from July 17, 2012 through August 14, 2012,
resulting in a pre-tax loss of $6.5 million, included in Lennar Homebuilding other income (expense), net.

In November 2011, the Company issued $350.0 million aggregate principal amount of 3.25% convertible senior notes
due 2021 (the “3.25% Convertible Senior Notes”). During the three months ended February 29, 2012, the initial
purchasers of the 3.25% Convertible Senior Notes purchased an additional $50 million aggregate principal amount to
cover over-allotments. At August 31, 2012 and November 30, 2011, the carrying and principal amount of the 3.25%
Convertible Senior Notes was $400.0 million and $350.0 million, respectively. The 3.25% Convertible Senior Notes
are convertible into shares of Class A common stock at any time prior to maturity or redemption at the initial
conversion rate of 42.5555 shares of Class A common stock per $1,000 principal amount of the 3.25% Convertible
Senior Notes or 17,022,200 Class A common shares if all the 3.25% Convertible Senior Notes are converted, which is
equivalent to an initial conversion price of approximately $23.50 per share of Class A common stock, subject to
anti-dilution adjustments. The shares are included in the calculation of diluted earnings per share. Holders of the
3.25% Convertible Senior Notes have the right to require the Company to repurchase them for cash equal to 100% of
their principal amount, plus accrued but unpaid interest on November 15, 2016. The Company has the right to redeem
the 3.25% Convertible Senior Notes at any time on or after November 20, 2016 for 100% of their principal amount,
plus accrued but unpaid interest.

The 2.75% convertible senior notes due 2020 (the “2.75% Convertible Senior Notes) are convertible into cash, shares
of Class A common stock or a combination of both, at the Company’s election. However, it is the Company’s intent to
settle the face value of the 2.75% Convertible Senior Notes in cash. Prior to the second quarter of 2012, the shares
were not historically included in the calculation of diluted earnings per share primarily because it is the Company’s
intent to settle the face value of the 2.75% Convertible Senior Notes in cash and the Company's volume weighted
average stock price did not exceed the conversion price. However, the Company’s volume weighted average stock
price for the three months ended August 31, 2012 was $28.88, which exceeded the conversion price, thus 4.7 million
shares were included in the calculation of diluted earnings per share. For the nine months ended August 31, 2012, 2.7
million shares were included in the calculation of diluted earnings per share. Holders may convert the 2.75%
Convertible Senior Notes at the initial conversion rate of 45.1794 shares of Class A common stock per $1,000
principal amount or 20,150,012 Class A common shares if all the 2.75% Convertible Senior Notes are converted,
which is equivalent to an initial conversion price of approximately $22.13 per share of Class A common stock.
Holders of the 2.75% Convertible Senior Notes have the right to require the Company to repurchase them for cash
equal to 100% of their principal amount, plus accrued but unpaid interest, on December 15, 2015. The Company has
the right to redeem the 2.75% Convertible Senior Notes at any time on or after December 20, 2015 for 100% of their
principal amount, plus accrued but unpaid interest.

Certain provisions under ASC 470, Debt, require the issuer of certain convertible debt instruments that may be settled
in cash on conversion to separately account for the liability and equity components of the instrument in a manner that
reflects the issuer’s non-convertible debt borrowing rate. The Company has applied these provisions to its 2.75%
Convertible Senior Notes. At both August 31, 2012 and November 30, 2011, the principal amount of the 2.75%
Convertible Senior Notes was $446.0 million. At August 31, 2012 and November 30, 2011, the carrying amount of the
equity component included in stockholders’ equity was $47.6 million and $57.6 million, respectively, and the net
carrying amount of the 2.75% Convertible Senior Notes included in Lennar Homebuilding senior notes and other
debts payable was $398.4 million and $388.4 million, respectively.

