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PART I
Item 1. BUSINESS

General

KB Home is one of the largest and most recognizatdbuilding companies in the U.S. and has beerlibgilhomes for nearly 60 years.
construct and sell homes through our operatingsitims under the name KB Home. Unless the contelktates otherwise, the terms “we,” “ouahc
“us” used in this report refer to KB Home, a Delagvaorporation, and its predecessors and subgdiari

Beginning in 1957 and continuing until 1986, oursimess was conducted by various subsidiaries ofrKan and Broad, Inc. (“KBI"and it
predecessors. In 1986, KBI transferred all of @skbuilding and mortgage banking operations té&shsertly after the transfer, we completed an ir
public offering of 8% of our common stock and beggerating under the name Kaufman and Broad HompdZation. In 1989, we were spuarfif
from KBI and became an independent public compbam2001, we changed our name to KB Home.

Our homebuilding operations offer a variety of neames designed primarily for first-time, mowup-and active adult homebuyers, incluc
attached and detached single-family residential @mrtownhomes and condominiums. We offer homesireldpment communities, at urbanfith-
locations and as part of mixed-use projects. |a thport, we use the term “home” to refer to a lskigmily residence, whether it is a sindtemnily
home or other type of residential property, anduse the term “communitytb refer to a single development in which homescarestructed as part
an integrated plan.

Through our four homebuilding reporting segments, delivered 7,215 homes at an average selling @ficg328,400during the year end
November 30, 201, compared to 7,145 homes delivered at an averalijiagsprice of $291,700 during the year ended Nwoler 30, 2013 Oul
homebuilding operations represent most of our lssipaccounting for 99.5% of our total revenue0itd and 99.4% of our total revenues in 2013 .

Our financial services reporting segment offergpprty and casualty insurance and, in certain icgtgnearthquake, flood and personal proj
insurance to our homebuyers in the same marketsimsomebuilding reporting segmentand provides title services in the majority of ooarket:
located within our Central and Southeast homelngldeporting segmenttn addition, since July 2014, this segment hasreffanortgage banki
services, including residential consumer mortgampm | (“mortgage loan”priginations, to our homebuyers indirectly througleme Communit
Mortgage, LLC (“HCM”). HCM is an unconsolidated fiiventure we formed in January 2013 with Nationstbortgage LLC (“Nationstar).
Beginning early in 2012 and continuing until HGMoperational launch, Nationstar was our prefemedtgage lender, offering mortgage banl
services, including mortgage loan originationsotio homebuyers, and our financial services repgisiegment earned revenues from the perforn
of certain marketing services under an agreemetiit Mationstar. Our financial services operationsoaated for .5% of our total revenues2@l1<
and .6% of our total revenues in 2013 .

For the year ended November 30, 2014 , we generati@devenues of $2.40 billion and net incom&®18.3 million, compared to total revent
of $2.10 billion and net income of $40.0 milliorr ine year ended November 30, 2013 .

Our principal executive offices are located at M%Yilshire Boulevard, Los Angeles, California 90024e telephone number of our corpo
headquarters is (310) 23D00 and our primary website address is www.kbhoame. In addition, community location and informatiis available ¢
(888) KB-HOMES.

Markets

Reflecting the geographic reach of our homebuildioginess, as of the date of this report, our anggprincipal operations are in the 10 states
40 major markets presented below. We also opematarious submarkets within these major marketsmRime to time, we refer to these markets
submarkets collectively as our “served markets. feporting purposes, we organize our homebuildipgrations into four segments West Coas
Southwest, Central and Southeast.
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Segment State(s)

Major Market(s)

West Coast  California

Southwest Arizona
Nevada

Central Colorado
New Mexico
Texas

Southeast Florida

Maryland
North Carolina
Virginia

Contra Costa County, Fresno, Los Angeles, Madea#la®d, Orange County, Riverside, Sacramento,

San Bernardino, San Diego, San Francisco, San Saséa Rosa-Petaluma, Stockton, Vallejo, VentudaYarba
City

Phoenix and Tucson

Las Vegas

Denver

Albuquerque

Austin, Dallas, Fort Worth, Houston and San Antonio

Daytona Beach, Jacksonville, Lakeland, OrlandonR@bast, Punta Gorda, Sarasota, Sebastian-Verd Beakc
Tampa

Baltimore and Rockville
Raleigh
Washington, D.C.

Segment Operating Informatiomhe following table presents certain operating finfation for our homebuilding reporting segmentstfa year
ended November 30, 2014 , 2013 and 2012 (dollamsliions, except average selling price):

Years Ended November 30,

2014 2013 2012
West Coast:
Homes delivered 1,91z 2,17¢ 1,94f
Percentage of total homes delivered 27% 31% 31%
Average selling price $ 569,70 % 467,80 % 388,30(
Total revenues (a) $ 1,089.¢ $ 1,020.: $ 755.1
Southwest:
Homes delivered 73€ 73¢ 68¢
Percentage of total homes delivered 10% 10% 11%
Average selling price $ 271,100 $ 237,50 $ 193,90(
Total revenues $ 1998 $ 1752 $ 132.¢
Central:
Homes delivered 3,09¢ 2,841 2,56¢
Percentage of total homes delivered 43% 40% 41%
Average selling price $ 223,800 % 198,900 $ 170,10(
Total revenues (a) $ 698.2 $ 565.1 $ 436.¢
Southeast:
Homes delivered 1,46¢ 1,387 1,08¢
Percentage of total homes delivered 20% 19% 17%
Average selling price $ 263,60( $ 233,90 $ 206,20(
Total revenues (a) $ 401.¢  $ 324 % 224.%
Total:
Homes delivered 7,21t 7,14¢ 6,28z
Average selling price $ 328,400 $ 291,70 % 246,50(
Total revenues (a) $ 2,389t $ 2,085.( $ 1,548.:

(a) Total revenues include revenues from housing amdl $ales
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Unconsolidated Joint VentureShe above table does not include homes delivereg\@nues from unconsolidated joint ventures incivhive
participate. These unconsolidated joint venturepuise and develop land in various markets wherehmmebuilding operations are located ani
some cases, build and deliver homes on the lanelajesd.

Strategy

Since 1997, we have followed the principles of perational business model that we call KBnxt. KBpedvides the core framework under wt
we have established the primary operational arategiic goals for our homebuilding business. Weelrelithe principles of KBnxt set us apart fi
other high-production homebuilders and providefthendation for our long-term growth.

KBnxt. With KBnxt, we seek to generate improved opetpgfficiencies and return on investment throughsaiplined, fact-based and process-
driven approach to homebuilding that is foundedcaaronstant and systematic assessment of consuefergirces and market opportunities. The
principles of KBnxt include the following:

e gaining a detailed understanding of consumer lonadind home design and interior/exterior desigimagtreferences through regular sun
and research. In this report and elsewhere, we tef@ur home designs and design options as oodtpts;”

e managing our working capital and reducing our ofiegarisks by acquiring primarily developed andited land at reasonable prices
identified preferred markets and submarkets thatmer investment return standards and marketiposiy (or “marketing”) strategy;

« using our knowledge of consumer preferences togdesiffer, construct and deliver products that nieetneeds and interests of the lar
demographic of homebuyers in our served markettoHcally, this demographic has been comprisditstftime and move-up homebuyers;

e in general, commencing construction of a home alfigr a purchase contract has been signed witlyerkand preliminary credit approval
other evidence of the buyer’s financial abilityperchase the home has been obtained;

*  building a backlog of orders and minimizing the leyiime from the start of construction to the detlivof homes to buye!
e establishing an even flow production of higtality homes at the lowest possible cost;

» offering customers a distinct homebuying experiethesigned to offer the best combination of valug etmice through affordable sales pr
plus the opportunity to customize their homes &y tthesire with choices of lot location within a aoomity, various house elevations .
floor plans (“product premiums”) and numerous ilteand exterior design options and upgrades adailat our design studios.

While we consider KBnxt to be integral to our sigxé the homebuilding industry, there can be ntagkigen circumstances where we belie
is necessary or appropriate to temporarily deiia@ certain of its principles. These deviationsyrreclude starting construction on a small numbi
homes in a community before corresponding purcltasdracts are signed with buyers to more quicklyehistomer delivery expectations
generate revenues; or acquiring undeveloped ortitieelnland parcels that otherwise fit within ouarketing strategy and meet our investment rt
standards. Other circumstances may arise in thieeftihat lead us to make specific short-term shiét the principles of KBnxt.

Strategic and Operational FocusGuided by KBnxt, over the last few years we hbak@adly transformed the scope, scale and oriemtatfaul
business both geographically and operationally ssmgdificant and at times rapid changes in the mgumarket environment. We have done thi:
focusing primarily on three integrated strategialgo

« achieving and maintaining profitability at the saf prevailing market conditior
e generating cash and strengthening our balance; stre
e positioning our business to capitalize on futurewgh opportunitie:

Within this strategic framework, from mB06 to 2011, we navigated a severe and prolongadifg downturn that was exacerbated by a
global economic recession by shifting resourcemfumnderperforming areas to markets and submarket#entified as having stronger lotgAr
prospects; implementing measures to bolster owanloal sheet, including opportunistic capital marketesactions and continuous efforts to imp
our operating efficiencies and lower our overheasts; and redesigning andeagineering our products. Though we experiencetindscin net ordel
and revenues, and generated losses,
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we believe the steps we took during the housingrdiomm helped us maintain a solid operational ptatfpositioned for future growth.

As a housing recovery began to take shape in 20&2noved quickly with the increased demand for lrauand improving economic conditic
to take advantage of opportunities to expand osmass and to restore profitability. We initiatedamgressive land acquisition and land develop
investment strategy to position more of our new daommunities in attractive, land-constrained liocest featuring higheimcome buyers, and \
further refined our product offerings to meet thbagers’preferences both for larger homes and to includeerdesign options and upgrades with
construction of their homes. With the housing reagis continued, though uneven, progress from 2012utfirahe date of this report, we h
undertaken steps to accelerate our growth by imgestpproximately $3.17 billiorin land and land development, leveraging the sttengf ou
operational platform and KBnxt principles, andoréenting our top strategic priorities to focus oreasing our community count in prefer
submarkets, enhancing profitability per home deédeand generating higher revenues. We use the“temmmunity count’to refer to the number
communities open for sales with at least five hdtoesleft to sell. From these strategic actiond additional growth initiatives that are discus
further below under “Part Il — ltem 7. Managemeriscussion and Analysis of Financial Condition &ekults of Operationsye have produce
significant improvement in our financial resultacg 2012, and have been profitable for each ofatbtetwo fiscal years.

We believe we can sustain our positive growth atajg in 2015 by continuing to execute on our ttiategic priorities of the last few years
well as by evolving our strategic priorities toafecus on enhancing our asset efficiency and asing returns. We also intend to pursue the folhg
interrelated operational objectives, subject toditions in the housing markets, the overall econamg the capital, credit and financial markets:

e Generating Returns on Targeted Land InvestmeMiaintaining ownership or control of a forecastibdee-tofive year base supply
developed or developable land subject to our imuest return and marketing standards while accéheratur land development activiti
predominantly in attractive growth markets. We steel approximately $1.47 billidn land and land development in 2014 and approxty
$1.14 billion in 2013. This substantial investmenntributed to year-overear increases in our community count, revenuestage sellin
prices and housing gross profits in 2014. Whileimtend to selectively acquire or control additiofeid parcels that meet our investn
return and marketing standards in 2015, given oesent land pipeline, we expect our investmenaindland land development will mode
on an overall basis compared to the prior year,thatla higher proportion of our investment will dedicated to land development in orde
advance the conversion of our owned land into nemé communities open for sales and, in turn, gé@eadditional net orders, hon
delivered, revenues and cash. With this investroeentation, we anticipate that our community coumf015 will be higher than in 20!
depending on sales absorption rates and the tiofingmmunity close-outs.

Our land development activities include activatlagd previously held for future development in meigskas and where conditions sup
such action. In 2013, we identified 20 communifegsactivation, primarily in California and Texagpresenting approximately 1,700 lots,
delivered 363 homes from these communities in 2012014, we identified 21 communities for actieati primarily in Arizona, Californi
and Florida, representing approximately 2,300 l@¥e expect to deliver homes and to realize thediatsn revenues from these activi
assets beginning in 2015. In addition to activatargd previously held for future development, wédl wbntinue to evaluate opportunities
monetize our investment in such assets throughdales to help support our top-line growth.

* Net Order Value Growt: In tandem with our community count expansion trdl investment and activation initiatives, optimg our lan(
assets by increasing revenues per community opesafes through an intense focus on balancing geles and selling prices. In additi
through KBnxt, we have opportunities to generateémental earnings from the higher home sellinggsrithat accompany sales of lot
product premiums and design studio options andag®y. In 2014, our KBnxt-based sales strategigeteb grow the year-oveear valu
of our net orders by 20% , following a 24% year+oyear rise in 2013. Our net order value for a giperiod represents the potential fu
housing revenues associated with net orders, imdudarious lot and product premiums, and homebggending on design studio opti
and upgrades for homes in backlog during the saTieg

» Organizational and Production EfficiencyContinuously working to expand our housing grpssfit margins by aligning our managem
resources, personnel levels and overhead costowitrowth platform, community count and home sy expectations and business ne
and by streamlining and constantly improving, te éxtent possible, our home construction procedsogerational activities. In addition
even flow production scheduling, our home constamcprocess includes developing and refining adsedized set of valuengineered hon
designs in ways that allow us to meet the needsipfrimary customer base in a variety of differerarkets, shorten cycle times and lo
direct construction costs. It also includes takilyantage of economies of scale in contractindéolding materials and subcontracted ti
labor, and leveraging our organizational infradiuee in our served markets.

4
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Promotional Marketing StrategyOur promotional marketing efforts are centeredddferentiating the KB Home brand from resale henaec
from new homes sold by other homebuilders. Thei®tefincreasingly involve interactive Interredsed applications, social media outlets and
evolving communication technologies. In marketing distinct homebuying experience, we emphasize Wwevwpartner with our homebuyers to cree
home built to their individual preferences in desiffoor plan, elevation, square footage and laatmn, and give them the ability to significal
customize their home to suit their needs and istereAt each of our operating divisions, we havwéonse teams of sales representatives, d
consultants and other personnel who work with éewhebuyer to create a home that meets the homebyyeferences and budget.

Our design studios are a key component of ourrdistiomebuying experience and help increase trente®s we generate from home sales. 1
showrooms, which are generally centrally locatethiviour served markets and increasingly utilizxebnic displays and virtual design tools, al
our homebuyers to customize their home by seledtomg a wide variety of design options and upgraties are available at no cost or for purcha:
part of the original construction of their home €Td¢pordinated efforts of our sales representativelsdesign studio consultants are intended to gee
higher customer satisfaction and lead to enhangstbmer retention and referrals. In 2014, we bebarprocess of updating the look and layout o
design studios to better showcase the option chawailable to our homebuyers. As of the datehisf teport, most of our design studios had |
upgraded. We plan to continue updating our dediggis in 2015.

Sustainability. We have made a dedicated effort to further défiéiate ourselves from other homebuilders and edsames through our ongo
commitment to become a leading national compargnirironmental sustainability. Under this commitmewe:

e refine our products and construction process tat lthe materials needed to build our homes, andimoously look at ways to redu
construction and office waste;

e Duild all of our new homes to the U.S. Enviromta¢ Protection Agency’s (“EPA”) ENERGY STAR®ersion 3 standarc
« build an increasing percentage of our homesdetrthe EPA’s Watersensepecifications for water use efficien

*  build our homes with Watersense labeled fixtt

« seek out and utilize innovative technologies arstesys to further improve the energy and wateriefiicy of our home

e engage in campaigns and other educational effeotagtimes together with other companies, orgaoizatand groups, to increase const
awareness of the importance and impact of sustiditydb selecting a home and the products withincne;

e developed an Energy Performance Guide®, or ERB&,informs our homebuyers of the relative enefficiency and the related estima
monthly energy costs and potential energy cosnhgavwf each of our homes as designed, comparggitat new and existing homes; and

e created and are adding more pete energy and zero freshwater design optionsgruacprogram called Double ZeroHouse™ 3.0, the
available in select markets.

This commitment and the related initiatives we hemplemented stem, in part, from growing sensiégtand regulatory attention to the potel
impact that the construction and use of homes eae lon the environment, including on the consumptibenergy and water resources. They
reflect our efforts to balance these concerns with homebuyersinterest in affordable homes and in lowering thitity bills and total cost ¢
homeownership on a lortgrm basis. More information about our sustaingbdommitment can be found in our annual sustalitabeports, which w
have published on our website since 2008. As weese@onmental issues related to housing becomiegeasingly important to consumers
government authorities at all levels, we intendcémtinue to research, evaluate and utilize newrgréved products and construction and bus
practices consistent with our commitment. In additio making good business sense, we believe atginability initiatives can help put us in a be
position, compared to resale homes and homebuildéls lessdeveloped programs, to comply with evolving locstate and federal rules ¢
regulations intended to protect natural resourcesta address climate change and similar envirotaheoncerns.

Customer Service

Our goal is for our customers to be 100% satisfiitti their new homes. Our on-site construction svigers perform regular prelosing qualit
checks and our sales representatives maintainaregohtact with our homebuyers during the home ttoaon process in an effort to ensure
homes meet our standards and our homebuyers’ exjpet. We believe our prompt and courteous regsots homebuyersieeds throughout t
homebuying process help reduce post-closing repats, enhance our
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reputation for quality and service, and help enagarrepeat and referral business from homebuyetstenreal estate community. We also t
employees who are responsible for responding toeforyers’ post-closing needs, including warrantyncéa

We provide a limited warranty on all of our hom&ke specific terms and conditions of our limitedrkaaty program vary depending upon
markets in which we do business. We generally gl structural warranty of 10 years, a warrantyelatrical, heating, cooling, plumbing ¢
certain other building systems each varying froro te five years based on geographic market ane s, and a warranty of one year for o
components of the home.

Local Expertise

To help ensure consistent execution within our vizgtion, our employees are continuously trainedBnxt principles and are evaluated, in
based on their achievement of relevant operatiobgctives. We believe that our business benefis fhaving indepth knowledge of local mark
that enables us to acquire land in preferred lonatconsistent with our investment return and ntargestandards, to engage subcontractors, to dg
new home communities and offer products that meedlldemand, to anticipate consumer tastes in fapacarkets, and to assess local regule
environments. Accordingly, we operate our businéssugh divisions with experienced management teants trained personnel who have I
market expertise. Though we centralize certain fions (such as promotional marketing, legal, pustig administration, product developm:
architecture and accounting) to benefit from ecoiesrof scale, our local management exercises ceraite autonomy in identifying land acquisi
opportunities, developing land, implementing prdduotarketing and sales strategies, and controtlo®is.

Community Development and Land Inventory Management

Our community development process generally cangitfour phases: land acquisition, land develogmieome construction and delivery
completed homes. Historically, our community depebent process has ranged from six to 24 monthsuinVdest Coast homebuilding report
segment, with a somewhat shorter duration in ouerohomebuilding reporting segments. The commudétyelopment process varies based on, ai
other things, the extent and speed of required govent approvals and utility service activatiomg bverall size of a particular community, the ®
of necessary site preparation activities, the tyfproduct(s) that will be offered, weather coratit$, promotional marketing results, the availapitit
subcontracted trade labor and building materi@asamer demand and local and general economic@uglrty market conditions.

Although they vary significantly in size and comytg, our communities typically consist of 30 to@®ts ranging in size from 1,900 to 11,
square feet. In our communities, we typically offeree to 15 home design choices. We also genelpalill one to three model homes at ¢
community so that prospective buyers can previerioua products available. Depending on the comrgumie may offer premium lots containi
more square footage, better views and/or locatienefits. Some of our communities consist of mudtgtbry structures that encompass se
attached condominium-style units.

The following table summarizes our average commyuwount by homebuilding reporting segment:

For the Years Ended November 30, West Coast Southwest Central Southeast Total
2014 43 21 84 52 20C
2013 41 18 82 41 182

Land Acquisition and Land DevelopmeWe continuously evaluate land acquisition oppottasiagainst our investment return and mark
standards, balancing competing needs for finarstiehgth, liquidity and land inventory for futureogth. In many cases, we are able to leverag
long-standing business relationships and reputation Vatal land sellers, our financial resources and steady operating history to sec
opportunities ahead of other homebuilders, devetopeinvestors. When we acquire land, we genefattys on land parcels containing fewer than
lots that are fully entitled for residential consttion and are either physically developed to dtarhe construction (referred to as “finished lotst’)
partially finished. Acquiring finished or partialjnished lots enables us to construct and delenes with minimal additional development worl
expenditures. However, depending on market conditand available opportunities, including oppottiesito secure certain finished lots or proper
landconstrained or very active submarkets, we may aequmdeveloped and/or unentitled land. We may &dsest in projects that require us
repurpose and re-entitle property for residentisg,usuch as ifil developments. We expect that the overall batamf undeveloped, unentitl
entitled, partially finished and finished lots inranventory will vary over time, and in implemenmgi our strategic growth initiatives, we may acqa
greater proportion of undeveloped or unentitleddlam the future if and as the availability of reaably priced finished or partially finished |
diminishes. The community development process fateneloped and/or unentitled land is typically muchger than the process for finishec
partially finished lots, which extends the timewlgich we can realize a return on our investmersich land.

6




Table of Contents

Consistent with KBnxt, we target geographic areaspbtential land acquisitions and community depeient based on the results of perii
surveys of both new and resale homebuyers in péaticnarkets, prevailing local economic conditiohe supply and type of homes available for
and other research activities. Local house land acquisition specialists analyze speg#imgraphic areas to identify desirable land adtipristarget:
or to evaluate whether to dispose of an existimgl lmterest. We also use studies performed by-tantly specialists. Using this internal and exte
data, some of the factors we consider in evaludfing acquisition targets or potential land intemispositions are consumer preferences; ge
economic conditions; prevailing and expected hoalessactivity and the selling prices and pricirentts of comparable new and resale homes
subject submarket; proximity to metropolitan areasl employment centers; population, household foeamademographic, and employment
commercial growth patterns; household income levalsilability of developable land parcels at rewdde cost, including estimated cost:
completing land development and selling homes; aperational scale and experience in the subjeainatket; and regulatory and environme
compliance matters.

We generally structure our land acquisition andildevelopment activities to minimize, or to deflee timing of, expenditures, which impro
our returns associated with langlated investments. While we use a variety of n@ples to accomplish this, we typically use congdbat give us ¢
option or similar right to acquire land at a futdee, usually at a pretermined price and for a small initial optionearnest money deposit paym
These contracts may also permit us to partiallyettgy the underlying land prior to our acquisitiordfr condition our acquisition on our satisfac
with the feasibility of developing the subject laadd selling homes on the land by a certain futiaiee. We refer to land subject to such optic
similar rights as being “controlledOur decision to exercise a particular land optiorsimilar right is based on the results of duegditice an
continued market viability analysis we conduct aéiatering into such a contract. In some casesgeaision to exercise a land option or similar t
may be conditioned on the land seller obtainingessary entitlements, such as zoning rights and@mwiental and development approvals, ar
physically developing the underlying land by a gegermined date.

Our land option contracts and other similar contranay also allow us to phase our land acquisitenmd/or land development over a perio
time and/or upon the satisfaction of certain caadg. We may also acquire land with seller finagcihat is norrecourse to us, or by working
conjunction with thirdparty land developers or other parties. The usthede land option contracts and other similar emtérgenerally allows us
reduce the market risks associated with direct @mdership and development, and to reduce ouralagid financial commitments, including inte
and other carrying costs.

Our land option contracts and other similar contr@enerally do not contain provisions requiring specific performance. However, depent
on the circumstances, our initial option or earmashey deposit may or may not be refundable td ueiabandon the related land option contra
other similar contract and do not complete the @itipn of the underlying land. In addition, if wabandon a land option contract or other sir
contract, we usually cannot recover the @cguisition costs we incurred after we entered ih&ocontract, including those related to our diligehce
and other evaluation activities and/or partial depment of the subject land, if any. From timeitod, in a few instances, we may have an obligat
complete or pay for the completion of a certainrdegf land development even if we do not planuitdtand deliver homes on the related property.

Before we commit to any land acquisition, our serdorporate and regional management evaluate thet &msed on the results of our I
specialists’ due diligence, thighrty data and a set of defined financial measimekiding, but not limited to, housing gross ptafiargin and specif
discounted, aftetax cash flow internal rate of return requiremeiiise criteria guiding our land acquisition and disition decisions have resultec
our maintaining inventory in areas that we beligeaerally offer better returns for lower risk.

Our inventories include land we are holding foufiet development, which is comprised of lamtere development activity has been suspend
has not yet begun but is expected to occur inuheé. These assets held for future developmenaated in various submarkets where conditior
not presently support further investment or dewvelept, or are subject to a building permit moratoriar regulatory restrictions, or are portion:
larger land parcels that we plan to build out csereral years and/or that have not yet been ehtMlee may also suspend development activity i
believe it will result in greater returns and/orximaize the economic performance of a particular camity by delaying improvements for a periot
time to, for instance, allow earlier phases of mglterm, multiphase community or a neighboring community to gaeesales momentum or
market conditions to improvelNe resume development activity when we believe inuestment in this inventory will be optimized dn some
instances, to accelerate sales and/or our retuinvastment. As discussed above under “Strateigyrecent years we have activated land previc
held for future development as part of our strategowth initiatives, and we will continue to loédr additional opportunities in 2015 to activate
otherwise monetize such assets.

The following table presents the number of inveptots we owned, in various stages of developmantontrolled under land option contract:
other similar contracts by homebuilding reportiegment as of November 30, 2014 and 2013 :
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Homes Under Total Land
Construction and Land Land Held for Future Land Under Owned or
Under Development Development Option Under Option
2014 2013 2014 2013 2014 2013 2014 2013

West Coast 5,467 4,41¢ 3,157 3,34¢ 4,21( 4,85( 12,83« 12,61:
Southwest 6,98t 2,31¢ 2,25¢ 7,552 317 2,347 9,557 12,217
Central 13,69: 10,87: 1,33¢ 1,451 4,09¢ 10,48 19,12¢ 22,80¢
Southeast 4,61¢ 3,73¢ 3,87¢ 4,66¢ 2,181 5,061 10,67¢ 13,46(
Total 30,76 21,33¢ 10,63( 17,01¢ 10,80¢ 22,74( 52,19¢ 61,09¢

Reflecting our geographic diversity and relativeblanced operational footprint, as of November28d,4 , 25%of the inventory lots we owned
controlled were located in our West Coast homeingldeporting segment, 18% were in our Southwestéiniilding reporting segment, 3Aere ir
our Central homebuilding reporting segment and 288 in our Southeast homebuilding reporting segmen

The following table presents the carrying valueneentory we owned, in various stages of develogmancontrolled under land option contre
or other similar contracts by homebuilding repartsegment as of November 30, 2014 and 2013 (irsthruls):

Homes Under Total Land
Construction and Land Land Held for Future Land Under Owned or
Under Development Development Option Under Option
2014 2013 2014 2013 2014 2013 2014 2013

West Coast $ 1,257,771 $ 79754 $ 284,88 $ 297,42( $ 53,81t $ 49,22¢ $ 1,596,481 $ 1,144,18
Southwest 398,43t 141,15: 138,36 157,92. 1,90z 5,162 538,70! 304,23¢
Central 550,76: 383,21( 22,95, 15,19 14,33¢ 12,67 588,05 411,07¢
Southeast 359,48: 265,70t 121,46¢ 158,99:. 14,19¢ 14,37¢ 495,14t 439,07¢
Total $ 256645 $ 158761 $ 567,68 $ 62952¢ $ 8425. $ 81,437 $ 3,21838 $ 229857

Home Construction and DeliverieSollowing the acquisition of land and, if necessang development of the land into finished lots, typically
begin constructing model homes and marketing hdioresale. We have developed and refined a starmizddiet of valuengineered home design:
enhance our construction efficiency. The time regfiifor construction of our homes also dependsamditions such as the weather, time of y
availability of subcontracted trade labor and bnddmaterials and other factors. To minimize thets@nd risks of unsold homes in production
generally begin construction of a home only whenhaee a signed purchase contract with a buyer andawve obtained preliminary credit approv
other evidence of the buysrfinancial ability to purchase the home. Howewamcellations of home purchase contracts priohéodelivery of th
underlying homes, the construction of attached petelwith some unsold units, or specific stratemiosiderations will result in our having uns
homes in production.

We act as the general contractor for the majoffityus communities, and engage general contractoadl bther instances, and we, or such eng
general contractors, contract with experienced autoactors to supply all trade labor and to procsee of the building materials required fol
production activities. All subcontracted trade lalzwe exclusively employees or independent cordgracof the subcontractors -rone are ot
employees. Our contracts with our subcontractagsire that they comply with all laws applicabletbeir work, including wage and safety laws, n
performance standards, and follow local buildingepand permits. We have established nationalegidnal purchasing programs for certain buili
materials, appliances, fixtures and other itemt&ake advantage of economies of scale and garntar lpgicing and more reliable supply and, wi
available, participate in manufacturer or suppl@rate programs. At all stages of production whegeact as general contractor, our administrativd
on-site supervisory personnel oversee and cooelthatactivities of subcontractors in an effonrteet our production schedules and quality standards

Backlog

We sell our homes under standard purchase contralsish generally require a homebuyer to pay a digfad the time of signing. The amoun
the deposit required varies among markets and comtiest Homebuyers also may be required to paytiatdil deposits when they select de:
options and upgrades for their homes. Most of amé purchase contracts stipulate that if a hometegmcels a contract with us, we have the rig
retain the homebuyes’deposits. However, we generally permit our horyelsito cancel their obligations and obtain refuofdsll or a portion of the
deposits in the event mortgage financing
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cannot be obtained within a certain period of tiaespecified in their contract. We define our edlation rate for a given period as the total nuntf
contracts for new homes canceled divided by thal twew (gross) orders for homes during the sameghe®ur cancellation rate for the year er
November 30, 2014 we31% , compared to a cancellation rate of 3ffethe previous year. Our cancellation rates drel factors affecting o
cancellation rates are further discussed below utiden 1A. Risk Factors” and “Part Il — Item 7. Magemens Discussion and Analysis of Finan
Condition and Results of Operations.”

Our “backlog” consists of homes that are under a home purchaseacb but have not yet been delivered to a homebugnding backic
represents the number of homes in backlog fronpteeious period plus the number of net orders (neters for homes less cancellations) gene
during the current period minus the number of hordebvered during the current period. Our backldgany given time will be affected
cancellations and by our community count. The nunab&@omes we deliver has historically increasenffithe first to the fourth quarter in any year.

Our backlog at November 30, 2014 consisted of 2j@fi@es, up 14% from 2,557 homes in backlog at NdezrB80, 2013 largely reflecting
year-over-year increase in our net orders. Our Ibgcat November 30, 2014 represented potentiakéuhousing revenues of approximat&g14.(
million , a 34% increase from potential future hiogsrevenues of approximately $682.5 million at Kmber 30, 2013 primarily due to a high
overall average selling price. Our backlog conwersitio, defined as homes delivered in a quagex percentage of backlog at the beginning o
quarter, will vary from quarter to quarter, depemdion the number of homes in our backlog that amden construction, home construction p
cancellations and the number of homes we sell atidest within a quarter.

Our net orders for the year ended November 30, 28dréased to 7,567 from 7,125 for the year endedelhber 30, 2013 marking the fourt
consecutive year that fujlear net orders have increased from the previoas yidne value of the net orders we generated yéar ended Novemt
30, 2014 increased 20% to $2.58 billion from $2ullon for the prior year. Our net order value for a giy@eriod represents the potential fu
housing revenues associated with net orders, imguearious lot and product premiums, and homebsgpending on design options and upgrade
homes in backlog during the same period. Our rdgrovalue may be further impacted by changes ekateancellations and change orders bet
periods.

The following tables present our homes delivered,arders (number of net orders and value), caato@il rates and ending backlog (numbe
homes and value) by homebuilding reporting segrfeeregach quarter during the years ended Novembe2@®D4 and 2013 :

West Coast Southwest Central Southeast Total
Homes delivered
2014
First 34¢€ 161 59t 34C 1,44z
Second 484 17¢ 765 327 1,751
Third 45¢ 18¢ 807 34z 1,79:
Fourth 62% 21¢F 931 45¢ 2,22¢
Total 1,913 73€ 3,09¢ 1,46¢ 7,21¢
2013
First 50¢ 14C 571 265 1,48t
Second 594 211 637 35t 1,797
Third 55t 194 757 31¢ 1,82¢
Fourth 521 19¢ 87¢€ 44¢ 2,03¢
Total 2,17¢ 73€ 2,841 1,387 7,14%
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West Coast Southwest Central Southeast Total
Net orders
2014
First 50€ 181 757 321 1,76¢
Second 58: 211 1,08t 39C 2,26¢
Third 52¢ 19¢ 74E 35k 1,827
Fourth 46¢ 282 652 304 1,70¢
Total 2,08¢ 87z 3,23¢ 1,37(C 7,56
2013
First 53C 19¢ 652 28¢ 1,671
Second 587 18¢ 96¢ 41¢ 2,16z
Third 427 18C 74% 38¢ 1,73¢
Fourth 371 18¢ 662 334 1,55¢
Total 1,91¢ 75€ 3,02 1,427 7,12¢
Net orders — value, in thousands
2014
First $ 299,28! $ 48,38t $ 168,97 $ 83,52 $ 600,17:
Second 344,67: 56,51: 250,38: 111,59: 763,15t
Third 305,84( 50,69: 178,65 94,05¢ 629,24
Fourth 267,79t 75,04( 157,67: 86,86¢ 587,37!
Total $ 1,217,590 $ 230,63: $ 755,68: $ 376,04 $ 2,579,95.
2013
First $ 261,34: $ 43,706 $ 133,49 $ 68,26: $ 506,80
Second 292,76¢ 49,24¢ 198,62: 99,00: 639,63t
Third 227,11¢ 44,88* 160,56t 96,35: 528,92:
Fourth 194,88t 53,24¢ 144,25} 89,31 481,70:.
Total $ 976,11¢ $ 191,08 % 636,93: $ 352,92¢ $ 2,157,06!
Cancellation rates
2014
First 21% 27% 37% 29% 30%
Second 19 25 31 30 28
Third 18 24 38 32 31
Fourth 27 24 43 43 37
Total 21% 25% 37% 34% 31%
2013
First 23% 22% 39% 34% 32%
Second 20 23 32 22 27
Third 25 24 41 27 33
Fourth 29 25 44 31 36
Total 24% 24% 39% 28% 32%
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West Coast Southwest Central Southeast Total
Ending backlog — homes
2014
First 58C 20¢ 1,51( 582 2,88(
Second 67¢ 244 1,83( 64t 3,39¢
Third 75C 257 1,76¢ 657 3,432
Fourth 59: 324 1,48¢ 503 2,90¢
2013
First 70t 242 1,231 58t 2,768
Second 69¢ 22C 1,562 64¢ 3,12¢
Third 57C 20€ 1,54¢ 71F 3,03¢
Fourth 42( 201 1,33¢ 601 2,557
Ending backlog — value, in thousands
2014
First $ 328,67t $ 57,64t $ 320,92t $ 144,30 $ 851,55!
Second 389,40: 67,06( 405,85( 163,56! 1,025,87
Third 463,64 69,62 396,83 174,03t 1,104,141
Fourth 355,65 82,14( 334,000 142,22 914,02!
2013
First $ 28797( % 54,60 $ 235,75¢ % 125,56( $ 703,89:
Second 337,87t 48,524 296,94¢ 143,26 826,61:
Third 276,03: 48,64¢ 315,90( 167,90t 808,48:
Fourth 206,30t 50,85¢ 279,42 145,89¢ 682,48¢

Land and Raw Materials

Based on our current strategic plans, we strivevin or control land sufficient to meet our foreeasproduction goals for the next three to
years. As discussed above under “Strategye”intend to selectively acquire or control addiibland parcels that meet our investment retuml
marketing standards in 2015. However, we may a¢sxide to sell certain land interests as part ofroarketing strategy or to monetize land previo
held for future development, or for other reasons.

The principal raw materials used in the constructid our homes are concrete and forest productsaldte use a variety of other construc
materials in the homebuilding process, includingagdl and plumbing and electrical items. We attetgpénhance the efficiency of our operation
using, where practical, standardized materials dhatcommercially available on competitive ternmfra variety of sources. In addition, our natir
and regional purchasing programs for certain bugdinaterials, appliances, fixtures and other itaeffev us to benefit from large quantity purch
discounts and, where available, participate in rfeturer or supplier rebate programs. When possitiearrange for bulk purchases of these pro
at favorable prices from manufacturers and suppligithough our purchasing strategies have helpgdnunegotiating favorable prices for r
materials, in 2013 and 2014, we encountered highiees for lumber, drywall, concrete and other male and for subcontracted trade labor, an
expect to see additional cost increases if andhe@prtesent housing recovery progresses, as disctiasber below underCompetition, Seasonali
Delivery Mix and Other Factors.”

Customer Financing

As further described below under “Part Il — ItemManagement’s Discussion and Analysis of FinanCahdition and Results of Operatiors
Financial Services Reporting Segmemtg offer mortgage banking services and originatetgage loans for our customers indirectly througbNH
However, our homebuyers may obtain mortgage fimantd purchase our homes from any lender or oth@rigler of their choice. We have a 49.
ownership interest and Nationstar has a 50.1% cshirinterest in HCM, with Nationstar providing ney@ment oversight of HCI' operation:
HCM is accounted for as an unconsolidated jointwenwithin our financial services reporting segmen
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Employees

We employ a trained staff of land acquisition spksis, architects, planners, engineers, constmcupervisors, marketing and sales persc
and finance and accounting personnel, supplemeseatecessary by outside consultants, who guideekelopment of our communities from tt
conception through the delivery of completed homes.

At December 31, 2014 and 2013, we had approximai&l90 and 1,430 fulime employees, respectively. None of our employgesepresent
by a collective bargaining agreement.

Competition, Seasonality, Delivery Mix and Other Fators

The homebuilding industry and housing market aghllgi competitive with respect to selling homes; &gigg subcontracted trade labor, suc
carpenters, roofers, electricians and plumbers; acguiring attractive developable land. We compiete homebuyers, skilled trade worke
management talent and desirable land against numdromebuilders, ranging from regional and natidirals to small local enterprises. As
homebuyers, we primarily compete with other homlelews on the basis of selling price, community t@mraand amenities, availability of financi
options, home designs, reputation, home constructygle time, and the design options and upgrdugscan be included in a home. In some case:
competition occurs within larger residential deyeient projects containing separate sections desigii@nned and developed by other homebuil
We also compete for homebuyers against housinghatiges other than new homes, including resaledspmpartments, singfamily rentals and oth
rental housing. In certain markets and at timesnateusing demand is high, we also compete withrdtbeebuilders and commercial and remode
contractors to subcontract trade labor, primariiyttoe basis of prexisting relationships, contract price and volumd eonsistency of available wo
Since 2012, in markets experiencing increased easil construction activity due to improved hogsmarket conditions, a relatively small workfc
combined with higher demand for subcontracted tlatler has created shortages of certain skilleckarsy driving up costs and/or extending |
development and home construction schedules. Téwsted residential construction activity has aeatributed to measurable increases in the ct
certain building materials, such as lumber, dryveadt concrete. In 2013 and 2014, we also saw highees for desirable land amid heighte
competition with homebuilders and other develogerd investors, particularly in the lacdnstrained areas we are strategically targeting.eWpec
these upward trends in subcontracted trade laholdibg materials and land costs to continue angsilady intensify in 2015 if and as the pre:
housing recovery progresses and there is greatepetition for these resources.

Our performance is affected by seasonal demanddrém housing. Traditionally, there has been numesumer demand for home purchases
we tend to generate more net orders in the spridgearly summer months (corresponding to most ofseaond and part of our third quarters) the
other times of the year. With our distinct homelmgyapproach and typical home construction cyclesinthis “selling seasordemand results in o
delivering more homes and generating higher reve@froen late summer through the fall months (coroesiing to part of our third and all of our for
quarters). On a relative basis, the winter andyespting months within our first and part of ouceed quarters usually produce the fewest net o
homes delivered and revenues, and the sequerifiedice from our fourth quarter to our first qeartan be significant.

In addition to the overall volume of homes we seltl deliver, our results in a given period are ificantly affected by the geographic mix
markets and submarkets in which we operate; thebeurand characteristics of the communities we hapen for sales in those markets
submarkets; and the products we sell from thosenoamities during the period. While there are sommeilarities, there are differences within
between our served markets in terms of the quardipg and nature of the communities we operatetla@groducts we offer to consumers. Tl
differences reflect, among other things, local hbuyer preferences; household demographics (erge families or working professionals; incc
levels); geographic context (e.g., urban or suburbsailability of reasonably priced finished lotvelopment constraints; residential density); e
shifts that can occur in these factors over tinfeese structural factors in each of our served niakél affect the costs we incur and the timeaite:
to locate, acquire rights to and develop land, opew home communities for sales, and market anld aimes; the size of our homes; our se
prices (including the contribution from homebuyearchases of design options and upgrades); thegiashich we sell and deliver homes and c
out communities; and our housing gross profits laodsing gross profit margins. Therefore, our rasutany given period will fluctuate comparet
other periods based on the proportion of homewveleld from areas with higher or lower selling psi@nd on the corresponding land and over
costs incurred to generate those deliveries, asasdrom our overall community count. In 2013 &@d 4, we targeted opening more of our new
communities for sales in attractive, land-consedimarkets featuring high@reome buyers who tend to purchase larger homeds mire desig
options and upgrades, which are important contoitsuto our home selling prices and housing grosfiter Due in part to this focused approact
2013 and 2014, we posted favorable year-gear results in revenues and housing gross prafitsye delivered more homes from these new |
communities in preferred areas, and growth in né¢is and net order value. In 2015, we plan toicoatour approach of targeting the opening of
home communities for sales in locations with thevaalescribed characteristics, and we anticipate tleatvill have more communities open for si
than we did in 2014.
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Financing

Our operations have historically been funded bultef operations, public debt and equity finagcii/e also have the ability to borrow fu
under our unsecured revolving credit facility witarious banks (as amended, the “Credit Facilitipgpending on market conditions and avail
opportunities, we may obtain project financing,secure external financing with community or otheveintory assets that we own or control.
“project financing,”"we mean loans from parties other than land sdlfersare specifically obtained for, or securedfmticular communities or otk
inventory assets. We may also arrange or engagapital markets, bank loan, project debt or othrarfcial transactions and/or expand the capac
the Credit Facility or our cash-collateralized detbf credit facilities with various financial inisttions (the “LOC Facilities”)or enter into addition
such facilities.

Environmental Compliance Matters

As part of our due diligence process for land asitjons, we often use thirdarty environmental consultants to investigate ipieé environment:
risks, and we require disclosures, representatiodswarranties from land sellers regarding envirental risks. Despite these efforts, there can t
assurance that we will avoid material liabilitiedating to the existence or removal of toxic wassée restoration, monitoring or other environnad
matters affecting properties currently or previgusivned or controlled by us. No estimate of anyeptél liabilities can be made although we n
from time to time, acquire property that requirssta incur environmental clearp costs after conducting appropriate due diligemmuding, but nc
limited to, using detailed investigations perform®denvironmental consultants. In such instancestake steps prior to our acquisition of the lap
gain reasonable assurance as to the precise s€apariorequired and the costs associated with reahasite restoration and/or monitoring. To
extent contamination or other environmental ishese occurred in the past, we will attempt to recoestoration costs from third parties, such a
generators of hazardous waste, land sellers orsothethe prior chain of title and/or their instseBased on these practices, we anticipate ths
unlikely that environmental cleawp costs will have a material effect on our corgaikd financial statements. We have not been edtifiy an
governmental agency of any claim that any of theperties owned or formerly owned by us are idesdifoy the EPA (or similar state or local age
as being a “Superfund” (or similar state or loaa@Banup site requiring remediation, which could have aterial effect on our future consolida
financial statements. Costs associated with theofisavironmental consultants are not materialuoaonsolidated financial statements.

Access to Our Information

We file annual, quarterly and current reports, pretatements and other information with the Selasriand Exchange Commission (“SECHe
make our public SEC filings available, at no cdbrough our investor relations website at httpuéistor.kbhome.com, as soon as reasol
practicable after the report is electronically dileith, or furnished to, the SEC. We will also pide/these reports in electronic or paper formag
charge upon request made to our investor relatiepartment at investorrelations@kbhome.com or apoocipal executive offices. We intend for
investor relations website to be the primary lamativhere investors and the general public can eletahouncements regarding and can learn
about our financial and operational performanceijri®ss plans and prospects, and our board of disggaiur senior executive management team
our corporate governance policies, including odicl®s of incorporation, byaws, corporate governance principles, board cotemitharters, ai
ethics policy. We may from time to time choose tsctbse or post important information about ouribess on or through our investor relati
website, and/or through other electronic channalduding social media outlets and other evolvirggnenunication technologies. We webcast
archive quarterly earnings calls and from timeirteet certain other investor events in which we paéte or host, and post related materials, ol
investor relations website. Interested personsregister on our investor relations website to neezgirompt notifications of new SEC filings, pr
releases and other information posted there. Homvelre content available on or through our primamsbsite at www.kbhome.com or our inve:
relations website, including our sustainability @gp, is not incorporated by reference in this repo in any other filing we make with the SEC. 1
references in our SEC filings or otherwise to matemosted on or to any content available on oyugh our websites and/or through other elect
channels, including social media outlets and odtvetving communication technologies, are intendebéd inactive textual or oral references only.
SEC filings are also available to the public over Internet at the SE€website at www.sec.gov. The public may also egaticopy any document:
file at the SEC’s public reference room locatedl@® F Street N.E., Washington, D.C. 20549. Pleadletlte SEC at 1-800-SEQ330 for furthe
information on the operation of the public referemcom.

Item 1A. RISK FACTORS

The following important factors could adversely &wp our business. These factors could cause ouala@sults to differ materially from t
forward4ooking and other statements that (a) we makedgist@tion statements, periodic reports and otiiegé with the SEC and from time to tit
in our news releases, annual reports and othetewrieports or communications, (b) we post on okemavailable through our primary websit
www.kbhome.com or our investor relations websitatgd://
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investor.kbhome.com and/or through other electrahiannels, including social media outlets and otherlving communication technologies, .
(c) our personnel and representatives make onaly time to time.

The generally favorable conditions of the preserdusing recovery may not continue, and any weakenorgreversal of these conditions genera
or in our served markets or for the homebuildingdostry, may materially and adversely affect our Iness and consolidated financial statements.

In 2014, the housing market continued to improvmpared to the several difficult years of the hogsilownturn. The present recovery, wt
began to take shape in 2012, has been driven plynigr steady demand for homes, fairly low invemgsrof homes available for sale and gene
healthy economic and demographic factors. Housérgahd has been supported by population and housdralation growth, as well as affordabi
largely due to relatively low mortgage loan inténeges, and positive consumer confidence. Howeter performance of individual housing marl
varied throughout the year, with home sales agtiaitd selling price appreciation robust in certagrkets and tempered in others due to, among
things, rising housing prices and/or inventory lsve

We expect that such unevenness in housing marketitans will continue in 2015 and beyond whethermnot the present housing recov
progresses, and that prevailing conditions in varithousing markets and submarkets will fluctuateesg fluctuations may be significant
unfavorable in 2015 and future periods, and maju@e a softening or sustained deterioration of heales activity and/or selling prices, and coul
more pronounced in our served markets. In additidrile some of the negative factors that contridute the housing downturn may have subsi
several remain, and they could return and/or irferie inhibit any future improvement in housing rket conditions in 2015 and beyond. TF
negative factors include:

« weak general economic, income and employment gr;

* high consumer debt levels, including elevated sittten balance

» delinquencies, defaults and foreclosures on moetd@ans

* homeowners whose outstanding principal balancé&ein inortgage loan exceeds the market value of buene

» volatility and uncertainty in domestic and inteinatl financial, credit and consumer lending maskan

e tight lending standards and practices for mgeggaans that limit consumerability to qualify for mortgage financing to purcd&a homi

Additional headwinds may come from the efforts @noposals of lawmakers to reduce the debt of tHerfd government through tax incree
and/or spending cuts, or the failure of lawmakerdimely agree on a budget or appropriation legjishato fund the operations of the fed:
government, and financial markets’ and businessesitions to those efforts, proposals or failurkiclw could impair economic growth. Since tr
factors may persist or recur, we can provide narasge that the present housing recovery will coior gain further momentum, whether overe
in our served markets.

If, on an overall basis or in our served markédts,tiousing environment becomes more challengingehsales or selling prices do not contint
advance at the same pace as in recent years anegjexnhy or all of the negative factors describledve persist or worsen, particularly if there aitec
economic growth or a decline, or low growth or éases in employment and consumer incomes; houffimiglability diminishes; and/or mortga
lending standards and practices remain tight ootmecmore restrictive, there would likely be a cepending adverse effect on our business an
consolidated financial statements, including, attlimited to, the number of homes we deliver, average selling prices, the amount of revenue
generate, our housing gross profit margins andatility to operate profitably, and the effect may imaterial. In addition, due to a combinatiol
continued rising direct construction cost pressuresuced operating leverage from staffing to npeefected future community count and sales gr
during 2015, an anticipated shift in our home delvmix towards lower margin communities and sgllmice compression from, among other thi
pricing adjustments and/or greater use of salesnitides to meet stiffening competition and softgnaemand at higher price points in cer
submarkets, we anticipate that our housing grosfitpnargin in the first quarter of 2015 will deé significantly on a year-oveear and a sequent
basis.

Continued or additional tightening of mortgage leimdy standards and practices or mortgage financingquirements or volatility in financial, cred
and consumer lending markets could adversely affée availability of mortgage loans for potentiaupchasers of our homes and thereby red
our net orders.

Although there has been some improvement amid argktfift in housing prices over the past threergethe mortgage lending and mortg
finance industries have experienced significartaiifity due to, among other things, relatively igates of delinquencies, defaults and foreclosan
mortgage loans and fluctuations in their marketigand the market value of
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securities backed by such loans. As a result, geiserally more difficult for some categories ofroavers to finance the purchase of homes, ca
volatility in and elevating cancellation rates fos and other homebuilders, and reducing demandhdaores, including our homes. If these fac
continue, or if mortgage lending standards andtjes further tighten, we expect that there wolddatmaterial adverse effect on our business ar
consolidated financial statements, particularlgsiwe depend on lenders (including HCM) to providatgage loans to our homebuyers.

Further tightening of mortgage lending standardd aractices and/or reduced credit availability foortgages may also result from
implementation or enforcement of regulations urttier2010 Dodd-Frank Wall Street Reform and Consupmetection Act (the “Dodd-Frank Agt”
Among other things, the Doderank Act established several requirements relatinghe origination, securitizing and servicing afd consumi
disclosures for, mortgage loans. In addition, UaBd international banking regulators have enactgtieh capital standards and requirement:
financial institutions. These standards and requéngs, as and when implemented or enforced, mélyefiureduce the availability of and/or increase
costs to borrowers to obtain mortgage loans. 1& tlu standards or requirements related to the Doddk Act or other laws, or other factors
business decisions, mortgage lenders refuse ourable to provide mortgage loans to our homebuyaes,number of homes we deliver and
consolidated financial statements may be materaily adversely affected. We can provide no assarasnto HCMs ability or willingness to provic
mortgage loans and other mortgage banking sertacesr homebuyers in future periods or as to itfgpmance in doing so.

Federal regulators and lawmakers have also comsidsteps that may significantly reduce the abitityauthority of the Federal Housi
Administration (“FHA”), the Federal National Mortga Association (also known as “Fannie Maatjd Federal Home Loan Mortgage Corpore
(also known as “Freddie Mactp purchase or insure mortgage loans under thspegtive programs. Further, lenders and other ragetdankin
services providers, brokers and other instituti@ms their agents, have been under intense regyulstoutiny regarding mortgage loan underwri
practices and/or representations and warrantieerimadonnection with selling mortgage loans intovatie or Fannie Mae- or Freddie Mbacket
securitized pools. If such scrutiny causes lended other mortgage banking services providers anllebs to adjust their operations and/or
significant amounts in damages or fines, they nestrict or cease their mortgage loan originatiotivities due to reduced liquidity or to mitig;
perceived risks. They may also take such stepsitmaséhe prospect of continued or additional soguti

The mortgage banking operations of HCM are heaeifjulated and subject to the rules and regulagioosulgated by a number of governme
and quasgovernmental agencies. If Nationstar decides tg endie decide to terminate, our relationship wébpect to HCM or otherwise, or ther
a finding that Nationstar or HCM materially violdtany applicable rules or regulations and as dtrisstestricted from or unable to originate mogeg
loans, our customers may experience significanttgage loan funding issues, which could lower our oréers and revenues, and, in turn, ha
material adverse impact on our business and owatiolated financial statements. In addition, wisildstantially all of the mortgage loans origini
by HCM are sold within a short period of time irethecondary mortgage market on a servicing releasedecourse basis, HCM remains potenti
responsible for certain limited representations @aadranties it makes in connection with such mayggan sales. Mortgage investors, including
FHA, Fannie Mae and Freddie Mac, could in the faitaeek to have HCM buy back mortgage loans or cosgte them for losses incurred
mortgage loans HCM has sold based on claims thHatediched its limited representations or warrantt8M has established reserves for pote
losses. However, there can be no assurance that Wi Mot have significant liabilities with respetd such claims in the future, which could exc
its reserves, or that the impact of such claimémat be material to HCM financial condition or ability to operate, or saws to recognize losses v
respect to our equity interest in HCM, or causeaustomers to seek mortgage loans from other lsratwt/or experience mortgage loan funding is
that could delay our delivering homes to them andéwse them to cancel their home purchase costntt us.

Interest rate increases or changes in federal lemgliprograms or regulations could lower demand faurchomes.

A large percentage of our customers finance thehase of their homes. Increases in interest ratbgh the Federal Reserve may begi
implement in 2015, and/or decreases in the avdithalnf mortgage financing or of certain mortgag@ah products or programs may lead to fe
mortgage loans being provided, higher credit riskbgage loan insurance premiums and/or other feesased down payment and extensive
income and asset documentation requirements, amioation of the foregoing, and, as a result, ceddemand for our homes and increase
cancellation rates.

Due to the volatility and uncertainty in the crediiirkets and in the mortgage lending and mortgegedée industries, the federal governmen
taken on a significant role in supporting mortgégreding through its conservatorship of Fannie Maé Breddie Mac, and its insurance of mortg
loans through the FHA and the Veterans Adminisirai{'VA”). FHA backing of mortgage loans has been particulamgortant to the mortga
finance industry and to our business. The avaitgitaind affordability of mortgage loans, includiitgerest rates and/or costs for such loans, coe
adversely affected by a scaling back, tighteningeomination of the federal government’s mortgag@ankelated programs or policies. In additi
given growing federal budget deficits, the U.S.a&ery may not be able to continue, or may be reduay future legislation or regulation to ce
supporting the mortgage loan-related activitieBafinie Mae, Freddie Mac, the FHA and the VA atemeevels.
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Because Fannie Mae-, Freddie Mac-, FHA- and bétked mortgage loans have been an important factoarketing and selling many of «
homes, any limitations or restrictions in the aadaility of, or higher consumer costs for, such gameentbacked financing could reduce our net orc
particularly in our coastal submarkets in Califarnand adversely affect our business and consetidiancial statements, and the effect coul
material.

Third-party lenders may not complete mortgage loan orginns for our homebuyers in a timely manner or ali, which can lead to cancellatior
and a lower backlog of orders, or to significantldgs in our delivering homes and recognizing revesaufrom those homes.

Our homebuyers may obtain mortgage financing feirthome purchases from any lender or other prowfléheir choice, including HCM. If, di
to credit or consumer lending market conditionsluced liquidity, increased risk retention or minimwcapital level obligations and/or regulat
restrictions related to the Dod&tank Act or other laws, or other factors or busindecisions, these lenders refuse or are unalpeotide mortgac
loans to our homebuyers, the number of homes weetlebur business and consolidated financial statés may be materially and adversely affected.

Compared to other lenders, Nationstar, when it aaspreferred mortgage lender, and subsequently H@hich launched its operations in J
2014, have been providing more consistent execatichcompletion of mortgage loan originations far bomebuyers who chose to use them. B
on the number of homes delivered in 2014, approtéma2% of our homebuyers used HCM or Nationstar to finatiee purchase of their hon
Although we expect an increasing percentage ofhamebuyers will choose to use HCM, many of our houmers will continue to seek mortg:
loans from other lenders and potentially be subjecthe performance of such lenders, as well asgéreeral mortgage financing industry iss
described above. We can provide no assurance athe¢o lendersability or willingness to complete, in a timely fasn or at all, the mortgage Ic
originations they start for our homebuyers. Suetbility or unwillingness may result in mortgagerdanding issues and/or cancellations, which w
likely have an material adverse affect on our bessnand consolidated financial statements.

Our current strategies may not generate improveddincial and operational performance, and the contied implementation of these and ott
strategies may not be successi

We believe our current strategies and initiatives @nable us to profitably grow our business inl20However, our strategic and operatit
actions, including, but not limited to, our plawsdpen more new home communities for sales, inerdasvalue of our net orders at our commur
and improve our asset, organizational and produetféiciencies and returns, may prove to be unblétéor some or all of our served markets. We
provide no guarantee that our strategies, iniatior actions will be successful, that they wilhgete growth or earnings or returns at any ley
within any time frame, or that we will achieve i015 or beyond positive operational or financiaultssor results in any particular metric or mea
equal to or better than our 2014 performance, dopa in any period as well as other homebuildarsaddition, we can provide no assurance tha
new home community locations and products (or &fining of our products) will successfully attraxnsumers, command selling prices, or gen
orders, revenues and/or housing gross profit margirihe levels we have experienced in the paahiicipate in future periods, at levels sufficiéon
us to be profitable or at levels higher than ottemebuilders. We also cannot provide any assurdnateve will be able to maintain these strate:
initiatives or actions in 2015 and, due to unexpelst favorable or unfavorable market conditionotirer factors, we may determine that we net
adjust, refine or abandon all or portions of thesategies, initiatives or actions, although wentdrguarantee that any such changes will be suiits
The failure of any one or more of our present egis, initiatives or actions, or the failure ofyadjustments or alternative strategies, initiatio
actions that we may pursue or implement, to be esgfal would likely have an adverse effect on duititg to grow and increase the value
profitability of our business, to meet our debtvés and other obligations necessary to operatebogimess in the ordinary course, and on
consolidated financial statements, as well as grogerall liquidity, and the effect in each caseldde material.

