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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 10-Q
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.
For the quarterly period ended August 31, 2010.
or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.
For the transition period from [ Jto [ ]
Commission File No. 001-09195
KB HOME

(Exact name of registrant as specified in its charter)

Delaware 95-3666267
(State of incorporation) (IRS employer identification number)
10990 Wilshire Boulevard
Los Angeles, California 90024
(310) 231-4000
(Address and telephone number of principal executive offices)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

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

Yes b No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer p Accelerated filer o Non-accelerated filer o Smaller reporting
company o
(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No p
Indicate the number of shares outstanding of each of the issuer s classes of common stock as of August 31, 2010.
Common stock, par value $1.00 per share: 88,047,838 shares outstanding, including 11,099,923 shares held by the
registrant s Grantor Stock Ownership Trust and excluding 27,095,467 shares held in treasury.

Table of Contents 2



Edgar Filing: KB HOME - Form 10-Q

Table of Contents



Edgar Filing: KB HOME - Form 10-Q

KB HOME
FORM 10-Q
INDEX

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Consolidated Statements of Operations -
Nine Months and Three Months Ended August 31. 2010 and 2009

Consolidated Balance Sheets -
August 31. 2010 and November 30. 2009

Consolidated Statements of Cash Flows -
Nine Months Ended August 31. 2010 and 2009

Notes to Consolidated Financial Statements

Item 2. Management s Discussion and Analysis of Financial Condition and Results of
Operations

Item 3. Quantitative and Qualitative Disclosures About Market Risk
Item 4. Controls and Procedures

PART I1. OTHER INFORMATION

Item 1. Legal Proceedings

Item 1A. Risk Factors
Item 6. Exhibits
SIGNATURES

INDEX OF EXHIBITS

Exhibit 10.60

Exhibit 31.1

Exhibit 31.2

Exhibit 32.1

Exhibit 32.2

EX-101 INSTANCE DOCUMENT

EX-101 SCHEMA DOCUMENT

EX-101 CALCULATION LINKBASE DOCUMENT
EX-101 LABELS LINKBASE DOCUMENT

EX-101 PRESENTATION LINKBASE DOCUMENT

Page
Number

31
52

52

53
53
54
55

56



Edgar Filing: KB HOME - Form 10-Q




Edgar Filing: KB HOME - Form 10-Q

Table of Contents

PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

KB HOME

CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands, Except Per Share Amounts

Total revenues

Homebuilding:

Revenues

Construction and land costs

Selling, general and administrative expenses

Operating income (loss)

Interest income

Interest expense, net of amounts
capitalized/loss on early redemption

Equity in loss of unconsolidated joint
ventures

Homebuilding pretax loss

Financial services:

Revenues

Expenses

Equity in income of unconsolidated joint
venture

Financial services pretax income

Total pretax loss
Income tax benefit

Net loss

Basic and diluted loss per share

Table of Contents

Nine Months Ended August 31,

2010
$ 1,139,033

$ 1,133,846
(945,196)
(233,795)

(45,145)
1,628
(52,108)

(4,679)

(100,304)

5,187
(2,639)
5,946

8,494

(91,810)
5,000

$ (86,810)

$ (1.13)

2009
$ 1,150,282

$ 1,145,014
(1,082,343)
(217,647)

(154,976)
6,410
(35,502)

(47,811)

(231,879)

5,268
(2,569)
8,977

11,676

(220,203)
17,700

$  (202,503)

$ (2.64)

Unaudited)

Three Months Ended August

2010
$ 501,003

$ 498,821
(411,813)
(78,602)

8,406
603
(16,183)

(1,947)

(9,121)

2,182
(754)
996

2,424

(6,697)
5,300

$ (1,397)

$ (.02)

2009
$ 458,451

$ 456,348
(414,575)
(83,878)

(42,105)
1,131
(15,379)

(26,315)

(82,668)

2,103
(915)
4,432

5,620

(77,048)
11,000

$  (66,048)

$ (.87)
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Basic and diluted average shares
outstanding 76,866 76,656 76,909 76,329

Cash dividends declared per common
share $ 1875 $ 1875 $ 0625 $ 0625

See accompanying notes.
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KB HOME
CONSOLIDATED BALANCE SHEETS
(In Thousands  Unaudited)

Assets

Homebuilding:

Cash and cash equivalents

Restricted cash

Receivables

Inventories

Investments in unconsolidated joint ventures
Other assets

Financial services

Total assets

Liabilities and stockholders equity

Homebuilding:

Accounts payable

Accrued expenses and other liabilities
Mortgages and notes payable

Financial services

Common stock

Paid-in capital

Retained earnings

Accumulated other comprehensive loss
Grantor stock ownership trust, at cost
Treasury stock, at cost

Total stockholders equity

Table of Contents

August 31,
2010

$ 919,851
116,384
137,337

1,721,468
101,435
150,610

3,147,085

29,367

$ 3,176,452

$ 288,974
468,398
1,800,919

2,558,291

4,711

115,143
867,505
705,218
(22,244)
(120,629)
(931,543)