The 2.00% convertible senior notes due 2020 (the “2.00% Convertible Senior Notes™) are convertible into shares of
Class A common stock at the initial conversion rate of 36.1827 shares of Class A common stock per $1,000 principal
amount of the 2.00% Convertible Senior Notes or 10,004,517 Class A common shares if all the 2.00% Convertible
Senior Notes are converted, which is equivalent to an initial conversion price of approximately $27.64 per share of
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Class A common stock, subject to anti-dilution adjustments. The shares are included in the calculation of diluted
earnings per share. At both August 31, 2012 and November 30, 2011, the carrying and principal amount of the 2.00%
Convertible Senior Notes was $276.5 million. Holders of the 2.00% Convertible Senior Notes have the right to require
the Company to repurchase them for cash equal to 100% of their principal amount , plus accrued but unpaid interest,
on each of December 1, 2013 and December 1, 2015. The Company has the right to redeem the 2.00% Convertible
Senior Notes at any time on or after December 1, 2013 for 100% of their principal amount, plus accrued but unpaid
interest.
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(12) Product Warranty
Warranty and similar reserves for homes are established at an amount estimated to be adequate to cover potential costs
for materials and labor with regard to warranty-type claims expected to be incurred subsequent to the delivery of a
home. Reserves are determined based on historical data and trends with respect to similar product types and
geographical areas. The Company regularly monitors the warranty reserve and makes adjustments to its pre-existing
warranties in order to reflect changes in trends and historical data as information becomes available. Warranty
reserves are included in other liabilities in the accompanying condensed consolidated balance sheets. The activity in
the Company’s warranty reserve was as follows:

Three Months Ended Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Warranty reserve, beginning of period $84,488 91,177 88,120 109,179
Warranties issued during the period 9,469 7,070 24,430 18,408
Adjustments to pre-existing warranties from changes in estimates 766 4,894 5,813 4,856
Payments (9,942 ) (11,234 ) (33,582 ) (40,536 )
Warranty reserve, end of period $84,781 91,907 84,781 91,907

As of August 31, 2012, the Company has identified approximately 1,000 homes delivered in Florida primarily during
its 2006 and 2007 fiscal years that are confirmed to have had defective Chinese drywall and resulting damage. This
represents a small percentage of homes the Company delivered nationally (1.2%) during those fiscal years. Defective
Chinese drywall is an industry-wide issue as other homebuilders have publicly disclosed that they have experienced
similar issues with defective Chinese drywall. Based on its efforts to date, the Company has not identified defective
Chinese drywall in homes delivered by the Company outside of Florida. The Company has replaced defective Chinese
drywall when it has been found in homes the Company has built.

Through August 31, 2012, the Company has accrued $82.2 million of warranty reserves related to homes confirmed as
having defective Chinese drywall, as well as an estimate for homes not yet inspected that may contain Chinese
drywall. There were no additional amounts accrued during either the three or nine months ended August 31, 2012. As
of August 31, 2012 and November 30, 2011, the warranty reserve related to Chinese drywall, net of payments, was
$3.9 million and $9.1 million, respectively. The Company has received, and continues to seek, reimbursement from its
subcontractors, insurers and others for costs the Company has incurred or expects to incur to investigate and repair
defective Chinese drywall and resulting damage. During the three and nine months ended August 31, 2012, the
Company received payments of $0.6 million and $0.9 million, respectively, through third party recoveries relative to
the costs it has incurred and expects to incur remedying the homes confirmed and estimated to have defective Chinese
drywall and resulting damage. During the three and nine months ended August 31, 2011, the Company received
payments of $0.9 million and $3.3 million, respectively, through third party recoveries relative to the costs it has
incurred and expects to incur remedying the homes confirmed and estimated to have defective Chinese drywall and
resulting damage.