The success of our present strategies, growth atities and our longerm performance depends on the availability ofiShed and partially finishe
lots and undeveloped land that meet our investmiattirn and marketing standards.

The availability of finished and partially finishéots and undeveloped land that meet our investmetatn and marketing standards depends
number of factors outside of our control, includiaghong other things, land availability in genegapgraphical/topographical constraints, land s€lle
business relationships, competition for desirabtperty, legal or government agency or utility seevcompany processes, our ability and the co:
obtain building permits and other regulatory regoients and prevailing conditions in the marketplmcdand parcels. Should suitable lots or |
become less available, the number of homes thahaebe able to build and sell could be reduced,thadcost of attractive land could continu
increase, which could adversely impact our hougigs profit margins, our consolidated financiatestnents and our ability to maintain ownershi
control of a sufficient supply of land inventoryhd availability of suitable land could also affélee success of our current strategies and gl
initiatives, and if we decide to reduce our landuasition activity in 2015 below our current plashse to
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a lack of available assets that meet our standardsability to increase our community count, toimein or grow our revenues and housing g
profit, and to maintain or increase our profitapilin 2015 and beyond, would likely be constrairsed could have a material adverse effect ot
business and consolidated financial statements.

The value of the land and housing inventory we owncontrol may fall significantly.

The value of the inventory we currently own or e¢ohtlepends on market conditions, including estéwsaif future demand for, and the revel
that can be generated from, this inventory. Theealf our inventory can vary considerably becabseetis often a significant amount of time betw
our acquiring control or taking ownership of lantlahe delivery of homes on that land, particulanygleveloped and/or unentitled land. Based ol
periodic assessments of inventory for recovergbilite have from time to time written down certafnoar inventory to its estimated fair value.
have also recorded charges in connection with aiitig or selling certain land held for future dey@hent and with abandoning our interests in ce
land controlled under land option contracts andeo8imilar contracts that no longer met our investhreturn or marketing standards. In 2014
recorded $37.6 million of inventory impairment os and $1.8 millionf land option contract abandonment charges. 12015, the present hous
environment weakens, if particular markets or sutieta experience challenging or unfavorable chamgesevailing conditions, or if we elect
revise our strategy relating to certain land poeii we may need to take additional charges againsearnings for inventory impairments or |
option contract abandonments, or both, or in cotmeovith land sales to reflect changes in fairueabf land or land interests in our invent
including assets we have previously written downy Auch charges could have a material adversetaffeour consolidated financial stateme
including our ability to maintain or increase ouofitability.

Our business is cyclical and is significantly affestl by changes in general and local economic coidis.

Our operations and consolidated financial statesneah be substantially affected by adverse chaimggsneral economic or business condit
that are outside of our control, including chanigesamong other factors:

e short- and londerm interest rate

« employment levels and job and personal income dn

e consumer debt leve

* housing demand from population growth, householth&dion and other demographic chan
« availability and pricing of mortgage financing faomebuyer:

« consumer confidence generally and the confidengmtantial homebuyers in particul

* U.S. and global financial system and credit maskability;

e mortgage loan programs (including changes in FR#nie Mae- and Freddie Maonforming mortgage loan limits, credit risk/morggaloat
insurance premiums and/or other costs or fees, dmayment requirements and underwriting standais), federal and state regulati
oversight, guidance and legal action regardingitencome value appraisal, foreclosure and shéetmactices;

« federal and state personal income tax rates andspos, including provisions for the deduction mbrtgage loan interest payments,
estate taxes and other expenses;

e supply of and prices for available new or redadenes (including lender-owned homes) and ohimrsing alternatives, such as apartm:
single-family rentals and other rental housing;

e homebuyer interest in our current or new produsigies and new home community locations, and gemersumer interest in purchasin
home compared to choosing other housing alterrgtaed

* real estate taxe
Adverse changes in these conditions may affecbasiness nationally or may be more prevalent oceptrated in particular served markets.

Inclement weather, natural disasters (such asqakes, hurricanes, tornadoes, floods, droughtdiaes], and other environmental conditions
delay the delivery of our homes and/or increasecoasts. Civil unrest or acts of terrorism can dlave a negative effect on our business.
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The potential difficulties described above can eadsmand and selling prices for our homes to faflamise us to take longer and incur more «
to develop land and build our homes. We may nailile to recover these increased costs becauserkéntanditions. The potential difficulties co
also lead some buyers to cancel or refuse to htthver home purchase contracts altogether. Reflgdifficult conditions in certain of our serv
markets, we have experienced volatility in our exeters in recent years, and we may experienceasimil increased volatility in 2015 and beyon:
we do, there could be a material adverse effedunrbusiness and consolidated financial statements.

Home selling prices and sales activity in the partiar markets and regions in which we do businesaterially affect our consolidated financii
statements because our business is concentratatiése markets

Home sales activity and selling prices in some wf key served markets have varied from time to tforemarketspecific and other reaso
including adverse weather, high levels of forectesushort sales and sales of lenolened homes, and lack of affordability or econorvatractiol
due to, among other things, the departure or dedfrkey industries and employers that could eiffett price potential homebuyers out of purcha
homes, including our homes. If home sales actigityselling prices decline in one or more of our legyved markets, including California, Flori
Nevada or Texas, our costs may not decline atrailtdhe same rate and, as a result, our consetid@ancial statements may be materially
adversely affected. Adverse conditions in Califarmiould have a particularly material effect on oansolidated financial statements as our ave
selling price in the state is higher than the agerselling prices in states within our other honileing reporting segments; a large percentage ¢
housing revenues is generated from California; as@ynificant proportion of our investments in laattd land development since late 2009 have
made, and in 2015 are expected to be made, irstdutt

In recent years, many state, regional and locabgouents in our served markets, including Califarritlorida and Nevada, have struggle
balance their budgets due to a number of fact&is.a result, there have been significant cuts teegunent departments, subsidies, program:
public employee staffing levels, and taxes and fesse been raised. Lawmakeedforts at all governmental levels to address thHamsdget defic
issues and/or efforts to increase governmentahige® could, among other things, cause businessieesidents to leave, or discourage busines:
households from coming to, affected served markgti;h could, among other things, limit economiowth and cause significant delays in obtai
required inspections, permits or approvals wittpees to residential development at our new homeneonities located in such markets, or resu
higher costs for such permits or approvals. Theggmtive impacts could adversely affect our abilitgenerate orders and revenues and/or to me
or increase our housing gross profit margins irhsuarkets, and the impact could be material an@m@évto our consolidated financial statements.

Supply shortages and other risks related to demé#mdbuilding materials and/or subcontracted tradalor could increase costs and delay deliver

As discussed above under “Item 1. Business — CadtigpetSeasonality, Delivery Mix and Other Factdrhere is a high level of competition
the homebuilding industry and the housing markestdcontracted trade labor and building matettzd$ can, among other things, cause increas
land development and home construction costs, awdldpment and construction delays. Shortages wangbprice fluctuations in lumber, drywi
concrete and other building materials, and subected trade labor, whether due to a small suppkee or supplier capacity constraints, incre
residential construction activity, internationahtnd, the occurrence of or rebuilding after natdissters or other reasons, can also have ansa
effect on our business. We may not be able to @iseselling prices to cover such increases in Bexelopment and home construction costs be
of market conditions, including competition for hebuyers from other homebuilders and resale homesai®ed increases in land development
home construction costs due to higher subcontracteld labor rates or elevated lumber, drywall,ccete and other building materials prices ar
our limited ability to successfully contain thesests may, among other things, decrease our hougiogs profit margins, while shortages
subcontracted trade labor or building materials tdueompetition or other factors may delay deligerof homes and our recognition of revenues.
result, these negative items, individually or tbget could have a material and adverse impact ogansolidated financial statements.

Inflation may adversely affect us by increasing ¢®shat we may not be able to recover, particulaifijpome selling prices decrease, and the imy
on our performance and our consolidated financialeéements could be material.

Inflation can have an adverse impact on our busiaesl consolidated financial statements becauseaising costs for land, subcontracted t
labor or building materials could require us torease our home selling prices in an effort to nainsatisfactory housing gross profit marc
However, we may not be able to increase our horiegrices to cover inflation in direct constriart and/or other costs due to market conditi
and may need to hold or reduce our selling pricesrder to compete for home sales. If determinezbsgary, our lowering of home selling pri
and/or using sales incentives, in addition to intipgcour housing gross profit margins, may alsauedthe value of our land inventory, including
assets we have purchased in recent years, anditma&ee difficult for us to fully recover the cos$ our land and any related land development
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through our home selling prices or, if we chookepiigh land sales. In addition, depressed landegatbay cause us to abandon and forfeit depos
land option contracts and other similar contrattwe cannot satisfactorily renegotiate the purcharsee of the subject land. We may incur cha
against our earnings for inventory impairmentshi¢ value of our owned inventory, including land dexide to sell, is reduced or for land op
contract abandonments if we choose not to exelargkoption contracts or other similar contractg] these charges may be substantial. Inflation
also increase interest rates for mortgage loangrardby reduce demand for our homes and leaduerlcevenues, as well as increase the interes
we may need to accept to obtain external financing.

Reduced home sales may impair our ability to recalgvelopment costs or force us to absorb additiorasts.

We incur many costs before we begin to build homes community. Depending on the stage of develogradand parcel is in when acquir
such costs may include expenditures for develofzing, finishing and entitling lots and installingads, sewers, water systems and other utilitigss
and other items related to ownership of the landvbith we plan to build homes; constructing modahies; and promotional marketing and overl
expenses to prepare for the opening of a new hamenuinity for sales. Moreover, local municipalitieay impose developmenglated requiremer
resulting in additional costs. If the rate at whigk sell and deliver homes slows or falls, or if @pening of new home communities for sale
delayed due to adjustments in our marketing styatetracted governmental approval processesildy igervice activations or other reasons, we
incur additional costs, which would adversely affear housing gross profit margins, and it will éak longer period of time for us to recover outs;
including those we incurred in acquiring and dep@lg land in recent years. We may also decide tmdbn certain land option contracts and ¢
similar contracts, and sell certain land at a lassl, the costs of doing so may be adverse and ialdteour consolidated financial statements.

Some homebuyers may cancel their home purchasesb®e the required deposits are small and sometineésndable.

Our backlog at a given point in time reflects thenber of homes under a home purchase contrachévat not yet been delivered to a homebi
Our home purchase contracts typically require @algmall deposit, some or all of which is refundgtlier to closing. If the prices for new hon
decline, competitors increase their use of salesritives, lenders and others increase their effortell resale homes, subcontracted trade lak
building materials shortages or protracted goventadeapproval processes or utility service actimasi delay our home construction cycle tir
mortgage loan interest rates increase, the avhijabf mortgage financing further diminishes oetk is continued weakness or a downturn in loc
regional economies or the national economy andiaronsumer confidence, customers may cancel thkétirlg home purchase contracts witt
because they have been unable to finalize theitgage financing for the purchase, they desire tgerioto a home earlier than we can deliver it,n
order to attempt to negotiate for a lower priceegplore other options or for other reasons theyusrable or unwilling to complete the purchi
Volatile cancellation rates resulting from theseditions, or otherwise, could have a material aseezffect on our business and our consolic
financial statements.

Tax law changes could make home ownership more ewgdee or less attractive.

Under current tax law and policy, significant expes of owning a home, including mortgage loan @stecosts and real estate taxes, general
deductible expenses for the purpose of calculaimgndividual's or household’federal, and in some cases state, taxable incoinject to variot
limitations. If the federal government or a stategrnment changes its income tax laws by elimigatiimiting or substantially reducing these incc
tax benefits, the aftelx cost of owning a home could increase substntiEny additional increases in personal incomeri@es and/or additional t
deduction limits or restrictions enacted at theefatior state levels could adversely impact denfanend/or selling prices of new homes, including
homes, and the effect on our consolidated finarsté&kEments could be adverse and material.

We are subject to substantial legal and regulatogguirements regarding the development of land, themebuilding process and protection of
environment, which can cause us to suffer delaysdaimcur costs associated with compliance and whicéin prohibit or restrict homebuildin
activity in some regions or areas. The impact othuequirements, individually or collectively, cadibe adverse and material to the implementa
of our strategic growth initiatives and our consdlted financial statements.

Our homebuilding business is heavily regulated anlject to a significant amount of local, state d&ederal regulation concerning zoni
allowable housing density, natural and other resmyorotection, building designs, land developmemnt Bome construction methods, worksite si
and similar matters, as well as governmental tafees, and levies on the acquisition and developmgland parcels. These regulations often prc
broad discretion to government authorities thatsee these matters, which can result in unantepdelays, adjustments in the allowable scope
or characteristics, and/or increases in the costsgecified development project or a number ojegte in particular markets. We may also experi
delays due to a building
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permit moratorium or regulatory restrictions in aofy the locations in which we operate, which cafectf the balance of land held for fut
development in our inventory.

In addition, we are subject to a variety of loctfte and federal statutes, ordinances, rulesedations concerning the environment, inclu
requirements to manage and/or mitigate storm wairoff, dust particles and other environmental inipaof our land development and hc
construction activities at our new home communiti#sese laws and regulations, and/or evolving pregations thereof, may cause delays in our
development and in our construction and deliveriahes, may cause us to incur substantial comgijditigation and other costs, and can prohikt
restrict homebuilding activity in certain regionsareas, any of which could also reduce the fawev@f affected inventory and require us to re
significant impairment charges. Environmental laney also impose liability for the costs of remowalremediation of hazardous or toxic substa
whether or not the developer or owner of the priypknew of, or was responsible for, the presencehote substances. The presence of
substances on our properties may prevent us frdimgseur homes and we may also be liable, undgdiegble laws and regulations or laws
brought by private parties, for hazardous or teabstances on land that we have sold in the pasthé¥, a significant portion of our busines
conducted in California, one of the most highlyuleged and litigious states in the country. Themefour potential exposure to losses and expenss
to new laws, regulations or litigation may be geedhan other homebuilders with a less significaalifornia presence. However, we have experiel
and may in the future experience, significant #itign losses and expenses in our other homebuitépgrting segments, and any such future losse
expenses could be material to our business andkdated financial statements.

The homebuilding industry and housing market are ryecompetitive, and competitive conditions couldvadsely affect our business or ¢
consolidated financial statements.

We face significant competition in several area®af business from other homebuilders and partitgpan the overall housing industry. Th
competitive conditions can result in:

e our delivering fewer home
e our selling homes at lower pric
» our offering or increasing sales incentives, disitswr price concessions for our hon

e our experiencing lower housing gross profit margpesticularly if we cannot raise our selling psc® cover increased land acquisition
development, direct construction or overhead omsisflation;

« our selling fewer homes or experiencing a highenler of cancellations by homebuy:
e impairments in the value of our inventory and oth&set:

« difficulty in acquiring desirable land that meets investment return or marketing standards, argklling our interests in land that no lor
meet such standards on favorable terms, or at all;

« difficulty in our acquiring raw materials and skifl management and subcontracted trade labor gitabée price:
* delays in the development of land and/or the canstin of our homes; and.
« difficulty in securing external financing, performze bonds or letter of credit facilities on favdeaterms

These competitive conditions may have a materie¢esd effect on our business and consolidated dinhatatements by decreasing our rever
impairing our ability to successfully implement aurrent strategies, initiatives or actions, insieg our costs and/or diminishing growth in ourdl
or regional homebuilding businesses. During theshmudownturn in particular, actions taken by oawrhome and housing alternative compet
reduced the effectiveness of our efforts to achstebility or increases in home selling pricesgémerate higher deliveries of homes, revenue:
housing gross profit margins, and to maintain a@reéase our profitability. We cannot provide anyuassces that such conditions and their neg
impacts will not occur in 2015 or beyond.

Homebuilding is subject to warranty and liability@ims in the ordinary course of business that caa bignificant.

In the ordinary course of our homebuilding business are subject to home warranty and construatefact claims. We record warranty and o
liabilities for the homes we deliver based primah historical experience in our served market$ amr judgment of the risks associated with
types of homes we build. As described in Note 1d&m@itments and Contingencies in the Notes to Castestgld Financial Statements in this repot
e maintain, and require the majority of our subraxetbrs to maintain, general liability insurancec{uding construction defect and bodily inj
coverage) and workers’ compensation
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insurance. These insurance policies protect usiagaiportion of our risk of loss from claims reldto our homebuilding activities, subject to ce
self-insured retentions, deductibles and other e limits . We selfasure a portion of our overall risk through thee usf a captive insuran
subsidiary. We also maintain certain other insueapalicies.Because of the uncertainties inherent to theseensative cannot provide any assur:
that our various insurance arrangements and ohitities will be adequate to address all our watyaend construction defect claims in the future
that any potential inadequacies will not have aveask effect on our consolidated financial statesefdditionally, the coverage offered by and
availability of general liability insurance for cstnuction defects are currently limited and cos#gd, in our case, have relatively high seffurec
retentions that limit coverage significantly. Thex@n be no assurance that coverage will not bédumestricted, increasing our risks and finai
exposure to claims, and/or become more costly aadnaterial degree.

We, or our engaged general contractors, engagestractors to perform the actual construction af lsomes, and in many cases, to obtair
necessary building materiaSur contracts with our subcontractors require they comply with all laws applicable to their work¢luding labor law:
meet performance standards, and follow local bogdcodes and permits. Howevewe may encounter improper construction practiceshe
installation of defective materials in our homeaspag other things. When we discover these issuesyilWevaluate and, if necessary, repair the hc
in accordance with our new home limited warrantgt as required by law. Although we will pursue rezdes from potentially responsible parties,
may be unable to recover the costs of warraelsted repairs from subcontractors, suppliersnsuriers, which could have a material and ad'
impact on our consolidated financial statemerits addition, warranty and construction defectiésscan result in negative publicity in various ra
that could be detrimental to our reputation andeasksly affect our efforts to sell homé&¥e can provide no assurance that in 2015 we willface
more warrantyrelated claims and/or incur higher costs to satisfyair or other obligations related to our new bdimited warranty and custon
service activities, or not need to record chargesdjust our overall warranty liability, or experee negative publicity or be successful in obtajramy
recoveries for warranty-related costs we incur fr@sponsible parties, and that any of these itemi§ they occur, or with respect to recoverie:
warranty-related costs, fail to occur esuld, individually or collectively, have a matdréand adverse impact on our business and consetidatancia
statements.

Because of the seasonal nature of our business, quarterly operating results fluctuate

As discussed above under “Iltem 1. Business - CdtigpetSeasonality, Delivery Mix and Other Factbrwe experience seasonal fluctuation
our quarterly operating results that can have eri@timpact on our consolidated financial stateteeRlistorically, a significant percentage of
home purchase contracts are entered into in thiegsand early summer months, and we deliver a spmeding significant percentage of our hom
the late summer and fall months. As a result, weehexperienced uneven quarterly results, with gdlyefewer homes delivered and lower rever
during the first and second quarters of our fiser. Though we expect to experience the traditiseasonality impacts on our results as the pr
housing recovery progresses, we can make no asssras to the degree to which such historical sedgatterns will occur in 2015 and beyond,
all.

We may be restricted in accessing external capitald to the extent we can access external capitalay increase our costs of capital or result
stockholder dilution.

We have historically funded our homebuilding andficial services activities with internally genethatash flows and external sources of deb
equity financing. During the recent housing maid@tvnturn, our reduced stockholdeesjuity and high ratio of debt to capital, in addfitito volatility
in the financial and credit markets, made extesumairces of liquidity less available and more costlys. In the fourth quarter of 2014, largely
result of the reversal of a substantial portioroof deferred tax asset valuation allowance, owk$tolders’equity and ratio of debt to capital hi
improved. However, we can provide no assuranceswibawill be able to generate cash flow from ouemtions or access external credit or ec
markets in 2015 or beyond at favorable terms allabr that our stockholdergquity and ratio of debt to capital will remain at, further improv
from, their respective 2014 year-end levels.

Market conditions in 2015 and beyond may signiftgalimit our ability to replace or refinance indelness, in part due to the ratings of our s
notes by the three principal nationally recognizegistered credit rating agencies, as discusséefubelow. The terms of potential future issuaraf
indebtedness by us may be more restrictive thatetines governing our current indebtedness, anéguance, interest and debt service expenses
be higher. A higher interest rate on or more ret$te terms governing our debt could materially @ul¥ersely affect our business and consolic
financial statements. In addition, the relativedwImarket value of our common stock and volatilitghe securities markets could impede our aca
the equity markets or increase the amount of ditutur stockholders would experience should we $eekise capital through the issuance of
equity or convertible securities.

While we believe we can meet our forecasted capeigliirements from our cash resources, expectedefgash flow, capital markets access
the external financing sources that we anticipdliehe available to us, we can provide no assurdhatwe
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will be able to do so, or do so without incurringostantially higher costs or significantly dilutirgisting stockholdersequity interests. The adve
effects of these conditions on our business, liggahd consolidated financial statements couldnagerial to us.

We have a substantial amount of indebtedness iratiein to our tangible net worth and unrestricted sfa balance, which may restrict our ability
meet our operational and strategic goals.

As of November 30, 2014, we had total outstandiagtf $2.58 billion , total stockholders’ equity $1.60 billion, and an unrestricted ct
balance of $356.4 million . The amount of our debérall and relative to our total stockholdeesjuity and unrestricted cash balance could
important consequences. For example, it could:

« limit our ability to obtain future financing foworking capital, capital expenditures, acquisisipmventoryrelated investments, debt sen
requirements or other business needs, includingndiuimited to, supporting our strategic growtiitintives and operational actions;

< limit our ability to maintain compliance with thaméncial covenants of the Credit Facility or toeenor, if necessary or desirable, expanc
capacity of the Credit Facility;

« limit our ability to renew or, if necessary or dasile, expand the capacity of any letter of créattlities (including the LOC Facilities), and
obtain performance bonds in the ordinary courseuofbusiness;

e limit our ability to pay dividends on shares of @ammon stocl

e require us to dedicate a substantial portion of cagh flow from operations to the collateralizatmmpayment of our debt and reduce
ability to use our cash flow for other purposes|uding investments in our business;

e impact our flexibility in planning for, or reactirtg, changes in our busine

< limit our ability to implement our present stratesgi particularly our land acquisition and developtny@ans and asset activation initiatives
part due to competition from other homebuildersieligpers and investors with greater available gyior balance sheet strength;

* place us at a competitive disadvantage becaadsawe more debt or def@lated restrictions than some of our competitans
* make us more vulnerable in the event of weakneasdownturn in our business or in general econ@nlwusing market conditior

Our ability to meet our debt service and othergdiions will depend on our future performance. Athe date of this report, our next sched
maturity of senior notes is on June 15, 2015 watspect to $199.9 million in aggregate principal amaf our 6 1/4% senior notes due 2015 (tBe “
1/4% Senior Notes due 2015").

Our business may not generate sufficient cash ffom operations and external financing at a reasieneost may not be available to us ir
amount sufficient to meet our debt service oblgyai fulfill the financial or operational obligatis we may have under certain unconsolidated
venture transactions, support our letter of créatiflities (including the LOC Facilities), or fumur other liquidity or operational needs. Furthes
described in Note 13. Notes Payable in the Note3asolidated Financial Statements in this repbé,change of control were to occur as define
the instrument governing our senior notes, orfifirtdamental change under the terms of our 1.375%vestible senior notes due 2019 (tHe375%
Convertible Senior Notes due 2019%®hich includes a change of control, occurs priothteir stated maturity date, we may be requiredfter tc
purchase certain of our senior notes or all ofatwevertible senior notes, plus accrued interestuanghid interest, if any. In such circumstancesye
are unable to generate sufficient cash flow frorarapons, we may, given our unrestricted cash lsalaneed to refinance and/or restructure witt
lenders or other creditors all or a portion of outstanding debt obligations on or before theirurt, which we may not be able to do on favor.
terms or at all, or raise capital through equityconvertible security issuances that would diluisteng stockholdersinterests, and the impact of si
circumstances on our liquidity and consolidatedficial statements would be material and adverse.

Failure to comply with the restrictions and coven@nimposed by the Credit Facility and the agreemsegbverning our indebtedness could rest
future borrowing or cause any outstanding indebtezbs to become immediately due and paya

Under the terms of the Credit Facility, we are iegpli among other things, to maintain compliancéhwirious covenants, including finan
covenants relating to our tangible net worth, lager, and interest coverage or liquidity. The Créditility is also governed by a borrowing base
and includes a limitation on investments in joiahtures and non-guarantor subsidiaries.
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Among other things, these restrictions and covenaah influence our operating decisions of whetbegnter into, or the manner in which we
structure certain transactions in order to maintmpliance. If we fail to comply with these restions and covenants, the participating finar
institutions could terminate the Credit Facilitause borrowings under the Credit Facility, if aloybecome immediately due and payable and/or
demand that we compensate them for waiving inseaotaoncompliance. In addition, a default under @edit Facility under certain circumstance
a default under any series of our senior note®pvertible senior notes could cause a default veifipect to our other senior or convertible senates
and result in the acceleration of the maturity lbb&our senior or convertible senior notes and ioability to borrow under the Credit Facility, all
as incurring penalties and additional fees, alwtfich would have a material adverse impact on @uidity and on our consolidated financ
statements. Moreover, we may need to curtail auestment activities and other uses of cash to taiaircompliance with the restrictions ¢
covenants under the Credit Facility.

The indenture governing our outstanding senior s1ated convertible senior notes imposes restrict@mnsur business operations and activi
Though it does not contain any financial mainteacevenants, the indenture contains certain résgicovenants that, among other things, limit
ability to incur secured indebtedness, to engagsieteaseback transactions involving property or asaktsre a specified value, and, in the ca:
five series of our outstanding senior notes andcouvertible senior notes, to engage in mergenssalaations, and sales of assets. Due to fing
and credit market conditions, we may also neeadtude additional covenants, obligations or restics in our indenture or with respect to a spe
issuance of securities or to our currently outsitagndecurities. If we fail to comply with any ofebe covenants, obligations or restrictions, theldre
of our senior notes or convertible senior notedadcoause such debt to become due and payabletprinaturity or could demand that we comper
them for waiving instances of noncompliance, ahthey are successful in doing so, the impact anliquidity and consolidated financial statems
would be material and adverse. In addition, a defander any series of our senior notes or conblersenior notes could cause a default with resio
our other senior notes and result in the accet@raif the maturity of all such defaulted indebtestnand other debt obligations, as well as penatie
additional fees, which would have a material advémgpact on our liquidity and consolidated finahsimtements.

Our ability to obtain external financing could bedwversely affected by a negative change in our ctedting by a third-party rating agency.

Our ability to access the capital markets and ezldinancing sources on favorable terms is a keyok in our ability to fund our operations an
grow our business. As of the date of this repaut, aedit rating by Fitch Ratings is B+, with aldtaoutlook, our credit rating by MoodyInvesto
Services is B2, with a positive outlook, and owedit rating by Standard and PaFinancial Services is B, with a stable outlookwbgrades of ol
credit rating by any of these principal nationakgognized registered credit rating agencies magentamore difficult and costly for us to access
capital markets and external financing sources,cantt have a material adverse effect on our ligp@hd consolidated financial statements.

We may have difficulty in continuing to obtain thedditional financing required to operate and develour business.

Our homebuilding operations and our present stiegegquire significant amounts of cash and/oraalability of external financing. We he
entered into the Credit Facility and the LOC F&eidi, and issued common stock, senior notes andaurertible senior notes, in order to sup
certain aspects of our operations in the ordinayrse of our business, including our acquisitiodaoid, land development and other of our stra
growth initiatives. We anticipate that we will nedmaintain the Credit Facility and the LOC Famb in 2015, and, if necessary or desirable, wg
seek to expand their capacities or enter into gxfdit such facilities, or other similar facilityrangements with the same or other financial inttitis
We may also issue additional senior notes and/avexible senior notes or equity. It is not possibd predict the future terms or availability
additional external capital or for maintaining dmecessary or desirable, expanding the capatityeoCredit Facility or the LOC Facilities or eritgy
into additional such facilities. Moreover, our datsding senior notes and convertible senior nodesain provisions that may restrict the amount
nature of debt we may incur in the future. As ficiahand credit markets have been experiencingwslcontinue to experience volatility, there ca
no assurance that we can borrow additional furalseradditional capital through other means, ocessfully maintain or, if necessary or desire
expand the capacity of the Credit Facility or tHe@ Facilities or enter into additional such fa@ht in each case at reasonable cost or at all, &
which depends, among other factors, on conditiarthé capital markets and our perceived credit noess, as discussed above. If conditions il
financial and credit markets continue to be vatatit worsen, whether generally, or for homebuilderss in particular, it could reduce our abilio
implement our strategies, initiatives and actiond rofitably grow our business and materially ambVersely impact our consolidated finan
statements. Current and future federal and stapglatons limiting the investment activities of dimcial institutions, including regulations that &
been or may be issued under the Dédark Act, could also impact our ability to accélss capital markets, to obtain additional exteffirncinc
and/or maintain or, if necessary or desirable, esdpthe Credit Facility or the LOC Facilities or entnto additional such facilities, in each cas:
acceptable terms or at all.
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We may not realize our deferred income tax assbtsaddition, our net operating loss carryforwardald be substantially limited if we experier
an ownership change as defined in the Internal Reue Code.

At November 30, 2014, we had deferred tax assetsyfrdeferred tax liabilities, of $866.4 milligragainst which we had a valuation allowanc
$41.2 million. While we have provided a valuation allowance aglagertain of our net deferred tax assets, theatiain allowance is subject to cha
as facts and circumstances change. The accoumtirdgeferred income taxes is based upon estimatesrdiiture results. A housing downturn or o
adverse circumstances that negatively affect owréutaxable income could require us to recordrgelavaluation allowance against our net defe
tax assets. Differences between estimated andlaetudts could have a material impact on our cbdated financial statements, and the impact
be adverse. Our ability to realize our net defeteedassets is based on the extent to which wergensustained profits, and we cannot provide
assurances as to when and to what extent we witrgée sufficient future taxable income to reatipe net deferred tax assets, whether in whole
part.

Changes in tax laws could also affect our actuatésults, the valuation of our net deferred tessetsand our ability to realize our net deferrex
assets. Specifically, a decrease in enacted cdagoreome tax rates in our major jurisdictions,ezsally in the U.S. federal corporate income tate,
would decrease the value of our deferred tax assetsresult in a corresponding charge to incomeetgense, which could be material, as we
reduce our utilization of our deferred tax assets.

In addition, notwithstanding the reversal of a sabsal portion of our deferred tax asset valuaatiowance at November 30, 2014, the benefi
our deferred tax assets, including our net opagdtisses (“NOL"), builtin losses and tax credits, would be reduced ornpiadey eliminated if wi
experienced an “ownership change,” under IntermaleRue Code Section 382 (“Section 382&"Section 382 ownership change occurs if a stoad
or a group of stockholders who are deemed to oweaat 5% of our common stock increase their ownprgy more than 50 percentage points
their lowest ownership percentage within a rollthgeeyear period. If an ownership change were to oc8action 382 would impose an annual |
on the amount of NOL we could use to reduce owslilxincome equal to the product of the total valieur outstanding equity immediately prio
the ownership change (reduced by certain itemsfggetn Section 382) and the federal long-term-éempt interest rate in effect for the month o
ownership change. A number of complex rules applyalculating this annual limit.

While the complexity of Section 382provisions and the limited knowledge any pubbmpany has about the ownership of its publicly eéc
stock make it difficult to determine whether an @nship change has occurred, we currently beliea¢ @dn ownership change has not occu
However, and notwithstanding the reversal of a suttigl portion of our deferred tax asset valuat@tlowance in the fourth quarter of 2014, if
ownership change were to occur, the annual limitiSe 382 may impose could result in a material ami@f our NOL expiring unused. This wo
significantly impair the value of our NOL and, aseault, have a material negative impact on ouscbdated financial statements.

In 2009, our stockholders approved an amendmenutaestated certificate of incorporation that ésigned to block transfers of our comr
stock that could result in an ownership change, an@jhts agreement pursuant to which we have isseetain stock purchase rights with te
designed to deter transfers of our common stock ¢bald result in an ownership change. Howeversehmeasures cannot guarantee corr
protection against an ownership change and it nesr@ossible that one may occur.

Our cash flows, liquidity and consolidated finandiatatements could be materially and adversely eféel if we are unable to obtain performar
bonds and/or letters of credit.

In the course of developing our new home commu)itieeare often required to provide to various municifiedi and other government agen
performance bonds and/or letters of credit to sethe completion of our projects and/or in suppdrdbligations to build community improveme
such as roads, sewers, water systems and othgesitiind to support similar development actigitiy certain of our unconsolidated joint ventul&'s.
may also be required to provide performance bomdioa letters of credit to secure our performanoden various escrow agreements, finar
guarantees and other arrangements. Our abilitptairosuch bonds or letters of credit and the tmsio so depend on our credit rating, overall mk
capitalization, available capital, past operaticarad financial performance, management expertideotiver factors, including prevailing surety ma
conditions, and the underwriting practices and ueses of performance bond and/or letter of crestitiérs. If we are unable to obtain perform
bonds and/or letters of credit when required orcit or operational restrictions or conditions @s@d by issuers to obtain them increases signtfic
in 2015 or beyond, we may not be able to develogv@may be significantly delayed in developing avrfeome community or communities,
required to post cash collateral, decreasing ouestricted cash balance, and/or we may incur sggmif additional expenses, and, as a resulf
business and consolidated financial statementh, fags and/or liquidity could be materially andvadsely affected.

24




Table of Contents

Our ability to attract and retain talent is critidato the success of our business and a failure to sb may materially and adversely affect
performance.

Our officers and employees are an important regpuand we see attracting and retaining a dedicateldtalented team to execute our KE
operational business model as crucial to our ghititachieve and maintain an advantage over otberebuilders. We face intense competitior
qualified personnel, particularly at senior managetievels, from other homebuilders, from other panies in the housing and real estate indus
and from companies in various other industries wagpect to certain roles or functions. Moreoveg,decline in the market value of our common ¢
has made it difficult for us to attract and rettifent. If we are unable to continue to retain atichct qualified employees, or if we need to digantly
increase compensation and benefits to do so (imgduas a result of complying with pending healtheceoverage requirements of the federal P
Protection and Affordable Care Act and the Healt#reCEducation Reconciliation Act of 2010), or, aitgively, if we are required or believe i
appropriate to reduce our overhead expenses thigigghiicant personnel reductions or adjustmentsoimpensation and benefits, our performance
ability to achieve and maintain a competitive adage and our consolidated financial statementsdcoelmaterially and adversely affected.

Information technology failures and data securityéaches could harm our busines

We use information technology, digital telecommauatitns and other computer resources to carry opbitant operational and promotio
marketing activities and to maintain our businessords. Many of these resources are provided @ndfr maintained on our behalf by thpdrty
service providers pursuant to agreements that fyperivarying degrees certain security and serlése| standards. Although we and our ser
providers employ what we believe are adequate ggcdisaster recovery and other preventative amrdlective measures, our ability to conduct
business may be impaired if these resources, imguulr primary website, are compromised, degradathaged or fail, whether due to a virus or ¢
harmful circumstance, intentional penetration arujption of our information technology resourceseébyhird party, natural disaster, hardwar
software corruption or failure or error or poor guat or vendor/developer selection (including éufai of security controls incorporated into or apg
to such hardware or software), telecommunicatiorstesn failure, service provider error or failuratentional or unintentional personnel acti
(including the failure to follow our security pratls), or lost connectivity to our networked resms. A significant and extended disruption in
functioning of these resources, including our priynaebsite, could damage our reputation and casge lose customers, orders, deliveries of h¢
and revenues, result in the unintended and/or hnaaed public disclosure or the misappropriatibpmprietary, personal identifying and confidet
information (including information about our buyeasd business partners), and require us to ingmifgiant expenses to address and remedic
otherwise resolve these kinds of issues, expehsgsve may not be able to recover in whole or in part from our service providers or respons
parties, or their or our insurers. The releaseoofidential information may also lead to litigation other proceedings against us by affected iddas
and/or business partners and/or by regulatorstt@dutcome of such proceedings, which could irelpenalties or fines and cause reputational
could have a material and adverse effect on ounbss and consolidated financial statements. litiaddthe costs of maintaining adequate prote:
against such threats, based on considerationseaf e¢lrolution, pervasiveness and frequency andéwegmentmandated standards or obligati
regarding protective efforts, could be materiabtw consolidated financial statements in a paricperiod or over various periods.

Item 1B. UNRESOLVED STAFF COMMENTS
None.
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Item 2. PROPERTIES

We lease our corporate headquarters in Los Ang€laifornia. Our homebuilding division offices (et for our San Antonio, Texas office) i
our design studios are located in leased spadeimarkets where we conduct business. We own #raipes for our San Antonio office.

We believe that such properties, including the pepgint located therein, are suitable and adequatesét the needs of our businesses.

ltem 3. LEGAL PROCEEDINGS
Nevada Development Contract Litigati

KB HOME Nevada Inc., a wholly owned subsidiary oir® (‘KB Nevada”),is a defendant in a case in the Eighth Judiciatr@tsCourt in Clarl
County, Nevada entitledas Vegas Development Associates, LLC, Essex ReateBPartners, LLC, et al. v. KB HOME Nevada Intn 2007, La
Vegas Development Associates, LLC (“LVDA") agreedpurchase from KB Nevada approximatelys®8es of land located near Las Vegas, Nev
LVDA subsequently assigned its rights to Essex Feshte Partners, LLC (“Essex”’KB Nevada and Essex entered into a developmentagne
relating to certain major infrastructure improvensenLVDA's and Essex complaint, initially filed in 2008, alleged thEB Nevada breached t
development agreement, and also alleged that KBadleeWraudulently induced them to enter into thechase and development agreements. LA’
and Esses lenders subsequently filed related actions tlaewonsolidated into the LVDA/Essex matter. Toesolidated plaintiffs sought resciss
of the agreements or, in the alternative, compengatamages of $55 millioplus unspecified punitive damages and other damamges intere:
charges in excess of $41 million (the “Claimed Dgesl). KB Nevada has denied the allegations, and believeasitmeritorious defenses to
consolidated plaintiffs’ claims. On March 15, 2018e court entered orders denying the consolidptaiahtiffs’ motions for summary judgment ¢
granting the majority of KB Nevada's motions fomsmary judgment, eliminating, among other of thesmidated plaintiffs’claims, those for frau
negligent misrepresentation, and punitive damagéth the courts decisions, the only remaining claims against k&/&tla are for contract dama
and rescission. In August 2013, the court grantedians that further narrowed the scope of the Gairbamages. While the ultimate outcom
uncertain — we believe it is reasonably possibkt the loss in this matter could range from zer@pproximately $55 million plus priedgmen
interest, which could be material to our consobdafinancial statements B Nevada believes it will be successful in defewdiagainst tr
consolidated plaintiffs’ remaining claims and thia¢ consolidated plaintiffs will not be awardedcission or damages. The npmy trial, originally
set for September 2012, is presently schedule8éptember 15, 2015.

Other Matters

In addition to the specific proceeding describedvabwe are involved in other litigation and regulat@rpceedings incidental to our business
are in various procedural stages. We believe tmataccruals we have recorded for probable and mah#o estimable losses with respect to t
proceedings are adequate and that, as of Nover@b@034,it was not reasonably possible that an additionatemial loss had been incurred in
amount in excess of the estimated amounts alreactygnized in our consolidated financial statemeWs. evaluate our accruals for litigation
regulatory proceedings at least quarterly and,ppsopriate, adjust them to reflect (a) the factd aimncumstances known to us at the time, inclu
information regarding negotiations, settlementings and other relevant events and developmebfghé advice and analyses of counsel; and (
assumptions and judgment of management. Similéorf@nd considerations are used in establishimgaweruals for proceedings as to which lo
have become probable and reasonably estimable dgintle an evaluation is made. Based on our expzzjeme believe that the amounts that ma
claimed or alleged against us in these proceedingsot a meaningful indicator of our potentiabliidy. The outcome of any of these proceedi
including the defense and other litigaticeiated costs and expenses we may incur, howeverhérently uncertain and could differ signifidgrftom
the estimate reflected in a related accrual, if enddherefore, it is possible that the ultimate oote of any proceeding, if in excess of a relatenius
or if no accrual had been made, could be materialit consolidated financial statements.

Item 4. MINE SAFETY DISCLOSURES
Not applicable.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following table presents certain informatiogaeling our executive officers as of December 8142

Year Years
Assumed at Other Positions and Other
Present KB Business Experience within the From —
Name Age Present Position Position Home Last Five Years (a) To
Jeffrey T. Mezger 59 Ppresident and Chief Executive Officer (b) 2006 21
Jeff J. Kaminski 53 Executive Vice President and Chief Financial 2010 4 Senior Vice President, Chief Financial Officer &8tdategy 2008-
Officer Board member, Federal-Mogul Corporation (a global 2010
supplier of component parts and systems to thenzattee,
heavy-duty, industrial and transport markets)
Albert Z. Praw 66 Executive Vice President, Real Estate and 2011 18 (c) Chief Executive Officer, Landstone Communities, L{z0real 2006-
Business Development estate development company) 2011
Brian J. Woram 54 Executive Vice President and General Cou 2010 4 Senior Vice President and Chief Legal Officer, H&Rck, 2009-
Inc. (a provider of tax, banking and business antsulting 2010
services)
William R. Hollinger 56 Senior Vice President and Chief Accountin 2007 27
Officer
Thomas F. Norton 44 Senior Vice President, Human Resources 2009 6

(a) All positions described were with us, unless othisevindicatec
(b) Mr. Mezger has served as a director since :
(c) Mr. Praw was employed by us from 1989-1992 fameh 19942006. He was elected to his present position irokmt2011

There is no family relationship between any of executive officers or between any of our executiffcers and any of our directors.
PART Il

ltem 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER PURCHASES
OF EQUITY SECURITIES

As of December 31, 2014, there were 655 holdersadrd of our common stock. Our common stock ideidaon the New York Stock Exchai
under the ticker symbol “KBH.The following table presents, for the periods iatkcl, the price ranges of our common stock, and dasdend:
declared and paid per share:

Year Ended November 30, 2014 Year Ended November 30, 2013
Dividends Dividends Dividends Dividends
High Low Declared Paid High Low Declared Paid
First Quarter $ 20.7¢  $ 16.3¢  $ .025C $ .025C $ 20.0¢ $ 13.8¢ $ .025C $ .025(
Second Quarter 20.7: 15.4( .025( .025( 25.1¢ 18.21 .025( .025(
Third Quarter 18.9¢ 16.0¢€ .025( .025( 22.4¢ 15.57% .025( .025(
Fourth Quarter 18.1( 13.7¢ .025( .025( 18.9¢ 15.4¢ .025( .025(

The declaration and payment of cash dividends aneshof our common stock, whether at current leoekt all, are at the discretion of our bc
of directors, and depend upon, among other things,expected future earnings, cash flows, capéglirements, debt structure and adjustn
thereto, restrictions and covenants under the CFeadiility or other of our debt obligations, opévatl and financial investment strategy and gel
financial condition, as well as general businesgld®ns.

The description of our equity compensation plarggired by Item 201(d) of Regulation S-K is incorpi@d herein by reference to “Part-+H
Item 12. Security Ownership of Certain Benefiéalners and Management and Related Stockholder idatigthis report.

We did not repurchase any of our equity securdi@ing the fourth quarter of 2014.
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Stock Performance Graph

The graph below compares the fiyear cumulative total return of KB Home common kfatie S&P 500 Index and the Dow Jones US
Construction Index for the periods ended Novemifer 3

Comparison of Five-Year Cumulative Total Return
Among KB Home, S&P 500 Index and
Dow Jones US Home Construction Index

$250
$200 -
$150 =
-
F100
$50
£0 T T T T ]
2009 2010 2011 2012 2013 2014
—#— kB Home —— 5&P 500 Index
—a— [ow Jones US Home Construction Index
2009 2010 2011 2012 2013 2014
KB Home $ 10C $ 85 $ 57 $ 112 $ 13¢ $ 13¢
S&P 500 Index 10C 11C 11¢ 13¢ 17¢ 21C
Dow Jones US Home Construction Index 10C 91 99 iL7E 181 217

The above graph is based on the KB Home commotk stodt index prices calculated as of the last tiqdialy before December 1 of the yeac
periods presented. The closing price of KB Home mam stock on the New York Stock Exchange was $1@es/%hare on November 30, 204dc
$17.53 per share on November 30, 2013. The perfurenaf our common stock depicted in the graphs elepresents past performance only a
not indicative of future performance. Total ret@ssumes $100 invested at market close on Noventh@089 in KB Home common stock, the £
500 Index and the Dow Jones US Home Constructidaxncluding reinvestment of dividends.
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Item 6. SELECTED FINANCIAL DATA

The data in this table should be read in conjunctiith “Iltem 7. Managemerg’ Discussion and Analysis of Financial Conditiom d&esults ¢
Operations” and our Consolidated Financial Statesmand the Notes thereto, which are includedlteni 8. Financial Statements and Suppleme
Data.” Both items are included in this report.

KB HOME
SELECTED FINANCIAL INFORMATION
(Dollars In Thousands, Except Per Share Amounts)

Years Ended November 30,

2014 2013 2012 2011 2010
Statement of Operations Data:
Revenues:
Homebuilding $ 2,389,64. $ 2,084,970 $ 1,548,43. $ 1,305,56: $ 1,581,76:
Financial services 11,30¢ 12,15: 11,68 10,30« 8,23t
Total $ 2,400,94¢ $ 2,097,131 $ 1,560,11! $ 1,315,861 $ 1,589,99
Operating income (loss):
Homebuilding $ 115,96¢ $ 92,08 $ (20,25¢) $ (103,07) $ (16,049
Financial services 7,86( 9,11( 8,69 6,792 5,11¢
Total $ 12382¢ $ 101,19: $ (11,569 $ (96,28) $ (10,93)
Pretax income (loss) $ 94,94¢ $ 38,36 $ (79,05) $ (181,169 $ (76,36¢)
Net income (loss) (a) $ 918,34¢ $ 39,96: $ (58,959 $ (178,76) $ (69,36¢)
Earnings (loss) per share:
Basic $ 10.2¢ $ A48 $ (.7¢) $ (2.32) $ (-90
Diluted $ 9.2 $ A€ % (.7¢) $ (232 $ (.90
Cash dividends declared per common share  $ .100C % .100C $ 1378 $ .250C % .250(
Balance Sheet Data:
Assets:
Homebuilding $ 4,747,060 $ 3,183,59! $ 2,557,24. 3% 2,480,36! $ 3,080,301
Financial services 10,48¢ 10,04( 4,45¢ 32,17: 29,44:
Total $ 4,757,551 % 3,193,63! $ 2,561,69: $ 251254 $ 3,109,74
Notes payable $ 2,576,52! $ 2,150,49: $ 1,722,81' $ 1,583,57. $ 1,775,52!
Stockholders’ equity $ 1,595,911 $ 536,08t $ 376,80t $ 442,65 $ 631,87¢
Homebuilding Data:
Net orders 7,56 7,12¢ 6,70: 6,632 6,55¢
Unit backlog 2,90¢ 2,55 2,57 2,15¢ 1,33¢
Homes delivered 7,215 7,145 6,28: 5,81: 7,34E

(a) Net income for the year ended November 30, 201Mudiedl the impact of a$825.2 milliondeferred tax asset valuation allowance reverstié
2014 fourth quarter.
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ltem7. MANAGEMENT ' S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

Overview.Revenues are generated from our homebuilding aaadial services operations. The following tablespnts a summary of ¢
consolidated results of operations for the yeadediNovember 30, 2014, 2013 and 2012 (dollarsdnglnds, except per share amounts):

Years Ended November 30, Variance
2014 2013 2012 2014 vs 2013 2013 vs 2012
Revenues:
Homebuilding $ 2,389,64. $ 2,084,97: % 1,548,43. 15% 35%
Financial services 11,30¢ 12,15: 11,68: @) 4
Total $ 2,400,94' $ 2,097,13¢ $ 1,560,11! 14% 34%
Pretax income (loss):
Homebuilding $ 86,40: $ 28,17¢ $ (89,93¢) 207 % (a)
Financial services 8,54¢ 10,18¢ 10,88: (26) (6)%
Total pretax income (loss) 94,94¢ 38,36: (79,057 14€ % (a)
Income tax benefit 823,40( 1,60( 20,10( @ (92)%
Net income (loss) $ 918,34¢ $ 39,96: $ (58,957 (a) (a)
Earnings (loss) per share:
Basic $ 10.2¢ $ 48 $ (.76) (a) (@)
Diluted $ 9.28 $ 46 $ (.76) (a) (a)

(a) Percentage not meaningful.

We posted solidly profitable results in our 201ecél year and made measurable progress on ourtggnels, benefiting from both a gener
positive economic environment and the ongoing etk@cwf our core strategic initiatives, particujadur continued efforts to position more of our |
home communities in attractive, land-constrainedtimns through a targeted land and land developmeastment program.

At the same time, a variety of challenges restdhimar performance in some housing markets duriegyéar and tempered our overall net or
homes delivered and housing gross profit margiteesé included relatively weak gains in consumeorme levels amid rising home prices; ti
mortgage lending standards; persistent cost inesefs prime land assets, construction materiadssatbcontracted trade labor; and delays in opt
new home communities for sales due in part to podéd governmental approval processes and utdityice activations. Despite these challenge:
expanded our growth platform, generated operatio@ahentum over the course of the year, and beledave positioned ourselves to build on
following 2014 achievements:

« Profitability . We generated pretax income of $94.9 million fod£2, up 148%over the prior year, and have produced pretax ircéon si>
consecutive quarters totaling $149.8 million .

» Deferred Tax Asset Valuation Allowar. We reversed a substantial portion of our defetagdasset valuation allowance at November 30, ;
largely due to our consistent profitability. Amoother things, the reversal nearly tripled our shatlers’ equity, significantly reduced our di
leverage ratio, and, going forward, enables usotergially shelter, on a cash basis, more thanil@rbof future earnings from income taxes.
reversal also helped drive our net income to $9&8lBon for the year.

e Community Count ExpansiorOur average community count of 214 for the 20d4rth quarter increased 13% from the yearhlier quarter, ar
our average community count of 200 for the yeareedndovember 30, 2014 rose 1G%m 2013, reflecting our investments in land aadc
development in 2014 and 2013. Consistent with trategic investment orientation, a higher propartd our new home communities are loci
in submarkets that feature homebuyers with higbesihold incomes
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and stronger demand for larger home sizes with drigtverage selling prices, though we experiencedessoftening of demand in cert
submarkets in the fourth quarter. Our expandedageecommunity count in these locations contribteniur 2014 fiscal year net orders increa
6% over the prior year and to a 20% year-oxear increase in the value of our net orders. @uronder value for a given period represent:
potential future housing revenues associated vétrorders, including various lot and product premsyand homebuyer spending on design s
options and upgrades for homes in backlog duriegstime period.

Backlog and Future Growt. Our higher net orders in 2014 helped drive a M r-over-year expansion in our backlog to 2,80®nes ¢
November 30, 2014. Our y¢+end backlog represented potential future houstngmues of $914.0 million , an increase of 348 the prior yea
reflecting the higher number of homes in backlod #re higher average selling price of those hor@es.homes in backlog and backlog valu
November 30, 2014 reached their highest-end levels since 2007.

We believe the year-ovetear increases in our pretax and net income, corityncount in attractive submarkets, net orders ragtdorder value ar

backlog levels in 2014 illustrate the success of murent integrated strategic approach to drivafifmble growth and that our business overall
continue its positive growth trajectory in 2015.

Below is a summary of our financial and operaticeallts for 2014.

Statement of Operations

Revenue:. Total revenues of $2.40 billion for the year eshdéovember 30, 2014 rose 14% from $2.10 billfon 2013, primarily due to ¢
increase in housing revenues. Housing revenues g8 to $2.37 billion in 2014 from $2.08 billian 2013, reflecting increases in both
number of homes delivered and the overall averaliimg price of those homes. In 2014, our totaleraves included land sale revenue$20.(
million compared to $.9 million in 2013. Also incled in our total revenues were financial serviea®nues of $11.3 million in 2014 afd2.Z
million in 2013.

o Homes Delivere. We delivered 7,215 homes in 2014, up 1% from5Hemes delivered in 201
o Average Selling Pric. Our overall average selling price of homes deéidencreased 13% to $328,400 in 2014 from $291i7Q013

Homebuilding Operating IncomOur homebuilding operating income grew $23.9 millicor 26% , to $116.0 million in 2014, compare®82.]
million in 2013. In 2014, our homebuilding operatimcome included $37.6 million of inventory impaent charges, of whic$26.6 millior
related to planned future land sales, and $1.8anibhf land option contract abandonment charges. 1iB826Lr homebuilding operating inco
included a net warranty charge of $32.0 millionoassted with water intrusiorelated repairs of homes at certain of our comnemin central ar
southwest Florida, and $3.6 milliasf inventory impairment and land option contracamalonment charges. As a percentage of homebu
revenues, our operating income improved to 4.920tt4 from 4.4% in 2013.

o Housing Gross Profit. Housing gross profits of $429.5 million in 20Jatieased by $81.7 million , or 24% , from $347.8iar in 2013
reflecting the higher volume of homes delivered andigher housing gross profit margin. Includedur housing gross profits wefd2.¢
million of inventory impairment and land option d¢act abandonment charges in 2014 and the abwarmioned inventory impairment &
land option contract abandonment charges and neamig charge in 2013. Our housing gross profitgiraimproved by 14Masis points 1
18.1% in 2014 from 16.7% in 2013. Excluding the $ing inventory- and warrantyelated charges in 2014 and 2013, our adjusteditig
gross profit margin improved by 30 basis pointd87% in 2014 from 18.4% 2013. The calculation of adjusted housing gmrsdit margin
which we believe provides a clearer measure op#réormance of our business, is described beloveiutidon-GAAP Financial Measures.”

o Selling, General and Administrative Expens®sir selling, general and administrative expenseseased to $288.0 milliom 2014 fron
$255.8 millionin 2013. Selling, general and administrative expsrfer 2013 included the reversal of a previoushalglished accrual of $¢
million due to a favorable court decision. As agastage of housing revenues, to which these expeaargemost closely correlated, sell
general and administrative expenses improved $§lightl2.2% in 2014 compared to 12.3% in 2013.

Interest Expenselnterest expense of $30.8 million for 2014 decrddsem $62.7 millionfor 2013, reflecting an increase in the amount ur
inventory qualifying for interest capitalization iB014. In addition, interest expense in 2013 inetuch $10.4 millionloss on the ear
extinguishment of debt associated with the retirgnoé certain of our senior notes.
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Income TaxesWe recognized an income tax benefit of $823.4 amilin 2014 and $1.6 milliom 2013. The income tax benefit increased in :
primarily due to the reversal of $825.2 millionair deferred tax asset valuation allowance in theth quarter of 2014.

Net Income. We generated net income of $918.3 million , a2$%er diluted share, in 2014, compared to $40lom, or $.46per diluted shar
in 2013. Our net income for 2014 included the abmentioned income tax benefit and a $3.2 millgain on the sale of our interest in
unconsolidated joint venture in Maryland, which wegartly offset by the $39.4 millioof inventory impairment and land option cont
abandonment charges noted above. Our net incon20f® included the abowescribed net warranty charge, a loss on the eatlpguishmer
of debt, inventory impairment and land option caotrabandonment charges, and the reversal of dopsey established accrual. Our 2013
income also included the above-mentioned incomééaefit.

Balance Sheet

Cash, Cash Equivalents and Restricted Cadbur cash, cash equivalents and restricted casieto$383.6 millionat November 30, 201
compared to $572.0 million at November 30, 2013o@ftotal cash, cash equivalents and restrictel aaNovember 30, 2014 and 20$356.¢
million and $530.1 million respectively, was unrestricted. The decreasetal tash, cash equivalents and restricted castprimsrily due to oL
investments in land and land development duringt2partly offset by total net proceeds of $531.8iom from the concurrent underwritten put
issuances of the 4.75% senior notes due 2019 4tfi&% Senior Notes due 2019”) and 7,986,111 shadresr common stock, par value $1.06
share, at an offering price of $18.00 per share @14 Common Stock Offering”).

Inventories.Reflecting our investment in land and land develeptmof $1.47 billion and the distributions of $90rillion of land and lan
development we received in 2014 from our unconatdid joint venture Inspirada Builders, LLC (“Insa”), our inventory balance &3.2Z
billion at November 30, 2014 increased 40% fron882illion at November 30, 2013.

Investments in Unconsolidated Joint VentuOur investments in unconsolidated joint venturesrekesed to $79.4 millioat November 30, 20:
from $130.2 millionat November 30, 2013, primarily due to the disttifis of land and land development we received fitoapirada and tt
abovenoted sale of our interest in an unconsolidatedt jgenture in Maryland during 2014. These transactiwere partly offset by capi
contributions we made to several of our unconstdidigoint ventures during 2014.

Notes Payable. Our debt balance increased to $2.58 billion aveéyaber 30, 2014 from $2.15 billioat November 30, 2013, reflecting
underwritten public issuance of the 4.75% SenioteNaue 2019. Our ratio of debt to capital improte@1.8%at November 30, 2014, compa
to 80.0% at November 30, 2013. Our ratio of nett delzapital (a calculation that is described belowder “Non-GAAP Financial Measuresi)sc
improved to 57.9% at November 30, 2014 from 74.@%avember 30, 2013. These improvements were pilyndue to the year-oveyea
increase in our stockholders’ equity at November2814.