613,450

November 30,
2009

$ 1,174,715

114,292
337,930
1,501,394
119,668
154,566

3,402,565

33,424

$ 3,435,989

$ 340,977
560,368
1,820,370

2,721,715

7,050

115,120
860,772
806,443
(22,244)
(122,017)
(930,850)

707,224



Edgar Filing: KB HOME - Form 10-Q
Total liabilities and stockholders equity $ 3,176,452 $ 3,435,989

See accompanying notes.
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KB HOME
CONSOLIDATED STATEMENTS OF CASH FLOWS
Unaudited)

(In Thousands

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash provided (used) by operating

activities:

Equity in (income) loss of unconsolidated joint ventures
Distributions of earnings from unconsolidated joint ventures
Amortization of discounts and issuance costs

Depreciation and amortization

Loss on voluntary termination of revolving credit facility/early redemption of

debt
Tax benefits from stock-based compensation
Stock-based compensation expense

Inventory impairments and land option contract abandonments

Change in assets and liabilities:

Receivables

Inventories

Accounts payable, accrued expenses and other liabilities
Other, net

Net cash provided (used) by operating activities

Cash flows from investing activities:
Investments in unconsolidated joint ventures, net
Purchases of property and equipment, net

Net cash used by investing activities

Cash flows from financing activities:

Change in restricted cash

Proceeds from issuance of senior notes

Payment of senior notes issuance costs

Repayment of senior and senior subordinated notes
Payments on mortgages, land contracts and other loans
Issuance of common stock under employee stock plans
Excess tax benefit associated with exercise of stock options
Payments of cash dividends

Repurchases of common stock

Table of Contents

(86,810) $

(1,267)

10,000
1,605
2,628

1,802
1,599
5,975
16,739

182,762
(149,021)
(147,323)

(2,832)

(164,143)

(1,533)
(642)

(2,175)

(2,092)

(73,371)
1,609
583

(14,415)

(350)

Nine Months Ended August 31,

2010 2009

(202,503)

38,834
7,662
1,111
4,243

976
4,093
2,218

91,469

236,305
170,070
(249,674)

8,413

113,217

(19,971)
(1,245)

(21,216)

11,224

259,737
(4,294)
(453,105)
(78,983)

2,196

(14,295)
(616)

10
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Net cash used by financing activities (88,036) (278,136)
Net decrease in cash and cash equivalents (254,354) (186,135)
Cash and cash equivalents at beginning of period 1,177,961 1,141,518
Cash and cash equivalents at end of period $ 923,607 $ 955,383
See accompanying notes.
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Basis of Presentation and Significant Accounting Policies

The accompanying unaudited consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States for interim financial information and the rules and
regulations of the Securities and Exchange Commission ( SEC ). Accordingly, certain information and footnote
disclosures normally included in the annual financial statements prepared in accordance with generally accepted
accounting principles ( GAAP ) have been condensed or omitted.
In the opinion of KB Home (the Company ), the accompanying unaudited consolidated financial statements
contain all adjustments (consisting only of normal recurring accruals) necessary to present fairly the Company s
consolidated financial position as of August 31, 2010, the results of its consolidated operations for the nine
months and three months ended August 31, 2010 and 2009, and its consolidated cash flows for the nine months
ended August 31, 2010 and 2009. The results of consolidated operations for the nine months and three months
ended August 31, 2010 are not necessarily indicative of the results to be expected for the full year, due to
seasonal variations in operating results and other factors. The consolidated balance sheet at November 30, 2009
has been taken from the audited consolidated financial statements as of that date. These unaudited consolidated
financial statements should be read in conjunction with the audited consolidated financial statements for the year
ended November 30, 2009, which are contained in the Company s Annual Report on Form 10-K for that period.

Use of Estimates

The accompanying unaudited consolidated financial statements have been prepared in conformity with GAAP
and, therefore, include amounts based on informed estimates and judgments of management. Actual results could
differ from these estimates.

Cash and Cash Equivalents and Restricted Cash

The Company considers all highly liquid debt instruments and other short-term investments

purchased with an original maturity of three months or less to be cash equivalents. The majority of

the Company s cash and cash equivalents were invested in money market accounts and U.S.

government securities. Restricted cash of $116.4 million at August 31, 2010 consisted of $91.6

million of cash deposited with various banks that is required as collateral for the Company s

cash-collateralized letter of credit facilities (the LOC Facilities ), and $24.8 million of cash in a

deposit account required as collateral for the mortgages and notes payable associated with a

multi-level residential building the Company is operating as a rental property.

Restricted cash of $114.3 million at November 30, 2009 consisted solely of cash deposited in an interest reserve
account with the administrative agent of the Company s unsecured revolving credit facility (the Credit Facility )
pursuant to the Credit Facility s terms. The Credit Facility was terminated effective March 31, 2010 and the cash
deposited in the interest reserve account was withdrawn.