(13)Share-Based Payment
During the three months ended August 31, 2012, the Company did not grant any stock options and issued 1.2 million
nonvested shares. During the nine months ended August 31, 2012, the Company granted an immaterial number of
stock options and issued 1.3 million nonvested shares. During both the three and nine months ended August 31, 2011,
the Company granted an immaterial number of stock options and nonvested shares. Compensation expense related to
the Company’s share-based payment awards was as follows:

Three Months Ended Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Stock options $580 925 2,380 3,219
Nonvested shares 7,669 3,789 21,801 13,001
Total compensation expense for share-based awards $8,249 4,714 24,181 16,220
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(14)Financial Instruments

GAAP provides a framework for measuring fair value, expands disclosures about fair value measurements and
establishes a fair value hierarchy which prioritizes the inputs used in measuring fair value summarized as follows:
Level 1: Fair value determined based on quoted prices in active markets for identical assets.

Level 2: Fair value determined using significant other observable inputs.

Level 3: Fair value determined using significant unobservable inputs.

The following table presents the carrying amounts and estimated fair values of financial instruments held by the
Company at August 31, 2012 and November 30, 2011, using available market information and what the Company
believes to be appropriate valuation methodologies. Considerable judgment is required in interpreting market data to
develop the estimates of fair value. The use of different market assumptions and/or estimation methodologies might
have a material effect on the estimated fair value amounts. The table excludes cash and cash equivalents, restricted
cash, defeasance cash to retire notes payable, receivables, net and accounts payable, all of which had fair values
approximating their carrying amounts due to the short maturities of these instruments.

August 31, 2012 November 30, 2011
Fair Value  Carrying Fair Carrying Fair

(In thousands) Hierarchy Amount Value Amount Value
ASSETS
Rialto Investments:
Loans receivable, net Level 3 $496,802 513,160 713,354 749,382
Investments held-to-maturity Level 3 $14,771 14,662 14,096 13,996
Lennar Financial Services:
Loans held-for-investment, net Level 3 $21,672 19,513 24,262 22,736
Investments held-to-maturity Level 2 $33,366 33,376 48,860 47,651
LIABILITIES
Lennar Homebuilding:
Senior notes and other debts payable Level 2 $3,671,595 4,454,509 3,362,759 3,491,212
Rialto Investments:
Notes payable Level 2 $594,813 576,151 765,541 729,943
Lennar Financial Services:
Notes and other debts payable Level 2 $357,713 357,713 410,134 410,134

The following methods and assumptions are used by the Company in estimating fair values:

Lennar Homebuilding—For senior notes and other debts payable, the fair value of fixed-rate borrowings is based on
quoted market prices and the fair value of variable-rate borrowings is based on expected future cash flows calculated
using current market forward rates.

Rialto Investments—The fair values for loans receivable is based on discounted cash flows, or the fair value of the
collateral less estimated cost to sell. The fair value for investments held-to-maturity is based on discounted cash flows.
For notes payable, the fair value of the zero percent interest notes guaranteed by the FDIC was calculated based on a
3-year treasury yield, and the fair value of other notes payable was calculated based on discounted cash flows using
the Company’s weighted average borrowing rate.

Lennar Financial Services—The fair values above are based on quoted market prices, if available. The fair values for
instruments that do not have quoted market prices are estimated by the Company on the basis of discounted cash flows
or other financial information.
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The Company’s financial instruments measured at fair value on a recurring basis are summarized below:

Fair Value Fair Value at Fair Value at

Financial Instruments Hierarchy August 31, November 30,
2012 2011

(In thousands)
Lennar Financial Services:
Loans held-for-sale (1) Level 2 $421,840 303,780
Mortgage loan commitments Level 2 $11,658 4,192
Forward contracts Level 2 $(3,956 ) (1,404 )
Lennar Homebuilding:
Investments available-for-sale Level 3 $19,045 42,892

The aggregate fair value of loans held-for-sale of $421.8 million at August 31, 2012 exceeds their aggregate
(1) principal balance of $402.6 million by $19.2 million. The aggregate fair value of loans held-for-sale of $303.8
million at November 30, 2011 exceeds their aggregate principal balance of $292.2 million by $11.6 million.