Stockholders’ EquityOur stockholders’ equity expanded to $ 1.60 billanNovember 30, 2014 from $536.1 millia@m November 30, 201
primarily due to the net income we generated in42@thich included the income tax benefit from tle@arsal of a substantial portion of
deferred tax asset valuation allowance, and thd Zdmmon Stock Offering.

Net Orders, Backlog and Community Co

The following table presents information concernmg net orders, cancellation rate, ending backdogi community count for the years en

November 30, 2014 and 2013 (dollars in thousar
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Years Ended November 30,

2014 2013
Net orders 7,567 7,12¢
Net order value $ 2579,95 $ 2,157,06!
Cancellation rate 31% 32%
Ending backlog — homes 2,90¢ 2,557
Ending backlog — value $ 914,02¢ $ 682,48¢
Ending community count 227 191
Average community count 20C 182

Net Orders. Net orders from our homebuilding operations iasedl 6% to 7,567 in 2014 from 7,1R52013, reflecting our higher aver:
community count and our continued emphasis on balgnhome selling prices and the pace of net orttersptimize the performance of «
communities.

o The year-over-year growth in our overall net osdeeflected increases of 9% , 15% and irfour West Coast, Southwest and Ce
homebuilding reporting segments, respectively lpaftset by a 4% decrease in our Southeast horfdibgireporting segment.

o The overall value of the net orders we generate@14 increased 20% to $2.58 billion from $2.16dm in 2013

o Each of our homebuilding reporting segments gerdryear-oveyear growth in net order value in 2014, with ouratV€oast homebuildir
reporting segment up 25% to $1.22 billion , our Baest homebuilding reporting segment up 21% toO$23million , our Centre
homebuilding reporting segment up 19% to $755.Tianil, and our Southeast homebuilding reportingvsent up 7% to $376.0 million .

o Our cancellation rate was 31% in 2014, compavedP®sin 2013

Backlog. Our backlog at November 30, 2014 was comprise2| @39 homes, representing potential future housrgnues of $914.0 millionanc
at November 30, 2013 was comprised of 2,557 horegsesenting potential future housing revenues682% million. The number of homes
our ending backlog rose 14% year over year, reéflgahe 6% year-oveyear increase in our net orders in 2014. The pistefutture housin
revenues in our backlog at November 30, 2014 gré% fBom the prior year due to the increased numbédroohes in our backlog and the hig
average selling price of those homes. Substantlllgf the homes in our backlog at November 3Q,£@re expected to be delivered during
year ending November 30, 2015.

Community Count Overall, our average community count for the yeraded November 30, 2014 increased 10% to 200 182as of Novembe
30, 2013, while our ending community count incread®% from the year-earlier period. The year-oxesr growth reflected our strate
community positioning efforts and increased land Emd development activities, which resulted im opening more new communities for si
in 2014 than in the prior year. In addition, oueeage community count increased on a year-gear-basis in each of our homebuilding repo
segments. With the substantial inventoglated investments we made in 2014 and the inve#Biwe are planning to make in 2015, we expet
our overall community count will continue to incseain 2015, depending on sales absorption ratethartiming of community close-outs.

HOMEBUILDING

For reporting purposes, we organize our homebugldiperations into four segments West Coast, Southwest, Central and Southeast

homebuilding reporting segments consisted of orgjojerations located in the following states: Wesast — California; Southwest -Arizona ant
Nevada; Centre— Colorado, New Mexico and Texas; and Southeasterida, Maryland, North Carolina and Virginia.

The following table presents a summary of certaiarfcial and operational data for our homebuildipgrations for the years ended Novembe

2014, 2013 and 2012 (dollars in thousands, exceptage selling price):
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Years Ended November 30,

2014 2013 2012
Revenues:
Housing $ 2,369,63. % 2,084,10. $ 1,548,43.
Land 20,01( 87t —
Total 2,389,64. 2,084,97 1,548,43.
Costs and expenses:
Construction and land costs
Housing (1,940,10i) (1,736,32) (1,332,04)
Land (45,55) (76€) —
Total (1,985,65) (1,737,08) (1,332,04)
Selling, general and administrative expenses (288,02) (255,80%) (236,64))
Total (2,273,67) (1,992,89) (1,568,681
Operating income (loss) $ 115,96¢ $ 92,08 $ (20,256
Homes delivered 7,21°F 7,14¢ 6,282
Average selling price $ 328,40( $ 291,70 $ 246,50(
Housing gross profit margin as a percentage ofihgugvenues 18.1% 16.7% 14.C%
Adjusted housing gross profit margin as a percentddiousing revenues 18.7% 18.%% 13.5%
Selling, general and administrative expenses as@ptage of housing revenues 12.2% 12.2% 15.2%
Operating income (loss) as a percentage of hondibgirevenues 4.% 4.4% (1.9%

Revenuesdomebuilding revenues totaled $2.39 billion in 20ag 15% from $2.08 billion in 2013, which had ieased 35% from $1.55 billian
2012. The year-oveyear increases in our homebuilding revenues in 2012013 reflected growth in our housing revennesach of those years.
addition, our homebuilding revenues in 2014 and32idtluded $20.0 million and $.9 millionrespectively, of revenues from land sales. In22@Li
homebuilding revenues were generated entirely fioosing operations.

The year-over-year growth in our housing revenue014 reflected a 1% increase in the number ofdsodelivered and a 13#crease in tr
overall average selling price of those homes. Ih32Mousing revenues rose 35% from 2012 due tdaitdrease in the number of homes delivi
and an 18% increase in the overall average seqiling. We delivered a total of 7,215 homes in 2@d4from 7,145 homes delivered in 2013. The year-
over-year increase in the number of homes delivare2D14 was mainly due to 6%rowth in our net orders during the year. In 2043; home
delivered rose 14% from 6,282 homes delivered ih22@rgely due to our higher backlog at the begigrof the year, which was up 20% on a year-
over-year basis.

The overall average selling price of homes delidgénereased to $328,400 in 2014, up $36,700 , @e1i,700n 2013. The higher average sell
price in 2014 reflected our continued positionirigpor new home communities in lamdnstrained submarkets that typically feature hargets witt
higher household incomes; higher median home ggfliites; stronger demand for larger home sizesraridus lot and product premiums, and de
studio options and upgrades; our continued actiongptimize revenues and profits; and generallyofable market conditions. Our overall avel
selling price has increased on a year-oxear basis for each of the last 18 quarters. Aweralling prices for 2014 were higher across albo
homebuilding reporting segments compared to the-gedier period, with increases ranging from 13%each of our Central and Southe
homebuilding reporting segments to 2286our West Coast homebuilding reporting segmemt2013, our overall average selling price of hc
delivered grew 18% from $246,500 in 2012 largelg tluthe same factors that drove the year-gear-increase in our overall average selling pin
2014. In 2013, each of our homebuilding reportiegrsents posted a double-digit year-oyear increase in average selling price, with ineee
ranging from 13% in our Southeast homebuilding répg segment to 22% in our Southwest homebuildemprting segment.

Our land sale revenues totaled $20.0 million in&26fd $.9 milliorin 2013. We had no land sales in 2012. Generalhyd lsale revenues fluctu
with our decisions to maintain or decrease our kamdership position in certain markets based upen t
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volume of our holdings, our marketing strategy, strength and number of competing developers eggrarticular markets at given points in time,
availability of land at reasonable prices and pitengamarket conditions.

Operating Income (LossPur homebuilding business generated operating iecom$116.0 millionin 2014, an improvement from operai
income of $92.1 million in 2013 and an operatingsl@f $20.3 milliorin 2012. Our homebuilding operating income as @g@age of homebuildii
revenues was 4.9% in 2014 and 4.4% in 2013. In 20d2homebuilding operating loss as a percentdgemebuilding revenues was 1.3% .

The following table presents a summary of chargekaher items included in our operating incomessg)qin thousands):

Years Ended November 30,

2014 2013 2012
Inventory impairment and land option contract almmdent charges $ (39,43) $ (3,58) $ (28,539
Warranty-related charges — (31,959 (2,576
Warranty adjustments — — 11,16:
Insurance and legal expense recoveries — — 26,53¢
Court decision reversal (charge) — 8,16¢ (8,769

Total $ (39,43) $ (27,370 $ (2,179

The year-ovelear increases in our operating income in eachOd#2and 2013 reflected higher housing gross prafigstly offset by highe
selling, general and administrative expenses. t20ur housing gross profits of $429.5 millionrieesed by $81.7 million , or 24% , frap347.¢
million for the previous year due to the higher volume aihbs delivered and a higher housing gross profigmaHousing gross profits for 20
included $12.8 milliorof inventory impairment and land option contracamdlonment charges. Housing gross profits for 28tRided a net warrar
charge of $32.0 million for water intrusiortated repairs of homes at certain of our comnemin central and southwest Florida, as discussétbte
15. Commitments and Contingencies in the NotesatosGlidated Financial Statements in this repord, 816 millionof inventory impairment and la
option contract abandonment charges. Our 2014 hgugss profit margin improved by 140 basis point48.1% from 16.7%n 2013. Our adjuste
housing gross profit margin was 18.7% in 2014, Qjp&sis points from 18.4% in 2013.

Our housing gross profits for 2013 increased byl#.3nillion , or 61% , from $216.4 milliofor 2012, primarily due to the higher volume
homes delivered and a higher housing gross prafigm. Our housing gross profits in 2013 includeel met warranty charge and inventory impairr
and land option contract abandonment charges nmatti@above. In 2012, our housing gross profits ohetli$26.5 millionof insurance recoveri
related to repair costs and costs to handle claiitisrespect to previously delivered homes, anafakle net warranty adjustments of $8.6 milltbai
reflected trends in our overall warranty claims enxg@nce. The impact of these items was mostly pffigeinventory impairment and land opt
contract abandonment charges of $28.5 million . ZD4r3 housing gross profit margin improved by 2@6is points from 14.0% 2012. Our adjuste
housing gross profit margin in 2013 improved by #88is points from 13.5% in 2012.

Our land sales generated losses of $25.5 millic20it4 and income of $.1 million 2013. We had no land sales in 2012. The lana ssults i
2014 included impairment charges of $26.6 millielated to planned future land sales.

As discussed in Note 7. Inventory Impairments aadd_Option Contract Abandonments in the Notes tosGlidated Financial Statements in
report, we had inventory impairment charges of &3iiillion in 2014, $.4 million in 2013 and $28.1lloin in 2012. In 2014, $26.6 millionf thes:
charges related to two properties where we dedidezhange our strategy and monetize our investrteatigh land sales rather than build and
homes on the parcels as previously intended. Otteegbroperties was our last remaining land parcéltlanta, Georgia, a former market where wi
not have ongoing operations; the sale of this parosed in the 2014 fourth quarter. The other propwas an 80 acre land parcel located ir
Coachella Valley area of southern California, aland submarket that has not recovered as quickiweasiad anticipated and where we no lo
actively participate. In addition, this parcel wesrmarked for a specific type of development thas wot aligned with our core business and w
have required significant additional investmentatsl in land development and infrastructure oveextended period of time to build out. Taking tf
factors into account, we decided to sell the paetdeploy the cash to projects that are expdotgenerate higher returns in a shorter period.

The remainder, or $11.0 milligrof the inventory impairment charges in 2014 edab six communities primarily located in inlandli@®rnia anc
Arizona. We had previously suspended developmeititgcon a portion of these communities. Howeuesised on our evaluation of the submai
where these assets are located, we decided to m®tietse land positions sooner by opening forssalere quickly and accelerating the overall tin
and pace for building and delivering homes. Thaubed of the 2014 impairment charges were relatedféov active communities located in partic
areas that have somewhat softened.
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However, these were isolated, locatgpecific instances that we believe are not indreadif a significant deterioration of the relatedrkeds generally
In the twoyear period prior to the 2014 fourth quarter, wevated more than 30 communities, of which onlyethhad impairment charges at the
of their activation or in a subsequent period. fie &xtent we change our strategy on any given ,ai¢setpossible that we may have additic
impairments in the future.

Also as discussed in Note 7. Inventory Impairmemd Land Option Contract Abandonments in the NtmaSonsolidated Financial Statement
this report, we recognized abandonment chargesiassd with land option contracts and other similantracts of $1.8 million in 2014, $3.2 milliam
2013 and $.4 milliorin 2012. Inventory impairment and land option cantrabandonment charges are included in construetid land costs in ¢
consolidated statements of operations.

Selling, general and administrative expenses wt&#88.0 million in 2014, up from $255.8 million 2013, which had increased frah236.¢
million in 2012. The year-oveyear increases in selling, general and adminisgakpenses in 2014 and 2013 were largely duedis essociated wi
the increased volume of homes delivered and higbaesing revenues generated during those year€18, 2he increase in costs was partly offse
the reversal of a previously established accrug#&® million due to a favorable court decision. In 2012, we rembgnized an unfavorable cc
decision charge of $8.8 milliorelated to the same matter. As a percentage ofifipuevenues, to which these expenses are moslglosrrelatec
selling, general and administrative expenses w@r2% in 2014, 12.3% in 2013 and 15.3#62012. The percentage improved slightly in 2
compared to 2013 mainly due to the 14% year-gear-increase in our housing revenues and our ngdotus on containing our overhead costs t
extent possible. In 2013, the percentage improkau £012 primarily due to the 35kicrease in our housing revenues and the revehgahg 2013, ¢

an accrual that had previously been establish@@1r2.

Interest Incomelnterest income, which is generated from short-tewestments, totaled $.4 million in 2014, $.8 il in 2013 and $.5 milliom
2012. Generally, increases and decreases in ihfapegne are attributable to changes in the intdvearing average balances of shertn investmen
and fluctuations in interest rates.

Interest Expensénterest expense results principally from borrowing finance land purchases, housing inventoryahdr operating and capi
needs. Our interest expense, net of amounts dapifatotaled $30.8 million in 2014, $62.7 million2013 and $69.8 millioin 2012. Interest exper
for 2013 included a $10.4 million loss on the eakinguishment of debt as a result of the retineinoé $215.1 millionin aggregate principal amot
of certain of our senior notes due 2014 and 201&utsh a combination of purchases made pursuarttitet@pplicable tender offers that were initi
made on October 15, 2013 (the “October 2013 Tedtars”) and redemptions. Interest expense for 2idtRided a $10.3 milliotoss on the ear
extinguishment of debt as a result of completirg dpplicable tender offers that were initially mamteJanuary 19, 2012 (thddnuary 2012 Tenc
Offers”) and on July 11, 2012 (the “July 2012 TenQé&ers”).

Gross interest incurred during 2014 increased & 4hillion to $171.5 million from $149.1 milliom 2013 primarily due to an increase in
average debt level. Gross interest incurred dU2Bi3 increased by $16.4 million from $132.7 milliar2012 mainly due to an increase in our ave
debt level and the inclusion of the $10.4 milli@sd on the early extinguishment of debt in 2013 Phrcentage of interest capitalized was 82%
2014, 62% in 2013 and 51% 2012. The percentage of interest capitalizedergly fluctuates based on the amount of our inmgngualifying fo
interest capitalization.

Equity in Income (Loss) of Unconsolidated Joint tdegs. Our unconsolidated joint ventures operate in varimarkets, typically where c
homebuilding operations are located. These unciaet! joint ventures posted combined revenued 2fSmillion in 2014, $17.4 milliom 2013 an
$31.8 millionin 2012. All of the revenues in 2014, 2013 and 20d&#e generated from land sales completed by twouofunconsolidated joi
ventures. Activities performed by our unconsolidajeint ventures generally include acquiring, depéhg and selling land, and, in some ce
constructing and delivering homes. Our unconsadidaoint ventures generated combined income ofi§lion in 2014, $2.7 million in 2013 an®B.:
million in 2012. Our equity in income of unconseltdd joint ventures was $.7 milliom 2014, and our equity in loss of unconsolidatgdtjventure
totaled $2.0 million in 2013 and $.4 million in Z01n 2014, our equity in income of unconsolidaj@dt ventures included a $3.2 milliggain on th:
sale of our interest in an unconsolidated jointtuesin Maryland.

Non-GAAP Financial Measures

This report contains information about our adjudiedsing gross profit margin and ratio of net debtapital, both of which are not calculate:
accordance with generally accepted accounting ipte (‘GAAP”). We believe these ndBAAP financial measures are relevant and usef
investors in understanding our operations anddtierage employed in our operations, and may bdliépcomparing us with other companies in
homebuilding industry to the extent they provideitr information. However, because the adjustedsimg gross profit margin and the ratio of
debt to capital are not calculated in accordandd WAAP, these financial measures may not be caelgleomparable to other companies in
homebuilding industry and thus, should not be atersid in isolation or as an alternative to opegagiarformance and/or financial measures presc
by GAAP. Rather, these ndBAAP financial measures should be used to suppleniesir respective most directly comparable GAARaficia
measures in order to provide a greater understgrafithe factors and trends affecting our operation

36




Table of Contents

Adjusted Housing Gross Profit Margifihe following table reconciles our housing grossfipmargin calculated in accordance with GAAP he
non-GAAP financial measure of our adjusted hougirass profit margin (dollars in thousands):

Years Ended November 30,

2014 2013 2012

Housing revenues $ 2,369,63. $ 2,084,10:. $ 1,548,43
Housing construction and land costs (1,940,101 (1,736,32) (1,332,04)
Housing gross profits 429,53¢ 347,78 216,38
Add: Housing inventory impairment and land opti@mtzact abandonment charges 12,78¢ 3,581 28,53:

Warranty-related charges — 31,95¢ 2,57¢
Less: Warranty adjustments — — (11,167

Insurance recoveries — — (26,53¢)
Adjusted housing gross profits $ 442,32:  $ 383,320 $ 209,80(
Housing gross profit margin as a percentage ofihgugvenues 18.1% 16.7% 14.(%
Adjusted housing gross profit margin as a percentddousing revenues 18.7% 18.2% 13.5%

Adjusted housing gross profit margin is a MBAAP financial measure, which we calculate by dividhousing revenues less housing constru
and land costs excluding housing inventory impairtresd land option contract abandonment chargesantgrelated charges, warranty adjustm
and insurance recoveries (as applicable) recordddgla given period, by housing revenues. The rdivsttly comparable GAAP financial measur
housing gross profit margin. We believe adjustedsiitg gross profit margin is a relevant and uséfancial measure to investors in evaluating
performance as it measures the gross profits wergasd specifically on the homes delivered durirgjven period and enhances the compara
between periods. We also believe investors wiltl fadjusted housing gross profit margin relevant aseful because it represents a profitak
measure that may be compared to a prior periocowithegard to variability of the housing inventémypairment and land option contract abandoni
charges, warrantyelated charges, warranty adjustments and insuresum/eries (as applicable). This financial meassgsists our managemen
making strategic decisions regarding product migdpct pricing and construction pace.

Ratio of Net Debt to Capitallhe following table reconciles our ratio of debtdapital calculated in accordance with GAAP to tlua-GAAP
financial measure of our ratio of net debt to cpidollars in thousands):

November 30,

2014 2013

Notes payable $ 2,576,52! $ 2,150,49
Stockholders’ equity 1,595,911 536,08t

Total capital $ 4,172,43" % 2,686,58.
Ratio of debt to capital 61.8% 80.(%
Notes payable $ 2,576,52! % 2,150,49:
Less: Cash and cash equivalents and restricted cash (383,60)) (572,00)

Net debt 2,192,92. 1,578,49
Stockholders’ equity 1,595,911 536,08t

Total capital $ 3,788,83 % 2,114,58:
Ratio of net debt to capital 57.% 74.€%

The ratio of net debt to capital is a nGAAP financial measure, which we calculate by divipnotes payable, net of homebuilding cash and
equivalents and restricted cash, by capital (npéggble, net of homebuilding cash and cash equiteaknd restricted cash, plus stockholdetgiity)
The most directly comparable GAAP financial meassithe ratio of debt to
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capital. We believe the ratio of net debt to cdp#ia relevant and useful financial measure te#ors in understanding the leverage employed ii
operations.

HOMEBUILDING REPORTING SEGMENTS

The following table presents information concernmg housing revenues, homes delivered and avesglijeg price by homebuilding reporti
segment:

Percentage of Percentage of
Housing Total Total
Revenues (in Housing Homes Homes Average
Years Ended November 30, thousands) Revenues Delivered Delivered Selling Price
2014
West Coast $ 1,089,85 46% 1,918 21% $ 569,70(
Southwest 199,50 9 73¢€ 1C 271,10(
Central 693,26° 28 3,09¢ 43 223,80(
Southeast 387,00 16 1,46¢ 2C 263,60(
Total $ 2,369,63: 100% 7,21 10% $ 328,40(
2013
West Coast $ 1,019,34 49% 2,17¢ 31% $ 467,80(
Southwest 175,25: 8 73€ 1C 237,50(
Central 565,12( 27 2,841 40 198,90(
Southeast 324,38t 16 1,38 19 233,90(
Total $ 2,084,10: 100C% 7,14¢ 10(% $ 291,70(
2012
West Coast $ 755,25¢ 49% 1,94¢ 31% $ 388,30(
Southwest 132,43 9 68< 11 193,90(
Central 436,40° 28 2,56¢ 41 170,10(
Southeast 224,32¢ 14 1,08¢ 17 206,20(
Total $ 1,548,43 10C% 6,28: 10(% $ 246,50(

West Coast The following table presents financial informaticelated to our West Coast homebuilding reporiegment for the years indica
(dollars in thousands):

Years Ended November 30, Variance
2014 2013 2012 2014 vs 2013 2013 vs 2012

Revenues $ 1,089,85 $ 1,020,211 $ 755,25! 7% 35%
Construction and land costs (889,344 (811,92) (664,32) (20 (22
Selling, general and administrative

expenses (69,779 (62,35) (68,657) (22 9
Operating income 130,73t 145,94( 22,28 (20 55k
Other expense, net (14,417 (27,67¢) (32,759 48 16 %

Pretax income (loss) $ 116,32! $ 118,26: $ (10,46 (2% €)

(a) Percentage not meaning

Our West Coast homebuilding reporting segnmeetutal revenues for 2014 and 2012 were generatiiely from housing operations. In 2013,
segment’s total revenues also included $.9 milbérrevenues from land sales. Housing revenues ®d#4 2Ancreased 7% from 2013 due t@284
increase in the average selling price that wasghigroffset by a 12% decrease in
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the number of homes delivered. The year-over-yearehse in homes delivered in 2014 was largelytalukis segment having 39¢%wer homes i
backlog at the beginning of 2014 as compared t@theious year, partly offset by the impact of ai@¥ease in net orders in 2014. The lower bac
level at the beginning of 2014 compared to the iptevyear was due to year-over-year declines irsédggnens net orders in 2013 that reflected
ongoing shift of our community mix largely towardastal California submarkets, delays experienceapegning new communities for sales in tf
submarkets, and our emphasis on balancing homagsellies and sales pace to drive profitabilityeTdverage selling price for 2014 rose from :
due to the combination of a greater proportion ahbs delivered from highgriced communities located in coastal submarkethimihis segmer
particularly those in northern California, a shiftproduct mix to larger home sizes, an increasgesign studio option and upgrade revenues per )
and generally rising home prices. In 2013, housawenues increased 35% from the year-earlier periftecting a 12%ncrease in the number
homes delivered and a 20%¢rease in the average selling price of those Isoflee number of homes delivered in 2013 grew 212 largely due
a 48% higher backlog level at the beginning of 2883ompared to the prior year, partly offset kg ithpact of a 12%lecrease in net orders in 2C
In 2013, the average selling price increased fr@RXor the reasons described above with respetiid.

In 2014, pretax income from this segment decreage#l.9 million from the prior year, reflecting %2 millionimpairment charge associa
with the planned future land sale of an 80 acre lparcel located in the Coachella Valley area oflsern California. Pretax income also reflecte
increase in selling, general and administrativeeesps, that were partly offset by higher housiruggprofits and a decrease in other expense, he
housing gross profit margin increased to 20.5%0&42from 20.4%n 2013. The housing gross profit margin in 2014 wempered by higher dir¢
construction costs and an increased use of salestimes and price reductions on completed homé#seifiourth quarter. In 2014, inventory impairr
and land option contract abandonment charges inmgatte segment’s housing gross profit margin &uteb4.6 million and represented .4%othis
segment’s housing revenues, compared to land optotract abandonment charges of $3.2 million it32that represented .3% of this segment’
housing revenues. Selling, general and adminiggakpenses for 2014 rose $7.4 millioom 2013 largely due to increased costs associaitdthe
higher number of new community openings in 201heDexpense, net for 2014 declined from the previgar due to lower interest expense
result of an increase in the amount of interesitabped.

In 2013, pretax income from this segment improvedsh28.7 millionfrom the pretax loss posted for 2012, mainly dudigher housing gro
profits and lower selling, general and administatexpenses. The housing gross profit margin exgzand 20.4% in 2013 from 12.0% 2012
primarily due to an increased proportion of deligerfrom highemargin communities, generally rising home pricasréased leverage from the hic
volume of homes delivered in 2013, and a decrease/éntory-related charges. In 2013, land optiontact abandonment charges tot$8®2 millior
and represented .3% of segment housing revenuegared to inventory impairment charges of $19.2ionilthat represented 3% of segment hou
revenues in 2012. Selling, general and adminisgaikpenses for 2013 decreased by $6.3 mifiom 2012 largely due to the reversal of a previg
established accrual of $8.2 millicdue to a favorable court decision, partly offsetibgreased costs associated with the higher volafmiegome:
delivered and the increased number of new commupgnings in 2013. In addition, selling, general administrative expenses in 2012 include
$8.8 millionunfavorable court decision charge that was payti@Versed in 2013. Other expense, net for 2018reetfrom the previous year due
lower interest expense as a result of an increaeeiamount of interest capitalized.

Southwest The following table presents financial informaticelated to our Southwest homebuilding reportiagnsent for the years indica
(dollars in thousands):

Years Ended November 30, Variance
2014 2013 2012 2014 vs 2013 2013 vs 2012

Revenues $ 199,50: $ 175,25. $ 132,43t 14 % 32%
Construction and land costs (162,56() (135,029 (107,20)) (20 (26)
Selling, general and administrative

expenses (22,069 (17,439 (17,16%) (27) 2
Operating income 14,87 22,78¢ 8,06’ (35 182
Other expense, net (8,860 (29,88¢) (18,26) 55 (9)%

Pretax income (loss) $ 6,01t § 2,90¢ § (10,199 107 % @)

(a) Percentage not meaning

In 2014, 2013 and 2012, our Southwest homebuildéporting segment’total revenues were generated entirely from Imgusperations. Housil
revenues for 2014 rose 14% from the previous yedlecting a 14%ncrease in the average selling price as the nurabéiomes delivered w
essentially flat year over year. The average sgpirice for 2014 increased from the year-
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earlier period due to a shift in community and pratdmix of homes delivered to highpriced communities and larger homes within our &g
operations, and generally rising home prices. 1h32Mousing revenues grew 32% year over year duecteases of 8%n the number of hom
delivered and 22% the average selling price of those homes. Mb#he growth in homes delivered occurred in ourzAria operations as a resul
activating certain inventory in 2012 that was poewxgly held for future development. The averagergglbrice for 2013 rose from 2012 for the rea:
described above with respect to 2014.

This segment’s pretax income improved by $3.1 omlin 2014 compared to 2013 mainly due to a decraasghier expense, net that was p:
offset by a decline in housing gross profits andremease in selling, general and administrativeeeses. This segmesithousing gross profit marg
decreased to 18.5% in 2014 from 23.0% in 2013ectfig $6.4 millionof inventory impairment charges in 2014, comparedd such charges in
previous year, as well as a change in the mix afidedelivered. Inventory impairment charges repitese3.2%of housing revenues in 2014, Selli
general and administrative expenses increased thiemprevious year mainly due to a higher numberesf community openings in 2014 as comp
to 2013. Other expense, net decreased from thaéopewear due to lower interest expense as a re$udin increase in the amount of inte
capitalized.

In 2013, pretax income from this segment improvgd$th3.1 millionfrom the pretax loss posted in 2012, primarily eefing an increase
housing gross profits. The housing gross profitgimincreased to 23.0% in 2013 from 19.1922012, mainly due to an increase in homes dedn
from highermargin communities. In 2012, the housing grossiproargin included favorable warranty adjustmerits$4.3 million that were part
offset by inventory impairment charges of $2.1 ioill. Even with the higher volume of homes delivered aigher revenues generated from
segment in 2013, selling, general and adminiseagixpenses increased only slightly from the previgear, primarily due to our cost containn
efforts.

Central. The following table presents financial informaticelated to our Central homebuilding reportingrsegt for the years indicated (doll
in thousands):

Years Ended November 30, Variance
2014 2013 2012 2014 vs 2013 2013 vs 2012

Revenues $ 698,42¢ $ 565,12( $ 436,40 24% 29%
Construction and land costs (578,71) (474,22() (376,029 (22) (26)
Selling, general and administrative

expenses (72,749 (62,92¢) (52,43() (16) (20
Operating income 46,97¢ 27,97 7,95:% 68 252
Other income (expense), net 23¢ (5,697) (6,504 @ 12%

Pretax income $ 47,21 $ 22,278 $ 1,44¢ 112 % (a)

(a) Percentage not meaning

Our Central homebuilding reporting segment’s toealenues for 2014 were mostly comprised of reverit@a housing operations, with5.Z
million of revenues generated from land sales. Heigmens total revenues for 2013 and 2012 were generatéckly from housing operatior
Housing revenues for 2014 rose 23% compared tpringous year as a result of a 9% increase in timeber of homes delivered and a 1B¥rease i
the average selling price of those homes. The &serén homes delivered principally reflected a l@igher backlog level at the beginning of 2
compared to the previous year and a 7% increasetinrders. The year-ovgear growth in homes delivered in this segmengfiit4 was attributab
to both our Texas and Colorado operations. Theageeselling price for 2014 rose from the prior yedmarily due to a greater proportion of hoi
delivered from higher-priced communities, a chaimgmix to larger homes, and generally rising homegs. In 2013, housing revenues expanziedt
compared to 2012 as a result of an 11% increaseeimumber of homes delivered and a lifigtease in the average selling price of those Is
Homes delivered increased in 2013 largely due 18% higher backlog level at the start of the yeanpared to the prior year and 12frowth in ne
orders. The average selling price of homes delt@€013 increased from 2012 primarily due to @ager proportion of homes delivered from higher-
priced communities and generally rising home prices

In 2014, the pretax income from this segment imptbby $24.9 millionfrom the previous year, reflecting higher housimgsg profits and
change in other income, net that were partly oftisehigher selling, general and administrative exges. The housing gross profit margin increas
17.2% in 2014 from 16.1% in 2013 due to an incréggeportion of homes delivered from highreargin communities, partly offset by higher di
construction costs. The housing gross profit maegipanded year over year despite the inclusiorld $illion of land option contract abandonm
charges in 2014. In 2014, this segment also pratigeess profits of $.2 million from land sales. Tyear-overyear increase in selling, general
administrative
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expenses in 2014 was primarily due to increasehiar expenses associated with the increases mhmhes delivered and housing revenues.
segment generated other income, net in 2014, cadparother expense, net in 2013, mainly due te@edse in interest expense that reflecte
increase in the amount of interest capitalized.

In 2013, the pretax income from this segment impcbby $20.8 millionfrom the previous year, reflecting higher housimgsg profits, partl
offset by higher selling, general and administetxpenses. The housing gross profit margin inece&s 16.1% in 2013 from 13.8% 2012 due to ¢
increased proportion of homes delivered from highargin communities in 2013. In 2012, favorable waty adjustments of $1.9 million were mo
offset by inventory impairment and land option caot abandonment charges of $1.4 million . The pv@ryear increase in selling, general
administrative expenses in 2013 was primarily duart increase in the number of homes deliverechaiter housing revenues. Other expense, n
2013 declined from the previous year due to lowtgrest expense as a result of an increase imtbars of interest capitalized.

SoutheastThe following table presents financial informatioglated to our Southeast homebuilding reportingreayg for the years indicat
(dollars in thousands):

Years Ended November 30, Variance
2014 2013 2012 2014 vs 2013 2013 vs 2012

Revenues $ 401,85 $ 324,38t % 224,32t 24% 45 %
Construction and land costs (351,639 (312,73) (181,31) (12) (72
Selling, general and administrative

expenses (54,41 (44,699 (30,889 (22) (45)
Operating income (loss) (4,197 (33,049 12,13: 87 (@)
Other expense, net (6,96%) (12,94 (13,319 46 3%

Pretax loss $ (11,159 $ (45,99) ¢ (1,189 76 % (a)

(a) Percentage not meaning

Our Southeast homebuilding reporting segment’d teteenues for 2014 were mostly comprised of reesnfutom housing operations, wiffi4.¢
million generated from land sales. The segnsetdtal revenues for 2013 and 2012 were generatiety Srom housing operations. In 2014, hou:
revenues grew 19% compared to the prior year,atifig a 6% increase in the number of homes deldvarel a 13%ncrease in the average sell
price of those homes. The increase in homes deliveeflected a 7%igher backlog at the beginning of 2014 comparethéoprevious year. Most
the year-over-year growth in homes delivered is #e@gment in 2014 was generated from our Florigaadions. The year-ovewear increase in tl
average selling price was primarily due to a grepteportion of homes delivered from highmieed communities, a shift in product mix to lan
home sizes, and generally rising home prices. kB2Bousing revenues rose 45% from the previousd@ato a 27%ncrease in the number of hor
delivered and a 13%crease in the average selling price of those Isoffiee increase in homes delivered, which occuypredarily within our Floridi
operations, reflected a 19% higher backlog at #ggriming of 2013 compared to the previous yearaaB@% increase in net orders during the year.

The pretax results from this segment for 2014 impdoby $34.8 milliorfrom 2013, reflecting an increase in housing gmrsdits and a decrea
in other expense, net that were partially offsehigher selling, general and administrative expsrsal an impairment charge of $3.4 milliefated t
the sale of our last remaining land parcel in Atariseorgia, a former market where we do not haagdimg operations. This segmentiousing gro:
profit margin expanded to 13.6% in 2014 from 3.69%2013, largely due to a net warranty charge of.&3gillion associated with water intrusion-
related repairs at certain of our communities inticgd and southwest Florida in 2013 as discussédioite 15. Commitments and Contingencies ir
Notes to Consolidated Financial Statements inrgg®rt. In 2014, inventory impairment and land opttontract abandonment charges impactin
segment’s housing gross profit margin totaled $ilian , compared to inventory impairment chargésset million in 2013. Other expense, net
2014 decreased from 2013 due to lower interestresgas a result of an increase in the amount efast capitalized.

The pretax loss from this segment for 2013 incrédme$44.8 millionfrom 2012, reflecting a decrease in housing graesfitp and higher sellin
general and administrative expenses. The housiogsgurofit margin declined to 3.6% in 2013 from228.in 2012, largely due to the net warre
charge mentioned above. In addition, the housirgggprofits for 2012 included insurance recoveae$26.5 millionthat were partly offset |
inventory impairment and land option contract almamdent charges of $5.8 million . The year-oyear increase in selling, general and administ
expenses in 2013 was primarily due to administeatiosts associated with water intrusietated repairs, an increase in the number of hatakgere
and higher
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housing revenues. Other expense, net for 2013 awsetlefrom 2012 due to lower interest expense asudtrof an increase in the amount of inte
capitalized.

FINANCIAL SERVICES REPORTING SEGMENT

Our financial services reporting segment offergpprty and casualty insurance and, in certain icgsnearthquake, flood and personal proj
insurance to our homebuyers in the same marketsimbomebuilding reporting segmerasd provides title services in the majority of onarket:
located within our Central and Southeast homelgldeporting segmenttn addition, since July 2014, this segment hasreffenortgage banki
services, including mortgage loan originationsptw homebuyers indirectly through HCM, a joint weet of a subsidiary of ours and a subsidial
Nationstar. We have 49.9% ownership interest and Nationstar has a 5@®tership interest in HCM, with Nationstar provigimanageme
oversight of HCM's operations.

From 2012 until HCMS operational launch, this segment earned reveinolsthe performance of certain marketing servizeder an agreeme
with a preferred mortgage lender that offered magegbanking services, including mortgage loan oaions, to our homebuyewho elected to u:
the lender. Our homebuyers may select any lendéhef choice to obtain mortgage financing for fhechase of a homérom early 2012 ar
continuing until HCMS operational launch, Nationstar was our prefemedtgage lender. Prior to that, we had a similafgared mortgage lenc
relationship with MetLife Home Loans, a divisionMEtLife Bank, N.A.

Based on the number of homes delivered in 20140appately 62%of our homebuyers used HCM or Nationstar to finatheepurchase of the
home, compared to approximately 59% and 30% tred dationstar in 2013 and 2012, respectively. Weeekto see increases in future periods il
as a greater percentage of our homebuyers obtaigage financing from HCM.

The following table presents a summary of seledirdncial and operational data for our financiatvéses reporting segment (dollars
thousands):

Years Ended November 30,

2014 2013 2012

Revenues $ 11,30¢ $ 12,15 % 11,68:
Expenses (3,446 (3,042 (2,99)
Equity in income/gain on wind down of unconsolidhjeint venture 68€ 1,07¢ 2,191

Pretax income $ 8,54t $ 10,18 $ 10,88:
Total originations (a):

Loans 1,501 — —

Principal $ 374,26  $ — $ —

Percentage of homebuyers using HCM 64% —% —%

Average FICO score 71€ — —
Loans sold to third parties (a):

Loans 1,03¢ — —

Principal $ 252,58 % — 3 —
Mortgage loan origination mix (a):

Conventional/non-conventional loans 52% —% —%

FHA loans 2€ — —

Other government loans 22 — —
Loan type (a):

ARM 9% —% —%

Fixed 91 — —

(a) Loan originations and sales occurred with@®M, which commenced operations on July 21, 2014.
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RevenuesOur financial services reporting segment genenaesnues primarily from insurance commissions dhel dervices. These operatic
also earned marketing services fees, pursuantrtarketing services agreement with a preferred lendil July 21, 2014Financial services revent
totaled $11.3 million in 2014, $12.2 million in 20&nd $11.7 million in 2012. The year-oweyar decrease in our financial services revenu@91a
was mainly due to a decline in marketing servieesfand insurance commissions, partly offset binerease in title services revenues. In 2013
year-overyear increase in our financial services revenues pranarily due to an increase in title servicegermies, which was partly offset b
decrease in marketing services fees.

Financial services revenues included revenues fnsnrance commissions and title services totalib@.& million in 2014, $10.4 milliom 201z
and $9.5 milliorin 2012, and a nominal amount of interest incomesich year, which was earned primarily from moneyket deposits. In 2014, 2C
and 2012, financial services revenues also inclided! million , $1.8 million and $2.2 millionrespectively, of revenues from marketing serviees
These fees were associated with the marketingcgsragreements in effect during each year andsepted the fair value of the services we prov
in connection with the agreements.

ExpensesGeneral and administrative expenses totaled $3lbmin 2014 and $3.0 million in both 2013 and 201

Equity in Income/Gain on Wind Down of Unconsolidadeint VentureThe equity in income/gain on wind down of uncondaied joint ventu
was $.7 million in 2014, $1.1 million in 2013 and.$ million in 2012. The equity in income of unconsolidatedhfoientures for 2014 reflected
mid-year operational launch of HCM. The amountsZ643 and 2012 included gains of $1.1 million a2dl$million, respectively, recognized
connection with the wind down of the business oji@na of a former mortgage banking joint venturéjak ceased offering mortgage banking sen
in 2011.

INCOME TAXES

We recognized an income tax benefit of $823.4 arillin 2014, $1.6 million in 2013 and $20.1 millioan2012. The income tax benefit in 2(
primarily resulted from the reversal of a substntiortion of our deferred tax asset valuationvadince. The income tax benefit in 2013 was dued
resolution of a state tax audit, which resultedrirefund receivable of $1.4 million , as well as tiecognition of unrecognized tax benefitsadfC
million , partly offset by a state tax liability &.8 million. In 2012, the income tax benefit primarily refletttthe resolution of federal and state
audits, which also resulted in the realization d25million of deferred tax assets. Due to theatffef our deferred tax asset valuation allowarace
changes in our unrecognized tax benefits, our gffedax rates in 2014, 2013 and 2012 are not nmgduli items as our income tax amounts are
directly correlated to the amount of our pretavome (loss) for those periods.

From 2007 to 2012, we generated substantial deféave assets due to the impact of the housing dawrdn our business, the asset impairt
and land option contract abandonment charges wearedt and the NOL we posted in those years. We edsablished a corresponding valua
allowance against those deferred tax assets. AeiMber 30, 2013, our deferred tax assets of $858lidmwere fully offset by a valuation allowance.

In accordance with Accounting Standards Codificafi@pic No. 740, “Income Taxes” (“ASC 740%)e evaluate our deferred tax assets qua
to determine if adjustments to our valuation allowe are required based on the consideration @lvallable positive and negative evidence usi
“more likely than not” standard with respect to wWier deferred tax assets will be realiz&dr evaluation considers, among other factorshatorica
operating results; our expectation of future pedfility; the duration of the applicable statutorryforward periods; and conditions in the hou
market and the broader economy. The ultimate r@#iz of our deferred tax assets depends primarilpur ability to generate future taxable inc
during the periods in which the related tempordffecences in the financial basis and the tax baesite assets become deductible. The value ¢
deferred tax assets will depend on applicable irectar rates.

At November 30, 2014, consistent with the abovecg@ss, we evaluated the need for a valuation alloevagainst our deferred tax assets
determined that it was more likely than not thatstof our deferred tax asset would be realized.aA®sult, in accordance with ASC 740,
recognized an $824.2 million income tax benefithe fourth quarter of 2014 that included the reaiec $825.2 millionof our deferred tax as:
valuation allowance. At November 30, 2014, our defé tax assets of $866.4 million were offset byatuation allowance of $41.2 millionThe
components of the valuation allowance remaininj@atember 30, 2014 primarily relate to foreign tagdits and certain state NOL that have not
the “more likely than not” realization standard endSC 740.

We conducted this evaluation by considering allifpes and negative evidence to determine our abilit realize our deferred tax assets. In
evaluation, we gave more significant weight to ewicke that was objective in nature as comparedijestive evidence. Also, more significant we|
was given to evidence that directly related to@urent financial performance as compared to intlioe less current evidence.
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The principal positive evidence that led us to detee at November 30, 2014 that a significant portof our deferred tax asset valua
allowance could be reversed included our emergénoece a threeyear cumulative pretax loss position in 2014 ad a&lthe underlying momentum
our business and generally improved housing mankétbroader economic conditions over the past feavs/and continuing in 2014 that have ene
us to achieve and maintain a thsesar cumulative pretax income position since Au@ist2014; the significant pretax income we gereetaturing
2014 and 2013, including six consecutive quartérgretax income totaling $149.8 millicess of November 30, 2014; improvement in key final
metrics in 2014 when compared to the previous {iealuding improvement in our revenues; housingsgrprofits; selling, general and administre
expenses as a percentage of housing revenuesydegsioand backlog); our expectation of future jtabflity; our strong financial position; a
significant evidence that conditions in the U.Susiog industry are more favorable than in receatyand our belief that such conditions will coné
to be favorable over the long term. Even if indysiwnditions weaken from current levels, baseduma@ng operating history and the experience o
management team, we believe we will be able to nzaljestments to address changing market conditizaiswill enable us to maintain lorigem
profitability and realize our deferred tax assB&low is a description of the principal evidencesoasidered in our evaluation at November 30, 2014.

* Recent Operating Resu. We generated significant pretax income in 201d 201 3, including six consecutive quarters of préteome totalin
$149.8 million as of November 30, 2014. As a resfithis profitability, we emerged from a thrgear cumulative pretax loss position as of Au
31, 2014. This thregear cumulative pretax loss position had been mifgignt piece of negative evidence prior to 20thdaddition, as discuss
above under “Results of Operations—Overview” irstféport, we generated year-oyear improvement in most of our key financial metrir
2014 and 2013, including improvement in our revenueusing gross profits; selling, general and adstrative expenses as a percentag
housing revenues; net orders; and backlog levels.

» Future Operating ResultWe believe we have a strong backlog of orders twhbined with other factors, supports our abilitycontinue to k
profitable. In addition, we expect to generate gxetarnings for 2015 and beyond based on detaitednial projections for each of our opera
divisions. These projections considered current expected supply and demand conditions in our semarkets, land and land developn
investments, community count, net orders, backéygls and average selling prices. Further, we astithat even if our annual pretax incom
future years remains flat with our 2015 projectedtgx income, we will realize all of our federalfeleed tax assets, except for approxime
$14.5 millionrelated to foreign tax credits that expire in 2@l 2016 (due to our expectation that utilizatibiederal NOL will offset taxabl
income in those years). Our primary assumptionrégg our future operating results is that suffitieaxable income will be generated before
federal NOL and tax credits (other than the foren credits) expire. As of November 30, 2014, wtneate that we will need to generate n
than $2 billionof pretax income in future periods before 2034dalize our deferred tax assets. Historically, tigmiScant difference betwet
pretax income and taxable income has been assatrimgnt charges and land option contract abandonhat@mges.

» Financial Position.We believe our balance sheet and liquidity posiadMNovember 30, 2014, including $356.4 milliohunrestricted cash a
cash equivalents and $200 million available foufatborrowings under the Credit Facility, and expdcaccess to capital markets and ext
financing sources, supports our ability to invesbur business to generate profitable growth inriityears. We invested $1.14 billionland an
land development in 2013 and an additional $1.4libbiin 2014. As a result of our substantial investmenti&and and land development,
inventory balance of $3.22 billion at November 3014 increased 409%6om November 30, 2013 and our community count @téxnber 30, 201
grew 19%from the previous year. Further, with the continuecbvery in many housing markets, we have activeggtain land previously held
future development, expanding the balance of oufopming inventory assets. As of November 30, 2044, owned or controlled 52,198ts,
representing a four to five year supply that wedsel positions us to sustain future growth anditability.

» Recovery Period for Deferred Tax AssiFor federal income tax purposes, the NOL can beethback two years and then carried forwar
years. As we have no taxable income in the alloevalsbyear carryback period, we plan to carry forward N@L and apply such losses to fut
taxable income to realize our federal deferredassets. We believe that we will realize all of faderal NOL and will be able to absorb fatlera
deductible temporary differences as they reverdatime years, except for the portion related t@ifgn tax credits that may not be used due t
utilization of federal NOL to offset taxable incorimethe years through the tax credit expiratiortse $tate NOL carryforwards will begin to exj
between 2015 and 2033 if not utilized. We estimatedamount of the valuation allowance needed torstate NOL carryforwards based or
analysis of the amount of our NOL carryforwardsoagsted with each state as compared to our expéeted of taxable income under exist
apportionment rules in each state and the carndayeriods allowed in each state’s tax code.

» Risk of Future Asset ImpairmenThe frequency and magnitude of asset impairmerggibareased significantly in recent years as absgtsbee
written down or sold and as industry conditionsénamproved. While we remain at risk of future
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impairments if industry conditions worsen or if @irategy related to certain assets changes, wevbet is unlikely that future asset impairme
would be at levels similar to those experiencednduthe U.S. housing industry downturn.

» Net Order and Backlog Trenc. We had a backlog of 2,909 homes, representingngiat future housing revenues of $914.0 millias o
November 30, 2014. Our homes in backlog and backédge at November 30, 2014 increatl4% and 34% respectively, from November !
2013, and reached their highest year-end levet® 2007. These year-ovgear improvements in our backlog levels were driggmarily by the
6% rise in our net orders and a 2@¥%rease in our net order value in 2014. As of Nober 30, 2014, we had experienced 11 consecutigeeft
of year-overyear improvement in our net order value. The trendsur net orders and backlog reflect the upwaoin@ntum of our business t
has been generated in large part through the oggoiacution of our core strategic initiatives thatve contributed significantly to our sustai
profitability for the past six quarters and that bedieve will continue to drive profitable growth.

» Strategic Actions We have taken strategic actions over the pastykeavs to improve the financial performance of business. Our princig
strategic initiative since 2012 has been to refmsibur homebuilding activities toward higher-penfing, desirable locations in larabnstraine
growth markets, which we have implemented largbhpugh substantial investments in land and lanceldgwment. Alongside our reposition
and inventoryrelated investment initiatives, we have refined jpraducts to better meet consumer preferenceswarfthve undertaken continus
efforts to contain costs and improve our operati@fficiency to reach our profitability and growgfoals. To advance the profitable growth of
business, we have evolved our priorities to foaugxpanding our community count, increasing ouenexes and enhancing profitability per he
delivered, and by using features of our operatiboainess model to generate incremental earniogs & variety of lot and product premiums,
design options and upgrades. We believe the faletadnds in our financial performance, includihg pretax income we generated in 2014
2013, have been largely due to our successful ¢iacon our strategic initiatives. As discussedemftutlook” in this report, we plan to contin
to focus on strategies to generate growth in 20ibbeyond.

e Housing Industry Outloo. In 2013 and 2012, U.S. new home sales increaS&gldnd 20%, respectively, over the prior year miridn Octobe
2014, U.S. new home sales were at a seasonallgtadjannual rate of 458,000, representing a dexm@ia$.8% from the previous year. Wi
tight mortgage lending standards combined with weisumer income gains amid rising home prices nadele the pace of home sales in 201
compared to the rebound in sales in 2012 and 2@dt3¥allowed a 49ear low in 2011, robust economic growth in theosechalf of 2014 alor
with federal regulatory efforts to expand mortgégpn availability, particularly among firstme homebuyers, relatively low mortgage loan ie¢
rates and inventories of new and existing homegdladta for sale, and continued favorable underlyirends in fundamental housing fact
including growing population and employment levelsmographic shifts and greater household formatiprovide significant evidence that
overall housing market will remain healthy and aom to progress in 2015 and beyond even if theeRddReserve takes steps to increase in
rates. However, individual housing markets may vagsed on their current supply and demand dynaamdsfundamental trends in populat
demographic and household formation growth, ancethdl be fluctuations, at times significant, imet performance of the overall housing me
and our served markets, and in our results betywegnds over time.

Prior to the quarter ended November 30, 2014, we gagnificant weight to the negative, direct evide of our thregrear cumulative pretax Ic
position that resulted from pretax losses incudedng the housing downturn. As of November 30,£204e had generated six consecutive quarte
pretax income and had maintained a positive tlyesg-cumulative pretax income position since itijtiachieving such a position at the end of
2014 third quarter. Therefore, the prior pretaxsésswere weighted less than the recent positianéial results in our evaluation at November
2014. Also, negative, direct evidence of our hogiginoss profit margins, which were lower than his@ levels before the housing downturn,
given less weight than the direct, positive evidemmd our growing pretax income levels. Other negatindirect evidence, such as nege
macroeconomic conditions that included unemploynaert consumer confidence as well as a more rég@riatortgage lending environment, \
considered at a lower weighting because our rdgsanricial performance was achieved in this envirenm

Based on our evaluation of positive and negativdence at November 30, 2014, we concluded thapdséive evidence outweighed the nege
evidence and that it was more likely than not thatibstantial portion of our deferred tax assetsldvbe realized. The most significant changes ir
evaluation of the realizability of our deferred tassets at November 30, 2014 compared to earligrdsewere the development of significant pos
evidence related to our year-owerar growth in pretax income, net orders and bacldwels during 2014; our expectation that we vélllize all of ou
federal NOL and absorb substantially all federalwigible temporary differences as they reverseiinré years based on projected 2015 pretax in
levels; our expectation of sustained and increapiditability in future years; and the reducednéiigance of the negative evidence we consid
before November 30, 2014 related to our pretaxe®dscurred in prior years, because we had genksateconsecutive quarters of pretax income
cumulative pretax income for the past three yearsfaNovember 30, 2014. These significant changesvidence at November 30, 2014 led
determine that it was more likely than not that trmfsour deferred tax assets would be realized.ré¥ersed the valuation allowance on all of
federal deferred tax assets, except for the portion
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related to foreign tax credits due to the utilieatof federal NOL to offset taxable income in theass through tax credit expiration. We estimate
amount of the valuation allowance needed for oatesNOL carryforwards based on an analysis of theust of our NOL carryforwards associe
with each state in which we operate as compareautoexpected level of taxable income under exiséipgortionment rules in each state anc
carryforward periods allowed in each state’s tastecdAt November 30, 2014, after the reversal, wek d&aluation allowance of $41.2 milli@gains
our deferred tax assets.

We will continue to evaluate both the positive aradjative evidence on a quarterly basis to deterithieeneed for a valuation allowance v
respect to our deferred tax assets. The accoufdindeferred tax assets is based upon estimatéstuwoke results. Changes in positive and neg
evidence, including differences between estimatebactual results, could result in changes in #iaation of our deferred tax assets that could fa
material impact on our consolidated financial steets. Changes in existing tax laws could alsocaffetual tax results and the realization of defe
tax assets over time.

LIQUIDITY AND CAPITAL RESOURCES
OverviewWe have funded our homebuilding and financial sawiactivities over the last several years with:

« internally generated cash flo

* public issuances of our common stc

e public issuances of debt securit

« land option contracts and other similar contraat$ seller notes; al
» letters of credit and surety bon

We also have the ability to borrow funds under @redit Facility. We manage our use of cash in theration of our business to support
execution of our primary strategic goals. Overghst several years, we have primarily used cash for

* land acquisition and land developm:

* home constructio

e operating expense

e principal and interest payments on notes payabkd
e cash collatere

Our investments in land and land development tdtafgroximately $1.47 billion in 2014, $1.14 bitlicn 2013 and $564.9 millioim 2012. Whil¢
we made strategic investments in land and landldpreent in each of our homebuilding reporting segtaén each of these years, most were ma
our West Coast homebuilding reporting segment. iDuestments in land and land development in tharéuwill depend significantly on marl
conditions and available opportunities that meetiovestment return and marketing standards, th@igén our present land pipeline, we expecl
investment in land and land development in 201% midderate on an overall basis compared to the gear, and that a higher proportion of
investment will be dedicated to land developmerdriter to advance the conversion of our owned latelnew home communities open for sales
in turn, generate additional net orders, homewedd, revenues and cash .

The following table presents the number of lots ewened or controlled under land option contracts attter similar contracts (dollars
thousands):

November 30, Variance
2014 2013 Lots/$ %
Number of lots owned or controlled under land aptiontracts
and other similar contracts 52,19¢ 61,09t (8,897) (15%
Carrying value of inventory owned or controlled entand option
contracts and other similar contracts $ 3,218,388 % 2,29857 $ 919,81( 40

The number of lots owned or controlled under laptdam contracts and other similar contracts at Molver 30, 2014 decreased from Noven
30, 2013 primarily due to land option contract atiamments in 2014, as discussed in Note 7. Inventimpgairments and Land Option Conti
Abandonments in the Notes to Consolidated FinarBtatements in this report.

The year-ovelear increase in the carrying value of lots ownedanmtrolled under land option and other similantcacts at November 30, 2C
reflected the investments we made in land and ¢ewetlopment in 2014 and the distributions of land Eand development we received from Inspi
during 2014. Overall, the percentage of lots wetrdled under land option contracts and other simdontracts was 21%t November 30, 201
compared to 37%t November 30, 2013. Generally, this percentageubtes with our assessments of opportunitie®méral (or abandon) lots unc
land option contracts and other similar contractenpared to opportunities to purchase (or sell @yhets in accordance with our investment re
and marketing standards.
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We ended our 2014 fiscal year with $383.6 millidrcash and cash equivalents and restricted cashpaed to $572.0 millioat November 3!
2013. Our balance of unrestricted cash and casivadqaots was $356.4 million at November 30, 201d $630.1 millionat November 30, 2013. T
year-overyear decrease in our unrestricted cash and cashaéEnts and restricted cash was primarily dueh® investments in land and l¢
development we made during 2014, partly offsetdtgltnet proceeds of $531.6 millidrom the 4.75% Senior Notes due 2019 and the 2GirGor
Stock Offering.

Capital Resource®ur notes payable consisted of the following (iouands):

November 30, Variance
2014 2013 $

Mortgages and land contracts due to land selledso#er loans (at interest rates of 5

to 7% at November 30, 2014 and 7% at November GD3P $ 38,25( $ 13,61 $ 24,63t
6 1/4% Senior notes due June 15, 2015 199,89: 199,86+ 27
9.10% Senior notes due September 15, 2017 262,72¢ 262,04¢ 681
7 1/4% Senior notes due June 15, 2018 299,40: 299,26: 141
4.75% Senior notes due May 15, 2019 400,00( — 400,00(
8.00% Senior notes due March 15, 2020 346,25! 345,71( 543
7.00% Senior notes due December 15, 2021 450,00( 450,00( —
7.50% Senior notes due September 15, 2022 350,00( 350,00( —
1.375% Convertible senior notes due February 19201 230,00( 230,00( —

Total $ 2,576,52 $ 2,150,49: $ 426,02

Our debt balance at November 30, 2014 reflectedstheance of the 4.75% Senior Notes due 2019 ise¢hend quarter of 2014. The terms of
4.75% Senior Notes due 2019 are described in N&t&ldtes Payable in the Notes to Consolidated EiahStatements in this report. We used the
proceeds from this issuance and the 2014 Commak ®éfering for general corporate purposes inclgdior land acquisition and development.
next scheduled debt maturity is in June 2015 wetipect to $199.9 milliom aggregate principal amount of our 6 1/4% SeNotes due 2015. Bas
on our current capital position, we believe that wit have adequate resources and sufficient acteesbe capital markets and external finan
sources to satisfy this debt when it matures ir6201

Our financial leverage, as measured by the ratidedit to capital, was 61.8% at November 30, 20t pared to 80.0%t November 30, 201
The improvement in our financial leverage reflectiee increase in our stockholdeesjuity, primarily due to the net income we genetataring thi
year ended November 30, 2014, which included tlerire tax benefit from the reversal of a substamtiation of our deferred tax asset valua
allowance, and the 2014 Common Stock Offering,lypartfset by the net increase in our notes paydiasliance. Our ratio of net debt to capite
November 30, 2014 wé57.9% , compared to 74.6% at November 30, 2013.