Loss per share

Basic loss per share is calculated by dividing the net loss by the average number of common shares outstanding
for the period. Diluted loss per share is calculated by dividing the net loss by the average number of common
shares outstanding including all potentially dilutive shares issuable under outstanding stock options. All
outstanding stock options were excluded from the diluted loss per share calculation for the three months and nine
months ended August 31, 2010 and 2009 because the effect of their inclusion would be antidilutive, or would
decrease the reported loss per share.

Comprehensive loss
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The Company s comprehensive loss was $1.4 million for the three months ended August 31, 2010 and

$66.0 million for the three months ended August 31, 2009. The Company s comprehensive loss was $86.8 million
for the nine months ended August 31, 2010 and $202.5 million for the nine months ended August 31, 2009. The
accumulated balances of other comprehensive loss in the consolidated balance sheets as of August 31, 2010 and
November 30, 2009 are comprised solely of adjustments recorded directly to accumulated other comprehensive
loss in accordance with Accounting Standards Codification Topic No. 715, Compensation Retirement Benefits
( ASC 715 ). ASC 715 requires an employer to
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Basis of Presentation and Significant Accounting Policies (continued)
recognize the funded status of defined postretirement benefit plans as an asset or liability on the balance sheet and
requires any unrecognized prior service costs and actuarial gains/losses to be recognized in accumulated other
comprehensive income (loss).
Reclassifications
Certain amounts in the consolidated financial statements of prior periods have been reclassified to conform to the
2010 presentation.
2. Stock-Based Compensation
The Company adopted the fair value recognition provisions of Accounting Standards Codification Topic No. 718,
Compensation  Stock Compensation ( ASC 718 ), using the modified prospective transition method effective
December 1, 2005. ASC 718 requires a public entity to measure compensation cost associated with awards of
equity instruments based on the grant-date fair value of the awards over the requisite service period. ASC 718
requires public entities to initially measure compensation cost associated with awards of liability instruments
based on their current fair value. The fair value of each such award is to be remeasured subsequently at each
reporting date through the settlement date. Changes in fair value during the requisite service period are
recognized as compensation cost over that period.
Stock Options
In accordance with ASC 718, the Company estimates the grant-date fair value of its stock options using the
Black-Scholes option-pricing model, which takes into account assumptions regarding the dividend yield, the
risk-free interest rate, the expected stock-price volatility and the expected term of the stock options. The
following table summarizes the stock options outstanding and stock options exercisable as of August 31, 2010, as
well as stock options activity during the nine months then ended:
Weighted
Average
Exercise
Options Price
Options outstanding at beginning of period 5,711,701 $ 27.39
Granted 1,363,532 18.40
Exercised (23,000) 13.95
Cancelled (274,683) 18.80
Options outstanding at end of period 6,777,550 25.97
Options exercisable at end of period 4,568,939 30.39

As of August 31, 2010, the weighted average remaining contractual life of stock options outstanding and stock
options exercisable was 7.7 years and 7.2 years, respectively. There was $4.5 million of total unrecognized
compensation cost related to unvested stock option awards as of August 31, 2010. For the three months ended

Table of Contents 14
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August 31, 2010 and 2009, stock-based compensation expense associated with stock options totaled $1.4 million
and $.5 million, respectively. For the nine months ended August 31, 2010 and 2009, compensation expense
associated with stock options totaled $4.3 million and $1.4 million, respectively. The aggregate intrinsic value of
stock options outstanding and stock options exercisable were each less than $.1 million as of August 31, 2010.
(The intrinsic value of a stock option is the amount by which the market value of a share of the underlying
common stock exceeds the exercise price of the stock option.)

On August 13, 2010, the Company consummated an exchange offer (the Exchange Offer ) pursuant to which
eligible employees of the Company had the opportunity to exchange their outstanding cash-settled stock
appreciation rights ( SARs ) granted on October 2, 2008 and January 22, 2009 for non-qualified options to
purchase shares of KB Home

Table of Contents 15
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
2. Stock-Based Compensation (continued)

common stock granted under the KB Home 2010 Equity Incentive Plan (the 2010 Plan ). Each stock option
granted in exchange for a SAR had an exercise price equal to the SAR s exercise price and the same number of
underlying shares, vesting schedule and expiration date as each such SAR. The Exchange Offer did not include a
re-pricing or any other changes impacting the value to the employees. The Company conducted the Exchange
Offer in an effort to reduce the overall degree of variability in the expense recorded for employee equity-based
compensation by replacing the SARs, which are accounted for as liability instruments, with stock options, which
are accounted for as equity instruments.
Pursuant to the Exchange Offer, 19 eligible employees returned to the Company a total of 1,116,030 SARs, and
those SARs were cancelled on August 13, 2010 in exchange for corresponding grants of stock options to 18 of
those employees to purchase an aggregate of 1,073,737 shares of KB Home common stock at $19.90 per share
and one grant of stock options to one employee to purchase 42,293 shares of KB Home common stock at $11.25
per share. The 1,116,030 stock options granted pursuant to the Exchange Offer are included in the stock options
granted total in the above table.