The estimated fair values of the Company’s financial instruments have been determined by using available market
information and what the Company believes to be appropriate valuation methodologies. Considerable judgment is
required in interpreting market data to develop the estimates of fair value. The use of different market assumptions
and/or estimation methodologies might have a material effect on the estimated fair value amounts. The following
methods and assumptions are used by the Company in estimating fair values:
Loans held-for-sale— Fair value is based on independent quoted market prices, where available, or the prices for other
mortgage whole loans with similar characteristics. Management believes carrying loans held-for-sale at fair value
improves financial reporting by mitigating volatility in reported earnings caused by measuring the fair value of the
loans and the derivative instruments used to economically hedge them without having to apply complex hedge
accounting provisions. In addition, the Company recognizes the fair value of its rights to service a mortgage loan as
revenue upon entering into an interest rate lock loan commitment with a borrower. The fair value of these servicing
rights is included in Lennar Financial Services’ loans held-for-sale as of August 31, 2012 and November 30, 2011. Fair
value of servicing rights is determined based on actual sales of servicing rights on loans with similar characteristics.
Mortgage loan commitments— Fair value of commitments to originate loans is based upon the difference between the
current value of similar loans and the price at which the Lennar Financial Services segment has committed to originate
the loans. The fair value of commitments to sell loan contracts is the estimated amount that the Lennar Financial
Services segment would receive or pay to terminate the commitments at the reporting date based on market prices for
similar financial instruments.
Forward contracts— Fair value is based on quoted market prices for similar financial instruments.
Investments available-for-sale— The fair value of these investments are based on third party valuations.
Gains and losses of Lennar Financial Services financial instruments measured at fair value from initial measurement
and subsequent changes in fair value are recognized in the Lennar Financial Services segment’s operating earnings.
There were no gains or losses recognized for the Lennar Homebuilding investments available-for-sale during both the
three and nine months ended August 31, 2012. The changes in fair values that are included in operating earnings are
shown, by financial instrument and financial statement line item below:

Three Months Ended  Nine Months Ended

August 31, August 31,
(In thousands) 2012 2011 2012 2011
Changes in fair value included in Lennar Financial Services revenues:
Loans held-for-sale $5,403 1,896 7,694 4,590
Mortgage loan commitments $281 2,239 7,466 5,903
Forward contracts $1,478 265 (2,552 ) (6,106 )

Interest income on loans held-for-sale measured at fair value is calculated based on the interest rate of the loan and
recorded in interest income in the Lennar Financial Services’ statement of operations.
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The following table represents a reconciliation of the beginning and ending balance for the Company’s Level 3
recurring fair value measurements (investments available-for-sale) included in the Lennar Homebuilding segment’s
other assets:

Three Months Nine Months

Ended Ended
(In thousands) August 31, 2012
Investments available-for-sale, beginning of period $24.306 42,892
Purchases and other (1) — 20,998
Sales (4,092 ) (10,528 )
Settlements (2) (1,169 ) (34,317 )
Investments available-for-sale, end of period $19,045 19,045

(I)Represents investments in community development district bonds that mature at various dates between 2022 and
2042.

The investments available-for-sale that were settled during both the three and nine months ended August 31, 2012

related to investments in community development district bonds, which were in default by the borrower and

regarding which the Company foreclosed on the underlying real estate collateral. Therefore, these investments

were reclassified from other assets to land and land under development.

The Company’s assets measured at fair value on a nonrecurring basis are those assets for which the Company has

recorded valuation adjustments and write-offs and Rialto Investments real estate owned assets. The fair value included

in the tables below represent only those assets whose carrying value were adjusted to fair value during the respective

periods disclosed. The assets measured at fair value on a nonrecurring basis are summarized below:

2)

Fair Value
Fair Value Three Months
Non-financial assets . Ended Total Losses (1)
Hierarchy
August 31,
2012
(In thousands)
Lennar Homebuilding:
Finished homes and construction in progress (2) Level 3 $8,049 (4,651 )
Rialto Investments:
REO - held-for-sale (3) Level 3 $10,101 (2,682 )
REO - held-and-used, net (4) Level 3 $53,292 (2,006 )