LOC Facilities. We maintain the LOC Facilities with various finaaicinstitutions to obtain letters of credit in thedinary course of operating ¢
business. As of November 30, 2014 and 2013, we$2&d7 million and $41.5 million respectively, of letters of credit outstandinglenthe LO(
Facilities. The LOC Facilities require us to deposit and mantash with the issuing financial institutions edlateral for our letters of cre
outstanding. The amount of cash maintained forldD€ Facilities totaled $27.2 million at November, ZW14 and $41.9 millioat November 3!
2013, and these amounts were included in restricastl in our consolidated balance sheets as of tiat®sWe may maintain, revise or, if neces:
or desirable, enter into additional or expandetetebf credit facilities, or other similar faciliterrangements, with the same or other fina
institutions.

Unsecured Revolving Credit FacilityOn March 12, 2013, we entered into the Crediilfdagvith a syndicate of financial institutionsh& amour
of the Credit Facility available for cash borrowsngr the issuance of letters of credit dependshentdtal cash borrowings and letters of ci
outstanding under the Credit Facility and the maximavailable amount under the terms of the Cregliiliy. The maximum available amount is
lesser of (a) $200.0 million and (b) the differendt4i) 15% of our consolidated net tangible as¢assdefined in the Credit Facility) and (ii) owcsire(
debt. As of November 30, 2014, we had no cash ldngs or letters of credit outstanding under thediirFacility and we had $200.0 million availe
under the Credit Facility for cash borrowings, with to $100.0 million available for the issuanceleifers of credit. The Credit Facility is furtl
described in Note 13. Notes Payable in the Not&potwsolidated Financial Statements in this report.

Under the terms of the Credit Facility, we are iegpli among other things, to maintain compliancéhwirious covenants, including finan
covenants regarding our consolidated tangible methyconsolidated leverage ratio (“Leverage Rat&oid either a consolidated interest coverage
(“Interest Coverage Ratio”) or minimum liquidityvel. Our compliance with these
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financial covenants is measured by calculationsraettics that are specifically defined or describgdhe terms of the Credit Facility and can diffe
certain respects from comparable GAAP or other coniynused terms. The financial covenant requiresiarg set forth below:

» Consolidated Tangible Net Worthe must maintain a minimum consolidated tangiblewwth equal to the sum of (a) $282.6 million; 89% o
cumulative positive consolidated net income aftew&mber 30, 2012, excluding consolidated net incozaézed from a reversal of our defel
tax asset valuation allowance after November 3022() 75% of any consolidated net income realagé result of a reversal of our deferrec
asset valuation allowance after November 30, 2ahd; (d) 50% of the cumulative net proceeds recefk@d our issuance of capital stock a
November 30, 2012. As of November 30, 2014, outiegple minimum consolidated tangible net worthuiegment wa$1.10 billion .

» Leverage RatioWe must maintain a Leverage Ratio of .850 or ledsch adjusts to .825 or less for the first andoseicquarters of 2015; a
to .800 or less for the third quarter of 2015 aadhequarter thereafter during the term of the Gredcility. As defined under the Credit Facil
the Leverage Ratio is calculated as the ratio ofcomsolidated total indebtedness to the sum o$aafated total indebtedness and consolic
tangible net worth. As of November 30, 2014, owérage Ratio was .618 .

* Interest Coverage Ratio or LiquiditWe must maintain either (a) a minimum Interest Gage Ratio of 1.40 for the fourth quarter of 2014l
each quarter thereafter during the term of the iCfeakility, pursuant to an amendment to the Cré&dgitility we entered into on November
2014; or (b) a minimum level of liquidity, but nbbth. As defined under the Credit Facility, theeheist Coverage Ratio is the ratio of
consolidated adjusted EBITDA to consolidated indefacurred, in each case for the previous 12 mor@ur minimum liquidity level is requir
to be the greater of (a) $50.0 million or (b) themsof (i) consolidated interest incurred for theirfanost recently ended quarters and (ii)
aggregate principal amount of indebtedness comirmyginl the next 12 months, provided that the highdstmum liquidity applicable under (b)
$200.0 million. As of November 30, 2014, our minimliquidity requirement was $200.0 million .

In addition, under the Credit Facility, our investnts in joint ventures and nguarantor subsidiaries (which are shown, respdgtiue Note 9
Investments in Unconsolidated Joint Ventures anddte 22. Supplemental Guarantor Information inNlmtes to Consolidated Financial Statemer
this report) cannot exceed the sum of (a) $135Illomiand (b) 20% of consolidated tangible net vapeind our borrowing base indebtedness, whi
the aggregate principal amount of our outstandimigltedness and naollateralized financial letters of credit, caniat greater than our borrowi
base (a measure of our inventory and unrestricist assets).

The financial covenants under our Credit Facilépresent the most restrictive covenants that weswgect to with respect to our notes pay:
The following table summarizes the abalescribed financial covenants and other requiresnemder the Credit Facility and our actual levelsabios
(as applicable) with respect to those covenantoémer requirements, in each case as of Novemhez(30!:

Financial Covenants and Other Requirements Covenant Requirement Actual
Consolidated tangible net worth >$ 1.1Chillion $ 1.6C billion
Leverage Ratio < .850 .618
Interest Coverage Ratio (a) > 1.40 1.55
Minimum Liquidity (a) >$ 200.Cmillion $ 356.2 million
Investments in joint ventures and non-guarantosisligries <$ 4542 million $ 118.¢ million
Borrowing base in excess of borrowing base indetessl (as defined) n/a $ 269.(million

(&) Under the terms of the Credit Facility, we are isgpito meet either the Interest Coverage Ratia minimum level of liquidity, but not both. .
of November 30, 2014, we met both the Interest @mee Ratio and the minimum liquidity requirements.

The Credit Facility also prohibits us from repursing and exchanging equity securities from or withployees in excess of $10.0 million in ¢
consideration in any fiscal year.

The indenture governing the senior notes and tBé5% Convertible Senior Notes due 2019 does nafagorny financial covenants. Subjec
specified exceptions, the indenture contains aentastrictive covenants that, among other thinigsit lour ability to incur secured indebtedness
engage in sale-leaseback transactions involvinggsty or assets above a certain specified vatuaddition, the 1.375% Convertible Senior Notes
2019 and all of the senior notes (with the exceptb the 6 1/4% Senior Notes due 2015 and the %% 1%&nior Notes due 2018pntain certai
limitations related to mergers, consolidations, salgs of assets.
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Our obligations to pay principal, premium, if arand interest under our senior notes and the 1.3C6%vertible Senior Notes due 2019
borrowings, if any, under the Credit Facility argaganteed on a joint and several basis by cerfadnrosubsidiaries (the “Guarantor Subsidiarigbd
meet the definition of a “significant subsidiarys defined by Rule 1-02 of Regulation S-X using ars#her than a 10% threshold, provided tha
assets of our non-guarantor subsidiaries do ntiteéraggregate exceed 1@%an adjusted measure of our consolidated totdtasThe guarantees
full and unconditional and the Guarantor Subsidmrare 100%wned by us. We may also cause other subsidiafieais to become Guaran
Subsidiaries if we believe it to be in our or tleéewant subsidiarg best interests. Condensed consolidating finamdiatmation for our subsidiari
considered to be Guarantor Subsidiaries is providédbte 22. Supplemental Guarantor Informatiotthie Notes to Consolidated Financial Statern
in this report.

As of November 30, 2014ye were in compliance with the applicable termsalbfour covenants under the Credit Facility, thaisenotes, th
1.375% Convertible Senior Notes due 2019, the indenand the mortgages and land contracts dwntbdellers and other loans. Our ability to ac
the Credit Facility for cash borrowings and lettefscredit and our ability to secure future delpiaficing depend, in part, on our ability to remai
such complianceThere are no agreements that restrict our paymenividends other than to maintain compliance witle financial covena
requirements under the Credit Facility, which worgdtrict our payment of dividends if there is #adét under the Credit Facility existing at the ¢l
any such payment, or if any such payment wouldlr@ssuch a default.

Depending on available terms, we finance certaimd lacquisitions with purchaseeney financing from land sellers or with othernfisr o
financing from third parties. At November 30, 20k had outstanding mortgages and land contragsaland sellers and other loans payab
connection with such financing of $38.3 millionecsired primarily by the underlying property, whiohd an aggregate carrying value $if33.¢
million .

Consolidated Cash Flowd he following table presents a summary of net gasivided by (used in) our operating, investing dim@ncing
activities (in thousands):

Years Ended November 30,

2014 2013 2012

Net cash provided by (used in):
Operating activities $ (630,69) $ (443,48) $ 34,61°
Investing activities (44,787) (16,750 (760)
Financing activities 501,71t 467,07: 73,75%
Net increase (decrease) in cash and cash equivalent $ (173,759) $ 6,83t $ 107,61«

Operating ActivitiesOperating activities used net cash of $630.7 mmillilv2014 and $443.5 million in 2013 and provided cash of634.6 millior
in 2012. Generally, our net operating cash flowstfiate primarily based on changes in our inveesoaind our profitability for the year. The year4ove
year changes in net operating cash flows in 20142813 were largely due to an increase in cash fsedvestments in land and land developr
during each of those years in support of our ggratgrowth initiatives, partly offset by an increas net income in each year.

Our net cash used by operating activities in 20ddharily reflected net cash of $780.1 millioised to increase our inventories through invests
in land and land development, partly offset by @xeincome of $94.9 million In 2013, our net cash used by operating actsvitias largely due
$563.2 millionof net cash used for investments in land and lamgeldpment, partly offset by cash provided by aafeinge in accounts payal
accrued expenses and other liabilities of $59.8amil, and pretax income of $38.4 millioriThe net loss for 2012 was largely the resultnekntor)
impairment and land option contract abandonmentgesa a loss on the early extinguishment of detitather noncash items. Consequently, the ¢
flows from operations primarily related to changesvorking capital. Our positive cash flows fromesgtions in 2012 mainly resulted from a
decrease in inventories of $30.3 million and a ease in receivables of $25.0 million .

Investing Activitieslnvesting activities used net cash of $44.8 millior2014, $16.8 million in 2013 and $.8 million 2012. The year-oveyeal
increase in net cash used in investing activite2014 was largely due to increased contributidn$4®.1 millionto unconsolidated joint ventur
partly offset by proceeds of $10.1 millidrom the sale of our investment in an unconsolidigtént venture in Maryland. In 2013, we used nast
primarily for $14.4 millionof contributions to HCM and two other unconsolidajeint ventures within our homebuilding reportisggment. In 201
the year-ovesear increase in net cash used in investing aietivinainly reflected our contributions to uncorgated joint ventures in 2013, compe
to a $1.0 million return of investment in uncondatied joint ventures in 2012.

Financing ActivitiesFinancing activities provided net cash of $501.%iom in 2014, $467.1 million in 2013 and $73.8 loih in 2012. The year-
over-year increase in net cash provided by finameictivities in 2014 primarily reflected the issuarof the
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4.75% Senior Notes due 2019 and the 2014 Commotk S2fering, which together generated total netcpems of $531.6 million In 2013, th
increase in net cash provided by financing acésitirom 2012 was mainly due to the concurrent wadigen public issuances of the 1.37
Convertible Senior Notes due 2019 and 6,325,00€eshaf our common stock, par value $1.00 per slaran offering price of $18.25 per share
“2013 Common Stock Offering”), which together geated total net proceeds of $332.2 millipand the underwritten public issuance of our 7.
senior notes due 2021 (the “7.00% Senior Note2024"), partly offset by the retirement of certain of oen&r notes due in 2014 and 2015 throu
combination of purchases made pursuant to thecgipé October 2013 Tender Offers and redemptiards payments on mortgages and land cont
due to land sellers and other loans. In 2012, veeigged cash from financing activities largely asslt of the issuances of the 8.00% senior rae
2020 (the “8.00% Senior Notes due 2020") and t58%. senior notes due 2022 (the “7.50% Senior Ndwes2022") partly offset by the purchase
certain of our senior notes due in 2014 and 2015uyant to the applicable January 2012 Tender OffiedsJuly 2012 Tender Offers.

Our board of directors declared four quarterly cdisfidends of $.025@er share of common stock in 2014 and 2013. Du2iLR, our board
directors declared a cash dividend of $.0625 pareshf common stock in the first quarter and qubrividends of $.025@er share of common stc
in each of the second, third and fourth quartershe second quarter of 2012, our board of dimsctiecided to reduce the quarterly cash divideowh
$.0625 per share to enable the redeployment ofiorgstricted cash in support of our strategic ghowitiatives. The declaration and payment of fe
cash dividends on our common stock are at theetiscr of our board of directors, and depend upamrag other things, our expected future earn
cash flows, capital requirements, debt structurd any adjustments thereto, operational and findrinieestment strategy and general finar
condition, as well as general business conditions.

Shelf Registration Statemer@n July 18, 2014, we filed an automatically effeetiuniversal shelf registration statement (tf2914 Shel
Registration”)with the SEC. The 2014 Shelf Registration registhes offering of debt and equity securities that way issue from time to time
amounts to be determined. The 2014 Shelf Registragplaced our previously effective shelf regtsra statement filed with the SEC on Septer
20, 2011 (the “2011 Shelf Registration”).

Share Repurchase Programs of November 30, 2014, we were authorized to refpase 4,000,000 shares of our common stock unteasd-
approved share repurchase prograife did not repurchase any of our common stock uttidier program in 2014, 2013 or 2012. We have
repurchased any shares pursuant to this commok stparchase plan for the past several years apdemumption of such stock repurchases L
this program or any other program will be at thecdétion of our board of directors.

Unrelated to the common stock repurchase planoimection with an amendment of the Amended andaRebtKB Home NorEmployet
Directors Compensation Plan (the “Director Plani)2014, as discussed in Note 17. StockholdEmlity in the Notes to Consolidated Finan
Statements in this report, our board of directatharized the repurchase of no more than 680,0@€eshof our common stock and also authol
potential future grants of up to 680,000 stock pagtrawards under the KB Home 2014 Equity Incerfiian (the “2014 Plan”jn each case solely
necessary for director elections with respect tstanding stock appreciation rights awards graaoteter the Director Plan (“ Director Plan SAR#Ay
of November 30, 2014, no Director Plan SARs hadissdtled. In 2013, in connection with an amendnoéhe Director Plan, our board of direci
authorized the repurchase of no more than 482 88fes of our common stock solely as necessaryiffectdr elections in respect of outstanding s
units under the Director Plan. During 2013, we repased through open market transactions 478sk84es of our common stock pursuant to
board of directors authorization at an aggregatemf $7.9 million. We do not anticipate any additional repurchagesiocommon stock pursuant
this board of directors authorization.

In the present environment, we are managing ourofis&sh for investments to maintain and grow ousittess. Based on our current ca
position, we believe that we will have adequateueses and sufficient access to the capital markets external financing sources to satisfy
current and reasonably anticipated Idagn requirements for funds to acquire capital land, to develop acquired land, to construct horeefnanct
our financial services operations, and to meetrotieeds in the ordinary course of our businessdufition to acquiring and/or developing land
meets our investment return and marketing standamd2015, we may use or redeploy our unrestrictash resources to support other busi
purposes that are aligned with our primary strategials, including our growth and asset efficienuyiatives. We may also arrange or engag
capital markets, bank loan, project debt or otivarfcial transactions, and/or expand the capadithe Credit Facility or the LOC Facilities or er
into additional such facilities. These transactiomsy include repurchases from time to time of outstanding senior notes or other debt thrc
redemptions, tender offers, exchange offers, iwatchanges, open market purchases or other maghsnay include potential new issuance
equity or senior or convertible senior notes oreottiebt through public offerings, private placersent other arrangements to raise new capi
support our current land and land development invest targets, and for other business purpose®rtaléffect repurchases or redemptions of
outstanding senior notes or other debt. Our ahibitgngage in such financial transactions, howevety be constrained by economic, capital, ¢
and/or financial market conditions, investor insgtrand/or our current leverage ratios, and we camige no assurance of the success or costs «
such transactions.
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OFF-BALANCE SHEET ARRANGEMENTS

Unconsolidated Joint VentureAs discussed in Note 9. Investments in Unconsdidlaloint Ventures in the Notes to Consolidated riizd
Statements in this report, we have investments rinonsolidated joint ventures that conduct land Bitipn, land development and/or ot
homebuilding activities in various markets where bomebuilding operations are located. Our uncadatgd joint ventures had total combined a:
of $182.2 million at November 30, 2014 and $406i0ion at November 30, 2013. Our investments in amsplidated joint ventures total&¥9.z
million at November 30, 2014 and $130.2 millianNovember 30, 2013. None of our unconsolidatéd jentures had outstanding debt at Nover
30, 2014 or 2013. In addition, none of our joinhieges at November 30, 2014 and 2013 were detedninder the provisions of Accounting Stand
Codification Topic No. 810, “Consolidation” (“ASCL8") to be VIEs. All of our joint ventures were uncoridated and accounted for under the ec
method because we did not have a controlling firzdimtterest.

Land Option Contracts and Other Similar Contracs discussed in Note 8. Variable Interest Entitreshe Notes to Consolidated Finan
Statements in this report, in the ordinary courSew business, we enter into land option contractd other similar contracts with third parties
unconsolidated entities to acquire rights to lamdtie construction of homes. We determined thatf &ovember 30, 2014 and 2013 we were ng
primary beneficiary of any VIEs from which we haaequired rights to land under land option contracid other similar contracts. In accordance
ASC 810, we perform ongoing reassessments of whethare the primary beneficiary of a VIE.

The following table presents a summary of our &dés in land option contracts and other similatremts (in thousands):

November 30, 2014 November 30, 2013
Cash Aggregate Cash Aggregate
Deposits Purchase Price Deposits Purchase Price
Unconsolidated VIEs $ 10,63¢ $ 520,62( $ 11,06¢ $ 616,00(
Other land option contracts and other similar cacts 22,42¢ 437,84, 30,50: 535,49t
Total $ 33,05¢ $ 958,47( $ 41,56 $ 1,151,491

In addition to the cash deposits presented indbk&tabove, our exposure to loss related to out égtion contracts and other similar contr
consisted of pre-acquisition costs of $48.0 mill@rNovember 30, 2014 and $31.0 million at Noven8#r2013. These pequisition costs and ce
deposits were included in inventories on our cadatéd balance sheets. We also had outstandirmgdetf credit of $.1 milliorat November 30, 20:
and 2013 in lieu of cash deposits under certaid tgtion contracts and other similar contracts.

We also evaluate our land option contracts androgimailar contracts for financing arrangements gtadance withAccounting Standart
Codification Topic No. 470, “Debt” (“ASC 470"gnd, as a result of our evaluations, increasedniovies, with a corresponding increase to acc
expenses and other liabilities, in our consoliddtgidnce sheets by $3.1 million at November 304201d $8.9 million at November 30, 2013.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS
The following table presents our future cash rezants under contractual obligations as of Nover8be2014 (in millions):

Payments due by Period

Total 2015 2016-2017 2018-2019 Thereafter
Contractual obligations:
Long-term debt $ 2,583.. $ 222.: % 281.C % 930.C % 1,150.(
Interest 825.( 161.¢ 302.¢ 214.7 145.¢
Inventory-related obligations (a) 52.C 2.4 6.3 4.1 39.2
Operating lease obligations 39.4 8.1 11.4 7.€ 12.5
Total (b) $ 3,499t % 394t $ 601.¢ $ 1,156« $ 1,347.:

(&) Represents liabilities for fixed or determileahmounts associated with tax increment finan@notyvities (“TIFE”) assessments and liabilit
related to inventory not owned. As homes are degdethe obligation to pay the remaining TIFE ass®nts associated with each underlying |
transferred to the homebuyer. As such, these assas®bligations will be paid by us only to theemttwe do not deliver homes on applicable
before the related TIFE obligations mature.
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(b) Total contractual obligations exclude our accrual dncertain tax positions recorded for financigarting purposes as of November 30, :
because we are unable to make a reasonable estiinatesh settlements with the respective taxindghaittes for all periods presented.
anticipate these potential cash settlement reqeingsfor 2015 to range from zero to $.1 million.

We are often required to provide to various municiesi and other government agencies performancesband/or letters of credit to secure
completion of our projects and/or in support ofigalions to build community improvements such asdsy sewers, water systems and other util
and to support similar development activities bytaie of our unconsolidated joint ventures. At Noweer 30, 2014, we had $541.6 milliaf
performance bonds and $26.7 million of letters refdit outstanding. At November 30, 2013, we had0$&million of performance bonds asd 1.t
million of letters of credit outstandingf.any such performance bonds or letters of craditcalled, we would be obligated to reimburseigheer of th
performance bond or letter of credit. We do notewel that a material amount of any currently outdiiag performance bonds or letters of credit weé
called. Performance bonds do not have stated eipirdates. Rather, we are released from the peeioce bonds as the underlying performan
completed. The expiration dates of some lettersredit issued in connection with community improwets coincide with the expected comple
dates of the related projects or obligations. Metiers of credit, however, are issued with aniahiierm of one year and are typically extendecs
year-to-year basis until the related performandigations are completed.

CRITICAL ACCOUNTING POLICIES

The accompanying consolidated financial statememtee prepared in conformity with GAAP. The preparatof these financial stateme
requires the use of estimates, judgments and asgmaphat affect the reported amounts of asseddiahilities at the date of the financial statens
and reported amounts of revenues and expensegdberperiods presented. Actual results could dfffam those estimates and assumptions. See
1. Summary of Significant Accounting Policies irethlotes to Consolidated Financial Statements s tport for a discussion of our signific
accounting policies. The following are accountirgdiges that we believe are critical because ofdigmificance of the activity to which they relade
because they require the use of significant eséispgidgments and/or other assumptions in theilicgtion.

Homebuilding Revenue Recognitidtevenues from housing and other real estate sedeseeognized in accordance with Accounting Steafs
Codification Topic No. 360, “Property, Plant anduzment” (“ASC 360"),when sales are closed and title passes to the .bBgts are closed wr
all of the following conditions are met: a salecsnsummated, a sufficient down payment is receiviee,earnings process is complete anc
collection of any remaining receivables is reastnabsuredConcurrent with the recognition of revenues in camsolidated statements of operati
sales incentives in the form of price concessianthe selling price of a home are recorded as acté&xh of revenues, while the cost of sales inees
in the form of free products or services to homelsyincluding option upgrades and closing cosivadhces used to cover a portion of the fees
costs charged to a homebuyer, is reflected asmmtisin and land costs.

Inventories and Cost of Saldd.ousing and land inventories are stated at cosgssnihe carrying value is determined not to beverable, i
which case the affected inventories are written moovfair value or fair value less costs to selhatordance with ASC 36€@air value is determins
based on estimated future net cash flows discouftteihherent risks associated with the real esgastgets, or other valuation techniques. Dt
uncertainties in the estimation process and otaetofs beyond our control, it is possible that actesults could differ from those estimated.
inventories typically do not consist of completensald homes. However, cancellations or strategitsicerations may result in our having st
inventory of unsold completed or partially compteteomes.

Our inventories include land we are holding foufiet development, which is comprised of lamdere development activity has been suspend
has not yet begun but is expected to occur inuheé. These assets held for future developmeribaated in various submarkets where conditior
not presently support further investment or develept, or are subject to a building permit moratoriar regulatory restrictions, or are portion:
larger land parcels that we plan to build out csreral years and/or that have not yet been ahtile may also suspend development activity i
believe it will result in greater returns and/orximaize the economic performance of a particular camity by delaying improvements for a periot
time to, for instance, allow earlier phases of mglterm, multiphase community or a neighboring community to gaeesales momentum or
market conditions to improvén some instances, we may activate or resume dewelnt activity for this inventory to accelerateesadnd/or our retu
on investment. We have activated assets previdwdtyfor future development in certain markets as pf our strategic growth initiatives. Interest
real estate taxes are not capitalized on landfoeliliture development.

We rely on certain estimates to determine our can8on and land costs and resulting housing gps§it margins associated with reven
recognized. Construction and land costs are coegba$ direct and allocated costs, including estaddtture costs for warranties and amenities.
acquisition, land development and other commonscaxst generally allocated on a
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relative fair value basis to homes within a commuaor land parcel. Land acquisition and land depeient costs include related interest and reale
taxes.

In determining a portion of the construction anddiaosts recognized for each period, we rely ofeptdudgets that are based on a varie
assumptions, including future construction scheslaled costs to be incurred. It is possible thaiaaesults could differ from budgeted amount:
various reasons, including construction delayscentracted trade labor or materials shortagese&sas in costs that have not yet been comn
changes in governmental requirements, unforese@memental hazard discoveries or other unantieipassues encountered during constructior
other factors beyond our control. While the actesllts for a particular construction project ateusately reported over time, variances betwee
budgeted and actual costs of a project could réstite understatement or overstatement of cortstruand land costs and homebuilding gross pi
in a particular reporting period. To reduce theeptial for such distortion, we have set forth phaes that collectively comprise a critical accany
policy. These procedures, which we have applied @onsistent basis, include assessing, updatingeasing project budgets on a monthly bt
obtaining commitments from subcontractors and vendior future costs to be incurred, reviewing tlideguacy of warranty accruals and histo
warranty claims experience, and utilizing the mostrent information available to estimate consinrctand land costs to be charged to exps
Variances to the budgeted costs after an estimeédben charged to expense that are related ®cpagsts are generally allocated on a relatiw
value basis to the remaining homes to be delivergiin the community or land parcel, while suchiaaces related to direct construction costs
generally expensed as incurred. The variances betwedgeted and actual costs have historicallybeen material to our consolidated finan
statements. We believe that our policies providadasonably dependable estimates to be used oatbelation and reporting of construction and
costs.

Inventory Impairments and Land Option Contract Ad@mmentsE ach community or land parcel in our owned invenisrgssessed to determ
if indicators of potential impairment exist. Impaient indicators are assessed separately for eanmgnity or land parcel on a quarterly basis
include, but are not limited to the following: sificant decreases in net orders, average sellimpgrvolume of homes delivered, gross profit nre
on homes delivered or projected gross profit margin homes in backlog or future deliveries; sigaifit increases in budgeted land developmer
home construction costs or cancellation rates; rojepted losses on expected future land salemdicators of potential impairment exist fo
community or land parcel, the identified assewigleated for recoverability in accordance with ASED.

The following table presents information regardingentory impairment and land option contract alwamdent charges included in construc
and land costs in our consolidated statements efavipns (dollars in thousands):

Years Ended November 30,

2014 2013 2012

Inventory impairments:

Number of communities or land parcels evaluateddooverability (a) 32 31 61

Carrying value of communities or land parcels eatdd for recoverability (a) $ 266,85( $ 14598( $ 317,38¢

Number of communities or land parcels written dawifair value 8 1 14

Pre-impairment carrying value of communities odg@rcels written down to fair

value $ 68,22: $ 1532 % 67,95¢

Inventory impairment charges (37,629 (39)) (28,10))

Post-impairment fair value $ 30,59 $ 1,14 % 39,85!
Land option contract abandonment charges:

Number of lots abandoned 1,30¢ 29E 44¢

Land option contract abandonment charges $ 1,80: $ 3,19C $ 42¢

(&) As impairment indicators are assessed on dajlyabasis, some of the communities or land pareealuated during the years endémlyember 3(
2014 , 2013 and 2012 were evaluated in more thamoarterly periodCommunities or land parcels evaluated for recovlain more than on
quarterly period, if any, are counted only oncedach period shown.

When an indicator of potential impairment is idéatl for a community or land parcel, we test theeador recoverability by comparing
carrying value of the asset to the undiscountedréunet cash flows expected to be generated bgdbet. The undiscounted future net cash flow
impacted by therurrent conditions and trends in the market in Wwhlee asset is located as well as factors knowrstat the time the cash flows
calculated. With the undiscounted future net céshd, we also consider recent trends in our ordeasklog, cancellation rates and volume of hc
delivered, as well as our expectations related
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to the following: product offerings; market supmynd demand, including estimated average sellingeprand related price appreciation; and
development, home construction and overhead co$ts incurred and related cost inflation.

Given the inherent challenges and uncertaintiefoiacasting future results, our inventory assesssnah the time they are made take
consideration whether a community or land parcekisve, meaning whether it is open for sales andihdergoing development, or whether it is b
held for future development. Due to the shertn nature of active communities and land paraslsompared to land held for future developmem
inventory assessments generally assume the cotitinuaf theneurrent market conditions, subject to identifyimjormation suggesting significe
sustained changes in such conditions. These assesmat the time made, generally anticipate néérsr average selling prices, volume of hc
delivered and costs for land development and hoomstouction to continue at or near then-currentlgvthrough the particular asseestimate
remaining life. Inventory assessments for our |laelli for future development consider thamrent market conditions as well as subjectivedast
regarding the timing and costs of land developneent home construction and related cost inflatibe; groduct(s) to be offered; and the net on
volume of homes delivered, and selling prices adted price appreciation of the offered productf(sgn an associated community is anticipate
open for sales. We evaluate various factors toldpvhese forecasts, including the availabilityaoid demand for homes and finished lots withir
relevant marketplace; historical, current and etgub€uture sales trends for the marketplace; amd-pgarty data, if available. These various estim
trends, expectations and assumptions used in damir aventory assessments are specific to eaoinmumity or land parcel based on what we be
are reasonable forecasts for performance and mgyavaong communities or land parcels and may vaey time.

We record an inventory impairment charge when #reying value of a real estate asset is greater i undiscounted future net cash flows
asset is expected to generate. These real estts ase written down to fair value, which is priilyabased on the estimated future net cash f
discounted for inherent risk associated with eamdhsassetlnputs used in our calculation of estimated distedriuture net cash flows are specifi
each affected real estate asset and are based @xpectations for each such asset as of the apfdianeasurement date, including, among ot
expectations related to average selling pricesvahgime of homes deliveredhe discount rates used in our estimated discoutdst flows range
from 17% to 20% during 2014, 2013 and 20IBe discount rates we used were impacted by thewimig at the time the calculation was made:
risk-free rate of return; expected risk premium basedcestimated land development, home construction delivery timelines; market risk fro
potential future price erosion; cost uncertaintye da land development or home construction cogteases; and other risks specific to the ass
conditions in the market in which the asset is teda

Inventories associated with planned future landssale stated at the lower of their costs or falues, less cost to sell. The estimated fair vaf
such assets is generally based on an executedcriroker quotes or similar information.

As of November 30, 2014 , the aggregate carryingevaf our inventory that had been impacted by mwg/ impairment charges w&266.¢
million , representing 33 communities and variotleeo land parcels. As of November 30, 2Q01Be aggregate carrying value of our inventory tie
been impacted by inventory impairment charges w8384 million , representing 42 communities andowss other land parcels.

Our inventory controlled under land option contsaahd other similar contracts is assessed to detenwhether it continues to meet our inte
investment and marketing standards. Assessmentmade separately for each optioned land parcel guaaterly basis and are affected by
following factors relative to the market in whichet asset is located, among others: current andt@rigated net orders, average selling prices
volume of homes delivered; estimated land develgpraed home construction costs; and projected tptufity on expected future housing or [
sales. When a decision is made not to exercisaindand option contracts and other similar corigraitie to market conditions and/or changes ii
marketing strategy, we write off the related inwewtcosts, including non-refundable deposits angcmverable pre-acquisition costs.

The estimated remaining life of each community awd parcel in our inventory depends on variousofactsuch as the total number of
remaining; the expected timeline to acquire andlerdand and develop lots to build homes; the@péted future net order and cancellation rated
the expected timeline to build and deliver homdd.stvhile it is difficult to determine a precisertgframe for any particular inventory asset, bast
current market conditions and expected deliverglines, we estimate our inventory assets’ remainjperating lives to range generally frame yea
to in excess of 10 years and expect to realizegrooverall basis, the majority of our current inleep balance withirfive years. The following tab
presents our inventory balance as of November 804 2based on our current estimated timeframe bfedg for the last home within an applica
community or land parcel (in millions):

Greater than
0-2 years 3-5 years 6-10 years 10 years Total

Inventories $ 1,311 $ 1,392 $ 374 $ 140.7 % 3,218.¢
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The inventory balance in the 8 years category as of November 30, 2014 wasddcdiroughout all of our homebuilding reporting megts
though mostly in our West Coast and Southeast haitdéhg reporting segments. The inventory balancéhie greater than 10 years category
November 30, 2014 was primarily located in our Wesast and Southwest homebuilding reporting segsnéilie inventory balances in th-10 year
and greater than 10 years categories, which cilidgtrepresented 16%f our total inventory at November 30, 2014, weriengrily comprised of lan
held for future development.

Due to the judgment and assumptions applied inrougntory impairment and land option contract almamdent assessment processes, and |
estimations of the remaining operating lives of mwentory assets and the realization of our inegnbalances, particularly as to land held for fe
development, it is possible that actual resultddtdiffer substantially from those estimated.

Deterioration in the supply and demand factorh@dverall housing market or in an individual markesubmarket, or changes to our operati
or selling strategy at certain communities may léachdditional inventory impairment charges, futetearges associated with land sales o
abandonment of land option contracts or other sintibntracts related to certain assets. Due todhgre or location of the projects, land held fdufe
development that we activate as part of our stratggwth initiatives or to accelerate sales and/or return on investment may have a some
greater likelihood of being impaired than otheoaf active inventory.

We believe that the carrying value of our inventdrglance as of November 30, 2014 is recoverable. @usiderations in making tl
determination include the factors and trends incafed into our impairment analyses, and as appécahe prevailing regulatory environme
competition from other homebuilders, inventory levend sales activity of resale homes, and thd Emanomic conditions where an asset is locate
addition, we consider the financial and operaticstatus and expectations of our inventories as aglinique attributes of each community or
parcel that could be viewed as indicators for piaéfuture impairments. However, if conditionstire overall housing market or in a specific mai«
submarket worsen in the future beyond our currepeetations, if future changes in our marketingtetyy significantly affect any key assumpti
used in our projections of future cash flows, othiére are material changes in any of the otherstere consider in assessing recoverability, we
recognize charges in future periods for inventonpairments or land option contract abandonmentsoth, related to our current inventory as:
Any such charges could be material to our constdiléinancial statements.

Warranty CostsWe provide a limited warranty on all of our hom@&se specific terms and conditions of our limitedrrgaty program vail
depending upon the markets in which we do busindgesestimate the costs that may be incurred unddr kaited warranty and record a liability
the amount of such costs at the time the reveremciged with the sale of each home is recognized.

Our primary assumption in estimating the amountsae@ue for warranty costs is that historical ckiexperience is a strong indicator of fu
claims experience. Factors that affect our warrdiatyility include the number of homes deliveredstbrical and anticipated rates of warranty cla
and cost per claim. We periodically assess thewisqof our accrued warranty liabilifywhich is included in accrued expenses and othbilities in
our consolidated balance sheets, and adjust thertras necessary based on our assess@enassessment includes the review of our actuatwwg
costs incurred to identify trends and changes invearranty claims experience, and considers oureneonstruction quality and customer ser
initiatives and outside events.

In assessing our overall warranty liability at paging date, we evaluate the costs for warraetgited items on a combined basis for all of
previously delivered homes that are under our &chivarranty program. This includes any shomes in central and southwest Florida that haes
or may in the future be identified as having watgrusion-related issuess discussed in Note 15. Commitments and Contingeric the Notes
Consolidated Financial Statements in this report.

Depending on the number of additional homes inreéand southwest Florida that are identified agsiftawater intrusiorrelated issues, and |
actual costs we incur in future periods to repdéntified affected homes and/or homes affected thgroissues, including costs to provide cel
affected homeowners with temporary housing, we meaise the amount of our estimated liability, whiuld result in an increase or decrease it
overall warranty liability. Based on our assessntdrihese water intrusiorelated issues, we believe that our warranty lighi$ adequate to cover t
estimated probable total repair costs on thesetaffehomes and on homes affected by other isdumsgh we believe it is reasonably possible tha
loss in this matter could exceed the amount accaseaf November 30, 2014 by up to $3 million .

While we believe the warranty liability currentlgflected in our consolidated balance sheets talbguate, unanticipated changes or developr
in the legal environment, local weather, land oriemmental conditions, quality of materials or imads used in the construction of homes or cust
service practices and our warranty claims expedanuld have a significant impact on our actualrary costs in the future and such amounts ¢
differ significantly from our current estimates.10% change in the historical warranty rates useestimate our warranty accrual would not resul
material change in our accrual.
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Self-InsuranceW e maintain, and require the majority of our subractors to maintain, general liability insurancec(uding construction defe
and bodily injury coverage) and workedmpensation insurance. These insurance policeqirus against a portion of our risk of loss frolaims
related to our homebuilding activities, subjectéstain self-insured retentions, deductibles ameotoverage limits . We sdlisure a portion of o
overall risk through the use of a captive insurasiglesidiary. We also maintain certain other insceapoliciesIn Arizona, California, Colorado a
Nevada, our subcontract’ general liability insurance primarily takes therm of a wrapdp policy, where eligible subcontractors are eela
insureds on each project. Enrolled subcontractongribute toward the cost of the insurance andeagyepay a contractual amount in the future ir
event of a claim related to their work.

We record expenses and liabilities based on thenatsd costs required to cover our sabured retention and deductible amounts unde
insurance policies, and the estimated costs ofnfiateclaims and claim adjustment expenses thatbowe our coverage limits or that are not cov
by our insurance policies. These estimated cosisbased on an analysis of our historical claims iaddstry data, and include an estimat
construction defect claims incurred but not yeorégd.

We engage a thirparty actuary that uses our historical claim angease data, as well as industry data, to estimatéatilities related to unpa
claims, claim adjustment expenses, third-party vedes and incurred but not yet reported claimstifier risks that we are assuming under our
insuranceThese estimates are subject to uncertainty duevtmiaty of factors, the most significant being tbeg period of time between the deliv
of a home to a homebuyer and when a structuralamgrror construction defect claim is made, andutienate resolution of the construction de
claim. Though state regulations vary, constructiefect claims are reported and resolved over aopgald period of time, which can extend fol
years or longer. As a result, the majority of tkémeated liability relates to incurred but not yeported claims. Because the majority of our edge
liabilities relate to incurred but not yet repordims, adjustments related to individual existitgms generally do not significantly impact theecall
estimated liability. Adjustments to our liabilitieslated to homes delivered in prior years arerndsmb in the period in which a change in our est#
occurs.

The projection of losses related to these liabgitrequires actuarial assumptions that are subjegariability due to uncertainties regard
construction defect claims relative to differengesur markets and the types of product we buildurance industry practices and legal or regul
interpretations, among other factors. Key assumptigsed in these estimates include claim frequensi&verities and settlement patterns, whict
occur over an extended period of timeaddition, changes in the frequency and sevefitgported claims and the estimates to settlendaian impa
the trends and assumptions used in the actuaraysis, which could be material to our consolidafedncial statementDue to the degree
judgment involved and the potential for variabilitythese underlying assumptions, our actual futests could differ from those estima. Based o
the actuarial analysis performed, we believe ie@sonably possible that our losses related toteartion defect claims as of November 30, 2014 d
range from $70 million to $100 million. While thiange represents our best estimate of our ultitfetidity, there can be no assurance that the &
costs will fall within this range and they could lnigher.

Stock-Based Compensatidi.e measure and recognize compensation expenssgasdovith our grant of equitpased awards in accordance \
Accounting Standards Codification Topic No. 718ptpensation—Stock Compensation” (“ASC 718Which requires that companies measure
recognize compensation expense at an amount egjuhk tfair value of shareased payments granted under compensation arrangeiover th
vesting period. We have provided compensation lisnief certain of our employees in the form of &toptions, restricted stock, performarz@se:
restricted stock units (each a “PSU”) and SARs.eDuining the fair value of shatmsed awards requires judgment to identify the Gpyate
valuation model and develop the assumptions, imatuthe expected term of the stock options or SARpected stockrice volatility and dividen
yield, to be used in the calculation. Judgmenids sequired in estimating the percentage of shbased awards that are expected to Wst.estimat
the fair value of stock options and SARs grantédgithe Black-Scholes option-pricing model withasgtions based primarily on historical dafae
expected volatility factor was based on a combamatf the historical volatility of our common stoekd the implied volatility of publicly trad
options on our common stock. If actual resultsediffignificantly from these estimates, stdx@sed compensation expense could be higher anda
material impact on our consolidated financial steats.

Income TaxesdWe account for income taxes in accordance with A8CQ. The benefit from income taxes is calculateédgithe asset and liabili
method, under which deferred tax assets and liegsilare recorded based on the difference betwefirtancial statement and tax basis of asset
liabilities using enacted tax rates in effect foe tyear in which the differences are expected verse. As discussed in Note 12. Income Taxes i
Notes to the Consolidated Financial Statementhigreportwe evaluate our deferred tax assets quarterly terméne if adjustments to our valuat
allowance are required based on the considerafiafi available positive and negative evidence gsirfmore likely than not$tandard with respect
whether deferred tax assets will be realiZdte ultimate realization of our deferred tax asdefsends primarily on our ability to generate fattaxabl:
income during the periods in which the related terapy differences in the financial basis and the liasis of the assets become deductiblas
evaluationconsiders, among other factors, our historical ajieg results, our expectation of future profitépjlthe duration of the applicable statut
carryforward periods, and conditions in the housimagket and the
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broader economyWe base our estimate of deferred tax assets dnilities on current tax laws and rates. In certz@ses, we also base this estimat
business plan forecasts and other expectationst diblowe outcomes. Changes in positive and negaiwdence, including differences between
future operating results and estimates, could résuhe establishment of an additional valuatitloveance against our deferred tax assets. Accog
for deferred taxes is based upon estimates ofdutesults. Judgment is required in determiningftigre tax consequences of events that have
recognized in our consolidated financial statement¥/or tax returns. Differences between the gdted and actual outcomes of these future re
could have a material impact on our consolidatedrfcial statements. Also, changes in existing fdand state tax laws and tax rates could ¢
future tax results and the valuation allowance reggadur deferred tax assets.

W e recognize accrued interest and penalties retateshrecognized tax benefits in our consolidatedricial statements as a component o
provision for or benefit from income taxelur liability for unrecognized tax benefits, comiihwith accrued interest and penalties, is reftbet®
component of accrued expenses and other liabilitiesir consolidated balance sheets. Judgmengisresl in evaluating uncertain tax positions.
evaluate our uncertain tax positions quarterly 8asevarious factors, including changes in factsimumstances, tax laws or the status of auditsk
authorities. Changes in the recognition or measargraf uncertain tax positions could have a mdt@ripact on our consolidated financial statem
in the period in which we make the change.

RECENT ACCOUNTING PRONOUNCEMENTS

Recent accounting pronouncements are discussedtsn N Summary of Significant Accounting Policiesthhe Notes to Consolidated Finan
Statements in this report.

OUTLOOK

In 2015, our focus will be to build on the progress achieved during 2014. We expect generally favier conditions in most of our sen
markets to continue, though likely to varying degebased on their current supply and demand dysaarid fundamental trends in populat
demographic and household formation growth. Howetler pace and strength of demand growth acrosserwed markets, and in the overall |
housing market, will largely depend on sustainegromement in consumer employment, income and cenéid levels, and mortgage lending stanc
and interest rates. While any future steps takethbyFederal Reserve to increase interest rateshanay a tempering effect on overall home sale:
selling prices, we believe that with our execut@nour strategic initiatives over the past few gedéine growth platform we have established an
momentum we have generated in our operations, wewall-positioned to capture potential increases in demstedhming from a strong
macroeconomic environment that would be expectedttompany any interest rate increases.

We believe advancing our community count will cong to be a primary driver of our téipe growth in 2015, in combination with other tatec
efforts to expand our average selling price whevssjble in our served markets. Through investmént&nd and land development, we ex|
additional community count growth in 2015, with thel year average projected to increase in thgyeaof 1520% from 2014, depending on st
absorption rates and the timing of community closés. However, we expect our investment in landland development will moderate to a rang
$1.1 to $1.4 billion on an overall basis comparedhe $1.47 billion we invested in 2014nd that a higher proportion of our investmerit &
dedicated to land development in order to advaheecbnversion of our owned land into new home conitias open for sales and, in turn, gene
additional net orders, homes delivered, revenudscash from our $3.22 billioof inventories. At the same time, consistent witih goal to prioritiz:
profitability, we will continue to balance saledgar and pace to optimize each asset, and we erpectet orders per community to remain relati
flat in 2015 as we work to achieve our longem housing gross profit margin targets. As altese anticipate that our net order growth wilhgeally
be within the range of our community count growthidg 2015.

We will also focus in 2015 on extending our growtjectory and enhancing our asset efficiency bglémenting initiatives grounded in the |
principles of our operational business model. Thpgatives will emphasize generating cash fronemgions, including through continued activati
of certain land previously held for future develgmhand executing on opportunities to monetizerotdned assets through land sales to help su
our topline growth objectives; gaining share in our serwgatkets; increasing our housing gross profits; iamgtoving our return on invested capi
all with the goal of driving enhanced lobgrm performance and value for our stockholdersvéi@r, we anticipate that our housing gross proétgir
in the first quarter of 2015 will decline signifitdy on a year-oveyear and a sequential basis due to a combinatiocoofinued rising dire
construction cost pressures, reduced operatingdgeefrom staffing to meet projected future comrhugiount and sales growth during 2015
anticipated shift in our home delivery mix towarldsver margin communities and selling price compssrom, among other things, prici
adjustments and/or greater use of sales incerttiveet stiffening competition and softening dememnckrtain submarkets.
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We ended fiscal 2014 with our highest year-end lmackomes and value levels since 2007 and@®2@munities open for sales, which repres
an increase of 19%om a year ago. As a result, we believe that veefavorably situated to accomplish our growth pties in 2015, particularly |
view of the positive housing market conditions itféed above. However, due to the higher weightofdhomes in our yeaend backlog at an ea
stage of construction and not available for deiiverthe first quarter, we currently expect housiagenues of between $440 and $490 million ir
2015 first quarter, compared to approximately$45lian in the 2014 first quarter. With the anticipd significant decrease in the housing gross
margin and the inclusion of projected gains of agpnately $7 million from the monetization of certaf our land assets, we believe we will gene
break-even results in the 2015 first quarter.

Our future performance and the strategies we implertand adjust or refine as necessary or apptepndll depend significantly on prevaili
economic and capital, credit and financial marketditions and on a fairly stable and constructigbtical and regulatory environment (particularh
regards to housing and mortgage loan financingcjgal), among other factors, and we caution thafwure quarterly results could fluctuate; howe
we expect to be profitable for 2015 and to achidditional growth in the years ahead if and as imgusiarkets continue to progress.

FORWARD-LOOKING STATEMENTS

Investors are cautioned that certain statementsiced in this report, as well as some statementsshin periodic press releases and other p
disclosures and some oral statements by us toigeswanalysts, stockholders and others duringgmtasions, are “forward-looking statementgthin
the meaning of the Private Securities LitigatiorfdRe Act of 1995 (the “Act”).Statements that are predictive in nature, that mpgon or refer 1
future events or conditions, or that include wosdgh as “expects,” “anticipates,” “intends,” “pldh%elieves,” “estimates,” “hopes,and simila
expressions constitute forwalobking statements. In addition, any statements weamay make or provide concerning future finahoiaoperatin
performance (including, without limitation, futurevenues, community count, homes delivered, netrerdselling prices, sales pace per new t
community, expenses, expense ratios, housing gmadis, housing gross profit margins, earningsarnings per share, or growth or growth ra
future market conditions, future interest rateg] ather economic conditions, ongoing businessesiias or prospects, future dividends and chan¢
dividend levels, the value of our backlog (inclugleamounts that we expect to realize upon delivétyomes included in our backlog and the timin
those deliveries), the value of our net ordersepidl future asset acquisitions and the impactahpleted acquisitions, future share issuanc
repurchases, future debt issuances, repurchasesl@mptions and possible future actions are alsgafi@{ooking statements as defined by the
Forwardiooking statements are based on our current exji@tsaand projections about future events and akgest to risks, uncertainties, ¢
assumptions about our operations, economic and ehddctors, and the homebuilding industry, amonigentthings. These statements are
guarantees of future performance, and we have ecifgppolicy or intention to update these statetaen

Actual events and results may differ materiallynirthose expressed or forecasted in forwaoking statements due to a number of factors.
most important risk factors that could cause ouualcperformance and future events and actionsifferdnaterially from such forwaréboking
statements include, but are not limited to theofeihg:

* general economic, employment and business condj
e population growth, household formations and demuigatrends

« adverse market conditions, including an increasguply of unsold homes, declining home prices arebigr foreclosure and short ¢
activity, among other things, that could negativaffect our consolidated financial statements,udtig due to additional impairment or [
option contract abandonment charges, lower reveang®perating and other losses;

« conditions in the capital, credit and financial ks (including mortgage lending standards, theilahbility of mortgage financing ar
mortgage foreclosure rates);

* material prices and availabili

e subcontracted trade labor costs and availak
¢ changes in interest rat

* inflation;

e our debt level, including our ratio of debt to dahiand our ability to adjust our debt level, mé#juschedule and structure and to acces
equity, credit, capital or other financial marketsother external financing sources, includingirgs
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capital through the public or private issuanceahmon stock, debt or other securities, and/or ptdjeancing, on favorable terms;
« our compliance with the terms and covenants ofxtreslit Facility
e weak or declining consumer confidence, either gaheor specifically with respect to purchasing hes

e competition for home sales from other sellers ofvrend resale homes, including lenders and othdersebf homes obtained throt
foreclosures or short sales;

« weather conditions, significant natural disasterd ather environmental facto

e government actions, policies, programs and edguis directed at or affecting the housing matketiuding the Dodd-rank Act, tax credit
tax incentives and/or subsidies for home purchasesdeductions for mortgage interest payments @ogerty taxes, tax exemptions
profits on home sales, programs intended to maekfgting mortgage loans and to prevent mortgagecfosures and the standards, fees
size limits applicable to the purchase or insurafgmortgage loans by governmesgensored enterprises and government agencie:
homebuilding industry, or construction activities;

» decisions regarding federal fiscal and monetancisd, including those relating to taxation, govaemt spending, interest rates and econ
stimulus measures;

» the availability and cost of land in desirable ai

e our warranty claims experience with respect to r®previously delivered and actual warranty costsiiired, including our warranty clail
and costs experience at certain of our commuriiti€orida;

« legal or regulatory proceedings or clai
* our ability to use/realize the net deferred taxetsswe have generat

e our ability to successfully implement our curremtdaplanned strategies and initiatives with respgecproduct, geographic and mai
positioning (including our efforts to expand ouwémtory base/pipeline with desirable land positionsnterests at reasonable cost ar
expand our community count, open additional new énaommunities for sales, sell highmieed homes and more design options, increas
size and value of our backlog, and our operatianal investment concentration in markets in Califrrevenue growth, asset optimiza
(including by effectively balancing home sales gsi@nd sales pace in our new home communitie®g}t assvation and/or monetization, lo
field management and talent investment, contaiing leveraging overhead costs, gaining share inserwed markets and increasing
gross profit margins;

e consumer traffic to our new home communities aodsumer interest in our product designs and iaffsr particularly highemcome
consumers;

« cancellations and our ability to realize our bagky converting net orders to home delive
« our home sales and delivery performance, partilyularkey markets in Californi.

e our ability to generate cash from our operationfiamce our asset efficiency, increase our operaicmme margin and/or improve our ret
on invested capital;

¢ the manner in which our homebuyers are offeredveimether they are able to obtain mortgage loansnaordgage banking services, includ
from HCM;

e the performance of HCI
« information technology failures and data securigdehes; ar

» other events outside of our cont
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We enter into debt obligations primarily to suppgeneral corporate purposes, including the operataf our subsidiaries. We are subjec
interest rate risk on our senior notes and the5E@Tonvertible Senior Notes due 2019. For fixed debt, changes in interest rates generally atffie
fair value of the debt instrument, but not our @age or cash flows. Under our current policies, deenot use interest rate derivative instrumen
manage our exposure to changes in interest rates.

The following tables present principal cash flowssibheduled maturity, weighted average effectiterest rates and the estimated fair value o
long-term fixed rate debt obligations as of Noven®®@ 2014 and 2013 (dollars in thousands):

Long-term debt

Fixed Rate

Weighted Average
Effective Interest
Rate

Long-term debt

Fixed Rate

Weighted Average
Effective Interest
Rate

As of November 30, 2014 for the Years Ended Novemb@0, Fair Value at
November 30,
2015 2016 2017 2018 2019 Thereafter Total 2014
$ 199,90t $ — $ 265,00( $ 300,00( $ 630,00( $ 1,150,001 2,544,901 $ 2,698,56!
6.3% —% 9.5% 7.2% 3.5% 7.5% 6.6%
As of November 30, 2013 for the Years Ended Novemb@0, Fair Value at
November 30,
2014 2015 2016 2017 2018 Thereafter Total 2013
$ — $ 199,90t $ — $ 265,00( $ 300,00( $ 1,380,001 2,144,901 $ 2,294,15!
—% 6.2% —% 9.5% 7.2% 6.4% 6.9%
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

KB HOME
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
Number
Consolidated Statements of Operations for the YEaded November 30, 2014, 2013 and 2012 62
Consolidated Statements of Comprehensive Incomss{Lfor the Years Ended November 30, 2014, 2012aad 63
Consolidated Balance Sheets as of November 30, 20442013 64
Consolidated Statements of Stockholders’ EquitytfierYears Ended November 30, 2014, 2013 and 2012 65
Consolidated Statements of Cash Flows for the YEaded November 30, 2014, 2013 and 2012 66
Notes to Consolidated Financial Statements 67
Report of Independent Registered Public Accounfing 113

Separate combined financial statements of our walmated joint venture activities have been orditbecause, if considered in the aggre!
they would not constitute a significant subsidiasydefined by Rule 3-09 of Regulation S-X.
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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
Equity in income (loss) of unconsolidated joint tiges
Homebuilding pretax income (loss)
Financial services:
Revenues
Expenses
Equity in income/gain on wind down of unconsolidhjeint venture
Financial services pretax income
Total pretax income (loss)
Income tax benefit
Net income (loss)
Earnings (loss) per share:
Basic
Diluted
Weighted average shares outstanding:
Basic

Diluted

See accompanying notes.

62

Years Ended November 30,

2014 2013 2012
2,400,94' $ 2,097,131 $ 1,560,11!
2,389,64. $ 2,084,970 $ 1,548,43;
(1,985,65) (1,737,08) (1,332,04)
(288,02) (255,80%) (236,64:)
115,96¢ 92,08« (20,25¢)
44z 792 51¢
(30,75() (62,69() (69,802
741 (2,007) (394)
86,40: 28,17¢ (89,93¢)
11,30¢ 12,15: 11,68:
(3,446) (3,042) (2,991)
68€ 1,074 2,191
8,54¢ 10,18¢ 10,88:
94,94¢ 38,36: (79,05%)
823,40 1,60( 20,10¢
918,34 $ 39,96: $ (58,95%)
1026 $ 48 $ (.7€)
928 $ A6 $ (.7€)
89,26¢ 82,63( 77,10¢
99,31« 91,55¢ 77,10¢
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KB HOME

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
(In Thousands)

Years Ended November 30,

2014 2013 2012
Net income (loss) $ 918,34¢ $ 39,96: $ (58,959
Other comprehensive income (loss):
Postretirement benefit plan adjustments:
Net actuarial gain (loss) arising during the period (3,800) 7,08: (4,76%)
Amortization of net actuarial loss 357 1,80¢ 1,40:
Amortization of prior service cost 1,55¢ 1,55¢ 1,55¢
Other comprehensive income (loss) before tax (1,88¢) 10,44 (1,80¢)
Income tax expense related to items of other congmsive income (1,609 — —
Other comprehensive income (loss), net of tax (3,497 10,44: (1,80¢)
Comprehensive income (loss) $ 914,85 § 50,40f § (60,759

See accompanying notes.
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KB HOME
CONSOLIDATED BALANCE SHEETS
(In Thousands, Except Shares)

November 30,

2014 2013
Assets
Homebuilding:
Cash and cash equivalents $ 356,36t $ 530,09
Restricted cash 27,23t 41,90¢
Receivables 125,48t 75,74¢
Inventories 3,218,38 2,298,57
Investments in unconsolidated joint ventures 79,44 130,109:
Deferred tax assets, net 825,23 —
Other assets 114,91! 107,07¢
4,747,06. 3,183,59!
Financial services 10,48¢ 10,04(
Total assets $ 4,757,551 % 3,193,63!
Liabilities and stockholders’ equity
Homebuilding:
Accounts payable $ 172,71t $ 148,28
Accrued expenses and other liabilities 409,88: 356,17t
Notes payable 2,576,52! 2,150,49
3,159,12: 2,654,95!
Financial services 2,517 2,59¢
Stockholders’ equity:
Preferred stock — $1.00 par value; 10,000,000 shawéhorized; none issued — —
Common stock — $1.00 par value; 290,000,000 sharg®rized at November 30, 2014 and 2013;

115,386,512 and 115,296,395 shares issued at Nare30h2014 and 2013, respectively 115,38 115,29¢
Paid-in capital 668,85 788,89:
Retained earnings 1,391,25! 481,88
Accumulated other comprehensive loss (21,009 (17,516
Grantor stock ownership trust, at cost: 10,3354d 10,501,844 shares at November 30, 2014 and 2(

respectively (112,10¢) (113,91)
Treasury stock, at cost: 13,097,140 and 21,050s628s at November 30, 2014 and 2013, respectively (446,47¢) (718,56

Total stockholders’ equity 1,595,911 536,08t

Total liabilities and stockholders’ equity $ 4,757,551 % 3,193,63!

See accompanying notes.