Other Stock-Based Awards

From time to time, the Company grants restricted stock, phantom shares and SARs to various employees. The
Company recognized total compensation income of $5.3 million in the three months ended August 31, 2010 and
total compensation expense of $6.6 million in the three months ended August 31, 2009 related to these
stock-based awards. The Company recognized total compensation income of $.4 million in the nine months
ended August 31, 2010 and total compensation expense of $13.5 million in the nine months ended August 31,
20009 related to these stock-based awards.

Approval of the KB Home 2010 Equity Incentive Plan

At the Company s Annual Meeting of Stockholders held on April 1, 2010, the Company s stockholders approved

the 2010 Plan, authorizing, among other things, the issuance of up to 3,500,000 shares of the Company s common

stock for grants of stock-based awards to employees, non-employee directors and consultants of the Company.

This pool of shares includes all of the shares that were available for grant as of April 1, 2010 under the Company s

2001 Stock Incentive Plan, and no new awards may be made under the 2001 Stock Incentive Plan. Accordingly,

as of April 1, 2010, the 2010 Plan became the Company s only active equity compensation plan. Under the 2010

Plan, grants of stock options and other similar awards reduce the 2010 Plan s share capacity on a 1-for-1 basis,

and grants of restricted stock and other similar full value awards reduce the 2010 Plan s share capacity on a

1.78-for-1 basis. In addition, subject to the 2010 Plan s terms and conditions, a stock-based award may also be

granted under the 2010 Plan to replace an outstanding award granted under another Company plan (subject to the

terms of such other plan) with terms substantially identical to those of the award being replaced. The 2010 Plan

was filed as an exhibit to the Company s Quarterly Report on Form 10-Q for the quarter ended February 28, 2010.
3. Segment Information

As of August 31, 2010, the Company had identified five reporting segments, comprised of four homebuilding

reporting segments and one financial services reporting segment, within its consolidated operations in accordance

with Accounting Standards Codification Topic No. 280, Segment Reporting. As of August 31, 2010, the

Company s homebuilding reporting segments conducted ongoing operations in the following states:

West Coast: California

Southwest: Arizona and Nevada

Central: Colorado and Texas

Southeast: Florida, Maryland, North Carolina, South Carolina and Virginia

Table of Contents 16
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The Company s homebuilding reporting segments are engaged in the acquisition and development of land
primarily for residential purposes and offer a wide variety of homes that are designed to appeal to first-time,
move-up and active adult homebuyers.

Table of Contents
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
3. Segment Information (continued)
The Company s homebuilding reporting segments were identified based primarily on similarities in economic and
geographic characteristics, product types, regulatory environments, methods used to sell and construct homes and
land acquisition characteristics. The Company evaluates segment performance primarily based on segment pretax
results.
The Company s financial services reporting segment provides title and insurance services to the Company s
homebuyers. This segment also provides mortgage banking services to the Company s homebuyers indirectly
through KBA Mortgage, LLC ( KBA Mortgage ), an unconsolidated joint venture with a subsidiary of Bank of
America, N.A. The Company s financial services reporting segment conducts operations in the same markets as
the Company s homebuilding reporting segments.
The Company s reporting segments follow the same accounting policies used for the Company s consolidated
financial statements. 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, nor are they
indicative of the results to be expected in future periods.
The following tables present financial information relating to the Company s reporting segments (in thousands):
Nine Months Ended August Three Months Ended August
31, 31,
2010 2009 2010 2009
Revenues:
West Coast $ 483,383 $ 495249 § 211,294 $ 205,071
Southwest 149,364 149,214 55,914 52,768
Central 314,786 277,444 140,035 116,689
Southeast 186,313 223,107 91,578 81,820
Total homebuilding revenues 1,133,846 1,145,014 498,821 456,348
Financial services 5,187 5,268 2,182 2,103
Total revenues $ 1,139,033 $ 1,150,282 $ 501,003 $ 458,451
Pretax income (loss):
West Coast $ 31,080 $ (49,573) % 15,024 $ 2,848
Southwest (11,799) (31,113) (1,802) (5,167)
Central (3,666) (27,123) 5,441 (16,610)
Southeast (42,114) (60,331) (10,853) (30,690)
Corporate and other (a) (73,805) (63,739) (16,931) (33,049)
Total homebuilding pretax loss (100,304) (231,879) (9,121) (82,668)
Financial services 8,494 11,676 2,424 5,620
Total pretax loss $ (91,810) $ (220,203) $ (6,697) $  (77,048)

Table of Contents 18
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Equity in income (loss) of unconsolidated
joint ventures:

West Coast

Southwest

Central

Southeast

Total

(a) Corporate and
other includes
corporate
general and
administrative
expenses.