Represents total losses due to valuation adjustments and total losses from acquisitions of real estate through
foreclosure and REO impairments recorded during the three months ended August 31, 2012.
Finished homes and construction in progress with an aggregate carrying value of $12.7 million were written down
to their fair value of $8.0 million, resulting in valuation adjustments of $4.7 million, which were included in
Lennar Homebuilding costs and expenses in the Company’s statement of operations for the three months ended
August 31, 2012.
REO, held-for-sale, assets are initially recorded at fair value less estimated costs to sell at the time of acquisition
through, or in lieu of, loan foreclosure. Upon acquisition, the REO, held-for-sale, had a carrying value of $8.3
million and a fair value of $6.4 million. The fair value of REO, held-for-sale, is based upon the appraised value at
the time of foreclosure or management’s best estimate. The losses upon acquisition of REO, held-for-sale, were
(3)$1.9 million. As part of management’s periodic valuations of its REO, held-for-sale, during the three months ended
August 31, 2012, REO, held-for-sale, with an aggregate value of $4.5 million were written down to their fair value
of $3.7 million, resulting in impairments of $0.8 million. These losses and impairments are included within Rialto
Investments other income (expense), net, in the Company’s statement of operations for the three months ended
August 31, 2012.
(4)REO, held-and-used, net, assets are initially recorded at fair value at the time of acquisition through, or in lieu of,
loan foreclosure. Upon acquisition, the REO, held-and-used, net, had a carrying value of $45.1 million and a fair
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value of $45.0 million. The fair value of REO, held-and-used, net, is based upon the appraised value at the time of
foreclosure or management’s best estimate. The losses upon acquisition of REO, held-and-used, net, were $0.1
million. As part of management’s periodic valuations of its REO, held-and-used, net, during the three months ended
August 31, 2012, REO, held-and-used, net, with an aggregate value of $10.2 million were written down to their fair
value of $8.3 million, resulting in impairments of $1.9 million. These losses and impairments are included within
Rialto Investments other income (expense), net, in the Company’s statement of operations for the three months
ended August 31, 2012.
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Fair Value
Fair Value Three Months
Non-financial assets . Ended Total Losses (1)
Hierarchy
August 31,
2011
(In thousands)
Lennar Homebuilding:
Finished homes and construction in progress (2) Level 3 $18,711 (9,662 )
Investments in unconsolidated entities (3) Level 3 $12,644 (2,077 )
Rialto Investments:
REO - held-for-sale (4) Level 3 $125,881 18,375
REO - held-and-used, net (5) Level 3 $35,246 465

Represents total losses due to valuation adjustments and total gains from acquisitions of real estate through
foreclosure recorded during the three months ended August 31, 2011.

Finished homes and construction in progress with an aggregate carrying value of $28.4 million were written down
to their fair value of $18.7 million, resulting in valuation adjustments of $9.7 million, which were included in
Lennar Homebuilding costs and expenses in the Company’s statement of operations for the three months ended
August 31, 2011.

Lennar Homebuilding investments in unconsolidated entities with an aggregate carrying value of $14.7 million
were written down to their fair value of $12.6 million, resulting in valuation adjustments of $2.1 million, which
were included in Lennar Homebuilding other income (expense), net, in the Company’s statement of operations for
the three months ended August 31, 2011.

REO, held-for-sale, assets are initially recorded at fair value less estimated costs to sell at the time of acquisition
through, or in lieu of, loan foreclosure. Upon acquisition, the REO, held-for-sale, had a carrying value of $107.5
million and a fair value of $125.9 million. The fair value of REO, held-for-sale, is based upon the appraised value
at the time of foreclosure or management’s best estimate. The gains upon acquisition of REO, held-for-sale, were
$18.4 million and are included within Rialto Investments other income (expense), net, in the Company’s statement
of operations for the three months ended August 31, 2011.