64




Table of Contents

KB HOME

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In Thousands)

Years Ended November 30, 2014, 2013 and 2012

Number of Shares

Balance at November 30, 2011

Net loss

Other comprehensive loss, net
tax

Dividends on common stock
Employee stock options/other
Restricted stock awards
Stock-based compensation
Grantor stock ownership trust

Stock repurchases

Balance at November 30, 2012

Net income

Other comprehensive income, net

of tax
Dividends on common stock

Employee stock options/other

Conversion of liability awards tc
equity awards

Restricted stock awards
Stock-based compensation
Issuance of common stock
Grantor stock ownership trust

Stock repurchases

Balance at November 30, 2013

Net income

Other comprehensive loss, net
tax

Dividends on common stock

Employee stock options/other

Conversion of liability awards to
equity awards

Restricted stock awards
Stock-based compensation
Issuance of common stock

Stock repurchases

Balance at November 30, 2014

Grantor Accumulated Grantor

Stock Other Stock Total
Common Ownership Treasury Common Paid-in Retained Comprehensive Ownership Treasury Stockholders’

Stock Trust Stock Stock Capital Earnings Loss Trust Stock Equity
115,17 (10,889 (27,219 $ 11517: $884,19( $ 51984 $ (26,159 $ (118,059 $ (932,33) $ 442,65
— — — — — (58,95%) — — — (58,95%)
_ — — — = — (1,806) — = (1.806)
— — — — — (10,599 — — — (10,599
7 — — 7 97 — — — — 104
— 20¢ — — (2,259 — — 2,25¢ — —
— — — — 6,71 — — — — 6,71
— 60 — — (16€) — — 657 — 48¢
= = (126 = = = = = (1,799 (1,799
115,17¢ (10,616 (27,340 115,17¢ 888,57 450,29: (27,959 (115,149 (934,13 376,801
— — — — — 39,96 — — — 39,96
— — — — — — 10,44: — — 10,44:
= = = = = (8,366) = = = (8,366€)
11€ — — 11€ 1,47¢ — — — — 1,592
— — 47¢ — 4172 — — — 7,93¢ 8,34¢
— 88 — — (9549 — — 954 — —
— — — — 5,69¢ — — — — 5,69¢
— — 6,32f — (106,62 — — — 216,12! 109,50:
— 26 — — 30t — — 284 — 58¢
— — (519 — — — — — (8,48¢) (8,48¢)
115,29 (10,502 (21,050 115,29t 788,89: 481,88¢ (17,519 (113,91) (718,56 536,08t
— — — — — 918,34 — — — 918,34
— — — — — — (3,499 — — (3,499
_ — — — - (8,98) — — — (8,989
37 = = 37 1,85¢ = = = = 1,89¢
— — — — 6,45¢ — — — — 6,455
54 16€ — 54 (1,859 — — 1,80¢ — —
— — — — 9,09¢ — — — — 9,09¢
— — 7,98¢ — (135,590 — — — 272,63! 137,04t
— — (33 — — — — — (54€) (54€)
115,38 (10,33¢) (13,099 $ 11538 $66885 $1,391,25 $ (21,009 $ (112,100 $ (446470 $  1,59591

See accompanying notes.
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KB HOME

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)

Years Ended November 30,

2014 2013 2012
Cash flows from operating activities:
Net income (loss) $ 918,34¢ $ 39,96: $ (58,959
Adjustments to reconcile net income (loss) to mesthcprovided by (used in) operati
activities:
Equity in (income) loss/(gain) on wind down of unsolidated joint ventures (1,427 93¢ (1,799
Distributions of earnings from unconsolidated jorehtures 364 1,94¢ 3,31¢
Amortization of discounts and issuance costs 7,12¢ 5,347 3,01¢
Depreciation and amortization 2,42( 1,857 1,622
Deferred income taxes (825,23)) — 1,152
Loss on early extinguishment of debt — 10,44¢ 10,27¢
Stock-based compensation 9,09¢ 5,69¢ 6,71:
Inventory impairments and land option contract almements 39,43: 3,581 28,53
Changes in assets and liabilities:
Receivables (31,287 (11,159 24,99
Inventories (780,13) (563,189 30,34°
Accounts payable, accrued expenses and otheritiedil 35,50¢ 59,76: (2,147
Other, net (4,909 1,31¢ (12,46))
Net cash provided by (used in) operating activities (630,69)) (443,48) 34,617
Cash flows from investing activities:
Return of investments in (contributions to) uncditksted joint ventures (49,09) (14,359 98¢
Proceeds from sale of investment in unconsolidgtied venture 10,11¢( — —
Purchases of property and equipment, net (5,79 (2,39 (1,749
Net cash used in investing activities (44,78 (16,750 (760)
Cash flows from financing activities:
Change in restricted cash 14,67 45€ 22,11¢
Proceeds from issuance of debt 400,00( 680,00( 694,83:
Payment of debt issuance costs (5,44%) (16,525 (12,44%
Repayment of senior notes — (225,39 (592,64"
Payments on mortgages and land contracts duedcsklters and other loans (36,919 (66,29¢) (26,299
Proceeds from issuance of common stock, net 137,04! 109,50 —
Issuance of common stock under employee stock plans 1,89¢ 2,181 59:
Payments of cash dividends (8,987) (8,36¢€) (20,599
Stock repurchases (54¢) (8,48¢) (1,799
Net cash provided by financing activities 501,71t 467,07: 73,75
Net increase (decrease) in cash and cash equivakent (173,75 6,83t 107,61
Cash and cash equivalents at beginning of year 532,52! 525,68t 418,07-
Cash and cash equivalents at end of year $ 358,76t $ 532,520 § 525,68t

See accompanying notes.
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policie

Operations.KB Home is a builder of attached and detached sifaghily residential homes, townhomes and condomisiuAs of November 3
2014, we conducted ongoing operations in Arizoralif@nia, Colorado, Florida, Maryland, Nevada, Nslegxico, North Carolina, Texas and Virgir
Through our financial services subsidiary, we abéfer property and casualty insurance and, in @eriastances, earthquake, flood and pers
property insurance to our homebuyers in the sam#&etsawhere we build homes, and provide title sswiin the majority of our markets loce
within our Central and Southeast homebuilding répgrsegments. In addition, since July 2014, weehaffered mortgage banking services, inclu
mortgage loan originations, to our homebuyers gudly through HCM, a joint venture of a subsidiafyours and a subsidiary of Nationstar. HC!
accounted for as an unconsolidated joint ventutkimour financial services reporting segment.

Basis of Presentatiolhe consolidated financial statements have begoaped in accordance with GAAP and include our aotoand those
the consolidated subsidiaries in which we have mtrotling financial interest. All intercompany balees and transactions have been eliminat
consolidation. Investments in unconsolidated jogrttures in which we have less than a controllirigrest are accounted for using the equity method.

Use of EstimatesThe preparation of financial statements in conftynwith GAAP requires management to make informstneates an
judgments that affect the amounts reported in thesalidated financial statements and accompanyatgsn Actual results could differ from the
estimates.

Cash and Cash Equivalents and Restricted Cdé#h consider all highly liquid shoterm investments purchased with an original matwitthree
months or less to be cash equivalents. Our casivatqots totaled $197.7 million at November 30, 2@hd $436.2 million at November 30, 2013
The majority of our cash and cash equivalents erested in money market funds and interest-bedvank deposit accounts.

Restricted cash of $27.2 million at November 3Q.£2and $41.9 million at November 30, 20ddhsisted of cash deposited with various fina
institutions that was required as collateral far HOC Facilities.

Property and Equipment and Depreciati®roperty and equipment are recorded at cost andegmeciated over their estimated useful livesch
generally range from two to 10 years, using thaigittdine method. Repair and maintenance costs are sgpess incurred. Property and equipr
totaled $11.8 million , net of accumulated depréoiaof $15.0 million , at November 30, 2014 and38hillion , net of accumulated depreciatior
$14.4 million , at November 30, 2013. Depreciatiompense totaled $2.4 million in 2014, $1.9 millior2013 and $1.6 million in 2012.

Homebuilding Operationgkevenues from housing and other real estate saeseognized in accordance with ASC 3@ten sales are closed :
title passes to the buyer. Sales are closed wheffi thie following conditions are met: a sale imsommated, a sufficient down payment is receives
earnings process is complete and the collecticemgfremaining receivables is reasonably ass@edcurrent with the recognition of revenues in
consolidated statements of operations, sales iivesnin the form of price concessions on the sglfinice of a home are recorded as a reducti
revenues, while the cost of sales incentives infthen of free products or services to homebuyamsjuding option upgrades and closing
allowances used to cover a portion of the feescasts charged to a homebuyer, is reflected asmmtistn and land costs.

Construction and land costs are comprised of daadtallocated costs, including estimated futugcor the limited warranty on our homes
certain amenities within a community. Land acqiositland development and other common costs aterghy allocated on a relative fair value b
to the homes or lots within a community or landgearLand acquisition and land development costlude related interest and real estate taxes.

H ousing and land inventories are stated at cosgssrthe carrying value is determined not to beveratle, in which case the affected inventc
are written down to fair value or fair value lessts to sell in accordance with ASC 38&C 360 requires that real estate assets, suchrdsoasing
and land inventories, be tested for recoverabilitienever events or changes in circumstances imdibat their carrying value may not be recover.
Recoverability is measured by comparing the cagyialue of an asset to the undiscounted futureast flows expected to be generated by the
These impairment evaluations are significantly ioipd by estimates for the amounts and timing airBirevenues, costs and expenses, and
factors. If the carrying value of real estate asgetietermined not to be recoverable, the impaitrolkarge to be recognized is measured by the at
by which the carrying value of the affected asseeeds its estimated fair value. For land heldste, if the fair value less costs to sell exceabe
asset’s carrying value, no impairment charge isireg.
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Capitalized Interestinterest is capitalized to inventories while thiated communities are being actively developedwartd homes are complete
Capitalized interest is amortized to constructioml dand costs as the related inventories are delivéo homebuyers. For land held for fu
development, applicable interest is expensed asried.

Fair Value Measurementéccounting Standards Codification Topic No. 820aitfFValue Measurements and Disclosures” (“ASC 820bvides
framework for measuring the fair value of asset labilities under GAAP and establishes a faitneshierarchy that requires an entity to maximia
use of observable inputs and minimize the use observable inputs when measuring fair value.

Fair value measurements are used for inventories wonrecurring basis when events and circumstandgsate that their carrying value is
recoverable. Fair value is determined based omettd future net cash flows discounted for inhereshis associated with the real estate asse
other valuation techniques.

Our financial instruments consist of cash and aaghivalents, restricted cash, senior notes, theés5¥3Convertible Senior Notes due 2019,
mortgages and land contracts due to land sellatsodrer loans. Fair value measurements of financ&ituments are determined by various me
data and other valuation techniques as appropiMében available, we use quoted market prices ineatarkets to determine fair value.

Financial Services Operation©ur financial services reporting segment generadgenues primarily from insurance commissions atid
services. These operations also earned marketmgeae fees, pursuant to a marketing services aggaewith a preferred lender, until July 21, 2(
Insurance commissions are recognized when pol@iesissued. Title services revenues are recordezh wlosing services are rendered and
insurance policies are issued, both of which gdlyeoacur at the time each applicable home is dodéarketing services fees were recognized \
earned.

Warranty CostsWe provide a limited warranty on all of our hom®ge estimate the costs that may be incurred undgr kaited warranty ar
record a liability in the amount of such coststa time the revenue associated with the sale df bame is recognize®ur primary assumption
estimating the amounts we accrue for warranty cdestisat historical claims experience is a stramgjdator of future claims experience. Factors
affect our warranty liability include the number bbmes delivered, historical and anticipated ratesvarranty claims, and cost per claim.
periodically assess the adequacy of our accruechwgrliability and adjust the amount as necesbased on our assessment.

Self-InsuranceWe selfinsure a portion of our overall risk through thee usf a captive insurance subsidiary. We also maintartain othe
insurance policies. We record expenses and lisgsilibased on the estimated costs required to auweselfinsured retention and deductible amo
under our insurance policies, and the estimatet$ @fpotential claims and claim adjustment expsrlsat are above our coverage limits or that at
covered by our insurance policies. These estimetdsts are based on an analysis of our historie@ihel and industry data, and include an estime
construction defect claims incurred but not yebrégd.

We engage a thirparty actuary that uses our historical claim angease data, as well as industry data, to estimatéatilities related to unpa
claims, claim adjustment expenses, third-party vedes and incurred but not yet reported claimstfier risks that we are assuming under our self
insuranceThe projection of losses related to these liabgitiequires actuarial assumptions that are sutgeariability due to uncertainties regard
construction defect claims relative to differengesur markets and the types of product we buildurance industry practices and legal or regul
interpretations, among other factors. Key assumptigsed in these estimates include claim frequensi&verities and settlement patterns, whict
occur over an extended period of tinbue to the degree of judgment involved and the mikefor variability in these underlying assumpts ou
actual future costs could differ from those estidat

Advertising CostsWe expense advertising costs as incurred. We iaduadvertising costs of $30.2 million in 2014, ®f/illion in 2013 an
$24.6 million in 2012.

Legal FeeslLegal fees associated with litigation and similesgeedings that are not expected to provide a benefture periods are genere
expensed as incurred. Legal fees associated withdaquisition and development and other activifies are expected to provide a benefit in fu
periods are capitalized as incurred in our conatdid balance sheets. We expensed legal fees & 8lion in 2014 , $10.1 million in 2013 argi2.¢
million in 2012 .

Stock-Based Compensatiovith the approval of the management developmentcamipensation committee, consisting entirely ofepehder
members of our board of directors, we have provicmdpensation benefits to certain of our employeehe form of stock options, restricted stc
PSUs and SARs.

W e measure and recognize compensation expensaaisdowith our grant of equity-based awards iragance with ASC 718yhich require
that companies measure and recognize compensapense at an amount equal to the fair value ofeshar
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based payments granted under compensation arrangemer the vesting perioe estimate the fair value of stock options and SgRanted usir
the Black-Scholes option-pricing model with assupns based primarily on historical date report the tax benefit resulting from tax deéhr ir
excess of the compensation expense recognizedofck sptions and SARs in our consolidated statemehtash flows as an operating cash oul
and a financing cash inflow. Compensation expeetsead to equitypased awards is included in selling, general andirsdtrative expenses in ¢
consolidated statements of operations.

Income Taxedncome taxes are accounted for in accordance wW&@ &40. The provision for, or benefit from, incotages is calculated using
asset and liability method, under which deferreddssets and liabilities are recorded based owlifference between the financial statement an
basis of assets and liabilities using enacted &easrin effect for the year in which the differen@e expected to reverse. Deferred tax asse
evaluated on a quarterly basis to determine if fidjents to the valuation allowance are requirecadeordance with ASC 740, we assess whet
valuation allowance should be established baseith®mronsideration of all available evidence usirfgnare likely than not’standard with respect
whether deferred tax assets will be realized. Ttimate realization of deferred tax assets depg@nittsarily on the generation of future taxable ine&
The value of our deferred tax assets will depen@mplicable income tax rates. Judgment is requimedetermining the future tax consequence
events that have been recognized in our consotidatancial statements and/or tax returns. Diffeemnbetween anticipated and actual outcom
these future tax consequences could have a matapatt on our consolidated financial statements.

Accumulated Other Comprehensive Loshe accumulated balances of other comprehensive itoghe consolidated balance sheets ¢
November 30, 201.and 2013were comprised solely of adjustments recorded tiyr¢o accumulated other comprehensive loss in @zree witl
Accounting Standards Codification Topic No. 715pt@pensation — Retirement Benefits” (“ASC 7158uch adjustments are made annually i
November 30, when our benefit plan obligationsrareeasured. ASC 715 requires an employer to rezedhe funded status of defined postretirel
benefit plans as an asset or liability on the bzdasheet and requires any unrecognized prior godgsts and actuarial gains/losses to be recogim
accumulated other comprehensive income (loss).

Earnings (Loss) Per ShardVe compute earnings (loss) per share using thectass method in accordance with Accounting Stars
Codification Topic No. 260, “Earnings Per SharetieTtwoclass method is an allocation of earnings betwaenhblders of common stock an
company’s participating security holders. Our autsling nonvested shares of restricted stock contaidorfeitable rights to dividends and, theref
are considered participating securities for purpasiecomputing earnings per share pursuant toweectass method. We had no other participe
securities at November 30, 2014, 2013 or 2012.

Recent Accounting PronouncemenmisJuly 2013, the Financial Accounting Standardaf8o(“FASB”) issued Accounting Standards Update
2013-11, tncome Taxes (Topic 740): Presentation of an Urgeized Tax Benefit When a Net Operating Loss Camwérd, a Similar Tax Loss, o
Tax Credit Carryforward Exists (a consensus of F#%B Emerging Issues Task Force)” (“ASU 2013-11hich states that an unrecognized
benefit, or a portion of an unrecognized tax benefiould be presented in the financial statemasata reduction to a deferred tax asset for
operating loss carryforward, a similar tax lossadax credit carryforward, except as follows. fie extent a net operating loss carryforward, alar
tax loss, or a tax credit carryforward is not aahlié at the reporting date under the tax law ofaglicable jurisdiction to settle any additionatdme
taxes that would result from the disallowance @& position or the tax law of the applicable jdiction does not require the entity to use, anc
entity does not intend to use, the deferred tagtdss such purpose, the unrecognized tax beneditlsl be presented in the financial statements
liability and should not be combined with deferriack assets. ASU 2018t applies to all entities that have unrecognized ienefits when a r
operating loss carryforward, a similar tax lossadax credit carryforward exists at the reporiifagge. The amendments in ASU 201B-are effectiv
for fiscal years, and interim periods within thogsars, beginning after December 15, 2013. Earlyptolo is permitted. The amendments shoul
applied prospectively to all unrecognized tax bi#sehat exist at the effective date. Retrospecsipplication is permitted. We believe the adopti
this guidance will not have a material effect om consolidated financial statements.

In April 2014, the FASB issued Accounting Standddgslate No. 2014-08 Presentation of Financial Statements (Topic 20%) Riroperty, Plai
and Equipment (Topic 360): Reporting Discontinugaefations and Disclosures of Disposals of Companehan Entity” (“ASU 2014-08")which
raises the threshold for a disposal to qualify aésaontinued operation and requires new disclasafédoth discontinued operations and certain
disposals that do not meet the new definition dfszontinued operation. It also allows an entityptesent a discontinued operation even when
continuing cash flows and significant continuingratvement with the disposed component. The amentsman ASU 201408 are effectiv
prospectively for disposals (or classificationshesdd for sale) of components of an entity that ooeithin annual periods beginning on or a
December 15, 2014, and interim periods within thpsars. Early adoption is permitted but only fospdisals (or classifications as held for sale)
have not been reported in financial statementsipusly issued or available for issuance. We belithee adoption of this guidance will not hav
material effect on our consolidated financial staats.
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In May 2014, the FASB issued Accounting Standargsgdte No. 2014-09, “Revenue from Contracts witht@uers (Topic 606)” (“ASU 2014-
09"). The core principle of ASU 201@9 is that an entity should recognize revenue mati¢he transfer of promised goods or servicesugtomers i
an amount that reflects the consideration to whih entity expects to be entitled in exchange farsé goods or services. To achieve that
principle, an entity should apply the following ste identify the contract(s) with a customer; idignthe performance obligations in the contr
determine the transaction price; allocate the #etisn price to the performance obligations in teatract; and recognize revenue when (or as
entity satisfies a performance obligation. ASU 20®4supersedes the revenue recognition requirenetscounting Standards Codification To
No. 605,“Revenue Recognition,” most industspecific guidance throughout the industry topicthefaccounting standards codification, and sonsi
guidance related to construction-type and prodoetype contracts. ASU 201d9 is effective for public entities for annual pel$ and interim perior
within those annual periods beginning after Decanitie 2016. Early adoption is not permitted. Conmesmay use either a full retrospective
modified retrospective approach to adopt ASU 2024We are currently evaluating the potential impdadopting this guidance on our consolid:
financial statements.

In June 2014, the FASB issued Accounting Standaipdate No. 2014-11, “Transfers and Servicing (TopéO): Repurchase-tutaturity
Transactions, Repurchase Financings, and DisclestASU 2014-11"), which requires repurchasen@turity transactions to be accounted fc
secured borrowings, eliminates existing accoungoglance for repurchase financing arrangements,eapdnds disclosure requirements relate
certain transfers of financial assets. ASU 2Q14s effective for public entities for the firstterim or annual period beginning after December208.4
Early adoption is not permitted. We believe thepam of this guidance will not have a materiakeffon our consolidated financial statements.

In June 2014, the FASB issued Accounting Standbig$ate No. 2014-12, “Compensatiorstock Compensation (Topic 718): Accounting
Share-Based Payments When the Terms of an Awardderdhat a Performance Target Could Be Achieveer difie Requisite Service PeriodASU
2014-12"). The amendments in ASU 2012+equire that a performance target that affeetting and that could be achieved after the retgussirvic:
period be treated as a performance condition. Artepy entity should apply existing guidance in ASC8, as it relates to awards with perform:
conditions that affect vesting to account for saglards. The amendments in ASU 202 are effective for annual periods and interimiqabs withir
those annual periods beginning after December 55 .2Early adoption is permitted. Entities may gdple amendments in ASU 2012- either: (e
prospectively to all awards granted or modifiecafhe effective date; or (b) retrospectively tioealards with performance targets that are outéhg
as of the beginning of the earliest annual perimbgnted in the financial statements and to all noevnodified awards thereafter. We believe
adoption of this guidance will not have a mateeifé&ct on our consolidated financial statements.

In August 2014, the FASB issued Accounting Stansidfddate No. 2014-15, “Presentation of Financiate8hents —Going Concern (Subtog
205-40): Disclosure of Uncertainties about an Ei#titAbility to Continue as a Going Concern” (“ASWZP4-15"), which requires management
evaluate, in connection with preparing financidtsments for each annual and interim reportingogenvhether there are conditions or eve
considered in the aggregate, that raise substafdigt about an entitg’ability to continue as a going concern within gear after the date that"
financial statements are issued (or within one yaftar the date that the financial statements wadable to be issued when applicable) and prc
related disclosures. ASU 2014 is effective for the annual period ending aBecember 15, 2016, and for annual and interim geribereafter. Ear
adoption is permitted. We believe the adoptiorhef guidance will not have a material effect on comsolidated financial statements.

ReclassificationsCertain amounts in the consolidated financial statats of prior years have been reclassified toaromto the 2014 presentatit

Note 2. Segment Information

As of November 30, 2014 , we had identified fiveeiing reporting segments, comprised of four hariding reporting segments arahe
financial services reporting segment, within ounsaidated operations in accordance with Account8tgndards Codification Topic No. 2
“Segment Reporting.” As of November 30, 2014 , lbomebuilding reporting segments conducted ongopegations in the following states:

West Coast: California

Southwest: Arizona and Nevada

Central: Colorado, New Mexico and Texas
Southeast: Florida, Maryland, North Carolina antgwiia

Our homebuilding operations represented most of business for the years ended November 30, 202@13 and 2012. Our homebuild
reporting segments are engaged in the acquisitidrdavelopment of land primarily for residentiakposes and offer a wide variety of homes tha
designed to appeal to first-time, mowp-and active adult homebuyers. Our homebuildingrapns generate the majority of their revenuemfthe
delivery of completed homes to homebuyers, andiésser extent from the sale of land.
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Our homebuilding reporting segments were identifiaded primarily on similarities in economic andgmphic characteristics, product ty}
regulatory environments, methods used to sell amdteuct homes and land acquisition characterisids evaluate segment performance prim
based on segment pretax results.

Our financial services reporting segment offergpprty and casualty insurance and, in certain icgtgnearthquake, flood and personal proj
insurance to our homebuyers in the same marketg&imbhomebuilding reporting segmernd provides title services in the majority of onarket:
located within our Central and Southeast homelngldeporting segment®rior to July 21, 2014, this segment also earngdmees pursuant to t
terms of a marketing services agreement with eepred mortgage lender that offered mortgage bangémgices, including mortgage loan originatit
to our homebuyensho elected to use the lender. Our homebuyers elagtsany lender of their choice to obtain mortgégancing for the purchase
a homeSince July 21, 2014, we have offered mortgage Ibankervices, including mortgage loan originatidospur homebuyers indirectly throv
HCM, a joint venture of a subsidiary of ours ansliésidiary of Nationstar. We have a 49.9% ownerstigrest and Nationstar has a 50.@&nershi)
interest in HCM. Beginning in the second quarter26i2 and continuing until HCM'’ operational launch, Nationstar was our prefermegtgag:
lender, offering mortgage banking services, inglgdinortgage loan originations, to our homebuyersuatcommunities. Prior to May 2012, we he
similar preferred mortgage lender relationship vitétLife Home Loans, a division of MetLife Bank,A.

Corporate and other is a non-operating segmentdéetlops and implements compamigle strategic initiatives and provides supportotg
homebuilding reporting segments by centralizingaieradministrative functions, such as promotiomerketing, legal, purchasing administrat
architecture, accounting, treasury, insurance &hkdmanagement, information technology and humaoueses. Corporate and other includes ge
and administrative expenses related to operatimgorporate headquarters. A portion of the expeirsasred by Corporate and other is allocate
the homebuilding reporting segments.

Our segments follow the same accounting policiesider our consolidated financial statements asrde=d in Note 1. Summary of Significi
Accounting Policies. The results of each segmeatrart necessarily indicative of the results thaulddhave occurred had the segment bee
independent, stand-alone entity during the pernprdsented, nor are they indicative of the resoltset expected in future periods.

The following tables present financial informatieafating to our segments (in thousands):

Years Ended November 30,

2014 2013 2012
Revenues:
West Coast $ 1,089,85 $ 1,020,211 $ 755,25¢
Southwest 199,50: 175,25: 132,43t
Central 698,42 565,12( 436,40°
Southeast 401,85: 324,38t 224,32¢
Total homebuilding revenues 2,389,64. 2,084,97: 1,548,43:
Financial services 11,30¢ 12,15: 11,68
Total $ 2,400,94 % 2,097,131 % 1,560,11!
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Years Ended November 30,

2014 2013 2012
Pretax income (loss):
West Coast $ 116,32 % 118,26: $ (10,46
Southwest 6,01¢ 2,90z (10,199
Central 47,21« 22,27¢ 1,44¢
Southeast (11,159 (45,99) (1,189
Corporate and other (71,999 (69,277) (69,54
Total homebuilding pretax income (loss) 86,40: 28,17¢ (89,93¢)
Financial services 8,54¢ 10,18¢ 10,88
Total $ 94,94¢ $ 38,36 $ (79,059
Equity in income (loss) of unconsolidated joint ttees:
West Coast $ 379 $ (14¢8) $ (179
Southwest (2,17¢) (2,355) (811)
Central — — —
Southeast 3,291 49¢ 591
Total $ 741 % (2,007 $ (399
Inventory impairment charges:
West Coast $ 27,28° $ —  $ 19,23t
Southwest 6,392 — 2,13¢
Central — — 1,267
Southeast 3,951 391 5,47(
Total $ 37,62¢ $ 391 % 28,107
Land option contract abandonment charges:
West Coast $ 554 % 3,19C $ —
Southwest — — —
Central 99t — 13:
Southeast 254 — 29¢
Total $ 1,80 % 3,19C % 42¢
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Inventories:
Homes under construction
West Coast
Southwest
Central
Southeast
Subtotal
Land under development
West Coast
Southwest
Central
Southeast
Subtotal
Land held for future development
West Coast
Southwest
Central
Southeast
Subtotal
Total

Investments in unconsolidated joint ventures:
West Coast
Southwest
Central
Southeast

Total

Assets:
West Coast
Southwest
Central
Southeast
Corporate and other
Total homebuilding assets
Financial services

Total

73

November 30,

2014 2013
536,84 $ 275,51t
65,64’ 39,66
201,16 157,57:
124,61t 113,69(
928,27: 586,43
765,57 560,03:
334,69: 106,65-
363,93: 238,31:
245,94t 161,91¢
1,710,14 1,066,911
294,06( 308,63t
138,36 157,92:
22,95] 15,19:
124,58: 163,46!
579,96t 645,22:
3,218,38 % 2,298,57
59,55: $ 40,24¢
17,38¢ 80,87"
2,501 9,06¢
79,44. $ 130,19:
1,695,75. % 1,230,76.
579,20: 402,44:
678,13 465,54
531,01: 456,96!
1,262,96! 627,87
4,747,06. 3,183,59!
10,48¢ 10,04(
4,757,550 $ 3,193,63
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Note 3. Financial Service!
The following tables present financial informatieatating to our financial services reporting segtr{@nthousands):

Years Ended November 30,

2014 2013 2012
Revenues

Insurance commissions $ 6,56¢ $ 7177 $ 7,14(

Title services 3,59 3,172 2,36:

Marketing services fees 1,147 1,80( 2,17t

Interest income — 3 6

Total 11,30¢ 12,15: 11,68:

Expenses

General and administrative (3,446 (3,047 (2,990
Operating income 7,86( 9,11( 8,697
Equity in income/gain on wind down of unconsolidhjeint venture 68€ 1,074 2,191
Pretax income $ 8,546 $ 10,18 $ 10,88t

November 30,
2014 2013

Assets

Cash and cash equivalents $ 2,40z % 2,42¢

Receivables 1,73¢ 2,084

Investments in unconsolidated joint ventures 6,14¢ 5,49(

Other assets 197 38
Total assets $ 10,48t $ 10,04(
Liabilities

Accounts payable and accrued expenses $ 2517 % 2,59:
Total liabilities $ 251 % 2,59:

The equity in income/gain on wind down of uncondaled joint ventures amounts for 2013 and 2012uded gains of $1.1 million an$2.1
million , respectively, recognized in connection with thiedvdown of the business operations of a formertgage banking joint venture, whi
ceased offering mortgage banking services in 20ihddition, our investments in unconsolidated fjoiantures at November 30, 2014 and
reflected a $5.0 million capital contribution we aeato HCM in 2013.

Although KB HOME Mortgage Company, which is 100%r@a by us, ceased originating and selling mortdaaes in September 2005, it may
required to repurchase, or provide indemnificatidth respect to, an individual loan that it fundmdor before August 31, 2005 and sold to an inv
if the representations or warranties that it madeoinnection with the sale of the loan are breacinetthe event of an early payment default, if fieer
does not comply with the underwriting standardstber requirements of the ultimate investor or jppliaable insurer, or due to a delinquency or ¢
matters arising in connection with the loan. KB HBMlortgage Company was not required to repurchagéoans in 2014, 2013 or 2012.
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Note 4. Earnings (Loss) Per Shar
Basic and diluted earnings (loss) per share wdpelleded as follows (in thousands, except per shareunts):

Years Ended November 30,

2014 2013 2012
Numerator:
Net income (loss) $ 918,34¢ $ 39,96: $ (58,959
Less: Distributed earnings allocated to nonveststricted stock (26) (29 —
Less: Undistributed earnings allocated to nonvesgstticted stock (2,667) (90) —
Numerator for basic earnings (loss) per share 915,65t 39,84¢ (58,957
Effect of dilutive securities:
Interest expense and amortization of debt issueosts associated with convertib
senior notes, net of taxes 2,66 2,23( —
Add: Undistributed earnings allocated to nonvesestricted stock 2,667 °]0) —
Less: Undistributed earnings reallocated to nom¢eststricted stock (2,39¢) (82) —
Numerator for diluted earnings (loss) per share $ 918,59: $ 42,08t $ (58,957
Denominator:
Weighted average shares outstanding — basic 89,26 82,63( 77,10¢
Effect of dilutive securities:
Share-based payments 1,647 1,88t —
Convertible senior notes 8,40z 7,04 —
Weighted average shares outstanding — diluted 99,31« 91,55¢ 77,10¢
Basic earnings (loss) per share $ 10.2¢ $ 48 $ (.76
Diluted earnings (loss) per share $ 9.2t § A€ $ (.7€)

As discussed in Note 13. Notes Payable, in 2013jsseed the 1.375%onvertible Senior Notes due 2019 that, from issaamave bee
convertible into shares of our common stock at mvecsion rate of 36.5293hares for each $1,000 principal amount of thesadbritstanding stor
options to purchase 5.2 milliashares of common stock were excluded from the etiligarnings per share calculation for 2014 and 2848 al
outstanding stock options were excluded from thateli loss per share calculations for the year @idievember 30, 201Because the effect of th
inclusion would be antidilutive. Contingently isfla shares associated with outstanding PSUs werénoluded in the earnings (loss) per sl
calculations for the periods presented as thengestinditions have not been satisfied.

Note 5. Receivable

Receivables of $125.5 million at November 30, 2@t $75.7 million at November 30, 20p8imarily included amounts due from util
companies and municipalities and escrow deposieceiables from utility companies and municipaditieypically relate to infrastructe
improvements we make with respect to our commuitlée are generally reimbursed for these receigableen the improvements are accepted b
utility company or municipality, or after certainents occur, depending on the terms of the appicagreements. These events may include, b
not limited to, the connection of utilities or tiesuance of bonds by the respective municipalifReceivables at November 30, 2014 also incl
estimated minimum probable recoveries of wateusitm-related repair costs, as described in Not€dhmitments and Contingencies.

Each receivable is evaluated for collectibilityleast quarterly, and allowances for potential lesaee established or maintained on applic
receivables when collection becomes doubtful, @kimo account historical experience, present esvacconditions and other relevant fact
Receivables were net of allowances for doubtfubaats of $15.3 million in 2014 and $20.3 million2013 .

75




Table of Contents

Note 6. Inventories
Inventories consisted of the following (in thousand

November 30,

2014 2013
Homes under construction $ 928,27. $ 586,43
Land under development 1,710,14 1,066,91
Land held for future development 579,96¢ 645,22
Total $ 3,218,388 % 2,298,57

Homes under construction is comprised of costscéatsal with homes in various stages of construatioth includes direct construction and rel
land acquisition and land development costs. Lamdkudevelopment primarily consists of land acgigisiand land development costs, which inc
capitalized interest and real estate taxes assdcigith land undergoing improvement activity. WHesme construction begins, the associated
acquisition and land development costs are includémmes under construction. Land held for futdegelopment principally reflects land acquisi
and land development costs related to laere development activity has been suspendedsondiayet begun but is expected to occur in theré
These assets held for future development are ldcatevarious submarkets where conditions do notsgmly support further investment
development, or are subject to a building permitatarium or regulatory restrictions, or are porfiasf larger land parcels that we plan to build
over several years and/or that have not yet betithedn We may also suspend development activityafbelieve it will result in greater returns am
maximize the economic performance of a particutenimunity by delaying improvements for a periodiofe to, for instance, allow earlier phases
long-term, multi-phase community or a neighboriognenunity to generate sales momentum or for maredlitions to improveln some instances, \
may activate or resume development activity fos thiventory to accelerate sales and/or our retarmeestment. We have activated assets previ
held for future development in certain markets @ pf our strategic growth initiatives. Intereatlaeal estate taxes are not capitalized on lafdifbe
future development.

Our interest costs are as follows (in thousands):

Years Ended November 30,

2014 2013 2012
Capitalized interest at beginning of year $ 216,68, $ 217,68 $ 233,46.
Interest incurred (a) 171,54: 149,10: 132,65
Interest expensed (a) (30,750 (62,690 (69,80¢)
Interest amortized to construction and land costs (90,809 (87,41 (78,63()
Capitalized interest at end of year (b) $ 266,66t $ 216,68. $ 217,68

(&) Amounts for the years ended November 30, 2032012 included losses on the early extinguishmiedebt of $10.4 million and $10.3 millign
respectively, associated with the purchase anceneéint of certain senior notes ahead of their ntgtur

(b) Capitalized interest amounts presented in the taflect the gross amount of capitalized interastinventory impairment charges recognizet
not generally allocated to specific componentwéntory.

Note 7.  Inventory Impairments and Land Option Contract Abandonments

E ach community or land parcel in our owned inventsrassessed to determine if indicators of potemtipairment exist. Impairment indicat
are assessed separately for each community omplamel on a quarterly basis and include, but atdimited to the following: significant decreasa
net orders, average selling prices, volume of hodetisered, gross profit margins on homes delivesegrojected gross profit margins on home
backlog or future deliveries; significant increagebudgeted land development and home constructists or cancellation rates; or projected loss
expected future land sales. If indicators of pagmmpairment exist for a community or land pardbk identified asset is evaluated for recoveity!
in accordance with ASC 360. We evaluated 32 , 3lGihcommunities or land parcels for recoverabilitying the years ended November 30, 2014
2013 and 2012 , respectively. The carrying valutho$e communities or land parcels evaluated wés.92million , $146.0 million an8317.4 millior
during the years ended November 30, 2014, 2013284@, respectively. As impairment indicators arseased on a quarterly basis, some o
communities or land parcels evaluated during tlyeses were evaluated in more
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than one quarterly perio@ommunities or land parcels evaluated for recovtain more than one quarterly period, if anyeaounted only once f
each period shown.

When an indicator of potential impairment is idéat for a community or land parcel, we test theeador recoverability by comparing
carrying value of the asset to the undiscountedréuhet cash flows expected to be generated bgdbet. The undiscounted future net cash flow
impacted by therurrent conditions and trends in the market in Whlee asset is located as well as factors knowrstat the time the cash flows
calculated. With the undiscounted future net céahs, we also consider recent trends in our ordmasklog, cancellation rates and volume of hc
delivered, as well as our expectations relatedhiéofdllowing: product offerings; market supply aeimand, including estimated average selling p
and related price appreciation; and land developntieme construction and overhead costs to beriedwand related cost inflatiowith respect to tr
years ended November 30, 2014 and 2013, these takipes reflected our experience that, notwithsiggndluctuations in our companyide ne
orders, backlog levels, homes delivered and hougiags profit margin, on a year-owsar basis, conditions in the markets where asdessets we
located have been generally stable or improved) wit significant deterioration identified, or profed, as to revenue and cost drivers that w
prevent or otherwise impact recoverability. In fberth quarter of 2014, a few active communitiesated in particular areas experienced a softem
demand as the quarter progressed, with increaseidgpressure and continued cost pressure, amtiveg things. We also saw increased use of
incentives and price reductions on completed hoidesvever, these were isolated, locatgpecific instances that we believe are not indieatf ¢
significant deterioration of the related marketseyally. Based on this experience, and taking agocount the signs of stability and improvemel
many markets for new home sales, our inventorysassents as of November 30, 2014 considered an texpsteady overall sales pace and ave
selling price performance for 2015 relative to ffaee and performance in recent quarters. In theHfaquarter of 2013, our West Coast homebuil
reporting segment reported year-oyear decreases in homes delivered, net ordersratidgebacklog, these decreases were largely doartselling
through older communities and shifting our invesiingtrategy to favor coastal California submarkats] delays in opening new communities,
were not reflective of a decline in market condispparticularly as the average selling price ahbs delivered in the segment increased in the
fourth quarter and the housing gross profit mangiproved.

Given the inherent challenges and uncertaintiefoiacasting future results, our inventory assesssnah the time they are made take
consideration whether a community or land parcekisve, meaning whether it is open for sales andihdergoing development, or whether it is b
held for future development. Due to the shHertn nature of active communities and land paraslsompared to land held for future developmem
inventory assessments generally assume the cotitinuaf theneurrent market conditions, subject to identifyimjormation suggesting significe
sustained changes in such conditions. These assetsmat the time made, generally anticipate neérsr average selling prices, volume of hc
delivered and costs for land development and hoamstouction to continue at or near then-currentlevhrough the particular assegstimate
remaining life. Inventory assessments for our |laelll for future development consider thamyent market conditions as well as subjectivedast
regarding the timing and costs of land developneent home construction and related cost inflatibe; groduct(s) to be offered; and the net on
volume of homes delivered, and selling prices adted price appreciation of the offered productf(sgn an associated community is anticipate
open for sales. We evaluate various factors toldpvhese forecasts, including the availabilityanid demand for homes and finished lots withir
relevant marketplace; historical, current and etgubéuture sales trends for the marketplace; amd-pgarty data, if available. These various estim
trends, expectations and assumptions used in damir aventory assessments are specific to eaoinmumity or land parcel based on what we be
are reasonable forecasts for performance and mgyavaong communities or land parcels and may vaey time.

We record an inventory impairment charge when #reying value of a real estate asset is greater e undiscounted future net cash flows
asset is expected to generate. These real est#ts ase written down to fair value, which is prilyabased on the estimated future net cash f
discounted for inherent risk associated with eamdhsassetlnputs used in our calculation of estimated distedriuture net cash flows are specifi
each affected real estate asset and are based @xpectations for each such asset as of the apfdianeasurement date, including, among ot
expectations related to average selling pricesvahdne of homes delivere@he discount rates we used were impacted by thanfivlg at the time tF
calculation was made: the riflee rate of return; expected risk premium basedestimated land development, home construction dgeitvery
timelines; market risk from potential future prieesion; cost uncertainty due to land developmettome construction cost increases; and other
specific to the asset or conditions in the markethich the asset is located.

Inventories associated with planned future landssale stated at the lower of their costs or falues, less costs to sell. The estimated fair val
such assets is generally based on an executedchriroker quotes or similar information.

The following table summarizes ranges for significquantitative unobservable inputs we utilizedur fair value measurements with respe:
the impaired communities, other than land helds&de, written down to fair value during the yeamssgnted:
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Years Ended November 30,

Unobservable Input (a) 2014 2013 2012

Average selling price $216,100 - $316,800 $339,700 $115,200 - $556,300
Deliveries per month 1-4 1 1-6
Discount rate 17% - 19% 17% 17% - 20%

(a) The ranges of inputs used in each period primagiliect differences between the housing marketsavbach of the impacted communities or
parcels are located, rather than fluctuations @vaiting market conditions.

Based on the results of our evaluations, we reeeghinventory impairment charges of $37.6 millioreD14 associated with eigtdmmunities ¢
land parcels, with a post-impairment fair valuesd0.6 million . In 2014, $26.6 million of these cpes related to twproperties where we decidec
change our strategy and monetize our investmeaugfir land sales rather than build and sell homethemarcels as previously intended. One o
properties was our last remaining land parcel ilamt, Georgia, a former market where we do noehangoing operations; the sale of this pe
closed in the 2014 fourth quarter. The other prigpers an 8@&cre land parcel located in the Coachella Valleaaf southern California, an inle
submarket that has not recovered as quickly asadeahticipated and where we no longer activelyigipdte. In addition, this parcel was earmai
for a specific type of development that was nagradd with our core business and would have requiigruificant additional investment dollars in [i
development and infrastructure over an extendeidgerf time to build out. Taking these factors iatmcount, we decided to sell the parcel to rede
the cash to projects that are expected to genleigiter returns in a shorter period.

The remainder, or $11.0 million , of the inventampairment charges in 2014 related to @xnmunities primarily located in inland Califorraac
Arizona. We had previously suspended developmeititgcon a portion of these communities. Howeuesised on our evaluation of the submai
where these assets are located, we decided to im®oet investment in these land positions soogesgening for sales more quickly and acceler:
the overall timing and pace for building and deling homes. The balance of the 2014 impairmentgdsmwere related to a few active commun
located in particular submarkets that have somewbtiened. In the two-year period prior to the 2@adrth quarter, we activated more tha
communities, of which only thre®ad impairment charges at the time of their adtivaodr in a subsequent period. To the extent wagbaur strateg
on any given asset, it is possible that we may laaditional impairments in the future.

In 2013 , we recognized inventory impairment chargé$.4 million associated with one community,hwit post-impairment fair value &fL.1
million . In 2012 , we recognized inventory impa@nt charges of $28.1 million associated with 14 momities, with a posimpairment fair value «
$39.9 million. The inventory impairment charges we recognized(h?2 reflected challenging economic and housingketaconditions in certain
our served markets in that year and were partlytdughanges in our operational or selling stratigycertain communities in an effort to accele
sales and/or our return on investment. In somescage have recognized inventory impairment chafgegarticular communities or land parcel:
multiple years. Inventory impairment charges adduided in construction and land costs in our cddatéd statements of operations.

As of November 30, 2014 , the aggregate carryirlgevaf our inventory that had been impacted by mwgy impairment charges w&266.¢
million , representing 33 communities and variotiseo land parcels. As of November 30, 201Be aggregate carrying value of our inventory tre
been impacted by inventory impairment charges &84 million , representing 42 communities andowes other land parcels.

Our inventory controlled under land option contsaand other similar contracts is assessed to detenwhether it continues to meet our inte
investment and marketing standards. Assessmentmade separately for each optioned land parcel guaaterly basis and are affected by
following factors relative to the market in whichet asset is located, among others: current andt@rigated net orders, average selling prices
volume of homes delivered; estimated land developraad home construction costs; and projected tptufity on expected future housing or [
sales. When a decision is made not to exercisaindand option contracts and other similar corigraitie to market conditions and/or changes ii
marketing strategy, we write off the related inwegtcosts, including non-refundable deposits ancoverable pre-acquisition cosBased on tr
results of our assessments, we recognized landroptintract abandonment charges of $1.8 milliomesponding to 1,306 lots in 20143.2 millior
corresponding to 295 lots in 2013 , and $.4 millemresponding to 446 lots in 2012Ve sometimes abandon land option contracts aratimila
contracts when we have incurred costs of less $180,000 ; such costs and the corresponding Idtishatotaled 7,292 lots in 2014, 9,4188s in 201
and 8,157n 2012, are not included in the amounts abovedLlagtion contract abandonment charges are incliudednstruction and land costs in
consolidated statements of operations.

The estimated remaining life of each community awd parcel in our inventory depends on variousofactsuch as the total number of
remaining; the expected timeline to acquire andlertand and develop lots to build homes; the@ptited future
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net order and cancellation rates; and the expeutedine to build and deliver homes sold. Whilésitdifficult to determine a precise timeframe fory
particular inventory asset, based on current maskatlitions and expected delivery timelines, wénestie our inventory assete2maining operatir
lives to range generally from one year to in exadfsED yearsand expect to realize, on an overall basis, therntgjof our current inventory balan
within five years.

Due to the judgment and assumptions applied inrougntory impairment and land option contract almamdent assessment processes, and |
estimations of the remaining operating lives of mwentory assets and the realization of our inegnbalances, particularly as to land held for fe
development, it is possible that actual resultddtdiffer substantially from those estimated.

Note 8. Variable Interest Entities

We participate in joint ventures from time to titi&t conduct land acquisition, land development@ndther homebuilding activities in varic
markets where our homebuilding operations are émtaDur investments in these joint ventures magtera variable interest in a VIE, dependint
the contractual terms of the arrangement. We asabyz joint ventures in accordance with ASC 81@etermine whether they are VIEs and, if
whether we are the primary beneficiary. None of jourt ventures at November 30, 2014 and 20/&8e determined under the provisions of ASC
to be VIEs. All of our joint ventures were uncondated and accounted for under the equity metheduse we did not have a controlling finan
interest.

In the ordinary course of our business, we enti@r lemd option contracts and other similar congagith third parties and unconsolidated ent
to acquire rights to land for the construction ofrtes. The use of such land option contracts aret gimilar contracts generally allows us to redihe
market risks associated with direct land ownersimg development, and to reduce our capital anchdiahcommitments, including interest and o
carrying costs. Under such contracts, we typicpdly a specified option or earnest money deposibirsideration for the right to purchase land ir
future, usually at a predetermined price.

We analyze each of our land option contracts ahdratimilar contracts under the provisions of ASID & determine whether the land seller
VIE and, if so, whether we are the primary benafigi Although we do not have legal title to the eriging land, ASC 810 requires us to consolid
VIE if we are determined to be the primary benefigi In determining whether we are the primary liieizey, we consider, among other thir
whether we have the power to direct the activiéshe VIE that most significantly impact the VEEEconomic performance. Such activities w
include, among other things, determining or lingtihe scope or purpose of the VIE, selling or tfamig property owned or controlled by the VIE
arranging financing for the VIE. As a result of @ralyses, we determined that as of November 33} 28d 2013 we were not the primary benefic
of any VIEs from which we have acquired rights and under land option contracts and other simitartracts. In accordance with ASC 810,
perform ongoing reassessments of whether we argritmary beneficiary of a VIE.

The following table presents a summary of our gés in land option contracts and other similatiemts (in thousands):

November 30, 2014 November 30, 2013
Cash Aggregate Cash Aggregate
Deposits Purchase Price Deposits Purchase Price
Unconsolidated VIEs $ 10,63: $ 520,62¢ $ 11,06 $ 616,00(
Other land option contracts and other similar cacts 22,42¢ 437,84, 30,50: 535,49t
Total $ 33,05¢ $ 958,47( $ 41,56 $ 1,151,49

In addition to the cash deposits presented indbéetabove, our exposure to loss related to out ttion contracts and other similar contr
consisted of pre-acquisition costs of $48.0 milla@rNovember 30, 2014 and $31.0 million at Noven8ier2013. These preequisition costs and ce
deposits were included in inventories in our coidstéd balance sheets. We also had outstandirgdedf credit of $.1 milliorat both November 3
2014 and November 30, 2013 in lieu of cash depasiter certain land option contracts and otherlameontracts.

We also evaluate our land option contracts andratimeilar contracts for financing arrangements éoadance with ASC 47@&nd, as a result
our evaluations, increased inventories, with aesponding increase to accrued expenses and atbdities, in our consolidated balance sheet$ay
million at November 30, 2014 and $8.9 million atiémber 30, 2013 .

Note 9. Investments in Unconsolidated Joint Venture

We have investments in unconsolidated joint vestuhat conduct land acquisition, land developmen/@a other homebuilding activities
various markets where our homebuilding operatiosedacated. Our partners in these unconsolidated
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joint ventures are unrelated homebuilders, andilod Idevelopers and other real estate entitiespomtercial enterprises. These investment:
designed primarily to reduce market and developmisks and to increase the number of lots we ownamtrol. In some instances, participatin
unconsolidated joint ventures has enabled us toisc@nd develop land that we might not otherwisgehhad access to due to a proedize
financing needs, duration of development or otheumstances. While we consider our participatiorunconsolidated joint ventures as potent
beneficial to our homebuilding activities, we dd miw such participation as essential.

We typically have obtained rights to acquire porsi@f the land held by the unconsolidated jointtwezs in which we currently participate. WI
an unconsolidated joint venture sells land to ocamabuilding operations, we defer recognition of ehare of such unconsolidated joint ventsire’
earnings until a home sale is closed and titlegsmts a homebuyer, at which time we account foseéhearnings as a reduction of the cost of purch
the land from the unconsolidated joint venture.

We and our unconsolidated joint venture partnerkeniaitial and/or ongoing capital contributionsth@se unconsolidated joint ventures, typic
on a pro rata basis, equal to our respective eduoigyests. The obligations to make capital contidns are governed by each unconsolidated
venture’s respective operating agreement and tetaggerning documents.

Each unconsolidated joint venture is obligated &intain financial statements in accordance with ®AAVe share in the profits and losse
these unconsolidated joint ventures generally itoatance with our respective equity interests.dme instances, we recognize profits and Ic
related to our investment in an unconsolidatedt jeemture that differ from our equity interest metunconsolidated joint venture. This may arisen
impairments that we recognize related to our inmesit that differ from the impairments the uncordatiéed joint venture recognizes with respect 1
assets; differences between our basis in asseteawee transferred to the unconsolidated joint venand the unconsolidated joint ventgréasis i
those assets; our deferral of the unconsolidated yenture’s profits from land sales to us; orestlitems. There were rjoint venture impairmel
charges in 2014, 2013 and 2012.

The following table presents combined condensedrinétion from the statements of operations of oocomsolidated joint ventures
thousands):

Years Ended November 30,

2014 2013 2012
Revenues $ 12,53¢ $ 17,44¢  $ 31,77
Construction and land costs (20,790 (20,709 (21,46
Other expenses, net (2,47¢ (4,042 (2,009
Income $ 272 $ 2,698 $ 8,29¢

For the years ended November 30, 2014, 2013 ang, 2@nbined revenues and construction and land @este generated primarily from le
sales.

The following table presents combined condenseanzal sheet information for our unconsolidated jearttures (in thousands):

November 30,

2014 2013
Assets
Cash $ 23,69¢ $ 18,75:
Receivables 5,10¢ 4,90z
Inventories 153,42 381,19!
Other assets — 1,18¢
Total assets $ 182,23. $ 406,03:
Liabilities and equity
Accounts payable and other liabilities $ 10,82¢ $ 85,38t
Equity 171,40t 320,64t
Total liabilities and equity $ 182,23 §$ 406,03
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The following table presents additional informatietating to our investments in unconsolidatedtjpentures (dollars in thousands):

November 30,

2014 2013
Number of investments in unconsolidated joint vessu 6 9
Investments in unconsolidated joint ventures $ 79,44. $ 130,19:
Number of unconsolidated joint venture lots conéiunder land option contracts and other simitantiacts 61¢ 5,361

As of November 30, 2014, the combined assets ofinoonsolidated joint ventures and the number obogsolidated joint venture lots control
under land option contracts and other similar @t each decreased from November 30, 2013, ladgelyo distributions of $90.1 millioof land an
land development we received from Inspirada, aronsalidated joint venture based near Las Vegasadievduring the year ended Novembel
2014. In addition, we sold our interest in an ursmidated joint venture based in Maryland for $1fillion , which resulted in a gain &3.2 millior
that was included in equity in income of unconsatiédl joint ventures in our consolidated statemémperations for the year ended Novembel
2014. The year-over-year decrease in the combissets of our unconsolidated joint ventures alslectsd the transfer of a $33.2 million inventory-
related obligation to us in connection with thetrifimition of land we received from Inspirada, ascdissed in Note 11. Accrued Expenses and
Liabilities. This transfer also contributed to thear-overyear decrease in the combined accounts payabl®thed liabilities of our unconsolidat
joint ventures during the year ended November 8142None of our unconsolidated joint ventures had antging debt at November 30, 20a4
2013.

Note 10. Other Asset:
Other assets consisted of the following (in thods3n

November 30,

2014 2013
Cash surrender value of insurance contracts $ 7057: $ 68,53¢
Debt issuance costs 27,08: 27,36¢
Property and equipment, net 11,83: 8,46(
Prepaid expenses 5,431 2,71¢
Total $ 11491 $ 107,07t

Note 11. Accrued Expenses and Other Liabilitie
Accrued expenses and other liabilities consistetti@following (in thousands):

November 30,

2014 2013
Employee compensation and related benefits $ 113,870 $ 99,33:
Self-insurance and other litigation liabilities 89,60¢ 99,61:
Accrued interest payable 63,27" 45,56
Inventory-related obligations (a) 52,00¢ 29,517
Warranty liability 45,19¢ 48,70
Real estate and business taxes 13,68¢ 8,131
Other 32,23 25,31¢
Total $ 409,88: $ 356,17t

(&) The inventory-related obligations at Novem®@r2014 included a $33.2 millidiability we recorded for fixed or determinable anmbs associats
with TIFE assessments in connection with the distion of land we received from Inspirada durind20As homes are delivered, the obliga
to pay the remaining TIFE assessments associataceatch underlying lot is
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transferred to the homebuyer. As such, these asses®bligations will be paid by us only to theemttwe do not deliver homes on applicable

before the related TIFE obligations mature.

Note 12. Income Taxe!

Income Tax Benefil.he components of the income tax benefit in thesobdated statements of operations are as follaw#h¢usands):

Federal State Total

2014
Current $ 100 $ (1,900 $ (1,800
Deferred 646,00! 179,20( 825,20(
Income tax benefit $ 646,100 $ 177,30 $ 823,40(

2013
Current $ — 3 1,60C $ 1,60(C
Deferred — — —
Income tax benefit $ — % 1,600 $ 1,60(

2012
Current $ 16,50 $ 3,60C $ 20,10(
Deferred — — —
Income tax benefit $ 16,50 $ 3,60 $ 20,10(

We recognized an income tax benefit of $823.4 arillin 2014, $1.6 million in 2013 and $20.1 million2012. The income tax benefit in 20
was primarily due to the reversal of a substamtiation of our deferred tax asset valuation allogeaat November 30, 2014. The income tax bene
2013 was due to the resolution of a state tax awdliich resulted in a refund receivable of $1.4lioml, as well as the recognition of unrecognizec
benefits of $1.0 million , partly offset by the tgtdax liability of $.8 million. In 2012, the income tax benefit primarily refletthe resolution of fede
and state tax audits, which also resulted in tiadization of $1.2 millionof deferred tax assets. Due to the effects of @fierded tax asset valuati
allowances and changes in our unrecognized taxfileneur effective tax rates in 2014, 2013 and 2@te not meaningful items as our income
amounts are not directly correlated to the amo@iouo pretax income (loss) for those periods.

Deferred Tax Assets, N&eferred income taxes result from temporary diffiers in the financial and tax basis of assetsiabdities. Significan

components of our deferred tax liabilities and tssaee as follows (in thousands):

Deferred tax liabilities:
Capitalized expenses
State taxes
Depreciation and amortization
Other
Total
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2014 2013
$ 103,19¢ $ 87,59¢
72,25¢ 62,88
— 30C
31C 20¢
175,76 150,99:




Deferred tax assets:

Inventory impairments and land option contract almements
NOL from 2006 through 2013
Warranty, legal and other accruals
Employee benefits
Partnerships and joint ventures
Depreciation and amortization
Capitalized expenses
Tax credits
Deferred income
Other

Total
Valuation allowance

Total

Deferred tax assets, net

November 30,

2014 2013

$ 22926 $ 110,74
459,39: 459,88!