$

877 $ (7,852)

(6,457) (13,346)
506
901 (27,119)

(4,679) $ (472811

$

$

230
2,177)

(1,947)

$

$

188
(3,404)

(23,099)

(26,315)

Table of Contents
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
3. Segment Information (continued)
Nine Months Ended August Three Months Ended August
31, 31,
2010 2009 2010 2009

Inventory impairments:
West Coast $ 2,630 $ 16,182  $ 1,434 $ 7,779
Southwest 962 13,267
Central 16,286 14,669
Southeast 4,677 7,193 333
Total $ 8,269 $ 52,928 $ 1,434 $ 22,781
Land option contract abandonments:
West Coast $ 722 $ 27,679 $ 722 $
Southwest
Central 6,340
Southeast 1,408 10,862 1,221 1,708
Total $ 8,470 $ 38,541 $ 1,943 $ 1,708
Joint venture impairments:
West Coast $ $ 7,190 $ $
Southwest 5,426
Central
Southeast 25,369 23,183
Total $ $ 37,985 $ $ 23,183

August 31, November 30,

2010 2009

Assets:
West Coast $ 970,457 $ 838,510
Southwest 377,763 346,035
Central 349,750 357,688
Southeast 397,755 361,551
Corporate and other 1,051,360 1,498,781
Total homebuilding assets 3,147,085 3,402,565
Financial services 29,367 33,424
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Total assets $ 3,176,452 $ 3,435,989

Investments in unconsolidated joint ventures:

West Coast $ 38,694 $ 54,795

Southwest 54,575 56,779

Central

Southeast 8,166 8,094

Total $ 101,435 $ 119,668
10
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
4. Financial Services
The following tables present financial information relating to the Company s financial services reporting segment
(in thousands):

Nine Months Ended August Three Months Ended August
31, 31,
2010 2009 2010 2009

Revenues
Interest income $ 4 $ 29 $ 2 $ 1
Title services 736 740 350 292
Insurance commissions 4,447 4,499 1,830 1,810
Total 5,187 5,268 2,182 2,103
Expenses
General and administrative (2,639) (2,569) (754) 915)
Operating income 2,548 2,699 1,428 1,188
Equity in income of unconsolidated joint
venture 5,946 8,977 996 4,432
Pretax income $ 8,494 $ 11,676 $ 2,424 $ 5,620

August 31, November 30,

2010 2009

Assets
Cash and cash equivalents $ 3,756 $ 3,246
Receivables 873 1,395
Investment in unconsolidated joint venture 24,694 28,748
Other assets 44 35
Total assets $ 29,367 $ 33,424
Liabilities
Accounts payable and accrued expenses $ 4,711 $ 7,050
Total liabilities $ 4711 $ 7,050

5. Inventories
Inventories consisted of the following (in thousands):
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August 31, November 30,
2010 2009
Homes, lots and improvements in production $ 1,282,013 $ 1,091,851
Land under development 439,455 409,543
Total $ 1,721,468 $ 1,501,394
11
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
5. Inventories (continued)

The Company s interest costs were as follows (in thousands):

Nine Months Ended August Three Months Ended August
31, 31,
2010 2009 2010 2009
Capitalized interest at beginning of period $ 291,279 $ 361,619 $ 275,405 $ 355,401
Capitalized interest related to consolidation of
previously unconsolidated joint ventures 9,914
Interest incurred (a) 91,907 88,168 30,001 30,891
Interest expensed (a) (52,108) (35,502) (16,183) (15,379)
Interest amortized (79,454) (78,832) (27,685) (35,460)
Capitalized interest at end of period (b) $ 261,538 $ 335453 $ 261,538 $ 335453

(a) Amounts for the
nine months
ended
August 31, 2010
include a total
of $1.8 million
of debt issuance
costs written off
in connection
with the
Company s
voluntary
reduction of the
aggregate
commitment
under the Credit
Facility from
$650.0 million
to
$200.0 million
during the first
quarter of 2010
and the
voluntary
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termination of
the Credit
Facility during
the second
quarter of 2010.
Amounts for the
three months
and nine months
ended

August 31, 2009
include a

$1.0 million loss
on the early
redemption of
debt.

(b) Inventory

impairment

charges are

recognized

against all

inventory costs

of a community,

such as land,

land

improvements,

costs of home

construction and

capitalized

interest.