REO, held-and-used, net, assets are initially recorded at fair value at the time of acquisition through, or in lieu of,
loan foreclosure. Upon acquisition, the REO, held-and-used, net, had a carrying value of $34.7 million and a fair
value of $35.2 million. The fair value of REO, held-and-used, net, is based upon the appraised value at the time of
foreclosure or management’s best estimate. The gains upon acquisition of REO, held-and-used, net, were $0.5
million and are included within Rialto Investments other income (expense), net, in the Company’s statement of
operations for the three months ended August 31, 2011.
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Fair Value
Fair Value Nine Months
Non-financial assets . Ended Total Losses (1)
Hierarchy
August 31,
2012
(In thousands)
Lennar Homebuilding:
Finished homes and construction in progress (2) Level 3 $10,810 (9,080 )
Land and land under development (3) Level 3 $13,318 (332 )
Rialto Investments:
REO - held-for-sale (4) Level 3 $23,967 (4,870 )
REO - held-and-used, net (5) Level 3 $173,665 (1,051 )

Represents total losses due to valuation adjustments and net losses on REO which includes REO impairments
(1)partially offset by gains from acquisition of real estate through foreclosure recorded during the nine months ended
August 31, 2012.
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Finished homes and construction in progress with an aggregate carrying value of $19.9 million were written down
to their fair value of $10.8 million, resulting in valuation adjustments of $9.1 million, which were included in
Lennar Homebuilding costs and expenses in the Company’s statement of operations for the nine months ended
August 31, 2012.
Land and land under development with an aggregate carrying value of $13.6 million were written down to their fair
value of $13.3 million, resulting in valuation adjustments of $0.3 million, which were included in Lennar
Homebuilding costs and expenses in the Company’s statement of operations for the nine months ended August 31,
2012.
REO, held-for-sale, assets are initially recorded at fair value less estimated costs to sell at the time of acquisition
through, or in lieu of, loan foreclosure. Upon acquisition, the REO, held-for-sale, had a carrying value of $10.2
(4)million and a fair value of $7.8 million. The fair value of REO, held-for-sale, is based upon the appraised value at
the time of foreclosure or management’s best estimate. The losses upon acquisition of REO, held-for-sale, were 2.4
million. As part of management’s

2)

3)
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periodic valuations of its REO, held-for-sale, during the nine months ended August 31, 2012, REO, held-for-sale, with
an aggregate value of $18.6 million were written down to their fair value of $16.2 million, resulting in impairments of
$2.4 million. These losses and impairments are included within Rialto Investments other income (expense), net, in the
Company’s statement of operations for the nine months ended August 31, 2012.

REO, held-and-used, net, assets are initially recorded at fair value at the time of acquisition through, or in
lieu of, loan foreclosure. Upon acquisition, the REO, held-and-used, net, had a carrying value of $150.6
million and a fair value of $154.7 million. The fair value of REO, held-and-used, net, is based upon the
appraised value at the time of foreclosure or management’s best estimate. The gains upon acquisition of
REO, held-and-used, net, were $4.1 million. As part of management’s periodic valuations of its REO,

) held-and-used, net, during the nine months ended August 31, 2012, REO, held-and-used, net, with an
aggregate value of $24.2 million were written down to their fair value of $19.0 million, resulting in
impairments of $5.2 million. These gains and impairments are included within Rialto Investments other
income (expense), net, in the Company’s statement of operations for the nine months ended August 31,
2012.