42,62: 50,11(

82,77 73,03¢

15,67: 122,08:

9,02z —

12,52¢ 9,35¢

176,23 173,28t

63¢ 65¢€

13,99¢ 11,26

1,042,14 1,010,43
(41,15() (859,44()
1,000,99 150,99:

$ 82523, $ —

Reconciliation of Expected Income Tax Benétite income tax benefit computed at the statuto. federal income tax rate and the income
benefit provided in the consolidated statementspeafrations differ as follows (dollars in thousands)

Years Ended November 30,

2014 2013 2012
$ % $ % $ %
Income tax benefit (expense) computed at statuaigy $ (33,23) 35.0% $ (13,427 (35.0% $ 27,67 35.C%
Increase (decrease) resulting from:
State taxes, net of federal income tax benefit (13,909 (24.7) (1,949 (5.7 9,94¢ 12.€
Reserve and deferred income — — (1,80¢) (4.7 (9,14¢) (11.¢)
Capitalized expenses 1,24¢ 1.3 — — 7,96( 10.1
Basis in joint ventures 10,44: 11.C (9,599 (25.0 42,50z 53.¢
NOL reconciliation 12,97: 13.7 (3,806 9.9 (5,345 (6.8
Inventory impairments — — 2,821 7.4 (59,409 (75.])
Recognition of federal and state tax benefits 59 A 1,60( 4.2 17,65( 22.:
Tax credits 2,88¢ 3.C 2,67¢ 7.C 17,88¢ 22.€
Valuation allowance for deferred tax assets 825,23. 869.1 20,67: 53.¢ (32,28¢) (40.¢)
Depreciation and amortization 15,76¢ 16.€ 4,52 11.¢ 2,48 3.1
Other, net 1,93¢ 2.1 (112 (-3 174 2
Income tax benefit $ 823,40( 867.:% $ 1,60( 43% $ 20,10( 25..%

Valuation Allowanceln accordance with ASC 74@ve evaluate our deferred tax assets quarterly termiéne if adjustments to our valuat
allowance are required based on the considerafiafi available positive and negative evidence gsirfmore likely than not$tandard with respect
whether deferred tax assets will be realized. uafuationconsiders, among other factors, our historical afieg results, our expectation of fut
profitability, the duration of the applicable sttty carryforward periods, and conditions in theising market and the broader econoifiye ultimat:
realization of our deferred tax assets dependsapifynon our ability to generate future taxabledme during the periods in which the rele
temporary differences in the financial basis anel tdix basis of the assets become deducfiiie. value of our deferred tax assets will depen

applicable income tax rates.
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At November 30, 2014, consistent with the abovecgss, we evaluated the need for a valuation alloevayainst our deferred tax assets
determined that it was more likely than not thatstmof our deferred tax assets would be realizedaAssult, in accordance with ASC 740,
recognized an $824.2 million income tax benefitha fourth quarter of 2014, which included the reaéof all but $41.2 milliorof our deferred te
asset valuation allowance. The components of tigatian allowance remaining at November 30, 20linarily relate to foreign tax credits &
certain state NOL that have not met the “more jikahn not” realization standard under ASC 740.

We conducted our evaluation by considering all fdasiand negative evidence to determine our abibityealize our deferred tax assets. In
evaluation, we gave more significant weight to ewicke that was objective in nature as comparedijesctive evidence. Also, more significant we|
was given to evidence that directly related to@urent financial performance as compared to intlioe less current evidence.

The principal positive evidence that led us to daeiee at November 30, 2014 that a significant portdof our deferred tax asset valua
allowance could be reversed included our emergfnoe a threggear cumulative pretax loss position in 2014 ad a®lthe underlying momentum
our business and generally improved housing maketbroader economic conditions over the past feavg/and continuing in 2014 that have ene
us to achieve and maintain a thggsar cumulative pretax income position since Audiist2014; the significant pretax income we gemeraturing
2014 and 2013, including six consecutive quartérgretax income totaling $149.8 millices of November 30, 2014; improvement in key final
metrics in 2014 when compared to the previous (iealuding in our revenues; housing gross protdjing, general and administrative expenses
percentage of housing revenues; net orders anddggrlur expectation of future profitability; ostrong financial position; and significant evide
that conditions in the U.S. housing industry aregerfavorable than in recent years and our beligf $iich conditions will continue to be favorabler
the long term.

Prior to the quarter ended November 30, 2014, we gagnificant weight to the negative, direct evide of our thregrear cumulative pretax Ic
position that resulted from pretax losses incudedng the housing downturn. As of November 30,£204e had generated six consecutive quarte
pretax income and had maintained a positive tlyesg-cumulative pretax income position since itijtiachieving such a position at the end of
2014 third quarter. Therefore, the prior pretaxsésswere weighted less than the recent positianéial results in our evaluation at November
2014. Also, negative, direct evidence of our hogiginoss profit margins, which were lower than his@ levels before the housing downturn,
given less weight than the direct, positive evidemd our growing pretax income levels. Other neggatindirect evidence, such as nege
macroeconomic conditions that included unemploynaert consumer confidence as well as a more rég&riatortgage lending environment, \
considered at a lower weighting because our rdgsanricial performance was achieved in this envirenm

Based on our evaluation of positive and negativdence at November 30, 2014, we concluded thapdséive evidence outweighed the nege
evidence and that it was more likely than not thatibstantial portion of our deferred tax assetsldvbe realized. The most significant changes ir
evaluation of the realizability of our deferred ssets at November 30, 2014 compared to earligxdsewere the development of significant pos
evidence related to our year-owerar growth in pretax income, net orders and bacldwels during 2014; our expectation that we vélllize all of ou
federal NOL and absorb substantially all federaludtible temporary differences as they reverseiinré years based on projected fiscal 2015 p
income levels; our expectation of sustained andeesing profitability in future years; and the reeld significance of the negative evidence
considered before November 30, 2014 related tgpoetax losses incurred in prior years, because adegienerated six consecutive quarters of p
income and cumulative pretax income for the pasetyears as of November 30, 2014. These signifidaeinges in evidence at November 30, @
led us to determine that it was more likely thahthat most of our deferred tax assets would blzezh We reversed the valuation allowance on &
our federal deferred tax assets, except for théguorelated to foreign tax credits due to theizdiion of federal NOL to offset taxable incometfie
years through tax credit expiration. We estimabedamount of the valuation allowance needed forstate NOL carryforwards based on an analys
the amount of our NOL carryforwards associated weiith state in which we operate as compared texpected level of taxable income ur
existing apportionment rules in each state andc#reyforward periods allowed in each stat&ix code. At November 30, 2014, after the revevss
had a valuation allowance of $41.2 million agamst deferred tax assets.

As of November 30, 2014, we needed to generate thare $2 billionof pretax income in future periods before 2034ealize our deferred t
assets.

During 2013, we reduced the valuation allowance&®§.7 millionto account for adjustments to our deferred taxtassgsociated with the pre
income generated during the year and the lossaté §#OLs due to the expiration of the applicab#wse of limitations. During 2012, we recorde
valuation allowance of $32.3 million against nefedieed tax assets generated primarily from thegprigisses for that year.

We will continue to evaluate both the positive aredjative evidence on a quarterly basis in detengitiie need for a valuation allowance \
respect to our deferred tax assets. The accouftirdeferred tax assets is based upon estimatesusé results.
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Changes in positive and negative evidence, inctudifferences between estimated and actual resudtdd result in changes in the valuation of
deferred tax assets that could have a materialdtrgraour consolidated financial statements. Chamgexisting tax laws could also affect actua
results and the realization of deferred tax assets time.

The majority of the tax benefits associated with NOL can be carried forward for 20 years (as \@eehno taxable income in the allowable two-
year carryback period) and applied to offset futizoeable income. The federal NOL carryforwards 80&.7 million, if not utilized, will begin ti
expire in 2030 through 2033 . The state NOL camyfods of $160.7 million , if not utilized, will lggn to expire between 2015 and 203Buring
2014, $3.9 million of state NOL carryforwards exuir

In addition, $87.3 million of our tax credits, ibnutilized, will begin to expire in 2015 througb® . Included in the $87.3 million a$8.2 millior
of investment tax credits, of which $2.4 millionda$.8 million will expire in 2026 and 2027 , respeely, as well as foreign tax credits $5 million
and $14.0 million that will expire in 2015 and 201@spectively.

Unrecognized Tax BenefitGross unrecognized tax benefits are the differeheéseen a tax position taken or expected to bentak a tax retur
and the benefit recognized for accounting purpofegeconciliation of the beginning and ending baks of the gross unrecognized tax ben:
excluding interest and penalties, is as followglfousands):

Years Ended November 30,

2014 2013 2012
Balance at beginning of year $ 206 $ 1,671 $ 1,89¢
Reductions for tax positions related to prior years — — (165)
Reductions due to lapse of statute of limitations — (1,465 (69
Balance at end of year $ 206 $ 206 $ 1,671

W e recognize accrued interest and penalties retateshrecognized tax benefits in our consolidatedricial statements as a component o
provision for or benefit from income taxes. As obwember 30, 2014, 2013 and 2012 , there were $lllomi $.3 million and $1.3 million,
respectively, of gross unrecognized tax benefitsliding interest and penalties) that, if recogdjaeould affect our annual effective tax rate. @nial
accrued interest and penalties related to unrezedrincome tax benefits was $.1 million at Noven®@r2014 and $.3 million at November 30, 2013
Our liabilities for unrecognized tax benefits atdmber 30, 2014 and 20E38e included in accrued expenses and other ligsilih our consolidats
balance sheets.

Included in the balance of gross unrecognized &nefits at both November 30, 2014 and 2013 weregtesitions of $.2 milliorfor which the
ultimate deductibility is highly certain but themiing of such deductibility is uncertain. Becausett@ impact of deferred tax accounting, other
interest and penalties, the disallowance of thatehaleductibility period would not affect our amheffective tax rate, but would accelerate
payment of cash to a tax authority to an earlieiope

As of November 30, 2014 , our gross unrecognizedémefits (including interest and penalties) &da$.3 million. We anticipate that these gr
unrecognized tax benefits will decrease by an amnm@nging from zero to $.1 millioduring the 12 months from this reporting date duedrious sta
filings associated with the resolution of a fedexnadlit. The fiscal years ending 2010 and later reropen to federal and state examinations.

Notwithstanding the reversal of a substantial partof our deferred tax asset valuation allowanc&l@tember 30, 2014, the benefits of
deferred tax assets, including our NOL, built-isdes and tax credits would be reduced or potgndiininated if we experienced awownershi
change”under Section 382. Based on our analysis perforazedf November 30, 2014, we do not believe thathaee experienced an owners
change as defined by Section 382, and, therefbeeNOL, builtin losses and tax credits we have generated shmiléhe subject to a Section !
limitation as of this reporting date.
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Note 13. Notes Payabl
Notes payable consisted of the following (in thows):

November 30,

2014 2013

Mortgages and land contracts due to land selledoéimer loans (at interest rates of 5% to 7% atdxuver

30, 2014 and 7% at November 30, 2013) $ 38,25( % 13,61¢
6 1/4% Senior notes due June 15, 2015 199,89: 199,86:¢
9.10% Senior notes due September 15, 2017 262,72 262,04¢
7 1/4% Senior notes due June 15, 2018 299,40: 299,26:
4.75% Senior notes due May 15, 2019 400,00( —
8.00% Senior notes due March 15, 2020 346,25 345,71(
7.00% Senior notes due December 15, 2021 450,00( 450,00(
7.50% Senior notes due September 15, 2022 350,00( 350,00(
1.375% Convertible senior notes due February 19201 230,00 230,00(

Total $ 2,576,52! $ 2,150,49i

Unsecured Revolving Credit Facilitn March 12, 2013, we entered into the Credit Rsoiith a syndicate of financial institutions. Tikedi
Facility will mature on March 12, 2016 . The Creliacility contains an uncommitted accordion featurder which its aggregate principal amount
be increased to up to $300.0 million under certainditions and the availability of additional baodmmitments, as well as a sublimit $100.(
million for the issuance of letters of credit, which mayutibzed in combination with, or to replace, th®C Facilities. Interest on amounts borro
under the Credit Facility is payable quarterly mears at a rate based on either the London Int&rdfered Rate or a base rate, plus a sprea
depends on our debt rating and Leverage Ratioefisedl under the Credit Facility. The Credit Fagiklso requires the payment of a commitmen
ranging from .50% to .75%f the unused commitment, based on our debt ratihjLeverage Ratio. Under the terms of the Crealiiliy, we ar
required, among other things, to maintain compkawith various covenants, including financial coaets relating to consolidated tangible net wi
Leverage Ratio, and either an Interest Coverage Rata minimum level of liquidity, each as defindterein. The amount of the Credit Fac
available for cash borrowings or the issuance éie of credit depends on the total cash borrosvengd letters of credit outstanding under the @
Facility and the maximum available amount undertérens of the Credit Facility. As of November 3012, we had ncash borrowings or letters
credit outstanding under the Credit Facility and &l $200.0 million available for cash borrowinggth up to $100.0 millionavailable for th
issuance of letters of credit.

On November 19, 2014, we entered into an amendtoghe Credit Facility that maintains the Inter€siverage Ratio requirement at 140 the
remaining term of the Credit Facility.

Borrowings under the Credit Facility are requiredkte unconditionally guaranteed jointly and sewgrlly certain of our subsidiaries (i
“Guarantor Subsidiaries”) that meet the definitafra “significant subsidiary” as defined by Rul®2-of Regulation S-X using a 5% rather thatD&
threshold, provided that the assets of our nonaguar subsidiaries do not in the aggregate excéeéealdf an adjusted measure of our consolidated
assets. We may also cause other subsidiaries eftourecome Guarantor Subsidiaries if we beliewe lbe in our or the relevant subsidiaryes
interests.

LOC Facilities.We maintain the LOC Facilities with various finaalcinstitutions to obtain letters of credit in thedinary course of operating ¢
business. As of November 30, 2014 and 2013, $26llibmand $41.5 million, respectively, of letters of credit were outstagdunder the LO
Facilities. The LOC Facilities require us to deposit and mantzash with the issuing financial institutions edllateral for our letters of cre:
outstandingWe may maintain, revise or, if necessary or dekdradnter into additional or expanded letter ofdd@réacilities, or other similar facilit
arrangements, with the same or other financiaitirtgins.

Mortgages and Land Contracts Due to Land Sellerd @ther LoansAs of November 30, 2014, inventories having a dagyalue of$133.¢
million were pledged to collateralize mortgages kmdi contracts due to land sellers and other loans

Shelf RegistrationOn July 18, 2014, we filed the 2014 Shelf Regigratvith the SEC. The 2014 Shelf Registration riegisthe offering of de
and equity securities that we may issue from timeime in amounts to be determined. The 2014 SReljistration replaced the 2011 S
Registration.
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Senior NotesAll of our senior notes and convertible senior sotatstanding at November 30, 2014 and 2013 repressnior unsecur
obligations, rank equally in right of payment wih of our existing and future indebtedness anduai@nditionally guaranteed jointly and severaly
the Guarantor Subsidiaries on a senior unsecurgd.ba

The key terms of each of our senior notes and atibleesenior notes outstanding as of Novembei28a4 are as follows (dollars in thousands):

Redeemable Prior Effective
Notes Payable Principal Issuance Date Maturity Date to Maturity Interest Rate
6 1/4% Senior notes $ 199,90t June 2, 2005 June 15, 2015 Yes (a) 6.2%
9.10% Senior notes 265,00( July 30, 2009 September 15, 2017 Yes (a) 9.t
7 1/4% Senior notes 300,00( April 3, 2006 June 15, 2018 Yes (a) 7.3
4.75% Senior notes 400,00( March 25, 2014 May 15, 2019 Yes (b) 4.
8.00% Senior notes 350,00( February 7, 2012 March 15, 2020 Yes (a) 8.2
7.00% Senior notes 450,00( October 29, 2013 December 15, 2021 Yes (b) 7.C
7.50% Senior notes 350,00( July 31, 2012 September 15, 2022 Yes (a) 78
1.375% Convertible senior notes 230,00( January 29, 2013 February 1, 2019 Yes (c) 1.4

(a) At our option, these notes may be redeemed, inevabany time or from time to time in part, at demption price equal to the greater of (i) 1(
of the principal amount of the notes being redeeaad (ii) the sum of the present values of the irim@ scheduled payments of principal
interest on the notes being redeemed, discountdetriedemption date at a defined rate, plus, ¢h ease, accrued and unpaid interest on the
being redeemed to the applicable redemption date.

(b) At our option, these notes may be redeemed, inevabany time or from time to time in part, at damption price equal to the greater of (i) 1(
of the principal amount of the notes being redeearad (i) the sum of the present values of the raimg scheduled payments of principal
interest on the notes being redeemed, discountdetriedemption date at a defined rate, plus, ¢h ease, accrued and unpaid interest on the
being redeemed to, but excluding, the applicaldemgption date, except that three months prior ésgmotestespective stated maturity dates
until their respective maturity, the redemptioncprivill be equal to 100% of the principal amountt@ notes being redeemed, plus, in each
accrued and unpaid interest on the notes beingneeé to, but excluding, the applicable redemptizmte.d

(c) We may not redeem the notes prior to November &82@n or after November 6, 2018, and prior to steted maturity date, we may, at
option, redeem all or part of the notes at a redempprice equal to 100% of the principal amountted notes being redeemed plus accruec
unpaid interest to, but excluding the redemptiote da

On February 7, 2012, pursuant to the 2011 ShelisRagion, we issued the 8.00% Senior Notes dued 20298.523% of the $350.0 millidn
aggregate principal amount of these notes. We gabdtantially all of the net proceeds from thisigsxe to purchase, pursuant to the terms ¢
applicable January 2012 Tender Offers, $340.0 onillh aggregate principal amount of certain senioeadhat were scheduled to mature in 2014
2015. The total amount paid to purchase these santes was $340.5 million . We incurred a $2.0iamilloss on the early extinguishment of det
2012 due to a premium paid under the applicablaala012 Tender Offers and the unamortized origasaie discount.

On July 31, 2012, pursuant to the 2011 Shelf Redien, we issued the 7.50% Senior Notes due 202P@ of the $350.0 milliom aggregat
principal amount of these notes. We used $252.Romibf the net proceeds from this issuance to purchagspant to the terms of the applicable
2012 Tender Offers, $244.9 million aggregate principal amount of certain senioesdhat were scheduled to mature in 2014 and 2@&5used th
remaining net proceeds from this issuance for gererporate purposes. We incurred an $8.3 millbms on the early extinguishment of debt in Z
due to a premium paid under the applicable July2ZBdnder Offers and the unamortized original istiseount.

On October 29, 2013, pursuant to the 2011 ShelfigRagon, we issued the 7.00% Senior Notes duel 26122100% of the $450.0 millioim
aggregate principal amount of these notes. We $228.4 million of the net proceeds from this issteato purchase $215.1 millian aggregat
principal amount of certain senior notes that wemieeduled to mature in 2014 and 2015. We incurr@ti0e4 millionloss on the early extinguishm
of debt in 2013 due to a premium paid under thdiegigle October 2013 Tender Offers, premiums paidedeem the applicable remaining se
notes, and the unamortized original issue discaasbciated with these senior notes.

On March 25, 2014, pursuant to the 2011 Shelf Regisn, we completed the underwritten public isgeaof the 4.75%enior Notes due 2019
100% of the $400.0 million in aggregate principaloant of the notes. We used the $394.6 million in
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total net proceeds from the issuance of the 4.78%08 Notes due 2019 together with the total necgeds from a concurrent underwritten pt
offering of our common stock, which is discussetblwein Note 17. Stockholder&quity, for general corporate purposes, includintheut limitatior
land acquisition and land development.

If a change in control occurs as defined in thdrimsents governing our senior notes, we would lspiired to offer to purchase all of «
outstanding senior notes (with the exception ofahmunts outstanding related to our 6 1/4% Senaie®Ndue 2015 and our 7 1/4% Senior Note:
2018) at 101% of their principal amount, togethéhwall accrued and unpaid interest, if any.

On January 29, 2013 and February 4, 2013, purdoatite 2011 Shelf Registration, we issued in aneumdtten public offering the 1.37&
Convertible Senior Notes due 2019 at 100% of tf&0¥2millionin aggregate principal amount of these notes. $beance on February 4, 2013
made pursuant to the exercise of an option gratdethe underwriters to purchase such notes to coverallotments. Interest on the 1.37
Convertible Senior Notes due 2019 is payable semually in arrears on February 1 and August 1,menting on August 1, 2013. We will also
interest on November 1, 2018. The 1.375% Convertganior Notes due 2019 will mature on Februa®019, unless converted earlier by the hol
at their option, or redeemed by us, or purchasedsbgt the option of the holders following the atence of a fundamental change, as defined i
instruments governing the 1.375% Convertible SeNites due 2019.

At any time prior to the close of business on thsiess day immediately preceding the maturity ,datélers may convert all or any portior
their 1.375% Convertible Senior Notes due 2019. TI8F5% Convertible Senior Notes due 2019 areaihjticonvertible into shares of our comn
stock at a conversion rate of 36.528ares for each $1,000 principal amount of thesathich represents an initial conversion pricambroximatel
$27.37 per share and a conversion premium of appedgly 47%based on the closing price of our common stockasmudry 29, 2013, which w
$18.62 per share. This initial conversion rate ésgito 8,401,83%hares of our common stock. The conversion raseligect to adjustment upon
occurrence of certain events, including: subdivisiand combinations of our common stock; the isseiaf stock dividends, or certain rights, opti
or warrants, capital stock, indebtedness, assetasir dividends to all or substantially all holdefsour common stock; and certain issuer tend
exchange offers. The conversion rate will not, heevebe adjusted for other events, such as a party tender or exchange offer or an issuan
common stock for cash or an acquisition, that ndweesely affect the trading price of the notes wr common stock. On conversion, holders o
1.375% Convertible Senior Notes due 2019 will netdntitled to receive cash in lieu of shares of cammon stock, except for cash in liet
fractional shares.

If a fundamental change, as defined in the instnimgoverning the 1.375% Convertible Senior Notgs 2019, occurs prior to the stated mati
date, the holders may require us to purchase fan el or any portion of their 1.375% Convertiblen®r Notes due 2019 at 10086 the principe
amount of the notes, plus accrued and unpaid sttésebut not including, the fundamental changelpase date.

We used the $222.7 millioim total net proceeds from the issuance of the 3@ Tonvertible Senior Notes due 2019 together withtotal ne
proceeds from a concurrent underwritten public raffe of our common stock, which is described in &df7. StockholdersEquity, for gener:
corporate purposes, including for investments il land land development.

The indenture governing the senior notes and tB@5% Convertible Senior Notes due 2019 does ndagomny financial covenants. Subjec
specified exceptions, the indenture contains aentastrictive covenants that, among other thinigsit lour ability to incur secured indebtedness
engage in sale-leaseback transactions involvinggsty or assets above a certain specified vatuaddition, the 1.375% Convertible Senior Notes
2019 and all of the senior notes (with the exceptib the 6 1/4% Senior Notes due 2015 and the %% 1%&nior Notes due 2018pntain certai
limitations related to mergers, consolidations, salgs of assets.

As of November 30, 2014ye were in compliance with the applicable termsalbfour covenants under the Credit Facility, thaisenotes, th
1.375% Convertible Senior Notes due 2019, the indenand the mortgages and land contracts dwntbdellers and other loans. Our ability to ac
the Credit Facility for cash borrowings and lettefscredit and our ability to secure future delpiaficing depend, in part, on our ability to remai
such complianceOur inability to do so could make it more difficalhd expensive to maintain our current level oemdl debt financing or to obt:
additional financingThere are no agreements that restrict our paymiedivilends other than to maintain compliance whle financial covena
requirements under the Credit Facility, which worgdtrict our payment of dividends if there is #adét under the Credit Facility existing at the ¢l
any such payment, or if any such payment wouldlr@ssuch a default.

Principal payments on senior notes, mortgages amdl ¢ontracts due to land sellers and other losnslge during each year ended Novemb
as follows: 2015 — $222.2 million ; 2016— $16.0 linih ; 2017 — $265.0 million ; 2018 — $300.0 milio; 2019 — $630.0 million anc
thereafter — $1.15 billion .
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Note 14. Fair Value Disclosure:

ASC 820 provides a framework for measuring thevalue of assets and liabilities under GAAP, arntdtdishes a fair value hierarchy that reqt
an entity to maximize the use of observable inpunits minimize the use of unobservable inputs wheaseoméng fair value. The fair value hierarchy
be summarized as follows:

Level 1 Fair value determined based on quoted prices imeantarkets for identical assets or liabilit

Level 2 Fair value determined using significant observabfats, such as quoted prices for similar assetsabilities or quoted prices f
identical or similar assets or liabilities in matkéhat are not active, inputs other than quotéckprthat are observable for the ass
liability, or inputs that are derived principallsoin or corroborated by observable market dataodosetation or other means.

Level 3 Fair value determined using significant unobsemvafybuts, such as pricing models, discounted das¥sf or similar technique

Fair value measurements are used for inventories wonrecurring basis when events and circumstandgsate that their carrying value is
recoverable. The following table presents thevalue hierarchy and our assets measured at faieva a nonrecurring basis (in thousands):

For the Years Ended November 30,

Description Fair Value Hierarchy 2014 (a) 2013 (a)
Inventories Level 2 $ 6,421 $ =
Inventories Level 3 24,17: 1,14

(@) Amounts represent the aggregate fair value forestdte assets impacted by inventory impairmemngelsaduring the period, as of the date ths
fair value measurements were made. The carryingevldr these real estate assets may have subskgunen¢ased or decreased from the
value reflected due to activity that has occuriedesthe measurement date.

In accordance with the provisions of ASC 360, irteeies with a carrying value of $68.2 million wesgitten down to their fair value d$30.€
million during the year ended November 30, 201dsutting in inventory impairment charges of $37.liom . Inventories with a carrying value
$1.5 million were written down to their fair valoé $1.1 million during the year ended November 3D 3, resulting in inventory impairment chari
of $.4 million .

The fair values for inventories that were deterrdinging Level 2 inputs were based on an executatiami. The fair values for inventories t
were determined using Level 3 inputs were primabi#sed on the estimated future net cash flows diged for inherent risk associated with €
underlying asset, as described in Note 7. Invenimqyairments and Land Option Contract Abandonmertie. discount rates we used were impée
by the following at the time the calculation wasd®athe riskfree rate of return; expected risk premium base@siimated land development, hc
construction and delivery timelines; market ristnfr potential future price erosion; cost uncertahig to land development or home construction
increases; and other risks specific to the assebnditions in the market in which the asset isated. These factors were specific to each affe
community or land parcel and may have varied ammrmgmunities or land parcels and may have varied tiwee. The fair values for inventor
determined using Level 3 inputs that involved axpkd future land sale were estimated based onkabagoiote.

Our financial instruments consist of cash and aghivalents, restricted cash, senior notes, thé5%3Convertible Senior Notes due 2019,
mortgages and land contracts due to land selletsodrer loans. Fair value measurements of financgtuments are determined by various mz
data and other valuation techniques as appropldten available, we use quoted market prices ine@aotarkets to determine fair value.

The following table presents the fair value hiehgrccarrying values and estimated fair values offmancial instruments, except those for wi
the carrying values approximate fair values (irugands):
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November 30,

2014 2013
Fair Value Carrying Estimated Carrying Estimated
Hierarchy Value Fair Value Value Fair Value
Financial Liabilities:
Senior notes Level 2 $ 2,308,27 $ 2,468,85. $ 1,906,88. $ 2,069,32!
1.375% Convertible senior notes Level 2 230,00( 229,71 230,00( 224,82!

The fair values of our senior notes and the 1.3T&®vertible Senior Notes due 2019 are generaliynestd based on quoted market price:
these instruments. The carrying values reporte¢dsh and cash equivalents, restricted cash, antdjages and land contracts due to land seller
other loans approximate fair values.

Note 15. Commitments and Contingencie

Commitments and contingencies include typical ailans of homebuilders for the completion of coctisaand those incurred in the ordir
course of business.

Warranty.We provide a limited warranty on all of our hom&ke specific terms and conditions of our limitedrraaty program vary dependi
upon the markets in which we do business. We gépenavide a structural warranty of 10 yeara warranty on electrical, heating, cooling, plimg
and certain other building systems each varyinghfteo to five years based on geographic marketsaae law, and a warranty of one yéar othe
components of the home. Our limited warranty progig ordinarily how we respond to and account f@mieownersrequests to local division offic
seeking repairs, including claims where we couldehigability under applicable state statutes ot taw for a defective condition in or damages
home.

We estimate the costs that may be incurred undgr Emited warranty and record a liability in thenaunt of such costs at the time the rew
associated with the sale of each home is recogn@edprimary assumption in estimating the amountsaeerue for warranty costs is that histor
claims experience is a strong indicator of futuianes experience. Factors that affect our warrdiatyility include the number of homes deliver
historical and anticipated rates of warranty claiared cost per claim. We periodically assess tlegjaacy of our accrued warranty liabilityvhich is
included in accrued expenses and other liabilitiesur consolidated balance sheets, and adjusirtfeunt as necessary based on our assessbwant.
assessment includes the review of our actual wgriasts incurred to identify trends and changesuinwarranty claims experience, and consider
home construction quality and customer servicdaitives and outside eventg/hile we believe the warranty liability currentheflected in oL
consolidated balance sheets to be adequate, upateid changes or developments in the legal enviemn, local weather, land or environme
conditions, quality of materials or methods usedhim construction of homes or customer servicetipes and our warranty claims experience ¢
have a significant impact on our actual warrantstedn the future and such amounts could diffenifigantly from our current estimates.

The changes in our warranty liability are as fokofin thousands):

Years Ended November 30,

2014 2013 2012
Balance at beginning of year $ 48,70¢ $ 47,82. % 67,69:
Warranties issued (a) 18,47¢ 14,26: 8,41¢
Payments (39,459 (45,339 (19,707
Adjustments (b) 17,47: 31,95¢ (8,58¢6)
Balance at end of year $ 45,19¢  $ 48,70:  § 47,82

(a) The year-oveyear increase in the expense associated with wassaissued in 2014 and 2013 reflected higher Imgusgévenues in each of th
years. Additionally, in 2013, we increased the aaty accrual rate per home based on our histaziaaths experience.

(b) Adjustments in 2014 were primarily comprised oflassifications of estimated minimum probable reci®geto receivables and a reclassifica
to establish a separate accrual for a water itrnuglated inquiry from the Office of the Attorn€eneral of the State of Florida (thAttorney
General's Office”).These items had no impact on our consolidated rstaits of operations. Adjustments in 2013 were cisefdrof charge
associated with water intrusioplated issues in central and southwest Florid20?, favorable warranty adjustments were paiffilsed by simila
water intrusion-related charges.
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Central and Southwest Florida ClaimBuring 2012, we received warranty claims from leomners in certain of our communities in central
southwest Florida that primarily involved framirgjucco, roofing and/or sealant matters on homesleligered between 2003 and 2009, with v
resulting in water intrusionelated issues. While we initially believed thessues were isolated, after additional investigatiendetermined in tt
fourth quarter of 2012 that more homes and comramihay have been affected, and we continued @estigations throughout 2013 and 2014 i
effort to identify the scope of the issues, to exsand fully understand the causes and to addhess as quickly and completely as possible. Dt
this period, we encountered an evolving and atgiomexpected range of varied and complex condigmisrepairs with respect to affected home:
a result, prior to the second quarter of 2013, weewinable to estimate the number of similarlycéfid homes likely to be identified in the futured
the repair costs associated with those homes. Bigjrin the second quarter of 2013, we believedaseumulated adequate experience with 1
water intrusionrelated issues through our assessment processoatidued investigative efforts to identify, examiaed repair affected homes to
able to reasonably estimate as of the end of thatter and as of the end of each respective subsequarterly period the number of similarly aftm
homes that were then likely to be identified in fbre and the probable repair costs associatéld suich similarly affected homes, in additiol
updating the number of identified affected homed aor estimate of the repair costs associated siitth identified affected homes. In 2014,
number of affected homes that we identified de@éasubstantially from the number of affected hortted we identified during 2013, and
continued to make significant progress on resolvepairs.

Based on the status of our ongoing investigatich r@pair efforts, our overall warranty liability Biovember 30, 2014 included $9.4 milliéor
estimated remaining repair costs associated withHgZnes in central and southwest Florida that leeen identified as having water intrusiaiatec
issues and estimated repair costs associated wvittady affected homes in central and southwestriela that we believe are likely to be identifie
the future. Our overall warranty liability at Noveer 30, 2013 included $28.9 million for estimateginaining repair costs associated withC
identified affected homes and estimated repairscassociated with similarly affected homes thelieved likely to be identified in the future. 1
decrease in the liability for such estimated repasts during the year ended November 30, 2@flécted payments made during the year to r
affected homes and a lower number of identifie@c&d homes with unresolved repairs at Novembe2@04compared to November 30, 2013. "
$9.4 million included in our overall warranty lidiby as of November 30, 201dncompasses what we believe is the probable owrsilof the repe
effort remaining before insurance and other redegetHowever, our actual costs to fully resolveaiepon affected homes could differ from the ov
costs we have estimated.

During 2014, repairs were resolved on 536 iderttififfected homes and we identified 150 additiofifdcéed homes, most of which wereadne
attached-home community. During 2013, repairs weselved on 754dentified affected homes. For these purposes,amsider repairs for identifie
homes to be resolved when all repairs are comphatddall repair costs are fully paid.

During 2014 and 2013, we paid $26.6 million and.$3#illion to repair identified affected homes, respectiv8ince first identifying affecte
homes in 2012, we have identified a total of 1,6ff4cted homes requiring more than minor repaiis @solved repairs on 1,290 those home
through November 30, 2014 . As of November 30, 20 had paid $63.3 million of the total estimategair costs of $72.7 milliothat we hav
estimated for the overall repair effort. Approxielgt64% of the total estimated repair costs as @feédnber 30, 2014 related to three attacheunhe
communities. We anticipate resolving repairs on &siin central and southwest Florida affected byathter intrusion-related issues during 2015.

As of November 30, 2014 , based on our assessmém avater intrusiomelated issues, we believe it is probable that Weracover a portion ¢
our repair costs associated with affected homens frarious sources, including our insurers, and entractors involved with the original construct
of the homes and their insurers. During 2014, wieced $.9 millionof such recoveries. As of November 30, 2014, otimeged minimum probab
recoveries totaled $26.6 million , of which $9.4lion was included in our overall warranty liability atite remainder was included in receivables
of November 30, 2013, the estimated minimum prababtoveries, all of which were included in our raaty liability, totaled $19.4 million Oul
assessment of the water intrusi@tated issues, including the process of deterrgiptentially responsible parties and our effostslbtain recoverie
is ongoing, and as a result, our estimate of mininpuobable recoveries may change as additionalrivdtion is obtained.

Other Claims With respect to potential recoveries on claingarding other homes previously delivered, we haveléred claims with responsi
liability insurance carriers, seeking reimbursemehicosts we have incurred to make repairs andatdle claims. During 2012, we recogni
insurance recoveries of $26.5 millias a reduction to construction and land costs irconsolidated statements of operations, repreggatnounts w
received from one of our insurance carriers foogipn of the claims we have tendered. We intenddwotinue to undertake efforts, including le
proceedings, to obtain reimbursement from variousces, including subcontractors, suppliers and iheurers, for the costs we have incurre
expect to incur to investigate and complete repaiis to defend ourselves in litigation. Given uteieties in the potential outcomes of these eff
we had not recorded any amounts for potential &utacoveries as of November 30, 2014 or 2013.

91




Table of Contents

Overall Warranty Liability Assessmentin assessing our overall warranty liability ateporting date, we evaluate the costs for warraglgtec
items on a combined basis for all of our previowd#yivered homes that are under our limited waygranbgram, which would includeomes in centr.
and southwest Florida that have been or may iffituge be identified as having water intrusion-rethissues Based on our assessments of our o\
warranty liability during 2014, we recorded adjustits to increase our warranty liability mainly &flect our identification of additional horr
affected by the water intrusiaelated issues and our updated estimate of rengaiejpair costs for such affected homes, with aespwonding charge
construction and land costs in our consolidatetestant of operations. We also recorded adjustmteniscrease our estimated minimum prob
recoveries during 2014 based on our updated etimfatepair costs on identified affected homes.s€hadjustments had no net impact on
consolidated statements of operations for the gaded November 30, 2014. In addition, due to paysn@e have made for repair costs on ident
affected homes and an increase to the estimatednomim probable recoveries recorded during the yealeé November 30, 2014, the estim
minimum probable recoveries exceeded the estimagedining repair costs in our warranty liabilitysesiated with these water intrusicglatec
issues. Therefore, during 2014, we reclassifiedtal of $18.1 million of estimated minimum probalsexoveries, that were in excess of the then-
estimated remaining repair costs associated witeniatrusion-related issues, to a receivable.

In 2013, based on our assessment of our overatbwgrliability, we recorded adjustments to incesasir warranty liability by $32.fillion with
a corresponding charge to construction and lantbéo=ur consolidated statements of operations. ddjustments reflected our thearrent estima
of remaining repair costs associated with homeirtral and southwest Florida that had been idedtds having water intrusiaelated issues and ¢
estimate of repair costs associated with similaffgcted homes in central and southwest Florida-tiedieved likely to be identified in the future,
of an increase in estimated minimum probable regesef such repair costs and other adjustmentssd ladjustments were made in each quar
2013 as our assessment process continued and medgaore experience and knowledge of the scopenatugle of the water intrusiomlated issue
and the associated repair efforts and costs, arah{i@ recoveries. The adjustments we made in 2043 reflected the identification of 6&dditiona
affected homes at other communities in central sowthwest Florida, and our estimate of the totahiper of affected homes that we believed \
likely to be identified in the future.

In 2012, notwithstanding our actual or estimatatiaiming repair costs related to the water intrusilated issues and homes affected by
issues, we had experienced favorable trends iractual warranty costs incurred for the previoussaivwears with respect to claims relating to ¢
warrantyrelated items, reflecting, among other things, oogoing focus on construction quality and custosewice. Based on our assessmen
these and other relevant factors on a combined basi determined that our overall warranty liapiit November 30, 2012 was sufficient to cover
overall warranty obligations on previously delivereomes then under our limited warranty programdifohally, based on our assessment o
trends in our warranty claims experience, and ko account the decrease in the overall numb&éomes we had delivered over the past se
years before 2012 and other factors, we recordadaable warranty adjustment of $11.2 million2012 as a reduction to construction and lands
in our consolidated statement of operations. Howeas of November 30, 2012, based on our assessofiemir overall warranty liability on
combined basis for all of our previously delivetgaines that were under our limited warranty, inalgdihe increased number of homes poten
affected by water intrusion-related issues, we nd&th an adjustment to increase our overall warrfabjlity by $2.6 millionin the fourth quarter
2012 with a corresponding charge to constructiahland costs in our consolidated statements ofatioers.

Depending on the number of additional homes inreéand southwest Florida that are identified agiftqawater intrusiorrelated issues, and |
actual costs we incur in future periods to repdéntified affected homes and/or homes affected thgroissues, including costs to provide cel
affected homeowners with temporary housing, we me&ise the amount of our estimated liability, whiguld result in an increase or decrease it
overall warranty liability. Based on our assessntdrihese water intrusiorelated issues, we believe that our warranty lighi$é adequate to cover t
estimated probable total repair costs on thesetaffehomes and on homes affected by other isdumsgh we believe it is reasonably possible tha
loss in this matter could exceed the amount accaseaf November 30, 2014 by up to $3 million .

Attorney Generat Office Inquiry. In 2013, we were notified by the Attorney Geney@ffice that it was making a preliminary inquinto the
status of our communities in Florida affected bytewvantrusion-related issues. We are cooperatiitly the Attorney Genera’ Office inquiry and ai
in discussions to resolve its concerns. While thienate outcome of the inquiry is uncertain, basedhe status of our discussions, we establish
accrual for the estimated minimum probable los$ wétspect to this inquiry during 2014 and increaedaccrual as of November 30, 2014. At
stage of our discussions, we are unable to estithateeasonably possible loss or range of losstandltimate outcome may or may not be mater
our consolidated financial statements.

Guaranteesin the normal course of our business, we issuaicerepresentations, warranties and guaranteetedeia our home sales and |
sales that may be affected by Accounting Stand&afiification Topic No. 460, “GuaranteeBased on historical evidence, we do not believe
potential liability with respect to these represgioins, warranties or guarantees would be materialir consolidated financial statements.
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Self-InsuranceW e maintain, and require the majority of our subractors to maintain, general liability insurancec(uding construction defe
and bodily injury coverage) and workedmpensation insurance. These insurance policeqirus against a portion of our risk of loss frolaims
related to our homebuilding activities, subjectcetain self-insured retentions, deductibles atotoverage limits each of which have gener:
increased in recent years, reducing the overalétiteof such coverage significantly. We seisure a portion of our overall risk through thes «f ¢
captive insurance subsidiary. We also maintainagerbther insurance policies. In Arizona, CalifeniColorado and Nevada, our subcontractors
general liability insurance primarily takes therfoof a wrapup policy, where eligible subcontractors are eebs insureds on each project. Enre
subcontractors contribute toward the cost of tlsaiiance and agree to pay a contractual amouneifiutire in the event of a claim related to t
work. To the extent provided under the wrap-up paiog we absorb the enrolled subcontractgesieral liability associated with the work perfodra
our homes within the applicable projects as parbwof overall general liability insurance and outf-$esurance through our captive insurg
subsidiary. We record expenses and liabilities éasethe estimated costs required to cover ousissglfred retention and deductible amounts unde
insurance policies, and the estimated costs ofnfiateclaims and claim adjustment expenses thatbove our coverage limits or that are not cov
by our insurance policies. These estimated cosisbased on an analysis of our historical claims iaddstry data, and include an estimat
construction defect claims incurred but not yeorégd.

We engage a thirgdarty actuary that uses our historical claim angease data, as well as industry data, to estimatéabilities related to unpa
claims, claim adjustment expenses, third-party vedes and incurred but not yet reported claimstlier risks that we are assuming under our self
insuranceThese estimates are subject to uncertainty duevtsiaty of factors, the most significant being tbeg period of time between the deliv
of a home to a homebuyer and when a structuralangrror construction defect claim is made, andultienate resolution of the construction de
claim. Though state regulations vary, constructiefiect claims are reported and resolved over sopgald period of time, which can extend fol
years or longer. As a result, the majority of teéneated liability relates to incurred but not yeported claims. Because the majority of our edtn
liabilities relate to incurred but not yet repordims, adjustments related to individual existitgims generally do not significantly impact theecall
estimated liability. Adjustments to our liabilitieslated to homes delivered in prior years arerndsmb in the period in which a change in our est
occurs.

The changes in our self-insurance liability aréoflews (in thousands):

Years Ended November 30,

2014 2013 2012
Balance at beginning of year $ 92,21+ $ 93,34¢ $ 94,82
Self-insurance expense (a) 13,49: 8,23¢ 7,89¢
Payments, net of recoveries (b) (19,13) (9,379 (10,169
Adjustments — — 80C
Balance at end of year $ 86,574 $ 9221 § 93,34¢

(a) These expenses are included in selling, generaadministrative expenses and are largely offsetdmtributions from subcontractors participa
in the wrap-up policy.

(b) Recoveries are reflected in the period we recainel$ from subcontractors and/or their insu

The projection of losses related to these liabsitrequires actuarial assumptions that are subgjegariability due to uncertainties regard
construction defect claims relative to differengesur markets and the types of product we buildurance industry practices and legal or regul
interpretations, among other factors. Key assumptigsed in these estimates include claim frequens&verities and settlement patterns, whict
occur over an extended period of timeaddition, changes in the frequency and sevefitgported claims and the estimates to settlendaian impa
the trends and assumptions used in the actuara@ysis, which could be material to our consolidafedncial statementdDue to the degree
judgment involved and the potential for variabilitythese underlying assumptions, our actual futogs could differ from those estima.

Performance Bonds and Letters of Crellite are often required to provide to various municijedi and other government agencies perforrr
bonds and/or letters of credit to secure the cotigmieof our projects and/or in support of obligasoto build community improvements such as rc
sewers, water systems and other utilities, andippart similar development activities by certairoof unconsolidated joint ventures. Wovember 3(
2014 , we had $541.6 million of performance bonu$ $26.7 million of letters of credit outstandiig.November 30, 2013 , we had $410.8 milliwin
performance bonds and $41.5 million of letters @fd@ outstandinglf any such performance bonds or letters of craedé called, we would |
obligated to reimburse the issuer of the perforradmand or letter of credit. We do not believe thanaterial amount of any currently outstan:
performance bonds or letters of credit will be edllPerformance bonds do not have stated expirdtites. Rather,
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we are released from the performance bonds asrterlying performance is completed. The expiratiates of some letters of credit issue
connection with community improvements coincidehwiihte expected completion dates of the relatedept®jor obligations. Most letters of cre
however, are issued with an initial term of oneryaad are typically extended on a yeaw&ar basis until the related performance obligatiart
completed.

Land Option Contractdn the ordinary course of business, we enter iata loption contracts and other similar contractadguire rights to lar
for the construction of homes. At November 30, 201¢e had total deposits of $33.2 million , compdsf $33.1 million of cash deposits add
million of letters of credit, to purchase land hayian aggregate purchase price of $958.5 millidwr land option contracts and other similar cactt
generally do not contain provisions requiring goedfic performance.

LeasesWe lease certain property and equipment under mmetable operating leases. Office and equipmestkare typically for terms dfree
to five years and generally provide renewal optiforsterms up to an additional five yearth most cases, we expect that leases that ewplirbe
renewed or replaced by other leases with similamge The future minimum rental payments under dpegdeases, which primarily consist of off
leases having initial or remaining noncancelabdsédeterms in excess of one year , are as followthgusands):

Years Ending November 30,

2015 $ 8,14(
2016 6,63(
2017 4,813
2018 4,044
2019 3,57¢
Thereafter 12,32(

Total minimum lease payments $ 39,52¢

Rental expense on our operating leases was $7i@miit 2014 , $6.5 million in 2013 and $5.5 miltion 2012 .

Note 16. Legal Matters

Nevada Development Contract LitigatiokB Nevada is a defendant in a case in the Eighthicil District Court in Clark County, Neva
entitled Las Vegas Development Associates, LLC, Essex RtateEPartners, LLC, et al. v. KB HOME Nevada Intn 2007, LVDA agreed -
purchase from KB Nevada approximately 83 acresanfl llocated near Las Vegas, Nevada. LVDA subselyuassigned its rights to EsseXB
Nevada and Essex entered into a development agneeelating to certain major infrastructure imprments. LVDF's and Essex complaini
initially filed in 2008, alleged that KB Nevada hhed the development agreement, and also allégeKB Nevada fraudulently induced then
enter into the purchase and development agreeméMBA’s and Essexs lenders subsequently filed related actions thatweonsolidated into t
LVDA/Essex matter. The consolidated plaintiffs gbtirescission of the agreements or, in the alteacompensatory damages of $55 milligos
the Claimed Damages. KB Nevada has denied thgadibes, and believes it has meritorious defenséiset consolidated plaintiffglaims. On Marc
15, 2013, the court entered orders denying the dtiolased plaintiffs’ motions for summary judgmemdagranting the majority of KB Nevada’
motions for summary judgment, eliminating, amonfgeotof the consolidated plaintiff€laims, those for fraud, negligent misrepresentatinc
punitive damages. With the cowtiecisions, the only remaining claims against Ké&/&ta are for contract damages and rescissionugrugt 201:
the court granted motions that further narrowed shepe of the Claimed Damages. While the ultimateeame is uncertain -we believe it i
reasonably possible that the loss in this mattatdccange from zero to approximately $55 milliomplprejudgment interest, which could be mate
to our consolidated financial statements — KB Nevhdlieves it will be successful in defending agathe consolidated plaintiffsemaining claim
and that the consolidated plaintiffs will not beaaded rescission or damages. The jusp-trial, originally set for September 2012, isegentl
scheduled for September 15, 2015.

Other Matters.In addition to the specific proceedings describeova,we are involved in other litigation and regulatgnpceedings incidental
our business that are in various procedural stadyesbelieve that the accruals we have recordegfobable and reasonably estimable losses
respect to these proceedings are adequate andashat,November 30, 201#,was not reasonably possible that an additionatenal loss had be
incurred in an amount in excess of the estimateduauts already recognized in our consolidated firddratatements. We evaluate our accrual:
litigation and regulatory proceedings at least tprr and, as appropriate, adjust them to reflagtife facts and circumstances known to us afirties
including information regarding negotiations, satients, rulings and other relevant events and dpwednts; (b) the advice and analyses of cot
and (c) the assumptions and judgment of manager@enilar factors and considerations are used iabéishing new
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accruals for proceedings as to which losses hasenhbe probable and reasonably estimable at thegimevaluation is made. Based on our experi
we believe that the amounts that may be claimealleged against us in these proceedings are na&aaimgful indicator of our potential liability. T
outcome of any of these proceedings, including datense and other litigatioelated costs and expenses we may incur, howevanherentl
uncertain and could differ significantly from thstienate reflected in a related accrual, if madeer€fore, it is possible that the ultimate outcorhary
proceeding, if in excess of a related accrual apitccrual had been made, could be material teansolidated financial statements.

Note 17. Stockholders’ Equity

Preferred StockTo help protect the benefits of our NOL, buiitlosses and tax credits from the impact of anenship change under Section @
on January 22, 2009, we adopted a Rights Agreedset as of that date (the “2009 Rights Agreemeati)l we declared a dividend distributior
one preferred share purchase right for each outistgrshare of common stock that was payable tdkhbtiders of record as of the close of busines
March 5, 2009. Subject to the terms, provisions emditions of the 2009 Rights Agreement, if theghts become exercisable, each right w
initially represent the right to purchase from U&0Dth of a share of our Series A Participating Glative Preferred Stock for a purchase pric
$85.00 (the “Purchase Pricelj.issued, each fractional share of preferred stwokld generally give a stockholder approximatély same dividen
voting and liquidation rights as does one shar@wfcommon stock. However, prior to exercise, &trigoes not give its holder any rights ¢
stockholder, including without limitation any didd, voting or liquidation rights. The rights wilbt be exercisable until the earlier of (a) cHdenda
days after a public announcement by us that a peysgroup has become an Acquiring Person (asefimder the 2009 Rights Agreement) anc
10 business days after the commencement of a tendexabiange offer by a person or group if upon comsation of the offer the person or gre
would beneficially own 4.9% or more of our outstamgdcommon stock.

Until these rights become exercisable (the “Distiitn Date”),common stock certificates will evidence the rigatel may contain a notation
that effect. Any transfer of shares of our commturcls prior to the Distribution Date will constitute transfer of the associated rights. After
Distribution Date, the rights may be transferreldeotthan in connection with the transfer of theerhdng shares of our common stock. If there i
Acquiring Person on the Distribution Date or a parsr group becomes an Acquiring Person after tis&riBution Date, each holder of a right, ot
than rights that are or were beneficially ownedabyAcquiring Person, which will be void, will thexféer have the right to receive upon exercise
right and payment of the Purchase Price, that numbshares of our common stock having a markeievalf two times the Purchase Price. After
later of the Distribution Date and the time we peliglannounce that an Acquiring Person has becamh, sour board of directors may exchange
rights, other than rights that are or were benalficiowned by an Acquiring Person, which will beidsan whole or in part, at an exchange ratio o
share of common stock per right, subject to adjastm

At any time prior to the later of the Distributi@ate and the time we publicly announce that an &Aooy Person becomes such, our boar
directors may redeem all of the then-outstandirghts in whole, but not in part, at a price of $.00dr right, subject to adjustment (
“Redemption Price”). The redemption will be effeetimmediately upon the board of directaastion, unless the action provides that such retien
will be effective at a subsequent time or upondbeurrence or nonoccurrence of one or more spdao#fieents, in which case the redemption wil
effective in accordance with the provisions of #wtion. Immediately upon the effectiveness of #@emption of the rights, the right to exercise
rights will terminate and the only right of the tets of rights will be to receive the Redemptioit®rwith interest thereon. The rights issued pam
to the 2009 Rights Agreement will expire on theliesr of (a) the close of business on March 5, 2@k®the time at which the rights are redeetr
(c) the time at which the rights are exchangedth(d)time at which our board of directors determitiat a related provision in our Restated Cedié
of Incorporation is no longer necessary, and (e)tbse of business on the first day of a taxabbe wf ours to which our board of directors deteet
that no tax benefits may be carried forward. At annual meeting of stockholders on April 2, 2008r etockholders approved the 2009 Ri
Agreement.

Common StockOn March 25, 2014 and April 8, 2014, pursuant ® 2011 Shelf Registration, we issued 6,944,445eshand 1,041,668hares
respectively, of our common stock, par value $1p@®@ share, in an underwritten public offering aprice of $18.00per share. The issuance
additional shares on April 8, 2014 was made purst@rithe exercise of an option granted to the undesrs to purchase such shares. We
7,986,111 shares of treasury stock for the issisace received net proceeds of $137.0 milladter underwriting discounts, commissions
transaction expenses.

On January 29, 2013, pursuant to the 2011 ShelfsRatjon, we issued 6,325,000 shares of our comstock, par value $1.00er share, in ¢
underwritten public offering at a price of $18.2&r share. We used 6,325,08l8ares of treasury stock for the issuance andwedeiet proceeds
$109.5 million after underwriting discounts, comsiiss and transaction expenses.

In connection with the issuance of the 1.375% Cadible Senior Notes due 2019, which is discussedate 13. Notes Payable, we establish
common stock reserve account with our transfer ageneserve the maximum number of shares of omingon stock potentially deliverable ug
conversion to holders of the 1.375% Convertiblei@eNotes due 2019 based on the
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terms of the instruments governing these notesowsdicgly, the common stock reserve account hadlanba of 12,602,735hares at November
2014 and 2013. The maximum number of shares woolengially be deliverable to holders only in cemtéimited circumstances as set forth in
instruments governing the 1.375% Convertible SeNimtes due 2019.

Each share of our common stock issued in the Jar2$ar2013, March 25, 2014 and April 8, 2014 ofigs include a preferred share purcl
right associated with and subject to the termshefRights Agreement. Any shares of our common sttativered upon conversion to holders of
1.375% Convertible Senior Notes due 2019 will alsdude such preferred share purchase rights.

Effective July 17, 2014, our board of directors aded the Director Plan to provide directors witbreetime opportunity to irrevocably elect
receive an equivalent value of shares of our comstook in lieu of the cash payments that are otlsengue upon the respective settlement of
outstanding and any future Director Plan SARs uriderterms of the plan. Concurrent with the amendnoé the Director Plan, for the purpose
effecting any such Director Plan SAR settlements, lmard of directors authorized the repurchasaocofnore than 680,006hares of our comm
stock, and also authorized potential future gratap to 680,00Gstock payment awards under the 2014 Plan, in easb solely as necessary
director elections in respect of outstanding Dived?lan SARs. The 2014 Plan is discussed in NoteEh$ployee Benefits and Stock Plans. Du
2014, following the amendment of the Director Pldinectors made irrevocable elections to receivaggregate of 679,81%hares of our comm:
stock upon the respective settlement of their antting Director Plan SARs. The directoedéctions changed only the method of settlementife
outstanding Director Plan SARs and did not changed the other terms of these awards or impactvdiee of these awards to the directors. .
result of the directors’ elections, the relevantstanding Director Plan SARs were effectively catee to stocksettled awards, which are accout
for as equity awards, instead of casditled liability awards, thereby reducing the @egof variability in the expense associated witthdDirector Pla
SARs in future quarters. As of November 30, 201t Director Plan SARs had been settled. In additvem,had not repurchased any shares at
stock payment awards had been granted under theRl@h pursuant to the respective board of direaathorizations.

In 2013, directors were provided a ctirae opportunity to elect and they made irrevocabéetions to receive an equivalent value of shafesi
common stock in lieu of the cash payments thabérerwise due upon the settlement of their outstenstock units under the terms of the Dire
Plan. At that date, there were a total of 481,66tstanding stock units. Concurrent with the amesminof the Director Plan, our board of direc
authorized the repurchase of no more than 4826@6es of our common stock solely as necessadiriector elections in respect of outstanding s
units. During 2013, following the amendment of Bieector Plan, directors made irrevocable electimngeceive an aggregate of 478,2%é@res of ol
common stock upon the respective settlement of thefistanding stock units, and we repurchased tirapen market transactions such st
pursuant to the authorization at an aggregate fice?.9 million. We do not anticipate any additional repurchagesuo common stock pursuant
this board of directors authorization. The direatactions changed only the method of settlemethebutstanding stock units and did not changt
of the other terms of these awards or impact theeve the directors. As a result of the direct@igctions, the relevant outstanding stock unitse
effectively converted to stock-settled awards, whace accounted for as equity awards, instead sii-settled liability awards, thereby reducing
degree of variability in the expense associatetl siich stock units in future quarters.

As of November 30, 2014, we were authorized to refpase 4,000,000 shares of our common stock undéara-alone boardpproved sha
repurchase prograriVe did not repurchase any of our common stock uttderprogram in 2014, 2013 or 2012. We have nptrehased any sha
pursuant to this common stock repurchase plarh®ptst several years and any resumption of sock stpurchases under this program or any
program will be at the discretion of our board wédtors.

Our board of directors declared four quarterly cdisfidends of $.025@er share of common stock in 2014 and 2013. DR, our board
directors declared a cash dividend of $.0625 pareshf common stock in the first quarter and qubrdividends of $.025@er share of common stc
in each of the second, third and fourth quartehsdi&idends declared during 2014, 2013 and 2012evedso paid during those years.