Capitalized

interest amounts

presented in the

table reflect the

gross amount of

capitalized

interest because

impairment

charges

recognized are

not generally

allocated to

specific

components of

inventory.
6. Inventory Impairments and I.and Option Contract Abandonments
Each land parcel or community in the Company s owned inventory is assessed to determine if indicators of potential
impairment exist. Impairment indicators are assessed separately for each land parcel or community on a quarterly
basis and include, but are not limited to: significant decreases in sales rates, average selling prices, volume of homes
delivered, gross margins on homes delivered or projected margins on homes in backlog or future housing sales;
significant increases in budgeted land development and construction costs or cancellation rates; or projected losses on
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expected future land sales. If indicators of potential impairment exist for a land parcel or community, the identified
inventory is evaluated for recoverability in accordance with Accounting Standards Codification Topic No. 360,
Property, Plant and Equipment ( ASC 360 ). When an indicator of potential impairment is identified, the Company tests
the asset for recoverability by comparing the carrying amount of the asset to the undiscounted future net cash flows
expected to be generated by the asset. The undiscounted future net cash flows are impacted by trends and factors
known to the Company at the time they are calculated and the Company s expectations related to: market supply and
demand, including estimates concerning average selling prices; sales and cancellation rates; and anticipated land
development, construction and overhead costs to be incurred. These estimates, trends and expectations are specific to
each land parcel or community and may vary among land parcels or communities.
A real estate asset is considered impaired when its carrying amount is greater than the undiscounted future net cash
flows the asset is expected to generate. Impaired real estate assets are written down to fair value, which is primarily
based on the estimated future cash flows discounted for inherent risk associated with each asset. These discounted
cash flows are impacted by: the risk-free rate of return; expected risk premium based on estimated land development,
construction and delivery timelines; market risk from potential future price erosion; cost uncertainty due to
development or construction cost increases; and other risks specific to the asset or conditions in the market in which
the asset is located at the time the assessment is made. These factors are specific to each land parcel or community and
may vary among land parcels or communities.

12
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
6. Inventory Impairments and L.and Option Contract Abandonments (continued)
Based on the results of its evaluations, the Company recognized $1.4 million of pretax, noncash inventory impairment
charges in the three months ended August 31, 2010 and $22.8 million of such charges in the three months ended
August 31, 2009. In the nine months ended August 31, 2010 and 2009, the Company recognized pretax, noncash
inventory impairment charges of $8.2 million and $52.9 million, respectively. As of August 31, 2010, the aggregate
carrying value of inventory impacted by pretax, noncash inventory impairment charges was $479.2 million,
representing 86 communities and various other land parcels. As of November 30, 2009, the aggregate carrying value
of inventory impacted by pretax, noncash inventory impairment charges was $603.9 million, representing 128
communities and various other land parcels.
The Company s optioned inventory is assessed to determine whether it continues to meet the Company s internal
investment standards and marketing strategy. Assessments are made separately for each optioned parcel on a quarterly
basis and are affected by, among other factors: current and/or anticipated sales rates, average selling prices and home
delivery volume; estimated land development and construction costs; and projected profitability on expected future
housing or land sales. When a decision is made not to exercise certain land option contracts due to market conditions
and/or changes in market strategy, the Company writes off the costs, including non-refundable deposits and
pre-acquisition costs, related to the abandoned projects. Based on the results of its assessments, the Company
recognized $1.9 million of land option contract abandonment charges in the three months ended August 31, 2010 and
$1.7 million of such charges in the three months ended August 31, 2009. In the nine months ended August 31, 2010
and 2009, the Company recognized land option contract abandonment charges of $8.5 million and $38.5 million,
respectively.
The inventory impairment and land option contract abandonment charges are included in construction and land costs
in the Company s consolidated statements of operations.
Due to the judgment and assumptions applied in the estimation process with respect to inventory impairments and
land option contract abandonments, it is possible that actual results could differ substantially from those estimated.
7.  Fair Value Disclosures
Accounting Standards Codification Topic No. 820, Fair Value Measurements and Disclosures, provides a framework
for measuring the fair value of assets and liabilities under GAAP and establishes a fair value hierarchy that requires an
entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair
value. The fair value hierarchy can be summarized as follows:
Level 1 Fair value determined based on quoted prices in active markets for identical assets or liabilities.

Level 2 Fair value determined using significant observable inputs, such as quoted prices for similar assets or
liabilities or quoted prices for identical or similar assets or liabilities in markets that are not active,
inputs other than quoted prices that are observable for the asset or liability, or inputs that are derived
principally from or corroborated by observable market data, by correlation or other means.

Level 3 Fair value determined using significant unobservable inputs, such as pricing models, discounted cash
flows, or similar techniques.

13
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7. Fair Value Disclosures (continued)

The following table presents the Company s assets measured at fair value on a nonrecurring basis (in thousands):

Fair Value Measurements Using
Quoted Significant

Prices in Other Significant
Nine Months Active Observable  Unobservable
Ended Markets Inputs Inputs
August 31, 2010 Total
Description (a) (Level 1) (Level 2) (Level 3) Losses
Long-lived assets held and used $ 6,609 $ $ $ 6,609 $ (8,269)

(a) Amount
represents the
aggregate fair
values for
communities
where the
Company
recognized
noncash
inventory
impairment
charges during
the period, as of
the date that the
fair value
measurements
were made. The
carrying value
for these
communities
may have
subsequently
increased or
decreased from
the fair value
reflected due to
activity that has
occurred since
the
measurement
date.

In accordance with the provisions of ASC 360, long-lived assets held and used with a carrying amount of

$14.9 million were written down to their fair value of $6.6 million during the nine months ended August 31, 2010,
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resulting in noncash inventory impairment charges of $8.2 million.

The fair values for long-lived assets held and used, determined using Level 3 inputs, were primarily based on the
estimated future cash flows discounted for inherent risk associated with each asset. These discounted cash flows are
impacted by: the risk-free rate of return; expected risk premium based on estimated land development, construction
and delivery timelines; market risk from potential future price erosion; cost uncertainty due to development or
construction cost increases; and other risks specific to the asset or conditions in the market in which the asset is
located at the time the assessment is made. These factors are specific to each land parcel or community and may vary
among land parcels or communities.