Fair Value
Fair Value Nine Months
Non-financial assets . Ended Total Losses (1)
Hierarchy
August 31,
2011

(In thousands)

Lennar Homebuilding:

Finished homes and construction in progress (2) Level 3 $25,761 (17,802 )

Investments in unconsolidated entities (3) Level 3 $42,855 (10,489 )

Rialto Investments:

REO - held-for-sale (4) Level 3 $406,090 52,865

REO - held-and-used, net (5) Level 3 $43,980 1,015

Represents total losses due to valuation adjustments and total gains from acquisitions of real estate through
foreclosure recorded during the nine months ended August 31, 2011.
Finished homes and construction in progress with an aggregate carrying value of $43.6 million were written down
to their fair value of $25.8 million, resulting in valuation adjustments of $17.8 million, which were included in
Lennar Homebuilding costs and expenses in the Company’s statement of operations for the three months ended
August 31, 2011.
Lennar Homebuilding investments in unconsolidated entities with an aggregate carrying value of $53.4 million
were written down to their fair value of $42.9 million, resulting in valuation adjustments of $10.5 million, which
were included in Lennar Homebuilding other income (expense), net, in the Company’s statement of operations for
the nine months ended August 31, 2011.
REO, held-for-sale, assets are initially recorded at fair value less estimated costs to sell at the time of acquisition
through, or in lieu of, loan foreclosure. Upon acquisition, the REO, held-for-sale, had a carrying value of $353.2
million and a fair value of $406.1 million. The fair value of REO, held-for-sale, is based upon the appraised value
at the time of foreclosure or management’s best estimate. The gains upon acquisition of REO, held-for-sale, were
$52.9 million and are included within Rialto Investments other income (expense), net, in the Company’s statement
of operations for the nine months ended August 31, 2011.
REO, held-and-used, net, assets are initially recorded at fair value at the time of acquisition through, or in
lieu of, loan foreclosure. Upon acquisition, the REO, held-and-used, net, had a carrying value of $43.0
million and a fair value of $44.0 million. The fair value of REO, held-and-used, net, is based upon the
appraised value at the time of foreclosure or management’s best estimate. The gains upon acquisition of
REO, held-and-used, net, were $1.0 million and are included within Rialto Investments other income
(expense), net, in the Company’s statement of operations for the nine months ended August 31, 2011.
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Finished homes and construction in progress are included within inventories. Inventories are stated at cost unless the
inventory within a community is determined to be impaired, in which case the impaired inventory is written down to
fair value. Inventory costs include land, land development and home construction costs, real estate taxes, deposits on
land purchase contracts and interest related to development and construction. Construction overhead and selling
expenses are expensed as incurred. Homes held-for-sale are classified as inventories until delivered. Land, land
development, amenities and other costs are accumulated by specific area and allocated to homes within the respective
areas. The Company reviews its inventory for indicators of impairment by evaluating each community during each
reporting period. The inventory within each community is categorized as finished homes and construction in progress
or land under development based on the development state of the community. There were 442 and 426 active
communities, excluding unconsolidated entities, as of August 31, 2012 and 2011, respectively. If the undiscounted
cash flows expected to be generated by a community are less than its carrying amount, an impairment charge is
recorded to write down the carrying amount of such community to its estimated fair value.
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In conducting its review for indicators of impairment on a community level, the Company evaluates, among other
things, the margins on homes that have been delivered, margins on homes under sales contracts in backlog, projected
margins with regard to future home sales over the life of the community, projected margins with regard to future land
sales and the estimated fair value of the land itself. The Company pays particular attention to communities in which
inventory is moving at a slower than anticipated absorption pace and communities whose average sales price and/or
margins are trending downward and are anticipated to continue to trend downward. From this review, the Company
identifies communities whose carrying values exceed their undiscounted cash flows.

The Company estimates the fair value of its communities using a discounted cash flow model. The projected cash
flows for each community are significantly impacted by estimates related to market supply and demand, product type
by community, homesite sizes, sales pace, sales prices, sales incentives, construction costs, sales and marketing
expenses, the local economy, competitive conditions, labor costs, costs of materials and other factors for that
particular community. Every division evaluates the historical performance of each of its communities as well as
current trends in the market and economy impacting the community and its surrounding areas. These trends are
analyzed for each of the estimates listed above. For example, since the start of the downturn in the housing market, the
Company has found ways to reduce its construction costs in many communities, and this reduction in construction
costs in addition to change in product type 