Treasury StockWe acquired $.5 million , $8.5 million and $1.8 loih of our common stock in 2014, 2013 and 2012, respgt All of the
common stock acquired in 2014 and 2012 and a podigdhe common stock acquired in 2013 consistegrefiously issued shares delivered to u
employees to satisfy their withholding tax obligais on the vesting of restricted stock awards doidéitures of previous restricted stock awardse
common stock acquired in 2013 was primarily relatedirector elections in respect of outstandirgektunits under the Director Plan, as desci
above. Treasury stock is recorded at cost. Diffegsrbetween the cost of treasury stock and theuaige proceeds are recorded to jpaidapital
These transactions are not considered repurchasles the 4,000,000 share repurchase program dedatiove.
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Note 18. Accumulated Other Comprehensive Los
The following table presents the changes in tharzads of each component of accumulated other cdrapsée loss (in thousands):

Total Accumulated
Other Comprehensive

Postretirement Benefit Plan Adjustments Loss
Balance at November 30, 2012 $ (27,95¢)
Other comprehensive income before reclassifications 7,08:
Amounts reclassified from accumulated other comgnsive loss 3,35¢
Other comprehensive income, net of tax 10,44:
Balance at November 30, 2013 (17,51¢
Other comprehensive loss before reclassifications (3,807
Amounts reclassified from accumulated other comgmnelve loss 1,91
Income tax expense related to items of other congmgve income (1,609
Other comprehensive loss, net of tax (3,497)
Balance at November 30, 2014 $ (21,009

The amounts presented in the table above for 2@18ad include an income tax benefit or expensemgssach impacts were fully offset
deferred tax asset valuation allowances recordéubise years.

The amounts reclassified from accumulated othempeehensive loss consisted of the following (in themds):

Years Ended November 30,

Details About Accumulated Other Comprehensive Los€omponents 2014 2013 2012
Postretirement benefit plan adjustments
Amortization of net actuarial loss $ 357 % 1,80: $ 1,40z
Amortization of prior service cost 1,55¢ 1,55¢ 1,55¢
Total reclassifications (a) $ 191: § 335¢ § 2,95¢

(a) The accumulated other comprehensive loss comporaeatimcluded in the computation of net periodiodfié costs as further discussed in M
20. Postretirement Benefits.

The estimated net actuarial loss and prior semtst expected to be amortized from accumulated attraprehensive loss into net periodic bel
cost during 2015 are $.8 million and $1.6 milliaespectively.

Note 19. Employee Benefit and Stock Plar

Most of our employees are eligible to participatethie KB Home 401(k) Savings Plan (the “401(k) Plamnder which we partially mat
employee contributions. The aggregate cost of @iglg Plan to us was $3.8 million in 2014 , $3.3lion in 2013 and $2.6 million in 2012The asse
of the 401(k) Plan are held by a thjpdsty trustee. The 401(k) Plan participants magdlithe investment of their funds among one or nodrene
several fund options offered by the 401(k) Plarfeéive May 9, 2013, our common stock became onghefinvestment choices available
participants. Prior to May 9, 2013, a fund composgdnits that generally reflected the market vasi@ur common stock was one of the investr
choices available to participants. As of Novemb@&rA014 , 2013 and 2012 , approximately 6% , 7% &d, respectively, of the 401(k) Plame
assets were invested in our common stock or irficmeer unitized fund, as applicable.

Approval of the KB Home 2014 PlaAt our Annual Meeting of Stockholders held on A@il 2014, our stockholders approved the 2014
authorizing, among other things, the issuance fanty of stock-based awards to our employees,engployee directors and consultants of u
4,800,000 shares of our common stock, plus anyeshtheat were available for grant as of April 3, 2@thder our 2010 Equity Incentive Plan (tl2®1(
Plan”), and any shares subject to tlwertstanding awards under the 2010 Plan that subségexpire or are canceled, forfeited, tendenedithhelc
to satisfy tax withholding obligations with respect
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to full value awards, or settled for cash, subjecthe terms of the 2014 Plan. No new awards magnade under the 2010 Plan. As a result, :
April 3, 2014, the 2014 Plan became our only acégeity compensation plan. Under the 2014 Plamtgraf stock options and other similar awi
reduce the 2014 Plan’s share capacity on a 1 -toesis, and grants of restricted stock and otheilai “full value” awards reduce the 2014 Plan’
share capacity on a 1.78 -for-1 basis. In additsumject to the 2014 Plan’s terms and conditiorstpekbased award may also be granted unde
2014 Plan to replace an outstanding award gramddruanother plan of ours (subject to the termsuch other plan) with terms substantially iden
to those of the award being replaced.

The 2014 Plan provides that stock options and SRy be awarded for periods of up to 10 yeafke 2014 Plan also enables us to grant
bonuses and other stoblesed awards. As of November 30, 2014, 2013 and, 20 ddition to awards outstanding under the 20, we had awar
outstanding under the 2010 Plan and our AmendedRasthted 1999 Incentive Plan, both of which predifbr generally the same types of awarc
the 2014 Plan. We also had awards outstanding unddPerformanc®ased Incentive Plan for Senior Management, whicliged for generally tt
same types of awards as the 2014 Plan, but std@nogpwards granted under this plan had terms dbub years .

Stock OptionsStock option transactions are summarized as follows

Years Ended November 30,

2014 2013 2012
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
Options outstanding at beginnin
of year 10,531,93 % 21.11 10,105,54 $ 21.2% 10,160,39 $ 21.2i
Granted 1,273,64 14.62 550,00( 16.6: 30,00( 9.0¢
Exercised (36,66%) 7.92 (118,209 13.4¢ (7,492 13.9:
Cancelled (33,87%) 20.2¢ (5,400) 24.2¢ (77,356 17.9¢
Options outstanding at end of
year 11,735,04 $ 20.4¢ 10,531,93 $ 21.11 10,105,54 $ 21.27i
Options exercisable at end of year 10,103,73 $ 21.32 9,414,93! % 22.2¢ 8,533,22. $ 23.7¢
Options available for grant at er
3,514,07 746,04: 1,721,84

of year

The total intrinsic value of stock options exerdisgas $.3 million for the year ended November 3014, $1.2 millionfor the year ende
November 30, 2013 and less than $.1 million foryker ended November 30, 2012. The aggregate sitriralue of stock options outstanding
$35.8 million , $32.3 million and $18.2 million Atovember 30, 2014 , 2013 and 201espectively. The intrinsic value of stock opSagxercisabl
was $31.7 million at November 30, 2014 , $25.5iomllat November 30, 2013 , and $7.8 millanNovember 30, 2012. The intrinsic value of ak
option is the amount by which the market valuehef ainderlying stock exceeds the price of the option

Stock options outstanding and stock options exabbésat November 30, 2014 are summarized as follows

Options Outstanding Options Exercisable

Weighted Weighted

Weighted Average Weighted Average
Average Remaining Average Remaining
Exercise Contractual Exercise Contractual

Range of Exercise Price Options Price Life Options Price Life

$ 6.32 to $11.05 1,651,500 $ 6.3¢ 6.8 1,646,500 $ 6.3¢

$11.06 to $14.95 3,150,62. 13.0¢ 6.7 1,876,97! 11.9¢

$14.96 to $19.90 2,684,13 17.2¢ 5.3 2,331,47 17.4C

$19.91 to $33.92 2,120,74 27.01 3.1 2,120,741 27.01

$33.93 to $69.63 2,128,041 39.8( 34 2,128,041 39.8(

$ 6.32 to $69.63 11,735,04 $ 20.4¢ 5.1 10,103,73 $ 21.3: 4.4
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The weighted average grant date fair value of stgations granted in 2014 , 2013 and 2012 was $588/96 and $4.18respectively. The fe
value of each stock option grant is estimated erdéite of grant using the Black-Scholes optionipgienodel with the following assumptions:

Years Ended November 30,

2014 2013 2012
Risk-free interest rate 1.€% 1.3% 1%
Expected volatility factor 41.(% 52.2% 65.6%
Expected dividend yield 1% .6% 1.€%
Expected term 5 year 5 year: 5 year

The riskfree interest rate assumption is determined basedbserved interest rates appropriate for the déggeterm of our stock options. T
expected volatility factor is based on a combimatid the historical volatility of our common stoekd the implied volatility of publicly traded optig
on our stock. The expected dividend yield assumpiobased on our history of dividend payouts. €kpected term of employee stock optior
estimated using historical data.

Our stock-based compensation expense relateddhk sption grants was $3.0 million in 2014 , $2.3liom in 2013 and $5.0 million in 2012As
of November 30, 2014 , there was $6.2 million d&tainrecognized stockased compensation expense related to unvestddggttion awards. Th
expense is expected to be recognized over a weigivierage period of 1.8 years.

We record proceeds from the exercise of stock optas additions to common stock and paid-in capita tax shortfalls of $1.2 million in 2014
$.7 million in 2013 and $.3 million in 2012 resalyi from the cancellation of stock awards were ot in paidin capital. In 2014, 2013 and 2012
accordance with the cash flow classification regmients of ASC 718, the consolidated statement sh dlws reflected nexcess tax bene
associated with the exercise of stock options.

Other Stock-Based AwardBrom time to time, we grant restricted stock toimas employees as a compensation benefit. Duriagdhbtrictiol
periods, these employees are entitled to vote amddeive cash dividends on such shares. Theatistis imposed with respect to the shares gri
generally lapse over periods of three years ifadertonditions are met.

Restricted stock transactions are summarized byl

Years Ended November 30,

2014 2013 2012
Weighted Weighted Weighted
Average Average Average
per Share per Share per Share
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
Outstanding at beginnir
of year 219,62¢ $ 16.2: 229,72: $ 15.81 338,91 $ 15.0¢
Granted 219,83! 15.3¢ 88,00( 17.5C 207,61 16.2:
Vested (73,909 16.52 (91,319 15.1¢ (176,13 14.2¢
Cancelled (10,26) 18.5¢ (6,789 17.2¢ (140,67() 15.4¢
Outstanding at end of
year 355,29 $ 15.81 219,62¢ $ 16.2¢ 229,72« % 15.81

As of November 30, 2014, we had $4.2 milliohtotal unrecognized compensation cost relatestricted stock awards that will be recogn
over a weighted average period of approximatelgehyears.

On October 9, 2014, we granted PSUs to certain @yepk. Each PSU grant corresponds to a target ambwur common stock (theAtward
Shares”). Each PSU entitles the recipient to rexaiwgrant of between 0% and 200% of the recimeAtvard Shares, and will vest based on
achieving, over a thregear period commencing on December 1, 2014 anchgrati November 30, 2017, specified levels of (ayistdd cumulativ
earnings per share (b) average adjusted returnvastied capital and (c) revenue growth performaeledive to a peer group of higireduction publi
homebuilding companies, subject to the recipentontinued employment with us through and inclgdihe date on which the managen
development and compensation committee of our bofadirectors determines performance for each efrtteasures. The grant date fair value of
such PSU was $14.62 .

On October 10, 2013, we granted PSUs to certair@mes. Each PSU grant corresponds to a targetmnod\ward Shares. Each PSU enti
the recipient to receive a grant of between 0%200% of the recipient’s Award Shares, and will vessed on our achieving, over a thrgear perio
commencing on December 1, 2013 and ending on NogeBt) 2016, specified
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levels of (a) average return on equity performeamoe (b) revenue growth performance relative toex geoup of highproduction public homebuildir
companies, subject to the recipientontinued employment with us through and inclgdihe date on which the management developmer
compensation committee of our board of directotemeines performance for each of the measures.giémet date fair value of each such PSU
$16.63 .

On November 8, 2012, we granted PSUs to certaiames. Each PSU grant corresponds to a targetranobédward Shares. Each PSU enti
the recipient to receive a grant of between 0%200%o of the recipient’s Award Shares, and will essed on our achieving, over a thrgear perio
commencing on December 1, 2012 and ending on Noge®®, 2015, specified levels of (a) average retamrequity performance and (b) reve
growth performance relative to a peer group of {pgbduction public homebuilding companies, subjecthe recipiens continued employment w
us through and including the date on which the gameent development and compensation committee ofboard of directors determir
performance for each of the measures. The graatfdatvalue of each such PSU was $16.23 .

PSU transactions are summarized as follows:

Years Ended November 30,

2014 2013 2012
Weighted Weighted Weighted
Average Average Average
per Share per Share per Share
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
Outstanding at beginnir
of year 385,04¢ $ 16.3¢ 227,04¢ % 16.2: —  $ =
Granted 243,16( 14.62 158,00( 16.6: 227,04¢ 16.2:
Vested = = = = = =
Cancelled — — — — — —
Outstanding at end of
year 628,20¢ $ 15.7( 385,04¢ $ 16.3¢ 227,04¢ % 16.2¢

The number of shares of our common stock actualintgd to a recipient, if any, when a PSU vestsdeipend on the degree of achieveme
the applicable performance measures during theicatybe threeyear period. The PSUs have no dividend or votilgits during the performan
period. Compensation cost for PSUs is initiallyirmated based on target performance achievementadjusted as appropriate throughout
performance period. Accordingly, future compensatiosts associated with outstanding PSUs may iserea decrease based on the probabili
achievement with respect to the applicable perfaceameasures. At November 30, 2014, we had $1dl@meof total unrecognized compensal
cost related to unvested PSUs, which is expectée r@cognized over a weighted-average period mfoagmately three years.

In 2008, we granted SARs to various employees. dheshsettled awards have been accounted for as liggiliti our consolidated financ
statements. Each SAR represents a right to reeetash payment equal to the positive differencanyf, between the grant price and the market"
of a share of our common stock on the date of ése@r@he SARs vested in equal annual installmews three years At November 30, 2014, 20
and 2012, we had 29,939 SARs outstanding, whiclfullievested and will expire in July 2017 .

We recognized total compensation expense of $6llbmin 2014 , $3.4 million in 2013 and $1.7 milfi in 2012related to restricted stock, P<
and SARs.

Grantor Stock Ownership TrusDn August 27, 1999, we established a grantor stwkership trust (the “Trust”)nto which certain shar
repurchased in 2000 and 1999 were transferred.TFast, administered by a thighrty trustee, holds and distributes the sharesoofmon stoc
acquired to support certain employee compensatioheznployee benefit obligations under our exisstark option plan, the 401(k) Plan and o
employee benefit plans. The existence of the Trastno impact on the amount of benefits or compgemsthat is paid under these plans.

For financial reporting purposes, the Trust is olidated with us, and therefore any dividend tratisas between us and the Trust are elimin
Acquired shares held by the Trust remain valugti@imarket price on the date of purchase and anershs a reduction to stockholdeesjuity in the
consolidated balance sheets. The difference bettineetirust share value and the market value oddkbe shares are released from the Trust is inc
in paidin capital. Common stock held in the Trust is nohgidered outstanding in the computations of egmifloss) per share. The Trust t
10,335,461 and 10,501,844 shares of common stoddoeember 30, 2014 and 2013espectively. The trustee votes shares held byTtust ir
accordance with voting directions from eligible dayees, as specified in a trust agreement withristee.
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Note 20. Postretirement Benefit:

We have a supplemental ngnalified, unfunded retirement plan, the KB HomdiRRenent Plan, effective as of July 11, 2002, parguo whicl
we have offered to pay supplemental pension bengfitertain designated individuals (consistingwfent and former employees) in connection
their retirement. The plan was closed to new paditts in 2004. In connection with the plan, weédaurchased cost recovery life insurance cont
on the lives of the designated individuals. Theuraace contracts associated with the plan are byeld trust, established as part of the pls
implement and carry out the provisions of the pad to finance the benefits offered under the plde trust is the owner and beneficiary of ¢
insurance contracts. The amount of the insurangerage under the contracts is designed to prouffecient funds to cover all costs of the pla
assumptions made as to employment term, mortakperence, policy earnings and other factors aedized. The cash surrender value of tl
insurance contracts was $48.1 million at Novemifer2B14 and $47.4 million at November 30, 2038e recognized an investment gain on the
surrender value of these life insurance contracl@ million in 2014, $3.1 million in 2013 and.®4million in 2012. In 2014, 2013 and 2012, we |
$1.2 million , $1.1 million and $.5 million , resggevely, in benefits under the plan to eligiblerfeer employees.

We also have an unfunded death benefit plan, theHéBie Death Benefit Only Plan, implemented on Nowerrl, 2001, for certain designa
individuals (consisting of current and former enygles). The plan was closed to new participantsOi@62 In connection with the plan, we h
purchased cost recovery life insurance contracthetives of the designated individuals. The iase contracts associated with the plan are heb
trust, established as part of the plan to implenaeudt carry out the provisions of the plan and narfice the benefits offered under the plan. The is
the owner and beneficiary of such insurance cotgrdthe amount of the insurance coverage undecdhtacts is designed to provide sufficient fu
to cover all costs of the plan if assumptions masiéo employment term, mortality experience, poéeynings and other factors are realized. The
surrender value of these insurance contracts wasl $tillion at November 30, 2014 and $16.2 millahNovember 30, 2013We recognized ¢
investment gain on the cash surrender value okthfesinsurance contracts of $.7 million in 20$4,4 million in 2013 and $1.1 milliom 2012. W1
have not paid out any benefits under the plan.

The net periodic benefit cost of our postretiremgenefit plans for the year ended November 30, 2044 $5.6 million, which included servic
cost of $1.1 million , interest cost of $2.5 mitlig amortization of net actuarial loss of $.4 roifliand amortization of prior service cost of $1i6iom .
The net periodic benefit cost of these plans fer year ended November 30, 2013 was $6.9 milliomichvincluded service cost of $1.5 millign
interest cost of $2.0 million , amortization of retuarial loss of $1.8 million , and amortizatifiprior service cost of $1.6 millionFor the year end:
November 30, 201, the net periodic benefit cost of these plans $&$6 million , which included service cost of $Irfillion , interest cost 0$2.2
million , amortization of net actuarial loss of $Imillion , and amortization of prior service cadt$1.6 million. The liabilities related to these pl:
were $62.6 million at November 30, 2014 and $56iian at November 30, 2013and are included in accrued expenses and otialities in the
consolidated balance sheets. For the years endednber 30, 2014 and 2013 , the discount rates we & the plans were 3.5% and 4.4%
respectively.

Benefit payments under our postretirement benédihgp are expected to be paid during each year eNdedmber 30 as follows: 2015 —1.§
million ; 2016 — $1.8 million ; 2017 — $2.0 million2018 — $2.8 million ; 2019 — $3.3 million ; afwt the five years ended November 30, 2624
$19.0 million in the aggregate.
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Note 21. Supplemental Disclosure to Consolidated Statement$ Cash Flow:
The following are supplemental disclosures to thesolidated statements of cash flows (in thousands)

Years Ended November 30,

2014 2013 2012
Summary of cash and cash equivalents at the etitgfear:
Homebuilding $ 356,36t $ 530,09" $ 524,76
Financial services 2,402 2,42¢ 92:
Total $ 358,76¢ $ 532,520 $ 525,68t
Supplemental disclosure of cash flow information:
Interest paid, net of amounts capitalized $ 13,037 $ 64,52( $ 65,54
Income taxes paid 1,61¢ 80C 82¢€
Income taxes refunded 1,72¢ 61 22,34
Supplemental disclosure of noncash activities:
Reclassification of warranty recoveries to receigab $ 18,11 $ — 3 —
Increase (decrease) in consolidated inventorieswoed (5,755 4,79¢ (19,809
Increase in inventories due to distributions ofilamd land development from an
unconsolidated joint venture 90,11¢ — —
Inventories and inventory-related obligations a&ged with TIFE assessments tied
distribution of land from an unconsolidated joieture 33,197 — —
Inventories acquired through seller financing 61,55: 27,60( 53,62¢
Conversion of liability awards to equity awards 6,45¢ 8,34¢ —

Note 22. Supplemental Guarantor Information

Our obligations to pay principal, premium, if arand interest under our senior notes and the 1.3Z6%vertible Senior Notes due 2019
borrowings, if any, under the Credit Facility aneaganteed on a joint and several basis by the Gtar&ubsidiaries. The guarantees are full
unconditional and the Guarantor Subsidiaries a@®d6wned by us. Pursuant to the terms of the indergawerning our senior notes and the 1.3
Convertible Senior Notes due 2019, and the termbefredit Facility, a Guarantor Subsidiary widl automatically and unconditionally released
discharged from its guaranty of our senior notes, 1.375% Convertible Senior Notes due 2019 ancCtldit Facility if such Guarantor Subsidi
ceases to be a “significant subsidiary” as defimgdRule 1-02 of Regulation S-X using a $&ther than a 10% threshold, provided that thetasgeu
non-guarantor subsidiaries do not in the aggregrateed 10%f an adjusted measure of our consolidated totdtasso long as all guarantees by
Guarantor Subsidiary of any other of our or ourssdiiries’indebtedness are terminated at or prior to the tifreich release. We have determined
separate, full financial statements of the Guara8tdsidiaries would not be material to investard, aaccordingly, supplemental financial informa
for the Guarantor Subsidiaries is presented.

The supplemental financial information for all pets presented below reflects the relevant subgdidhat were Guarantor Subsidiaries &
November 30, 201«
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Condensed Consolidating Statement of Operations
(in thousands)

Year Ended November 30, 2014

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
Revenues $ — % 2,148,004 $ 252,90: $ — 3 2,400,94
Homebuilding:
Revenues $ — % 2,148,041 $ 241,59! $ — 3 2,389,64.
Construction and land costs — (1,776,83) (208,81 — (1,985,65)
Selling, general and administrative expenses (68,717 (188,69() (30,616 — (288,02)
Operating income (loss) (68,717 182,51¢ 2,167 — 115,96¢
Interest income 432 9 2 — 442
Interest expense (165,48 (6,05¢€) — 140,79: (30,75()
Intercompany interest 287,01 (135,979 (10,249 (140,79) —
Equity in income (loss) of unconsolidated joint
ventures — (2,55)) 3,292 — 741
Homebuilding pretax income (loss) 53,247 37,94 (4,787) — 86,40
Financial services pretax income — — 8,54¢ — 8,54¢
Total pretax income 53,247 37,94 3,75¢ — 94,94¢
Income tax benefit 215,69: 551,20: 56,50¢ — 823,40(
Equity in net income of subsidiaries 649,41 — — (649,41) —
Net income $ 918,34¢ $ 589,14t $ 60,26 $ (649,41) $ 918,34¢
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Condensed Consolidating Statement of Operations
(in thousands)

Year Ended November 30, 2013

KB Home Guarantor

Non-Guarantor

Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total
Revenues $ — % 1,872,641 $ 224,48. $ —  $ 2,097,13
Homebuilding:
Revenues $ — % 1,872,641 $ 212,33( $ — 3 2,084,97
Construction and land costs — (1,549,42) (187,66() — (1,737,08))
Selling, general and administrative expenses (60,54%) (161,41Y (33,849 — (255,801)
Operating income (loss) (60,54%) 161,80 (9,17¢%) — 92,08¢
Interest income 76¢ 18 6 — 792
Interest expense (143,90:) (5,199 — 86,41: (62,690
Intercompany interest 203,09¢ (108,25)) (8,437) (86,41)) —
Equity in income (loss) of unconsolidated joint
ventures — (2,50€) 49¢ — (2,007%)
Homebuilding pretax income (loss) (58%) 45,86¢ (17,10¢) — 28,17¢
Financial services pretax income — — 10,18¢ — 10,18«
Total pretax income (loss) (58%) 45,86¢ (6,927) — 38,36!
Income tax benefit (expense) 10C 1,80( (300 — 1,60(
Equity in net income of subsidiaries 40,44¢ — — (40,44¢) —
Net income (loss) $ 39,96: $ 47,66¢ $ (7,222) % (40,446 $ 39,96
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Condensed Consolidating Statement of Operations
(in thousands)

Year Ended November 30,

2012

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
Revenues $ — % 1,378,74' $ 181,36t $ —  $ 1,560,11!
Homebuilding:
Revenues $ — % 1,378,74 $ 169,68: $ — 3 1,548,43;
Construction and land costs — (1,192,87) (139,169 — (1,332,04)
Selling, general and administrative expenses (60,107 (145,29) (31,25) — (236,642)
Operating income (loss) (60,107 40,58 (73¢€) — (20,25¢)
Interest income 48C 14 24 — 51¢
Interest expense (127,29) (5,369 Q) 62,85: (69,809
Intercompany interest 176,97 (97,309 (16,82 (62,857) —
Equity in income (loss) of unconsolidated joint
ventures — (985) 591 — (399
Homebuilding pretax loss (9,935 (63,05%) (16,949 — (89,93¢)
Financial services pretax income — — 10,88: — 10,88:
Total pretax loss (9,935 (63,05%) (6,060) — (79,059
Income tax benefit 7,90( 10,80( 1,40C — 20,10(
Equity in net loss of subsidiaries (56,919 — — 56,91¢ —
Net loss $ (58,959) $ (52,25¢) $ (4,660 $ 56,91¢ $ (58,959
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Condensed Consolidating Statements of Comprehensilrgcome (Loss)

(in thousands)

Net income

Other comprehensive loss:
Postretirement benefit plan adjustments

Other comprehensive loss before tax

Income tax expense related to items of other

comprehensive income
Other comprehensive loss, net of tax

Comprehensive income

Net income (loss)

Other comprehensive income:
Postretirement benefit plan adjustments

Other comprehensive income, net of tax

Comprehensive income (loss)

Net loss

Other comprehensive loss:
Postretirement benefit plan adjustments

Other comprehensive loss, net of tax

Comprehensive loss

Year Ended November 30, 2014

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total
918,34¢ $ 589,14t $ 60,26 $ (649,41 918,34¢
(1,88¢) o o o (1,88¢)
(1,88¢) — — — (1,88¢)
(1,609 o o o (1,609
(3,497) — — — (3,497)
91485 % 589,14t $ 60,26 $ (649,41 914,85

Year Ended November 30, 2013

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total
39,96: $ 47,66¢ $ (7,222 $ (40,446 39,96
10,44. — — — 10,44:
10,44. — — — 10,44:
50,40¢ $ 47,66¢ $ (7,229 $ (40,446 50,40¢

Year Ended November 30, 2012

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total
(58,95) $ (52,25¢0 $ (4,660 $ 56,91¢ (58,957
(1,806) — — — (1,806)
(1,806) — — — (1,806)
(60,759 $ (52,25¢0 $ (4,660 $ 56,91¢ (60,759
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Condensed Consolidating Balance Sheet
(in thousands)

November 30, 2014

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
Assets
Homebuilding:
Cash and cash equivalents $ 303,28( 38,12« 1496: $ — 356,36¢
Restricted cash 27,23¢ — — — 27,23¢
Receivables 15 123,02: 2,44¢ — 125,48t
Inventories — 2,980,05 238,33: — 3,218,38
Investments in unconsolidated joint ventures — 79,44: — — 79,44:
Deferred tax assets, net 215,92 552,65: 56,65¢ — 825,23.
Other assets 99,09¢ 13,92: 1,89« — 114,91!
645,55: 3,787,221 314,29:. — 4,747,06-
Financial services — — 10,48¢ — 10,48¢
Intercompany receivables 3,582,61. — 112,91¢ (3,695,53) —
Investments in subsidiaries 39,35¢ — — (39,35¢) —
Total assets $ 4,267,52 3,787,22 437,69 % (3,734,88) 4,757 55!
Liabilities and stockholders’ equity
Homebuilding:
Accounts payable, accrued expenses and other
liabilities $ 138,29¢ 331,36: 112,93¢ $ = 582,59¢
Notes payable 2,513,16! 63,36( — — 2,576,52!
2,651,46: 394,72: 112,93¢ — 3,159,12:
Financial services — — 2,51 — 2,517
Intercompany payables 20,147 3,392,49 282,88! (3,695,53) —
Stockholders’ equity 1,595,911 — 39,35¢ (39,35¢) 1,595,911
Total liabilities and stockholders’ equity $  4,267,52 3,787,22 43769 § (3,734,.88) 4,757,55|
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Condensed Consolidating Balance Sheet
(in thousands)

November 30, 2013

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
Assets
Homebuilding:
Cash and cash equivalents $ 476,84 $ 39,95. $ 13,29¢ $ — 530,09!
Restricted cash 41,90¢ — — — 41,90¢
Receivables 1,472 73,66¢ 60¢ — 75,74¢
Inventories — 2,084,17 214,40( — 2,298,57
Investments in unconsolidated joint ventures — 123,62: 6,56¢ — 130,19:
Other assets 97,64 8,39: 1,03¢ — 107,07¢
617,87: 2,329,81. 235,91( — 3,183,59!
Financial services — — 10,04( — 10,04(
Intercompany receivables 2,129,72 — 117,82¢ (2,247,55) —
Investments in subsidiaries 39,95t — — (39,959 —
Total assets $ 2,787,551 $ 2,329,81. % 363,77¢ $ (2,287,51) 3,193,63!
Liabilities and stockholders’ equity
Homebuilding:
Accounts payable, accrued expenses and other
liabilities $ 117,870  $ 268,43. % 118,15 $ — 504,45t
Notes payable 2,111,777 38,72¢ — = 2,150,49
2,229,64 307,15t 118,15: — 2,654,951
Financial services — — 2,59: — 2,59:
Intercompany payables 21,82: 2,022,65 203,07¢ (2,247,55) —
Stockholders’ equity 536,08t — 39,95t (39,959 536,08t
Total liabilities and stockholders’ equity $ 278755 § 232981 § 363,77¢ $  (2,287,51) 3,193,63!
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Condensed Consolidating Statement of Cash Flows
(in thousands)

Year Ended November 30,

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
Net cash provided by (used in) operating activitie<$ 82,62¢ $ (680,64) $ (32,67) — % (630,69)
Cash flows from investing activities:
Contributions to unconsolidated joint ventures — (48,849 (24¢) — (49,097
Proceeds from sale of investment in unconsolidated
joint venture — — 10,11( — 10,11¢(
Purchases of property and equipment, net (20¢) (4,967) (62€) — (5,795
Intercompany (794,629 — — 794,62: —
Net cash provided by (used in) investing activities (794,83) (53,810 9,23¢ 794,62: (44,782)
Cash flows from financing activities:
Change in restricted cash 14,67: — — — 14,67:
Proceeds from issuance of debt 400,00( — — — 400,00(
Payment of debt issuance costs (5,44%) — — — (5,44%)
Payments on mortgages and land contracts due to
land sellers and other loans — (36,919 — — (36,919
Proceeds from issuance of common stock, net 137,04! — — — 137,04!
Issuance of common stock under employee stock
plans 1,89¢ — — — 1,89¢
Payments of cash dividends (8,987) — — — (8,987)
Stock repurchases (54¢€) — — — (54¢)
Intercompany — 769,54¢ 25,07" (794,62) —
Net cash provided by financing activities 538,63t 732,63: 25,07¢ (794,629 501,71t
Net increase (decrease) in cash and cash equisal (173,56 (1,82¢) 1,64( — (173,75
Cash and cash equivalents at beginning of year 476,84 39,95: 15,72« — 532,52
Cash and cash equivalents at end of year $ 303,28(  $ 38,12 $ 17,36¢ — 3 358,76
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Condensed Consolidating Statement of Cash Flows
(in thousands)

Year Ended November 30,

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total

Net cash provided by (used in) operating activitie<$ 4798 % (483,36) $ 35,08: —  $ (443,48()
Cash flows from investing activities:

Contributions to unconsolidated joint ventures — (9,33¢) (5,029 — (14,359

Purchases of property and equipment, net (519 (1,289 (589) — (2,397

Intercompany (517,807 — — 517,80: —
Net cash used in investing activities (518,32) (20,62%) (5,606) 517,80 (16,75()
Cash flows from financing activities:

Change in restricted cash 45€ — — — 45¢€

Proceeds from issuance of debt 680,00( — — — 680,00(

Payment of debt issuance costs (16,524 — — — (16,524

Repayment of senior notes (225,39 — — — (225,39))

Payments on mortgages and land contracts due to

land sellers and other loans — (66,29¢) — — (66,29¢)
Proceeds from issuance of common stock, net 109,50: — — — 109,50
Issuance of common stock under employee stock
plans 2,181 — — — 2,181

Payments of cash dividends (8,36¢€) — — — (8,36¢€)

Stock repurchases (8,48%) — — — (8,48¢)

Intercompany — 550,70 (32,90 (517,807 —
Net cash provided by (used in) financing activities 533,36 484,40t (32,90) (517,807 467,07:
Net increase (decrease) in cash and cash equisal 19,84( (9,580) (3,425 — 6,83¢
Cash and cash equivalents at beginning of year 457,00° 49,53: 19,14¢ — 525,68t
Cash and cash equivalents at end of year $ 476,84 39,95 $ 15,72« — 8 532,52
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Condensed Consolidating Statement of Cash Flows
(in thousands)

Year Ended November 30, 2012

KB Home Guarantor Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
Net cash provided by (used in) operating activitie<$ 16,43: $ 21,23: $ (3,049 $ — 34,61:
Cash flows from investing activities:
Return of investments in (contributions to)
unconsolidated joint ventures — 1,381 (392 — 98¢
Purchases of property and equipment, net 175 (1,499 (80 — (1,749
Intercompany (269) — — 263 —
Net cash used in investing activities (43¢) (119 472) 263 (760)
Cash flows from financing activities:
Change in restricted cash 22,11¢ — — — 22,11¢
Proceeds from issuance of debt 694,83: — — — 694,83:
Payment of debt issuance costs (12,44%) — — — (12,445
Repayment of senior notes (592,64% — — — (592,64"
Payments on mortgages and land contracts due to
land sellers and other loans — (26,299 — — (26,299
Issuance of common stock under employee sto
plans 59¢ — — — 59:
Payments of cash dividends (20,599 — — — (10,599
Stock repurchases (1,799 — — — (2,799
Intercompany — 8,92¢ (8,66¢€) (26%) —
Net cash provided by (used in) financing activities 100,05! (17,369 (8,66¢€) (263) 73,75
Net increase (decrease) in cash and cash equisalent 116,05( 3,751 (12,18 — 107,61
Cash and cash equivalents at beginning of year 340,95 45,78: 31,33¢ — 418,07-
Cash and cash equivalents at end of year $ 457,000 $ 49,53. $ 19,14¢ — 3 525,68t
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Note 23. Quarterly Results (unaudited,

The following tables present our consolidated qrdyrtresults for the years ended November 30, 201d1 2013(in thousands, except per s
amounts):

First Quarter Second Quarter Third Quarter Fourth Quarter
2014
Revenues $ 450,68 $ 565,000 $ 589,21 $ 796,04:
Gross profits 80,56: 107,59! 108,93: 114,76!
Pretax income 10,76: 26,92¢ 28,66 28,60:
Net income 10,561 26,62¢ 28,36: 852,80:
Earnings per share:
Basic $ A2 8 3C % 31 $ 9.2t
Diluted $ 12 $ 27 $ 28 % 8.3¢
2013
Revenues $ 405,21¢ $ 524,40t $ 548,97 $ 618,53:
Gross profits 61,11¢ 80,77: 101,82¢ 113,28:
Pretax income (loss) (12,35%) (4,177 26,57¢ 28,31¢
Net income (loss) (12,45%) (2,977 27,27¢ 28,11¢
Earnings (loss) per share:
Basic $ ((1e) $ (.04 $ 32 % .33
Diluted $ ((1e) $ (.04 $ 3C $ .31

Gross profits in the first, second and third quartef 2014 included land option contract abandornirokarges of $.4 million , $.4 million argi.C
million , respectively. Gross profits in the thieshd fourth quarters of 2014 also included inventonpairment charges of $3.4 million a$34.z
million , respectively.

Gross profits in the first, second, third and faugtiarters of 2013 included charges of $1.6 milli&d5.9 million , $5.9 million , and $8.5 millign
respectively, associated with water intrusretated repairs at certain of our communities intia@ and southwest Florida. Gross profits in teosic
quarter of 2013 also included land option contedizindonment charges of $.3 million . In additiamsg profits irthe fourth quarter of 2013 includ
land option contract abandonment charges of $2lfbmand inventory impairment charges of $.4 roitli.

Pretax income in the first quarter of 2014 include$B.2 million gain on the sale of our interesaimunconsolidated joint venture.

Pretax income in the fourth quarter of 2013 inchidiee reversal of a previously established accofieé$8.2 million due to a favorable coi
decision.

Net income in the fourth quarter of 2014 includiee impact of an $825.2 million deferred tax assdtiation allowance reversal.

Quarterly and year-tdate computations of per share amounts are ma@épéndently. Therefore, the sum of per share amdanthe quartel
may not agree with per share amounts for the year.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders of KB Home:

We have audited the accompanying consolidated balaheets of KB Home as of November 30, 2014 ari®,28nd the related consolida
statements of operations, comprehensive incomes)(lagockholders’equity, and cash flows for each of the three yeaarshe period ende
November 30, 2014. These financial statementshaeadsponsibility of the Compa's management. Our responsibility is to expresspanian or
these financial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBo(United States). Those stand:
require that we plan and perform the audit to ebtaasonable assurance about whether the finsstaei@ments are free of material misstatemen
audit includes examining, on a test basis, evideogporting the amounts and disclosures in thenfilsh statements. An audit also includes asse
the accounting principles used and significantnesties made by management, as well as evaluatingvérall financial statement presentation.
believe that our audits provide a reasonable liasisur opinion.

In our opinion, the financial statements referre@ove present fairly, in all material respedis, ¢onsolidated financial position of KB Hom
November 30, 2014 and 2013, and the consolidatedltseof its operations and its cash flows for eaththe three years in the period en
November 30, 2014, in conformity with U.S. gengraltcepted accounting principle

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bog@dnited States), KB Homg'interna
control over financial reporting as of November 20,14, based on criteria established in Internatt@b— Integrated Framework issued by
Committee of Sponsoring Organizations of the TremdWommission (2013 Framework) and our report dataduary 21, 201®xpressed ¢

unqualified opinion thereon.
éw»off MLL?

Los Angeles, California
January 21, 2015
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE

None.

Item 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We have established disclosure controls and proesda ensure that information we are requiredgolalse in the reports we file or submit ur
the Securities Exchange Act of 1934, as amendes “@xchange Act”),is recorded, processed, summarized and reportddnwitie time perioc
specified in the SEG’rules and forms, and accumulated and communitatetainagement, including the President and Chietktive Officer (th
“Principal Executive Officer”) and Executive Viced3ident and Chief Financial Officer (the “Prindipanancial Officer”),as appropriate, to allc
timely decisions regarding required disclosure. émnthe supervision and with the participation ohise management, including our Princi
Executive Officer and Principal Financial Officave evaluated our disclosure controls and procedaesuch term is defined under Rule 13ée
promulgated under the Exchange Act. Based on traduation, our Principal Executive Officer and Ripal Financial Officer concluded that «
disclosure controls and procedures were effectvef &November 30, 2014.

Internal Control Over Financial Reporting
(a) Managemen's Annual Report on Internal Control Over FinanciaReporting

Our management is responsible for establishing mathtaining adequate internal control over finahcgporting, as such term is definec
Rule 13a15(f) under the Exchange Act. Under the supervisiod with the participation of senior managememtuiding our Principal Executi
Officer and Principal Financial Officer, we evaledtthe effectiveness of our internal control ovearficial reporting based on the framewor
Internal Contro-Integrated Frameworkssued by the Committee of Sponsoring Organizatminthe Treadway Commission in 2013. Based ot
evaluation under that framework and applicable 8#H€s, our management concluded that our interoratiral over financial reporting was effective
of November 30, 2014.

Ernst & Young LLP, the independent registered pubtcounting firm that audited our consolidatedficial statements included in this ani
report, has issued its report on the effectivenéssir internal control over financial reporting@sNovember 30, 2014.

(b) Report of Independent Registered Public Accountifigm

The Board of Directors and Stockholders of KB Home:

We have audited KB Home's internal control ovegfinial reporting as of November 30, 2014, basedriberia established in Internal Contrel
Integrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissidil@Framework) (the COSO criteria).
Home’s management is responsible for maintaining effecinternal control over financial reporting, arat fts assessment of the effectivenes
internal control over financial reporting includiedthe accompanying Managemen#innual Report on Internal Control Over Finan&aborting. Ot
responsibility is to express an opinion on the canyjs internal control over financial reporting bdn our audit.

We conducted our audit in accordance with the stedslof the Public Company Accounting Oversight lo@Jnited States). Those stand:
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordrar financial reporting, assessing the risk #
material weakness exists, testing and evaluatiegd#tsign and operating effectiveness of internatrobbased on the assessed risk, and perfoi
such other procedures as we considered necessiduy dircumstances. We believe that our audit plesia reasonable basis for our opinion.

A companys internal control over financial reporting is agess designed to provide reasonable assurancalireg¢he reliability of financie
reporting and the preparation of financial statetsiéor external purposes in accordance with gelyeaaicepted accounting principles. A company’
internal control over financial reporting includémse policies and procedures that (1) pertaiméontaintenance of records that, in reasonablelg
accurately and fairly reflect the transactions aigpositions of the assets of the company; (2)igeveasonable assurance that transactior
recorded as necessary to permit preparation ofifiahstatements in accordance with generally geckeaccounting principles, and that receipts
expenditures of the company are being made ongcoordance with authorizations of management arettors of the company; and (3) pro\
reasonable assurance regarding prevention or tidetction of unauthorized acquisition, use, opatition of the compang’assets that could hav
material effect on the financial statements.
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Because of its inherent limitations, internal cohtver financial reporting may not prevent or deteisstatements. Also, projections of
evaluation of effectiveness to future periods argjext to the risk that controls may become inadégjbecause of changes in conditions, or ths
degree of compliance with the policies or procedunay deteriorate.

In our opinion, KB Home maintained, in all mateniakpects, effective internal control over finahogporting as of November 30, 2014, base
the COSO criteria.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bloédnited States), the consolida
balance sheets of KB Home as of November 30, 20842813, and the related consolidated statemendperations, comprehensive income (lc
stockholders’ equity, and cash flows for each eftliree years in the period ended November 30, 26d4ur report dated January 21, 28%presse

an unqualified opinion thereon.
ém-vt 4 MLLP

Los Angeles, California
January 21, 2015

(c) Changes in Internal Control Over Financial Reportin

There have been no changes in our internal cootret financial reporting during the quarter endeav@&mber 30, 2014 that have materi
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting

Item 9B. OTHER INFORMATION

None.
PART 1l

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this item for executoiicers is set forth under “Executive Officerstbe Registrantin Part I. Except as set fo
below, the other information called for by thisnitewill be included under the captions “Corporatev&@oance and Board Matters” anBléction o
Directors” in our Proxy Statement for the 2015 AahMeeting of Stockholders (the “2015 Proxy Statetf)e which will be filed with the SEC n
later than March 30, 2015 (120 days after the dralinfiscal year), and is incorporated herein éfgrence.

Ethics Policy

We have adopted an ethics policy for our directofficers (including our principal executive offigeprincipal financial officer and princig
accounting officer) and employees. The ethics polkcavailable on our investor relations websitentp://investor.kbhome.com. Stockholders |
request a free copy of the ethics policy from:

KB Home

Attention: Investor Relations
10990 Wilshire Boulevard

Los Angeles, California 90024
(310) 231-4000
investorrelations@kbhome.com

Within the time period required by the SEC and Meav York Stock Exchange, we will post on our ineegelations website any amendmer
our ethics policy and any waiver applicable to puncipal executive officer, principal financialfier or principal accounting officer, or pers
performing similar functions, and our other exeeaitbfficers or directors.

Corporate Governance Principles

We have adopted corporate governance principleghvwdre available on our investor relations websimckholders may request a free cog
the corporate governance principles from the addmsone number and email address set forth abmler GEthics Policy.”
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Item 11. EXECUTIVE COMPENSATION

The information required by this item will be inded under the captions “Corporate Governance anadrdB®atters” and Executive
Compensation” in the 2015 Proxy Statement andcsriporated herein by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information required by this item will be indied under the caption “Ownership of KB Home Semsitin the 2015 Proxy Statement an
incorporated herein by reference, except for tfigrimation required by Item 201(d) of Regulation Swiich is provided below.

The following table presents information as of Nwoneer 30, 2014 with respect to shares of our comstook that may be issued under
existing compensation plans:

Equity Compensation Plan Information

Number of common

Number of shares remaining
common shares to available for future
be issued upon issuance under equity
exercise of Weighted-average compensation plans
outstanding options, exercise price of (excluding common
warrants and outstanding options, shares reflected in
rights warrants and rights column(a))
Plan category () (b) (c)
Equity compensation plans approved by stockholders 11,735,04 $ 20.4¢ 3,514,07
Equity compensation plans not approved by stocldreld — — —
Sl 11,735,04 $ 20.4¢ 3,514,07

(1) Represents a prior non-employee directors emsgtion plan under which our nemployee directors received grants of stock umits Rirecto
Plan SARs, which were initially granted as cashlegtinstruments. As discussed in Note 17. Stoakdrsl Equity in the Notes to Consolida:
Financial Statements in this report, all remployee directors serving on our board of directs of the date of this report have elected teive
shares of our common stock in settlement of theistanding units and Director Plan SARs under ¢nm$ of the plan. In August 2013, purst
to a board of directors authorization, we repuredathrough open market transactions shares of @urmn stock solely as necessary for !
non-employee director elections in respect of outstagdiock units. In August 2014, our board of divestauthorized the repurchase of shar
our common stock, and also authorized potentialréugrants of stock payment awards under the 2044, I each case solely as necessar
such noremployee director elections in respect of outstagdlirector Plan SARs; however, as of the datdisfteport, no shares of our comr
stock have been repurchased and no stock paymardswvave been made pursuant to these authorigatida consider this noamploye:
director compensation plan as having no availabjecity to issue shares of our common stock.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item will be indied under the captions “Corporate Governance armddBMatters” and “Other Mattersi the
2015 Proxy Statement and is incorporated hereiretgrence.

Item 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item will be inded under the caption “Independent Auditor FeesSerdices’in the 2015 Proxy Statement ¢
is incorporated herein by reference.
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PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a 1

2.

3.

Exhibit

Number

3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

4.11

Financial Statements

Reference is made to the index set forth on pagef @iis Annual Report on Form 10-K.

Financial Statement Schedules

Financial statement schedules have been omittealibedhey are not applicable or the required inddion is provided in the

consolidated financial statements or notes thereto.

Exhibits

Description

Restated Certificate of Incorporation, as amenéiet] as an exhibit to our Current Report on Forid 8ated April 7, 2009 (Fil
No. 001-09195), is incorporated by reference herein

Amended and Restated By-Laws of KB Home, filed m&xhibit to our Current Report on FormK8dated July 18, 2014 (File N
001-09195), is incorporated by reference herein.

Rights Agreement between us and Mellon Investovi€es LLC, as rights agent, dated January 22, 2fd@8, as an exhibit to ot
Current Report on Form 8-K/A dated January 28, 2008 No. 001-09195), is incorporated by refereheeein.

Indenture relating to our Senior Notes among us,Glnarantors party thereto and Sun Trust Banknfgtladated January 28, 20
filed as an exhibit to our Registration Statemeat 883-114761 on Form S-4, is incorporated by sexfee herein.

Third Supplemental Indenture relating to our Serilmtes by and between us, the Guarantors namedirihghe Subsidiat
Guarantor named therein and SunTrust Bank, dated sy 1, 2006, filed as an exhibit to our Curr&gport on Form & datec
May 3, 2006 (File No. 001-09195), is incorporatgd-&ference herein.

Fourth Supplemental Indenture relating to our Seiotes by and between us, the Guarantors namedirthand U.S. Ban
National Association, dated as of November 9, 20i&g as an exhibit to our Current Report on F@&iK dated November 1.
2006 (File No. 001-09195), is incorporated by refere herein.

Fifth Supplemental Indenture, dated August 17, 208/ating to our Senior Notes by and betweenheQuarantors named there
and the Trustee, filed as an exhibit to our CurfReport on Form 8-K dated August 22, 2007 (File B@1-09195), is incorporate
by reference herein.

Sixth Supplemental Indenture, dated as of Januay®@12, relating to our Senior Notes by and betwe® the Guarantors nan
therein, and the Trustee, filed as an exhibit to ©urrent Report on Form 8-K dated February 2, 2(Hi2 No. 00109195), is
incorporated by reference herein.

Seventh Supplemental Indenture, dated as of Janugr@13, relating to our Senior Notes by and ams)ghe Guarantors nam
therein, and the Trustee, filed as an exhibit to ©urrent Report on Form 8-K dated January 11, 2Fil@ No. 00109195), is
incorporated by reference herein.

Specimen of 5 3/4% Senior Notes due 2014, filedamsxhibit to our Registration Statement No. 333876lL on Form &}, is
incorporated by reference herein.

Specimen of 5 7/8% Senior Notes due 2015, filedragxhibit to our Current Report on ForniK8lated December 15, 2004 (F
No. 001-09195), is incorporated by reference herein

Form of officers’ certificates and guarantocgrtificates establishing the terms of the 5 7/886i& Notes due 2015, filed as
exhibit to our Current Report on Form 8-K dated &aber 15, 2004 (File No. 001-09195), is incorpatdtg reference herein.

Specimen of 6 1/4% Senior Notes due 2015, filedrasxhibit to our Current Report on Form 8-K dalade 2, 2005 (File No. 001-
09195), is incorporated by reference herein.
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Exhibit
Number

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

4.26

4.27

4.28

Description
Form of officers’ certificates and guarantocgrtificates establishing the terms of the 6 1/486i& Notes due 2015, filed as
exhibit to our Current Report on Form 8-K datede)@n2005 (File No. 001-09195), is incorporateddfgrence herein.

Specimen of 6 1/4% Senior Notes due 2015, filedragxhibit to our Current Report on FornK8lated June 27, 2005 (File M
001-09195), is incorporated by reference herein.

Form of officers’ certificates and guarantocgrtificates establishing the terms of the 6 1/486i& Notes due 2015, filed as
exhibit to our Current Report on Form 8-K datedel@i, 2005 (File No. 001-09195), is incorporatedddgrence herein.

Specimen of 7 1/4% Senior Notes due 2018, filedrasxhibit to our Current Report on Form 8-K daAgulil 3, 2006 (File No. 001-
09195), is incorporated by reference herein.

Form of officers’ certificates and guarantoc®rtificates establishing the terms of the 7 1/486i& Notes due 2018, filed as
exhibit to our Current Report on Form 8-K dated irr 2006 (File No. 001-09195), is incorporatedrbference herein.

Specimen of 9.100% Senior Notes due 2017, filedrasxhibit to our Current Report on FornK8ated July 30, 2009 (File N
001-09195), is incorporated by reference herein.

Form of officers’ certificates and guarantoc®rtificates establishing the terms of the 9.10086i& Notes due 2017, filed as
exhibit to our Current Report on Form 8-K dated/R0, 2009 (File No. 001-09195), is incorporated&igrence herein.

Specimen of 8.00% Senior Notes due 2020, filednasxibit to our Current Report on Fornmk8dated February 7, 2012 (File
001-09195), is incorporated by reference herein.

Form of officers’ certificates and guarantor®rtificates establishing the terms of the 8.00%i&eNotes due 2020, filed as
exhibit to our Current Report on Form 8-K datedraaby 7, 2012 (File No. 001-09195), is incorporabgdeference herein.

Specimen of 7.50% Senior Notes due 2022, filechasxibit to our Current Report on Form 8-K dataty B1, 2012 (File No. 001-
09195), is incorporated by reference herein.

Form of officers’ certificates and guarantor®rtificates establishing the terms of the 7.50%i&eNotes due 2022, filed as
exhibit to our Current Report on Form 8-K dated/ R, 2012 (File No. 001-09195), is incorporated&fgrence herein.

Form of officers’ certificate and guarantors’ offis’ certificates establishing the form and terms of 1t87/5% Convertible Seni
Notes due 2019, filed as an exhibit to our CurfReport on Form 8-K dated January 29, 2013 (File®0d.09195), is incorporate
by reference herein.

Form of 1.375% Convertible Senior Notes due 20il&d fas an exhibit to our Current Report on Forid 8ated January 29, 20
(File No. 001-09195), is incorporated by refereheeein.

Form of supplemental officers’ certificate and qudors’ officers’ certificates establishing the form and terms of 1h@75%
Convertible Senior Notes due 2019, filed as anlEkid our Quarterly Report on Form @For the quarter ended February
2013 (File No. 001-09195), is incorporated by refere herein.

Eighth Supplemental Indenture, dated as of March 23, by and among us, the Guarantors party tthetee Additiona
Guarantors named therein and U.S. Bank Nationabdason, as Trustee, filed as an exhibit to oua@erly Report on Form 1Q-
for the quarter ended May 31, 2013 (File No. 00193, is incorporated by reference herein.

Specimen of 7.00% Senior Notes due 2021, filednasxibit to our Current Report on Fornk8dated October 29, 2013 (File M
001-09195), is incorporated by reference herein.

Form of officers’ certificates and guarantor®rtificates establishing the terms of the 7.00%i&eNotes due 2021, filed as
exhibit to our Current Report on Form 8-K datedabetr 29, 2013 (File No. 001-09195), is incorpordigdaeference herein.
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Exhibit
Number

4.29

4.30

4.31

10.1*

10.2*

10.3*

10.4*

10.5*

10.6*

10.7

10.8

10.9*

10.10*

10.11*

10.12*

10.13*

10.14*

10.15*

Description
Ninth Supplemental Indenture, dated as of Febr2&y2014, by and among us, the Guarantors partetthethe Additione
Guarantors named therein and U.S. Bank Nationabdagon, as Trustee, filed as an exhibit to oustEdfective Amendment N¢
4 to Form S-3 Registration Statement (No. 333-10998 incorporated by reference herein.

Specimen of 4.75% Senior Notes due 2019, filednasxibit to our Current Report on Formk8dated March 25, 2014 (File N
001-09195), is incorporated by reference herein.

Form of officers’ certificates and guarantoc®rtificates establishing the terms of the 4.75%i&eNotes due 2019, filed as
exhibit to our Current Report on Form 8-K dated &fha25, 2014 (File No. 001-09195), is incorporatgddference herein.

Kaufman and Broad, Inc. Executive Deferred CompimsePlan, effective as of July 11, 1985, filed as exhibit to our 200
Annual Report on Form 10-K (File No. 001-09195)inisorporated by reference herein.

Amendment to Kaufman and Broad, Inc. Executive Befk Compensation Plan for amounts earned or vestest after January
2005, effective January 1, 2009, filed as an exhddbur 2008 Annual Report on Form 10-K (File N91-09195), is incorporate
by reference herein.

KB Home 1988 Employee Stock Plan, as amended astateel on October 2, 2008, filed as an exhibituio2908 Annual Report ¢
Form 10-K (File No. 001-09195), is incorporatedrbference herein.

Kaufman and Broad Home Corporation Direct@gferred Compensation Plan established effectivef dsly 27, 1989, filed as
exhibit to our 2007 Annual Report on Form 10-K ¢ANo. 001-09195), is incorporated by referenceihere

KB Home Performanc&ased Incentive Plan for Senior Management, as detkand restated on October 2, 2008, filed &
exhibit to our 2008 Annual Report on Form 10-K ¢ANo. 001-09195), is incorporated by referenceihere

Form of Stock Option Agreement under KB Home PeniamceBased Incentive Plan for Senior Management, filedm exhibit te
our 1995 Annual Report on Form 10-K (File No. 0®1195), is incorporated by reference herein.

KB Home Directors’ Legacy Program, as amended Jgrijal999, filed as an exhibit to our 1998 AnnBalport on Form 16
(File No. 001-09195), is incorporated by refereheeein.

Trust Agreement between Kaufman and Broad Home @ation and Wachovia Bank, N.A. as Trustee, datkedfaAugust 27
1999, filed as an exhibit to our 1999 Annual Report-orm 10-K (File No. 001-09195), is incorporalsdreference herein.

Amended and Restated KB Home 1999 Incentive Pianzended and restated on October 2, 2008, filesh &khibit to our 20C
Annual Report on Form 10-K (File No. 001-09195)inisorporated by reference herein.

Form of NonQualified Stock Option Agreement under our Amended Restated 1999 Incentive Plan, filed as an éxtaulour
2011 Annual Report on Form 10-K (File No. 001-091 $&incorporated by reference herein.

Form of Restricted Stock Agreement under our Amdrated Restated 1999 Incentive Plan, filed as afb#éxb our 2011 Annug
Report on Form 10-K (File No. 001-09195), is inamaded by reference herein.

KB Home 2001 Stock Incentive Plan, as amended esidited on October 2, 2008, filed as an exhibiuto2008 Annual Report ¢
Form 10-K (File No. 001-09195), is incorporatedrbference herein.

Form of Stock Option Agreement under our 2001 Stackntive Plan, filed as an exhibit to our 2011InAal Report on Form 1K-
(File No. 001-09195), is incorporated by refereheeein.

Form of Stock Restriction Agreement under our 288dck Incentive Plan, filed as an exhibit to ouL2®\nnual Report on For
10-K (File No. 001-09195), is incorporated by refeze herein.

KB Home Nonqualified Deferred Compensation Plarhwiispect to deferrals prior to January 1, 200f&ctfe March 1, 200:
filed as an exhibit to our 2001 Annual Report omrd0-K (File No. 001-09195), is incorporated bference herein.
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Exhibit
Number

10.16*

10.17*

10.18*

10.19*

10.20*

10.21*

10.22*

10.23*

10.24*

10.25*

10.26*

10.27*

10.28*

10.29

10.30

10.31*

10.32*

10.33*

10.34*

Description
KB Home Nongqualified Deferred Compensation Plarhwispect to deferrals on and after January 1, ,28f@&ctive January .
2009 (File No. 001-09195), filed as an exhibit to 2008 Annual Report on Form 10-K, is incorporaigdeference herein.

KB Home Change in Control Severance Plan, as andeadd restated effective January 1, 2009, filedragxhibit to our 200
Annual Report on Form 10-K (File No. 001-09195)inisorporated by reference herein.

KB Home Death Benefit Only Plan, filed as an exhitu our 2001 Annual Report on Form 10-K (File Ni01-09195), i¢
incorporated by reference herein.

Amendment No. 1 to the KB Home Death Benefit OrlgnP effective as of January 1, 2009, filed as i@t to our 2008 Annuz
Report on Form 10-K (File No. 001-09195), is inamated by reference herein.

KB Home Retirement Plan, as amended and restafedtigé January 1, 2009, filed as an exhibit to 8008 Annual Report ¢
Form 10-K (File No. 001-09195), is incorporatedrbference herein.

Employment Agreement of Jeffrey T. Mezger, datedriary 28, 2007, filed as an exhibit to our Curri@eport on Form & datec
March 6, 2007 (File No. 001-09195), is incorpordbgdeference herein.