The following table presents the carrying values and estimated fair values of the Company s financial instruments,
except those for which the carrying values approximate fair values (in thousands):

August 31, 2010 November 30, 2009
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
Financial Liabilities:
Senior notes due 2011 at 6 3/8% $ 99,886 $ 101,250 $ 99,800 $ 100,250
Senior notes due 2014 at 5 3/4% 249,463 233,750 249,358 234,375
Senior notes due 2015 at 5 7/8% 299,018 273,750 298,875 276,000
Senior notes due 2015 at 6 1/4% 449,733 411,750 449,698 419,063
Senior notes due 2017 at 9.1% 260,231 266,325 259,884 276,263
Senior notes due 2018 at 7 1/4% 298,866 273,000 298,787 281,250

The fair values of the Company s senior notes are estimated based on quoted market prices.
The carrying amounts reported for cash and cash equivalents, restricted cash, and mortgages and land contracts due to
land sellers and other loans approximate fair values.
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(Unaudited)
8. Variable Interest Entities
In June 2009, the Financial Accounting Standards Board ( FASB ) revised the authoritative guidance for determining
the primary beneficiary of a variable interest entity (  VIE ). In December 2009, the FASB issued Accounting Standards
Update No. 2009-17, Improvements to Financial Reporting by Enterprises Involved with Variable Interest Entities
( ASU 2009-17 ), which provided amendments to Accounting Standards Codification Topic No. 810, Consolidation
( ASC 810 ) to reflect the revised guidance. The amendments to ASC 810 replaced the quantitative-based risk and
rewards calculation for determining which reporting entity, if any, has a controlling interest in a VIE with an approach
focused on identifying which reporting entity has the power to direct the activities of a VIE that most significantly
impact the VIE s economic performance and (i) the obligation to absorb losses of the VIE or (ii) the right to receive
benefits from the VIE. The amendments also require additional disclosures about a reporting entity s involvement with
VIEs. The Company adopted the amended provisions of ASC 810 effective December 1, 2009. The adoption of the
amended provisions of ASC 810 did not have a material effect on the Company s consolidated financial position or
results of operations.
The Company participates in joint ventures from time to time for the purpose of conducting land acquisition,
development and/or other homebuilding activities. Its investments in these joint ventures may create a variable interest
in a VIE, depending on the contractual terms of the arrangement. The Company analyzes its joint ventures in
accordance with ASC 810 to determine whether they are VIEs and, if so, whether the Company is the primary
beneficiary. All of the Company s joint ventures at August 31, 2010 and November 30, 2009 were determined under
the provisions of ASC 810 applicable at each such date to be unconsolidated joint ventures, either because they were
not VIEs or, if they were VIEs, the Company was not the primary beneficiary of the VIEs.
In the ordinary course of its business, the Company enters into land option contracts, or similar contracts, to procure
land for the construction of homes. The use of such land option and other similar contracts generally allows the
Company to reduce the risks associated with direct land ownership and development, reduces the Company s capital
and financial commitments, including interest and other carrying costs, and minimizes the amount of the Company s
land inventories on its consolidated balance sheets. Under such contracts, the Company will pay a specified option
deposit or earnest money deposit in consideration for the right to purchase land in the future, usually at a
predetermined price. Under the requirements of ASC 810, certain of these contracts may create a variable interest for
the Company, with the land seller being identified as a VIE.
In compliance with ASC 810, the Company analyzes its land option and other similar contracts to determine whether
the corresponding land sellers are VIEs and, if so, whether the Company is the primary beneficiary. Although the
Company does not have legal title to the optioned land, ASC 810 requires the Company to consolidate a VIE if the
Company is determined to be the primary beneficiary. As a result of its analyses, the Company determined that as of
August 31, 2010 it was not the primary beneficiary of any VIEs from which it is purchasing land under land option or
other similar contracts. Since adopting the amended provisions of ASC 810, in determining whether it is the primary
beneficiary, the Company considers, among other things, whether it has the power to direct the activities of the VIE
that most significantly impact the VIE s economic performance. Such activities would include, among other things,
determining or limiting the scope or purpose of the VIE, selling or transferring property owned or controlled by the
VIE, or arranging financing for the VIE. The Company also considers whether it has the obligation to absorb losses of
the VIE or the right to receive benefits from the VIE.
Based on its analyses as of November 30, 2009, which were performed before the Company adopted the amended
provisions of ASC 810, the Company determined that it was the primary beneficiary of certain VIEs from which it
was purchasing land under land option or other similar contracts and, therefore, consolidated such VIEs. Prior to its
adoption of the amended provisions of ASC 810, in determining whether it was the primary beneficiary, the Company
considered, among other things, the size of its deposit relative to the contract price, the risk of obtaining land
entitlement approval, the risk associated with land development required under the land option or other similar
contract, and the risk of changes in the market value of the optioned land during the contract period. The consolidation
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of VIEs in which the Company determined it was the primary beneficiary increased inventories, with a corresponding
increase to accrued expenses and other liabilities, on the Company s consolidated balance sheet by $21.0 million at
November 30, 2009. The liabilities related to the Company s consolidation of VIEs from which it has arranged to
purchase land under option and other similar contracts represent the difference between the purchase price of land not
yet purchased and the Company s cash deposits. The Company s cash deposits related to these land option and other
similar contracts totaled $4.1 million at November 30, 2009. Creditors, if any, of these VIEs have no recourse against
the Company.
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8. Variable Interest Entities (continued)
As of August 31, 2010, the Company had cash deposits totaling $2.3 million associated with land option and other
similar contracts that the Company determined to be unconsolidated VIEs, having an aggregate purchase price of
$92.3 million, and had cash deposits totaling $15.0 million associated with land option and other similar contracts that
the Company determined were not VIEs, having an aggregate purchase price of $328.0 million.
The Company s exposure to loss related to its land option and other similar contracts with third parties and
unconsolidated entities consisted of its non-refundable deposits, which totaled $17.3 million at August 31, 2010 and
$9.6 million at November 30, 2009. In addition, the Company had outstanding letters of credit of $4.4 million at
August 31, 2010 and $8.7 million at November 30, 2009 in lieu of cash deposits under certain land option or other
similar contracts.
The Company also evaluates its land option and other similar contracts in accordance with Accounting Standards
Codification Topic No. 470, Debt ( ASC 470 ), and, as a result of its evaluations, increased inventories, with a
corresponding increase to accrued expenses and other liabilities, on its consolidated balance sheets by $19.5 million at
August 31, 2010 and $36.1 million at November 30, 2009.
9. Investments in Unconsolidated Joint Ventures
The Company participates in unconsolidated joint ventures that conduct land acquisition, development and/or other
homebuilding activities in various markets, typically where the Company s homebuilding operations are located. The
Company s partners in these unconsolidated joint ventures are unrelated homebuilders, land developers and other real
estate entities, or commercial enterprises. Through these unconsolidated joint ventures, the Company seeks to reduce
and share market and development risks and to reduce its investment in land inventory, while potentially increasing
the number of homesites it controls or will own. In some instances, participating in unconsolidated joint ventures
enables the Company to acquire and develop land that it might not otherwise have access to due to a project s size,
financing needs, duration of development or other circumstances. While the Company views its participation in
unconsolidated joint ventures as beneficial to its homebuilding activities, it does not view such participation as
essential.
The Company and/or its unconsolidated joint venture partners typically obtain options or enter into other
arrangements to have the right to purchase portions of the land held by the unconsolidated joint ventures. The prices
for these land options or other arrangements are generally negotiated prices that approximate fair value. When an
unconsolidated joint venture sells land to the Company s homebuilding operations, the Company defers recognition of
its share of such unconsolidated joint venture earnings until a home sale is closed and title passes to a homebuyer, at
which time the Company accounts for those earnings as a reduction of the cost of purchasing the land from the
unconsolidated joint venture.
The Company and its unconsolidated joint venture partners make initial or ongoing capital contributions to these
unconsolidated joint ventures, typically on a pro rata basis. The obligations to make capital contributions are governed
by each unconsolidated joint venture s respective operating agreement and related documents.
Each unconsolidated joint venture is obligated to maintain financial statements in accordance with GAAP. The
Company shares in profits and losses of these unconsolidated joint ventures generally in accordance with its
respective equity interests. In some instances, the Company recognizes profits and losses that differ from its pro rata
share of profits and losses recognized by an unconsolidated joint venture. Such differences may arise from
impairments recognized by the Company related to its investment in an unconsolidated joint venture which differ
from the recognition of impairments by the unconsolidated joint venture, differences between the Company s basis in
assets transferred to an unconsolidated joint venture and the unconsolidated joint venture s basis in those assets, the
deferral of unconsolidated joint venture profits from land sales to the Company, or other items.
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9. Investments in Unconsolidated Joint Ventures (continued)
The following table presents information from the combined condensed statements of operations of the Company s
unconsolidated joint ventures (in thousands):

Nine Months Ended August Three Months Ended August
31, 31,
2010 2009 2010 2009
Revenues $ 110,455 $ 47,810 $ 10,376 $ 13,603
Construction and land costs (109,929) (100,911) (9,194) (50,540)
Other expenses, net (14,173) (39,216) (5,336) (16,123)
Loss $  (13,647) $  (92317) $ (4,154) $  (53,060)

With respect to the Company s investment in unconsolidated joint ventures, its equity in loss of unconsolidated joint
ventures for the three months and nine months ended August 31, 2009 included pretax, noncash impairment charges
of $23.2 million and $38.0 million, respectively. There were no such charges for the three months or nine months
ended August 31, 2010. Due to the judgment and assumptions applied in the estimation process with respect to joint
venture impairments, it is possible that actual results could differ substantiall