Amendment to the Employment Agreement of JeffreM€zger, dated December 24, 2008, filed as an é@xbilmur 2008 Annue
Report on Form 10-K (File No. 001-09195), is incmagted by reference herein.

Form of Stock Option Agreement under the Employméaiteement between us and Jeffrey T. Mezger dasedf d&ebruary 2¢
2007, filed as an exhibit to our Current ReportFamm 8-K dated July 18, 2007 (File No. 009195), is incorporated by referet
herein.

Form of Stock Option Agreement under the Amendeti Restated 1999 Incentive Plan for stock optiomgta Jeffrey T. Mezge
filed as an exhibit to our Quarterly Report on Fd@Q for the quarter ended August 31, 2007 (File. R0109195), is
incorporated by reference herein.

Policy Regarding Stockholder Approval of Certaiv&ance Payments, adopted July 10, 2008, filedhasxaibit to our Currer
Report on Form 8-K dated July 15, 2008 (File NdL-09195), is incorporated by reference herein.

KB Home Executive Severance Plan, filed as an éxtultour Quarterly Report on Form IDfor the quarter ended August 31, 2!
(File No. 001-09195), is incorporated by refereheeein.

Form of Fiscal Year 2009 Phantom Shares Agreenfitad,as an exhibit to our Current Report on Ford 8ated October 8, 20(
(File No. 001-09195), is incorporated by refereheeein.

KB Home Annual Incentive Plan for Executive Offisgfiled as Attachment C to our Proxy StatemenBohedule 14A for the 20(
Annual Meeting of Stockholders (File No. 001-09195)ncorporated by reference herein.

Amendment to Trust Agreement by and between KB HamieWachovia Bank, N.A., dated August 24, 2006dfas an exhibit t
our Quarterly Report on Form 10-Q for the quartetesl August 31, 2009 (File No. 001-09195), is ipcoated by reference herein.

Form of Indemnification Agreement, filed as an déihto our Current Report on Form 8-K dated April2010 (File No. 001-
09195), is incorporated by reference herein.

KB Home 2010 Equity Incentive Plan, filed as anibithto our Quarterly Report on Form ID{for the quarter ended February
2010 (File No. 001-09195), is incorporated by refere herein.

Form of Stock Option Award Agreement under the K8nt¢ 2010 Equity Incentive Plan, filed as an exHibiour Current Repao
on Form 8-K dated July 20, 2010 (File No. 001-09185incorporated by reference herein.

Form of Restricted Stock Award Agreement under K= Home 2010 Equity Incentive Plan, filed as anibithto our Curren
Report on Form 8-K dated July 20, 2010 (File NdLl-0@195), is incorporated by reference herein.

Form of Fiscal Year 2011 Restricted CashafdvAgreement, filed as an exhibit to our Curreap&t on Form 8 dated Octobe



13, 2010 (File No. 001-09195), is incorporated éfgrence herein.

10.35* KB Home 2010 Equity Incentive Plan Stock Option égment for performance stock option grant to JeffreMezger, filed as &
exhibit to our 2010 Annual Report on Form 10-K éANo. 001-09195), is incorporated by referenceihere
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Exhibit
Number

10.36*

10.37*

10.38

10.39*

10.40*

10.41*

10.42*

10.43*

10.44

10.45

10.46

10.47*

10.48

10.49*

10.50*

10.51*

10.52*

10.53*

Description
Amendment to the KB Home 2010 Equity Incentive PFlad as an exhibit to our Quarterly Report onrfRdl0-Q for the quarte
ended February 28, 2011 (File No. 001-09195),dsriporated by reference herein.

Executive Severance Benefit Decisions, filed asxribit to our Quarterly Report on Form (Dfor the quarter ended February
2011 (File No. 001-09195), is incorporated by refere herein.

Consensual agreement effective June 10, 2011, &tedn exhibit to our Quarterly Report on FormQ@er the quarter ende
August 31, 2011 (File No. 001-09195), is incorpedaby reference herein.

Form of 2010 Equity Incentive Plan Performance Caslard Agreement, filed as an exhibit to our CutrBeport on Form &
dated October 12, 2011 (File No. 001-09195), isiiporated by reference herein.

KB Home 2010 Equity Incentive Plan Stock Option égment for performance stock option grant to JeffreMezger, filed as ¢
exhibit to our 2011 Annual Report on Form 10-K éANo. 001-09195), is incorporated by referenceihere

Form of KB Home 2010 Equity Incentive Plan Perfont@Based Restricted Stock Unit Award Agreement, fidedan exhibit t
our 2012 Annual Report on Form 10-K (File No. 0®It95), is incorporated by reference herein.

KB Home 2010 Equity Incentive Plan Performance-BaRestricted Stock Unit Award Agreement for perfarmoebased restricte
stock unit award to Jeffrey T. Mezger, filed asethibit to our 2012 Annual Report on Form 10-K éFMNo. 00109195), is
incorporated by reference herein.

Form of KB Home 2010 Equity Incentive Plan RestitiStock Unit Award Agreement, filed as an exhtbitour 2012 Annue
Report on Form 10-K (File No. 001-09195), is incmagted by reference herein.

Revolving Loan Agreement, dated as of March 12 32@mmong us, the banks party thereto, and CitibBnk,, as Administrativ:
Agent, filed as an exhibit to our Quarterly Repont Form 10-Q for the quarter ended May 31, 2018 (Nio. 00109195), is
incorporated by reference herein.

Amended and Restated KB Home NBmployee Directors Compensation Plan, effectivg 1@, 2013, filed as an exhibit to ¢
Quarterly Report on Form 10-Q for the quarter endledust 31, 2013 (File No. 001-09195), is incorpedaby reference herein.

First Amendment to Revolving Loan Agreement, datedf November 19, 2013, among us, the banks gaetgto, and Citiban
N.A., as Administrative Agent, filed as an exhitoitour 2013 Annual Report on Form 10-K (File No1@®195), is incorporated |
reference herein.

KB Home 2014 Equity Incentive Plan, filed as anibitito our Quarterly Report on Form IDfor the quarter ended February
2014 (File No. 001-09195), is incorporated by refere herein.

Third Amended and Restated KB Home NB&mployee Directors Compensation Plan, effectiveofaduly 17, 2014, filed as
exhibit to our Registration Statement No. 333-1976@ Form S-8 (File No. 001-09195), is incorporatgdeference herein.

Amendment to Amended and Restated KB Home 199tiveePlan NorQualified Stock Option Agreement, effective July,
2014, filed as an exhibit to our Quarterly Repantform 10-Q for the quarter ended August 31, 20k (No. 00109195), is
incorporated by reference herein.

Amendment to KB Home 2001 Stock Incentive Plan StOption Agreement, effective July 17, 2014, filasl an exhibit to ot
Quarterly Report on Form 10-Q for the quarter enfledust 31, 2014 (File No. 001-09195), is incorpedaby reference herein.

Amendment to KB Home Performance Based Incenties Rér Senior Management Stock Option Agreemenfecgfe July 17
2014, filed as an exhibit to our Quarterly Repantorm 10-Q for the quarter ended August 31, 2@k (No. 00109195), is
incorporated by reference herein.

Form of Stock Option Agreement under the KB Hom&#28quity Incentive Plan, filed as an exhibit to @urrent Report on For
8-K dated October 14, 2014 (File No. 001-09195hé®rporated by reference herein.

Form of Restricted Stock Agreement under the KB Ed&014 Equity Incentive Plan, filed as an exhibibur Current Report ¢
Form 8-K dated October 14, 2014 (File No. 001-09185incorporated by reference herein.
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Number Description

10.54* Form of PerformancBased Restricted Stock Unit Award Agreement underKB Home 2014 Equity Incentive Plan, filed as
exhibit to our Current Report on Form 8-K datedabetr 14, 2014 (File No. 001-09195), is incorpordigdaeference herein.

10.55* Form of Performance Cash Award Agreement undeiBeHome 2014 Equity Incentive Plan, filed as anibitito our Curren
Report on Form 8-K dated October 14, 2014 (File 001.-09195), is incorporated by reference herein.

10.56* Form of Restricted Cash Award Agreement under tBeHoéme 2014 Equity Incentive Plan, filed as an bithib our Current Repao
on Form 8-K dated October 14, 2014 (File No. 00198, is incorporated by reference herein.

10.571 Fourth Amended and Restated KB Home Non-Employeecirs Compensation Plan, effective as of Octébg014.

10.58t Second Amendment to Revolving Loan Agreement, datedf November 19, 2014, among us, the banks pheseto, an
Citibank, N.A., as Administrative Agent.

12.11 Computation of Ratio of Earnings to Fixed Charges.

217 Subsidiaries of the Registrant.

237 Consent of Independent Registered Public Accouriing.

31.1t Certification of Jeffrey T. Mezger, President ankie® Executive Officer of KB Home Pursuant to SentB02 of the Sarbanes-
Oxley Act of 2002.

31.2t Certification of Jeff J. Kaminski, Executive ViceeBident and Chief Financial Officer of KB Home Suant to Section 302 of t

Sarbanes-Oxley Act of 2002.

32.1¢t Certification of Jeffrey T. Mezger, President antief Executive Officer of KB Home Pursuant to 1&8WC. Section 1350, .
Adopted Pursuant to Section 906 of the SarbanesyOXtt of 2002.

32.2t Certification of Jeff J. Kaminski, Executive VicereBident and Chief Financial Officer of KB Home &uant to 18 U.S.(
Section 1350, as Adopted Pursuant to Section 9@6eobarbanes-Oxley Act of 2002.

101t The following materials from KB Home’s Annual Repa@n Form 10K for the year ended November 30, 2014, formatte
eXtensible Business Reporting Language (XBRL):Gahsolidated Statements of Operations for the yeaded November 3
2014, 2013 and 2012, (b) Consolidated Statemen®oofprehensive Income (Loss) for the Years Endedehnber 30, 2014, 20:
and 2012, (c) Consolidated Balance Sheets as oéMber 30, 2014 and 2013, (d) Consolidated Statenuér&tockholdersEquity
for the years ended November 30, 2014, 2013 and,Z@) Consolidated Statements of Cash Flows ferytgars ended Novemt
30, 2014, 2013 and 2012, and (f) the Notes to dafated Financial Statements.

* Management contract or compensatory plan or gearent in which executive officers are eligibletoticipate.

T Document filed with this Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to be si
on its behalf by the undersigned, thereunto dutha@nized.

KB Home
By: /s!  JEFF J. KAMINSKI

Jeff J. Kaminski
Executive Vice President and Chief Financialicaff

Date: January 21, 2015

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
registrant and in the capacities and on the dathisated:

Signature Title Date
/s/ JEFFREY T. MEZGER Director, President and January 21, 2015
Chief Executive Officer
Jeffrey T. Mezger (Principal Executive Officer)
/s/ JEFF J. KAMINSKI Executive Vice President and January 21, 2015

Chief Financial Officer

Jeff J. Kaminski

/'s/  WILLIAM R. HOLLINGER

William R. Hollinger

(Principal Financial Officer)

Senior Vice President and
Chief Accounting Officer
(Principal Accounting Officer)

January 21, 2015

/sl STEPHEN F. BOLLENBACH Chairman of the Board and Director January 21, 2015
Stephen F. Bollenbach
/sl TIMOTHY W. FINCHEM Director January 21, 2015
Timothy W. Finchem
/sl THOMAS W. GILLIGAN Director January 21, 2015
Thomas W. Gilligan
/'s/  KENNETH M. JASTROW, Il Director January 21, 2015
Kenneth M. Jastrow, Il
/s/ ROBERT L. JOHNSON Director January 21, 2015
Robert L. Johnson
/s/ MELISSA LORA Director January 21, 2015
Melissa Lora
/s/  MICHAEL G. MCCAFFERY Director January 21, 2015
Michael G. McCaffery
Director
Luis G. Nogales
/sl MICHAEL M. WOOD Director January 21, 2015

Michael M. Wood
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Sequential
Exhibit Page
Number Description Number

3.1 Restated Certificate of Incorporation, as amendiéel] as an exhibit to our Current Report on ForkK 8latec
April 7, 2009 (File No. 001-09195), is incorporategreference herein.

3.2 Amended and Restated By-Laws of KB Home, filedragxéhibit to our Current Report on FornK8dated July 1€
2014 (File No. 001-09195), is incorporated by refere herein.

4.1 Rights Agreement between us and Mellon InvestoviSes LLC, as rights agent, dated January 22, 20i@@, as
an exhibit to our Current Report on Form 8-K/A dafanuary 28, 2009 (File No. 008195), is incorporated |
reference herein.

4.2 Indenture relating to our Senior Notes among us,Gluarantors party thereto and Sun Trust Banknfe|adate:
January 28, 2004, filed as an exhibit to our Regfistn Statement No. 333-114761 on Form,$s incorporated k
reference herein.

4.3 Third Supplemental Indenture relating to our Semotes by and between us, the Guarantors nameelinhéine
Subsidiary Guarantor named therein and SunTrusk,Biated as of May 1, 2006, filed as an exhibibwo Curren
Report on Form 8-K dated May 3, 2006 (File No. @®1-95), is incorporated by reference herein.

4.4 Fourth Supplemental Indenture relating to our SeNiotes by and between us, the Guarantors nameelirihenc
U.S. Bank National Association, dated as of Noven$h@006, filed as an exhibit to our Current Reor Form 8-
K dated November 13, 2006 (File No. 001-09195nhéerporated by reference herein.

4.5 Fifth Supplemental Indenture, dated August 17, 20@Iating to our Senior Notes by and between be
Guarantors named therein, and the Trustee, fileghasxhibit to our Current Report on FornK&ated August 2:
2007 (File No. 001-09195), is incorporated by refere herein.

4.6 Sixth Supplemental Indenture, dated as of Janu@ry2812, relating to our Senior Notes by and bebwme® the
Guarantors named therein, and the Trustee, filexhasxhibit to our Current Report on ForniK&tated February .
2012 (File No. 001-09195), is incorporated by refere herein.

4.7 Seventh Supplemental Indenture, dated as of Jariarg013, relating to our Senior Notes by and amas, the
Guarantors named therein, and the Trustee, filexthasxhibit to our Current Report on FornK&ated January 1
2013 (File No. 001-09195), is incorporated by refere herein.

4.8 Specimen of 5 3/4% Senior Notes due 2014, filedrnasxhibit to our Registration Statement No. 3337HIL on
Form S-4, is incorporated by reference herein.

4.9 Specimen of 5 7/8% Senior Notes due 2015, filedaasexhibit to our Current Report on ForniK8eatec
December 15, 2004 (File No. 001-09195), is incoaext by reference herein.

4.10 Form of officers’ certificates and guarantor®rtificates establishing the terms of the 5 7/8%i& Notes du
2015, filed as an exhibit to our Current ReportFmrm 8-K dated December 15, 2004 (File No. 09195), is
incorporated by reference herein.

411 Specimen of 6 1/4% Senior Notes due 2015, filedragxhibit to our Current Report on ForniK8ated June :
2005 (File No. 001-09195), is incorporated by refere herein.

412 Form of officers’ certificates and guarantor®rtificates establishing the terms of the 6 1/4éhi& Notes du
2015, filed as an exhibit to our Current Report Borm 8-K dated June 2, 2005 (File No. Q@A195), is
incorporated by reference herein.

4.13 Specimen of 6 1/4% Senior Notes due 2015, filedragxhibit to our Current Report on FornK8lated June 2’
2005 (File No. 001-09195), is incorporated by refere herein.

A1A Carm nf nffirar’ rartificratoe and Aniarant’ rartifiratace actahlichina tha tarme Af tha R 1/18kI& Nntac An



2015, filed as an exhibit to our Current Report Borm 8-K dated June 27, 2005 (File No. @®195), is
incorporated by reference herein.

4.15 Specimen of 7 1/4% Senior Notes due 2018, filedragxhibit to our Current Report on FornK&lated April 3
2006 (File No. 001-09195), is incorporated by refere herein.
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4.16 Form of officers’ certificates and guarantocgrtificates establishing the terms of the 7 1/486i& Notes du
2018, filed as an exhibit to our Current Report Borm 8-K dated April 3, 2006 (File No. 0@B195), is
incorporated by reference herein.

4.17 Specimen of 9.100% Senior Notes due 2017, filedrasxhibit to our Current Report on ForniK8lated July 3C
2009 (File No. 001-09195), is incorporated by refere herein.

4.18 Form of officers’ certificates and guarantocgrtificates establishing the terms of the 9.10086i& Notes du
2017, filed as an exhibit to our Current Report eorm 8-K dated July 30, 2009 (File No. 002195), is
incorporated by reference herein.

4.19 Specimen of 8.00% Senior Notes due 2020, filedhasxibit to our Current Report on Fornk8dated February
2012 (File No. 001-09195), is incorporated by refere herein.

4.20 Form of officers’ certificates and guarantocg'tificates establishing the terms of the 8.00%i@eNotes due 202
filed as an exhibit to our Current Report on Forik 8ated February 7, 2012 (File No. 002195), is incorporate
by reference herein.

4.21 Specimen of 7.50% Senior Notes due 2022, filedraexhibit to our Current Report on FornK8eated July 31
2012 (File No. 001-09195), is incorporated by refere herein.

4.22 Form of officers’ certificates and guarantocsttificates establishing the terms of the 7.50%i@ea\otes due 202
filed as an exhibit to our Current Report on ForiK 8ated July 31, 2012 (File No. 0@B195), is incorporated |
reference herein.

4.23 Form of officers’ certificate and guarantors’ ofis’ certificates establishing the form and terms of 1h&75%
Convertible Senior Notes due 2019, filed as anhékbhd our Current Report on Formk3dated January 29, 20
(File No. 001-09195), is incorporated by refereheeein.

4.24 Form of 1.375% Convertible Senior Notes due 20il&d fas an exhibit to our Current Report on Forid 8atec
January 29, 2013 (File No. 001-09195), is incorfeatdy reference herein.

4.25 Form of supplemental officers’ certificate and qurdors’ officers’certificates establishing the form and term:
the 1.375% Convertible Senior Notes due 2019, fdsdan exhibit to our Quarterly Report on Form@®er the
guarter ended February 28, 2013 (File No. 001-0848%ncorporated by reference herein.

4.26 Eighth Supplemental Indenture, dated as of March2023, by and among us, the Guarantors party tthettec
Additional Guarantors named therein and U.S. Bamakiddal Association, as Trustee, filed as an exhibiour
Quarterly Report on Form 10-Q for the quarter entiad/ 31, 2013 (File No. 0009195), is incorporated |
reference herein.

4.27 Specimen of 7.00% Senior Notes due 2021, filedheesxhibit to our Current Report on Fornk8dated October 2!
2013 (File No. 001-09195), is incorporated by refere herein.

4.28 Form of officers’ certificates and guarantocgttificates establishing the terms of the 7.00%i@eaNotes due 202
filed as an exhibit to our Current Report on Ford 8ated October 29, 2013 (File No. 002195), is incorporate
by reference herein.

4.29 Ninth Supplemental Indenture, dated as of Febr@&y2014, by and among us, the Guarantors partetthethe
Additional Guarantors named therein and U.S. Bamkiddal Association, as Trustee, filed as an exhibiour
Post-Effective Amendment No. 4 to Form S-3 Regiiina Statement (No. 33876930), is incorporated |
reference herein.

4.30 Specimen of 4.75% Senior Notes due 2019, filednasxibit to our Current Report on FornkK8dated March 2t
2014 (File No. 001-09195), is incorporated by refere herein.

4.31 Form of officers’ certificates and guarantaestificates establishing the terms of the 4.75%i@e\otes due 201
filed as an exhibit to our Current Report on Forid 8ated March 25, 2014 (File No. 009195), is incorporate



by reference herein.

10.1* Kaufman and Broad, Inc. Executive Deferred Compimis#lan, effective as of July 11, 1985, filedaaisexhibit tc
our 2007 Annual Report on Form 10-K (File No. 0®1195), is incorporated by reference herein.

125




Table of Contents

Sequential
Exhibit Page
Number Description Number

10.2* Amendment to Kaufman and Broad, Inc. Executive BefeCompensation Plan for amounts earned or vestend
after January 1, 2005, effective January 1, 2008 fis an exhibit to our 2008 Annual Report onnrd0K (File
No. 001-09195), is incorporated by reference herein

10.3* KB Home 1988 Employee Stock Plan, as amended atdteel on October 2, 2008, filed as an exhibitun200€
Annual Report on Form 10-K (File No. 001-09195)inisorporated by reference herein.

10.4* Kaufman and Broad Home Corporation Directddgferred Compensation Plan established effectivef dsily 27
1989, filed as an exhibit to our 2007 Annual Repmmt Form 10-K (File No. 0009195), is incorporated |
reference herein.

10.5* KB Home Performanc8ased Incentive Plan for Senior Management, as detkand restated on October 2, 2(
filed as an exhibit to our 2008 Annual Report onmrd.0-K (File No. 00109195), is incorporated by referet
herein.

10.6* Form of Stock Option Agreement under KB Home PenfamceBased Incentive Plan for Senior Management,

as an exhibit to our 1995 Annual Report on FornKl{ile No. 001-09195), is incorporated by refereherein.

10.7 KB Home Directors’Legacy Program, as amended January 1, 1999, fiexhaxhibit to our 1998 Annual Rep
on Form 10-K (File No. 001-09195), is incorporabsdreference herein.

10.8 Trust Agreement between Kaufman and Broad Home @ation and Wachovia Bank, N.A. as Trustee, datedf
August 27, 1999, filed as an exhibit to our 199%Aal Report on Form 10-K (File No. 0@B195), is incorporate
by reference herein.

10.9* Amended and Restated KB Home 1999 Incentive Plargnaended and restated on October 2, 2008, filexh
exhibit to our 2008 Annual Report on Form 10-K ¢ANo. 001-09195), is incorporated by referenceihere

10.10* Form of NonQualified Stock Option Agreement under our Amendad Restated 1999 Incentive Plan, filed a
exhibit to our 2011 Annual Report on Form 10-K éANo. 001-09195), is incorporated by referenceihere

10.11* Form of Restricted Stock Agreement under our Amdraled Restated 1999 Incentive Plan, filed as afbixio
our 2011 Annual Report on Form 10-K (File No. 0®It95), is incorporated by reference herein.

10.12* KB Home 2001 Stock Incentive Plan, as amended asthted on October 2, 2008, filed as an exhib@uio200¢
Annual Report on Form 10-K (File No. 001-09195)inisorporated by reference herein.

10.13* Form of Stock Option Agreement under our 2001 Stwaentive Plan, filed as an exhibit to our 2011nAal
Report on Form 10-K (File No. 001-09195), is incmated by reference herein.

10.14* Form of Stock Restriction Agreement under our 288dck Incentive Plan, filed as an exhibit to oud 2nnua
Report on Form 10-K (File No. 001-09195), is inamaded by reference herein.

10.15* KB Home Nonqualified Deferred Compensation Plarhwispect to deferrals prior to January 1, 200fctfe
March 1, 2001, filed as an exhibit to our 2001 AainReport on Form 10-K (File No. 0@19195), is incorporate
by reference herein.

10.16* KB Home Nonqualified Deferred Compensation Planhwigéspect to deferrals on and after January 1, ,:
effective January 1, 2009 (File No. 001-09195kdilas an exhibit to our 2008 Annual Report on FbeHK, is
incorporated by reference herein.

10.17* KB Home Change in Control Severance Plan, as anteaé restated effective January 1, 2009, filedrasxhibii
to our 2008 Annual Report on Form 10-K (File No1d®P195), is incorporated by reference herein.

10.18* KB Home Death Benefit Only Plan, filed as an exhtbi our 2001 Annual Report on Form 10-K (File N@1-
09195), is incorporated by reference herein.



10.19* Amendment No. 1 to the KB Home Death Benefit OnignP effective as of January 1, 2009, filed as ml#t to
our 2008 Annual Report on Form 10-K (File No. 0®1195), is incorporated by reference herein.
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10.20*

10.21*

10.22*

10.23*

10.24*

10.25*

10.26*

10.27*

10.28*

10.29

10.30

10.31*

10.32*

10.33*

10.34*

10.35*

10.36*

10.37*

KB Home Retirement Plan, as amended and restafedtigé January 1, 2009, filed as an exhibit to @008
Annual Report on Form 10-K (File No. 001-09195)inisorporated by reference herein.

Employment Agreement of Jeffrey T. Mezger, dateldré&ary 28, 2007, filed as an exhibit to our Currieeport or
Form 8-K dated March 6, 2007 (File No. 001-091%95)ncorporated by reference herein.

Amendment to the Employment Agreement of JeffreyM€zger, dated December 24, 2008, filed as an é@xio
our 2008 Annual Report on Form 10-K (File No. 0®It95), is incorporated by reference herein.

Form of Stock Option Agreement under the Employnfgeement between us and Jeffrey T. Mezger dateuf
February 28, 2007, filed as an exhibit to our CotrfiReport on Form 8-K dated July 18, 2007 (File B@1-09195).
is incorporated by reference herein.

Form of Stock Option Agreement under the Amendedi Rastated 1999 Incentive Plan for stock optiomigta
Jeffrey T. Mezger, filed as an exhibit to our Qadst Report on Form 1@ for the quarter ended August 31, 2i
(File No. 001-09195), is incorporated by refereheeein.

Policy Regarding Stockholder Approval of Certairv&ance Payments, adopted July 10, 2008, filechasxhibit
to our Current Report on Form 8-K dated July 19)&(File No. 001-09195), is incorporated by refeesherein.

KB Home Executive Severance Plan, filed as an éxtalour Quarterly Report on Form IDfor the quarter ends
August 31, 2008 (File No. 001-09195), is incorpedaby reference herein.

Form of Fiscal Year 2009 Phantom Shares Agreenfited,as an exhibit to our Current Report on Forid 8atec
October 8, 2008 (File No. 001-09195), is incorpeddaby reference herein.

KB Home Annual Incentive Plan for Executive Offisgfiled as Attachment C to our Proxy StatemenSoheduls
14A for the 2009 Annual Meeting of Stockholderdgmlo. 001-09195), is incorporated by referenceimer

Amendment to Trust Agreement by and between KB HanteWachovia Bank, N.A., dated August 24, 2006d
as an exhibit to our Quarterly Report on Form 160the quarter ended August 31, 2009 (File No.-00195), is
incorporated by reference herein.

Form of Indemnification Agreement, filed as an dihio our Current Report on Formik3dated April 2, 2010 (Fil
No. 001-09195), is incorporated by reference herein

KB Home 2010 Equity Incentive Plan, filed as anibithto our Quarterly Report on Form ID-for the quarte
ended February 28, 2010 (File No. 001-09195),dsriporated by reference herein.

Form of Stock Option Award Agreement under the K&mé 2010 Equity Incentive Plan, filed as an exHibiour
Current Report on Form 8-K dated July 20, 2010e(Rib. 001-09195), is incorporated by referenceihere

Form of Restricted Stock Award Agreement underkBeHome 2010 Equity Incentive Plan, filed as anibitto
our Current Report on Form 8-K dated July 20, 2(Hil@ No. 001-09195), is incorporated by refereheeein.

Form of Fiscal Year 2011 Restricted Cash Award Agrent, filed as an exhibit to our Current ReporForm 8K
dated October 13, 2010 (File No. 001-09195), isiiporated by reference herein.

KB Home 2010 Equity Incentive Plan Stock Option égment for performance stock option grant to Jeffre
Mezger, filed as an exhibit to our 2010 Annual Rémm Form 10-K (File No. 0009195), is incorporated |
reference herein.

Amendment to the KB Home 2010 Equity Incentive Pfdad as an exhibit to our Quarterly Report onfRd.0-Q
for the quarter ended February 28, 2011 (File Nd-09195), is incorporated by reference herein.

Executive Severance Benefit Decisions, filed assmbit to our Quarterly Report on Form @Dfor the quarte
ended February 28, 2011 (File No. 001-09195),dsriporated by reference herein.



10.38 Consensual agreement effective June 10, 2011, digedn exhibit to our Quarterly Report on FormQ@er the
quarter ended August 31, 2011 (File No. 001-091@5phcorporated by reference herein.
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10.39*

10.40*

10.41*

10.42*

10.43*

10.44

10.45

10.46

10.47*

10.48

10.49*

10.50*

10.51*

10.52*

10.53*

10.54*

Form of 2010 Equity Incentive Plan Performance Casfard Agreement, filed as an exhibit to our CutrBepor
on Form 8-K dated October 12, 2011 (File No. 00198), is incorporated by reference herein.

KB Home 2010 Equity Incentive Plan Stock Option égment for performance stock option grant to Jeffre
Mezger, filed as an exhibit to our 2011 Annual Rémm Form 10-K (File No. 0009195), is incorporated |
reference herein.

Form of KB Home 2010 Equity Incentive Plan PerfonteBased Restricted Stock Unit Award Agreement, 1
as an exhibit to our 2012 Annual Report on FornKl@ile No. 001-09195), is incorporated by refereherein.

KB Home 2010 Equity Incentive Plan PerformamBzsed Restricted Stock Unit Award Agreement
performancedased restricted stock unit award to Jeffrey T. §dezfiled as an exhibit to our 2012 Annual Re
on Form 10-K (File No. 001-09195), is incorporabsdreference herein.

Form of KB Home 2010 Equity Incentive Plan Res&itStock Unit Award Agreement, filed as an exhibibur
2012 Annual Report on Form 10-K (File No. 001-0919&incorporated by reference herein.

Revolving Loan Agreement, dated as of March 12 32@mMong us, the banks party thereto, and Citiblnk,, as
Administrative Agent, filed as an exhibit to our &terly Report on Form 1Q-for the quarter ended May 31, 2(
(File No. 001-09195), is incorporated by refereheeein.

Amended and Restated KB Home NBmployee Directors Compensation Plan, effectivg 18|, 2013, filed as ¢
exhibit to our Quarterly Report on Form 10-Q foethuarter ended August 31, 2013 (File No. 09195), is
incorporated by reference herein.

First Amendment to Revolving Loan Agreement, datedf November 19, 2013, among us, the banks geetgto
and Citibank, N.A., as Administrative Agent, filad an exhibit to our 2013 Annual Report on FornmKi{ile No.
001-09195), is incorporated by reference herein.

KB Home 2014 Equity Incentive Plan, filed as anibiho our Quarterly Report on Form ID-for the quarte
ended February 28, 2014 (File No. 001-09195),dsriporated by reference herein.

Third Amended and Restated KB Home Nemployee Directors Compensation Plan, effectivefaiily 17, 2014
filed as an exhibit to our Registration Statemeat B33-197521 on Form S-8 (File No. 009195), is incorporate
by reference herein.

Amendment to Amended and Restated KB Home 1999ntivee Plan NorQualified Stock Option Agreemel
effective July 17, 2014, filed as an exhibit to Quiarterly Report on Form 1Q-for the quarter ended August
2014 (File No. 001-09195), is incorporated by refere herein.

Amendment to KB Home 2001 Stock Incentive Plan BOption Agreement, effective July 17, 2014, filesl ar
exhibit to our Quarterly Report on Form 10-Q foetquarter ended August 31, 2014 (File No. 09195), is
incorporated by reference herein.

Amendment to KB Home Performance Based Incentian Pbr Senior Management Stock Option Agreen
effective July 17, 2014, filed as an exhibit to Quiarterly Report on Form 1Q-for the quarter ended August
2014 (File No. 001-09195), is incorporated by refere herein.

Form of Stock Option Agreement under the KB Hom&£&Bquity Incentive Plan, filed as an exhibit to Qurren:
Report on Form 8-K dated October 14, 2014 (File 081-09195), is incorporated by reference herein.

Form of Restricted Stock Agreement under the KB d014 Equity Incentive Plan, filed as an exhibitour
Current Report on Form 8-K dated October 14, 2Fik No. 001-09195), is incorporated by referenessn.

Form of Performanc&ased Restricted Stock Unit Award Agreement untlerKB Home 2014 Equity Incenti
Plan, filed as an exhibit to our Current Report orm 8-K dated October 14, 2014 (File No. @®195), is
incorporated by reference here



10.55* Form of Performance Cash Award Agreement undeKi¢iome 2014 Equity Incentive Plan, filed as anibitrito
our Current Report on Form 8-K dated October 1442File No. 001-09195), is incorporated by refeeeherein.
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Form of Restricted Cash Award Agreement under tBeHOme 2014 Equity Incentive Plan, filed as an bitho
our Current Report on Form 8-K dated October 1442File No. 001-09195), is incorporated by refeesherein.

Fourth Amended and Restated KB Home NEmployee Directors Compensation Plan, effectivefa®ctober 9
2014.

Second Amendment to Revolving Loan Agreement, datkedf November 19, 2014, among us, the banks
thereto, and Citibank, N.A., as Administrative Agen

Computation of Ratio of Earnings to Fixed Charges.
Subsidiaries of the Registrant.
Consent of Independent Registered Public Accouriing.

Certification of Jeffrey T. Mezger, President anief Executive Officer of KB Home Pursuant to SentB02 o
the Sarbanes-Oxley Act of 2002.

Certification of Jeff J. Kaminski, Executive ViceeBident and Chief Financial Officer of KB Home &uant tc
Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Jeffrey T. Mezger, President antie® Executive Officer of KB Home Pursuant to 1&LLC.
Section 1350, as Adopted Pursuant to Section 9@6eobarbanes-Oxley Act of 2002.

Certification of Jeff J. Kaminski, Executive VicaeBident and Chief Financial Officer of KB Home Suant tc
18 U.S.C. Section 1350, as Adopted Pursuant tad®e@06 of the Sarbanes-Oxley Act of 2002.

The following materials from KB Home’s Annual Repan Form 10K for the year ended November 30, 2C
formatted in eXtensible Business Reporting Langu@d®RL): (a) Consolidated Statements of Operatitorsthe
years ended November 30, 2014, 2013 and 2012,qb3dlidated Statements of Comprehensive IncomesjLfog
the Years Ended November 30, 2014, 2013 and 2@)Zdnsolidated Balance Sheets as of November G4
and 2013, (d) Consolidated Statements of Stocknsll@uity for the years ended November 30, 2014, 2401
2012, (e) Consolidated Statements of Cash Flowsh®years ended November 30, 2014, 2013 and 201R(f)
the Notes to Consolidated Financial Statements.

* Management contract or compensatory plan or gearent in which executive officers are eligibleptoticipate.
T Document filed with this Form 10-K.
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EXHIBIT 10.57

KB

HOME

FOURTH AMENDED AND RESTATED
KB HOME
NON-EMPLOYEE DIRECTORS COMPENSATION PLAN
(Effective as of October 9, 2014)

1. PURPOSE OF THE PLAN. The purpose of the KB Hioe-Employee Directors Compensation Plan (“Plag’fpigrant
Awards of equity-based compensation and other faft®mpensation to non-employee Directors of KBridgpa Delaware corporation
(the “Company”). The Plan was adopted effectivefaSeptember 26, 1996 (the “Effective Date”), arabwubsequently amended as of
December 4, 1998, December 6, 1999, July 10, 2t8jary 1, 2009, July 9, 2009, July 18, 2013 ahd1Jy 2014. The Plan is hereby
amended and restated as set forth herein effeasivé October 9, 2014 (the “Amendment Date”).

2. DEFINITIONS.

“ADDITIONAL MEETING FEE” shall mean a fee payable & Director who attends a meeting of the Boara standing
committee of the Board that is in excess of therBgaor the standing committee’s respective regylscheduled meetings for a given
Director Year (without cross-aggregation of Boand atanding committee meetings), and who attendel ef that Director Year’s prior
meetings of the Board or standing committee, aficgipe.

“AMENDMENT DATE" shall have the meaning set forth $ection 1 above.
“ANNUAL ELECTION” shall mean the election by a Detr described in Section 6 below.
“ANNUAL MEETING” shall mean an annual meeting obskholders of the Company.

“ANNUAL BOARD RETAINER” shall mean the annual retedr fee to be paid to a Director for service onBoard for a given
Director Year.

“ANNUAL AWARD” shall mean the Award granted to aiector for such Directos agreement to serve on the Board for a ¢
Director Year.

“AWARD” shall mean an award of Stock pursuant te fan. Such Stock shall be issued from the Conip&®l4 Equity
Incentive Plan or any other compensation plan, farogor arrangement approved by the Company’s stiddkls for grants of Stock to
Directors, or as otherwise permitted by applicddwe and stock exchange listing standards.

“BOARD” shall mean the Board of Directors of therGuany.
“CHAIR” shall mean the Director designated as thaionan or chairwoman of a Committee.

“CHANGE IN CONTROL" of the Company shall mean thecarrence of a “change in the ownership,” a “chaingee effective
control,” or a “change in the ownership of a sub8h portion of the assets” of the Company (osa¢h other corporation described in
Section 1.409A-3(i)(5)(ii)(A)), as




determined in accordance with Section 1.409A-1)idfhe Treasury Regulations and the followingvismns:

(&) a“change in the ownership” of the Comp@nyother applicable corporation) shall occur om date on which any one
person, or more than one person acting as a gaogpjres ownership of stock of the corporation, ttagjether with stock held by such
person or group, constitutes more than 50% ofdted tair market value or total voting power of tteck of such corporation. However,
if any person or group is considered to own moaa th0% of the total fair market value or total ugtpower of the stock of such
corporation, and such person or group acquiregiaddl stock of such corporation, the acquisitibdditional stock by such person or
group shall not be considered to cause a “chanteeiownership” (or a “change in the effective colij of such corporation.

(b) a“change in the effective control” of tBempany (or other applicable corporation) shalluvamn either of the following
dates: (i) the date on which any one person, oertttan one person acting as a group, acquiresaadquired during the 12-month
period ending on the date of the most recent aitoguidy such person or persons) ownership of stiake corporation possessing 30%
or more of the total voting power of the stock oé€ls corporation; provided, however, that if anysoeror group is considered to own
more than 30% of the total voting power of the ktotsuch corporation, and such person or groupiaes) additional stock of such
corporation, the acquisition of additional stockdueh person or group shall not be considereduseca “change in the effective control”
of such corporation; or (ii) the date on which garity of the Company’s Board of Directors is reqed during any 12-month period by
directors whose appointment or election is not esetbby a majority of the members of the CompaByard of Directors before the
date of the appointment or election.

(c) a‘“change in the ownership of a substapiation of the assets” of the Company (or othexliapble corporation) shall
occur on the date on which any one person, or tinare one person acting as a group, acquires (cadwasred during the 12-month
period ending on the date of the most recent aitoguidy such person or persons) assets from thgocation that have a total gross fair
market value equal to or more than 40% of the mtass fair market value of all of the assets efdbrporation immediately before such
acquisition or acquisitions. However, a transfeasdets shall not be treated as a “change in thership of a substantial portion of the
assets” when such a transfer is made to a relatiesthip as described in Section 1.409A-3(i)(5)(vi))¢Bthe Treasury Regulations.

“CODE” shall mean the Internal Revenue Code of 1@86amended from time to time. All referencesh@ode or any section
thereof shall include the Treasury Regulations@heér Department of Treasury guidance issued tineleu

“COMMITTEE” shall mean the Management Developmerd £&ompensation Committee of the Board or suchr athmmittee
as may be designated by the Board.

“COMMITTEE CHAIR RETAINER” shall mean the annualtaéner fee to be paid to a Director for servicehgesChair of a
standing committee of the Board for a given Diredtear.

“COMMITTEE MEMBER RETAINER” shall mean the annuadtainer fee to be paid to an eligible Directordervice as a
member of a standing committee of the Board foivargDirector Year.

“COMMON STOCK EQUIVALENTS” shall mean any instruntegranted to a Director as compensation for the®ar's
service on the Board reflecting the right to reee8tock or a cash payment based upon the valuedk,Sncluding without limitation
any Stock Units granted under the Plan after the®ament Date and any vested and unvested Old Gramatsled under the Plan for
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which the payout has been deferred, but not innlydiny Old Grants denominated in the form of oionthe like (whether settled in
Stock or cash) awarded under the Plan.

“COMPANY” shall have the meaning set forth in Seatil above.
“DIRECTOR” shall mean a non-employee director & @ompany.

“DIRECTOR YEAR” shall mean the period commencingtba date of an Annual Meeting and ending on the ohamediately
preceding the next Annual Meeting.

“EFFECTIVE DATE" shall have the meaning set fonthSection 1 above.

“FAIR MARKET VALUE” of the Stock on a particular da shall equal (a) if shares are traded on a desiexchange, the
closing price of a share as reportedTine Wall Street Journdbr such date or, if no sale occurred on such datehe first trading date
immediately prior to such date during which a saleurred; or (b) if shares are not traded on argesiexchange, (i) the last sales price
on such date (if shares are then listed as a GMbetet Issue under the NASDAQ Global Market Sygtem(ii) the mean between the
closing representative bid and asked prices (inthbr cases) for shares on such date; or, if les gaices or bid and asked prices, as
applicable, are reported by a national quotatimtesy, the first date immediately prior to such datevhich sales prices or bid and asked
prices, as applicable, are reported by a natiomadagion system; or (c) if shares are not publickged, or with respect to any non-share
based Award or settlement of an Award, the fairkebvalue established by the Committee acting mdgaith.

“OLD GRANT” shall mean an outstanding award of éginased compensation, whether denominated as ,Sttwalk units,
options or otherwise and whether payable in Stoakh or other property, received for service agackr in respect of the 2014-2015
Director Year or any earlier Director Year.

“OLD STOCK-BASED OWNERSHIP REQUIREMENT” shall medme requirement in effect prior to the AmendmenteDaf
each Director to hold, while serving as a Directaileast $250,000 in value of Stock and/or Com@tmtk Equivalents; provided that
once a Director meets such requirement, subseghanges alone in the Fair Market Value of the S&baMl not cause the requiremer
become unsatisfied with respect to that Director.

“OWNERSHIP REQUIREMENT” shall mean the requiremaneffect as of the Amendment Date of each Diretddrold at
least five times the Annual Board Retainer in vali&tock and/or Common Stock Equivalents by tfte inniversary of the date a
Director joins the Board of Directors (or for a 8itor serving on the Board as of the Amendment ,st¢he fifth anniversary of the
Amendment Date); provided that once a Director sieath requirement, subsequent changes alone Fath®larket Value of the Stock
shall not cause the requirement to become ungatigfith respect to that Director.

“PER DIEM FEES” shall mean a fee authorized to aiel fpy the Chairman of the Board (or a designateedr if at an
applicable time the Chairman of the Board is als@mployee of the Company), in his or her solerdisan, to a Director who is asked
work on Board issues for a significant part of dag outside of normal Board or standing committeise.

“PLAN" shall have the meaning set forth in Sectibabove.

“RULE 16B-3" shall mean Rule 16b-3 promulgated urithe Securities Exchange Act of 1934, as amended.
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“SECTION 409A” shall mean Section 409A of the Caahal, for the avoidance of doubt only, the Trea®egulations and other
Department of Treasury guidance issued thereunder.

“STOCK” shall mean shares of Common Stock, parerdll.00 per share, of the Company.
“STOCK UNIT” shall mean a right to receive one shaf Stock.

“TERMINATION DATE" shall mean the date a Directorsgrvice on the Board terminates for any reasavjiged that such
termination constitutes a “separation from servig@hin the meaning of Section 409A as determimeddcordance with Section 10(c)
below.

“TREASURY REGULATIONS” shall mean the rules and uéggions issued or adopted by the Department ciidirgy in respect
of the Code.

3. PROCESS. The Committee shall from time to tistatdish (a) the value of the Annual Board Retgi@@ammittee Chair
Retainers and Committee Member Retainers for angbiesctor Year, (b) the number of shares of Stocthe value of Stock in respect
of the Annual Award for a given Director Year, gudl the value of any Additional Meeting Fees fajiwen Director Year; provided that
any adjustment in any of the foregoing amountsatues shall be subject to the approval of the Board

4. ANNUAL AWARDS.

(&) On the date of each Annual Meeting, eachritbent Director and each individual who becomB#ector as of the date of
such Annual Meeting shall be entitled to receivesoch date a grant of an Annual Award, as deteminngsuant to Section 3 above. As
part of each Director’'s Annual Election, a Direcshall be given the opportunity to elect to defareipt of the grant of his or her Annual
Award and instead be credited with an equal numb&tock Units with respect to such Annual Awarfdan individual becomes a
Director during a given Director Year outside ofrtgeelected to the Board at an Annual Meeting, hehe shall be granted, on his or her
first day of such service, a prorated Annual Awiardthe remaining balance of that Director Year.

(b) If the Committee establishes a dollar vdareghe Annual Award, then the Annual Award shmlequal to such value
divided by the Fair Market Value of one share afcRton the date of grant.

(c) Annual Awards vest immediately upon gramgvided that if a Director's Ownership Requiremismot satisfied on the
last day of the Director’s taxable year ending priothe applicable Director Year of grant (or thee date for an Annual Election under
Section 6(c) below, if applicable), (a) the Diraateay not sell or otherwise dispose of (directlyratirectly) any shares of Stock or any
Common Stock Equivalents; and (b) the Director idlcredited with an equal number of Stock Unithwespect to and in lieu of
receiving grants of any Annual Awards, in each aagé the earlier of (i) the first business dayeafthe date the Director satisfies the
Ownership Requirement or (ii) the Director’s Teration Date.

(d) All Stock Units credited to a Director aftte Amendment Date shall be paid out as soonadigable (but no later than 60
days following) upon the earlier of (i) the occumce of a Change in Control and (ii) the Directdr&ymination Date.

5. ANNUAL RETAINERS AND FEES.

(@) Each Director shall be entitled to receimeAnnual Board Retainer with respect to each Dire¢ear. As part of each
Director’s Annual Election, a Director shall be givan opportunity to elect to receive his or hendal Board Retainer in cash or by an
Award grant, or to defer receipt of the Annual BbRetainer and instead be credited with Stock Unitis respect to such Annual Board
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Retainer as set forth in Section 5(d) below. A Blioe who does not make a timely Annual Electionlistegeive his or her Annual Board
Retainer in cash.

(b) The Chair of each standing committee ofBbard shall be entitled to receive the applicavirual Committee Chair
Retainer with respect to each Director Year. Eableromember (other than the Chairman of the Baarthss otherwise determined by
the Committee or the Board) of each standing cotemibf the Board shall be entitled to receive th@iaable annual Committee
Member Retainer with respect to each Director YAarpart of the Annual Election, each committeeiCaad eligible standing
committee member shall be given an opportunityl¢oteo receive his or her Committee Chair Retgg)eand/or Committee Member
Retainer(s) in cash or by an Award grant, or teedeéceipt of any such retainers and instead lfitecewith Stock Units with respect to
such retainers as set forth in Section 5(d) befowommittee Chair or eligible standing committeenmber who does not make a timely
Annual Election shall receive his or her Commit@¥eir Retainer(s) and/or Committee Member Retas)én(cash.

(c) If a Director elects pursuant to his or Aenual Election to receive his or her Annual BoRetainer, Committee Chair
Retainer(s) and/or Committee Member Retainer(sgligile) in cash (or defaults to such electigggyment shall be made on a quart:
basis during the applicable Director Year for sayl@s the Director is serving in the relevant céapac

(d) If a Director elects to receive his or hemiyal Board Retainer, Committee Chair Retainerfdja Committee Member
Retainer(s) (as eligible) by an Award grant, theeBlior shall be granted an Award on the date oftteual Meeting with a Fair Market
Value on the date of grant equal to 100% of theevalf the Annual Board Retainer, Committee ChataRer and/or Committee Memt
Retainer, as applicable; and any such Awards wasiediately upon grant. If a Director elects to bedited with Stock Units with respe
to his or her Annual Board Retainer, Committee €Raitainer(s) and/or Committee Member Retainegs){igible), the Director shall
be so credited on the date of the Annual Meetirtg Btock Units equal in number to the shares oflStbe Director would have receiv
had the Director elected to receive the applicastiginers by an Award grant as set forth in thedoing sentence of this Section 5(d).
Notwithstanding the foregoing, in lieu of being igted an Award covering a fractional share of Stckactional Stock Unit, th
Director shall receive a cash payment equal td-#ieMarket Value of any such fractional share wic® or fractional Stock Unit.

(e) Any individual who becomes a Director (adesof being elected to the Board at an Annual Meggta committee Chair or
a standing committee member during a Director $&ail be granted, on his or her first day of sustvise, an Annual Board Retainer,
Committee Chair Retainer and/or Committee MembeaiRer (if eligible), as applicable, in cash prexhfor the remaining balance of
that Director Year.

(H Payment of Additional Meeting Fees to whbirector becomes eligible shall be made in gasimptly following each
applicable additional meeting. Eligibility for rapeof any Additional Meeting Fees beyond five §bich additional meetings of the Bo
or a particular standing committee shall be sulipthe approval, in each applicable case, of tha@an of the Board (or a designated
Director if at an applicable time the Chairmante Board is also an employee of the Company) Be#&wd meetings, or the applicable
committee Chair as to standing committee meetiimgall circumstances, Per Diem Fees shall be pagsh only promptly after
approval and shall not be subject to the Annuattitia.

6. ANNUAL ELECTION AND PARTIAL DIRECTOR YEARS.

(a) Each Director may make a written electiohjolv must be delivered to the Secretary of the Gomgmo later than the last
day of the Director’s taxable year ending priothte Director Year to
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which the written election relates (subject to #c6(c) below), indicating that the Director wolikk to receive all of one or more of
his or her Annual Board Retainer, Committee Chaitaither(s) and/or Committee Member Retainer(s)rbjnaard grant rather than in
cash, and/or to defer receipt of one or more obhiser Annual Award, Annual Board Retainer, ConeatChair Retainer(s) and/or
Committee Member Retainer(s) and instead be cibditth Stock Units with respect to same as sehfortSection 4(a) or Section 5(d)
above (as applicable). The Annual Election shalrtgvocable after the last day of such taxable y&zbject to Section 6(c) below.

(b) In the event a Director resigns from the 8loduring a Director Year, (i) the Director shadturn to the Company any cash
payment covering the prorated portion of the AnrBzdrd Retainer, Committee Chair Retainer(s) an@mnmittee Member Retainer(s)
for the remaining balance of that Director Yeand &i) the Director shall forfeit any unvested (Zdants in their entirety. No return or
forfeiture of any portion of the Annual Board Retati, Committee Chair Retainer(s), Committee Menfitetainer(s) or Old Grants shall
be required in the event a Director leaves the @aarthe result of retirement or disability (irheit case, as determined in the
Committee’s sole discretion) or death.

(c) Notwithstanding the provisions of Sectioa)6@ Director’'s Annual Election for (i) the DirectYear during which the
individual becomes a Director and (ii) for the nBxtector Year if the individual becomes a Direcéditer the last day dfis or her taxab
year ending prior to the next Director Year, maydbévered to the Secretary of the Company no ldin the date on which such
individual first becomes a Director, and such Adritiaction(s) shall be irrevocable after the datennich such individual first becomes
a Director; provided that any individual who becanaeDirector during a Director Year outside of lgeéhected to the Board at an Ann
Meeting will not have the opportunity to elect tefer the receipt of and to instead be credited ®ititk Units with respect to his or her
prorated Annual Award, Annual Board Retainer, Cotteni Chair Retainer(s) or Committee Member Reté&ieas the case may be, for
that Director Year.

7. OLD GRANTS.
(&) Each Old Grant shall comply with, or be epefnrom, the requirements of Section 409A.
(b) Each OIld Grant denominated in the form obption or the like (whether settled in Stock ostoethat was

(i) received by a Director for service in respefcthe 2009-2010 Director Year or any earlier Dicgctear (X) shall
become exercisable if and while the Old Stock-Ba3ethership Requirement is satisfied or, if earl@r,the Director’'s Termination
Date, (Y) shall have a maximum term of fifteen (¥8ars from the date of grant, and (Z) shall renaaitstanding and fully exercisable
until the earlier of the end of its term or one y&ar from the Director’'s Termination Date, exciepthe event of removal for cause, in
which case each such Old Grant shall remain outstgrand fully exercisable for thirty (30) days,as provided in Section 7(c) below;
or

(ii) received by a Director for service in respetany of the Director Years from and including 2@10-2011 Director
Year through to and including the 2014-2015 Diredtear (X) shall become exercisable if and while @d Stock-Based Ownership
Requirement is satisfied or, if earlier, on theddtor's Termination Date, (Y) shall have a maximt@mm of ten (10) years from the date
of grant and (2) shall remain outstanding and febgrcisable until the earlier of the end of itsrt@r the third (3') anniversary of the
Director’s Termination Date, subject to Section) Helow; provided that upon the occurrence of arglkean Control, the vesting of any
such Old Grant shall accelerate and any ownergljpirement as a condition to exercise shall be edaiv

(c) Notwithstanding Sections 7(a) and 7(b), anlject to Section 16 below, each Old Grant denataihin the form of a
vested option or the like (whether settled in Stockash) shall remain
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outstanding and fully exercisable by a recipierebior until the end of its term in the event theebtor leaves the Board as a result of
retirement or disability (in either case, as deteed in the Committee’s sole discretion) or death.

(d) Subiject to Section 16 below, each Old Gdmmominated in the form of a vested stock uniherlike (whether settled in
Stock or cash) shall be paid out as soon as pasdti@after (but no later than sixty (60) days failag) the earlier of (i) the occurrence of
a Change in Control and (ii) the Director’s Terntioa Date.

(e) All payments due in respect of a Directatgstanding Old Grants shall be made in sharesoakShaving a Fair Market
Value equal to the amount of such payment in acsurd with the Plan and all previous applicableteles made by the Director. Such
shares of Stock may be obtained by the Companthi®purpose from the Company’s treasury, throyggnamarket transactions or
negotiated purchases, pursuant to an equity ptastherwise.

8. SECTION 409A.

(8) To the extent that the Committee determihasany Award granted under the Plan is subje8&ition 409A, the Award
agreement evidencing such Award (if any) shall clgmgth the requirements of Section 409A. To théeex possible, the Plan and
Award agreements (if any) shall be interpretedceoadance with Section 409A, including without liation any Treasury Regulations
other Department of Treasury guidance that magseid or amended after the Effective Date or themment Date. Notwithstanding
any provision of the Plan to the contrary, in thierd that following the Effective Date the Commitidetermines that any Award may be
subject to Section 409A, including such Departnudrfireasury guidance as may be issued after thecife Date or the Amendment
Date, the Committee may adopt such amendment& tBlt#n and the applicable Award agreement (if angdopt other policies and
procedures (including amendments, policies andguhoes with retroactive effect), or take any otiaions, that the Committee
determines are necessary or appropriate to (i) pikém Award from Section 409A and/or preserveitiiended tax treatment of the
benefits provided with respect to the Award, grgdomply with the requirements of Section 409A.

(b) If, on a Director’s Termination Date, (i)ctuDirector is a “specified employee” of the Compéwithin the meaning of
Section 409A as determined annually by the Commitieaccordance with the methodology specifieddsplution of the Board or the
Committee and in accordance with Section 1.409Adf(the Treasury Regulations) and (ii) the Compsingll make a good-faith
determination that an amount payable pursuant #veerd constitutes “deferred compensation” (wittie meaning of Section 409A)
the payment of which is required to be delayedymmsto the six-month delay rule set forth in Secd09A in order to preserve the tax
treatment intended for such payment or to avoidtiaah@l tax, interest, or penalties under Secti6@A, then the Company shall not pay
such amount on the otherwise scheduled paymenbdathall instead pay it on the first business alégr such six-month period. Such
amount shall be paid without interest, unless otiser determined by the Committee, in its sole @on, or as otherwise provided in
any applicable agreement between the Company a&netlévant Director.

(c) For purposes of the Plan, a “separatiomfservice’within the meaning of Section 409A shall mean teation of service
provided by a Director to the Company, whether utduy or involuntary, as determined by the Commaiiteaccordance with Section
1.409A-1(h) of the Treasury Regulations. In deteing whether a Director has experienced a separétion service, the following
provisions shall apply:

(i) If a Director provides services for the Caang as both an employee and as a director of tlaedBaf the Company,
to the extent permitted by Section 1.409A-1(h)(Ghe Treasury
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Regulations, the services provided by such Direasoan employee shall not be taken into accoumetermining whether the Director
has experienced a separation from service as etdliref the Board of the Company, and the servizesided by such Director as a
director of the Board of the Company shall notddesh into account in determining whether the Doebis experienced a separation
from service as an employee.

(i)  For purposes of this Subsection, servipedormed for the Company shall include servicdgrared both for the
Company and for any other corporation that is a bermof the same “controlled group” of corporatiassthe Company under Section
414(b) of the Code or any other trade or busingssh(as a partnership) that is under common cowitblthe Company as determined
under Section 414(c) of the Code, in each caseodfied by Treasury Regulation Section 1.409A-18hKnd substituting “at least 50
percent” for “at least 80 percent” each place fiedrs in Section 1563(a) of the Code or TreasuguR&on Section 1.414(c)-2.

(d) A Director shall be solely responsible dinble for the satisfaction of all taxes, interesid penalties that may be imposed
on such Director or for such Director’s account@mnection with an Award (including any taxes, iat, and penalties under Section
409A), and neither the Company nor its affiliatealshave any obligation to indemnify or otherwisgd such Director harmless from
any or all of such taxes, interest, or penalties.

9. STATEMENT OF ACCOUNT. Each Director shall ree@@an annual statement showing the number of outistgi\wards,
Stock Units and Old Grants that have been awamlé#uketDirector under the Plan.

10. CHANGE IN CAPITAL STRUCTURE. In the event ofyaohange in the Stock by reason of any stock diddsplit,
combination of shares, exchange of shares waracamights offering to purchase Stock at a priceieits fair market value,
reclassification, recapitalization, merger, corgsaion or other change in capitalization, apprdpradjustment shall be made by the
Committee to any relevant provisions of the Plath any outstanding Awards, Stock Units or Old Grawtsose determination shall be
binding and conclusive on all persons; providedydwer, that such adjustment shall be made onlgegcektent that it does not cause a
violation of the requirements of Section 409A.

11. NONTRANSFERABILITY. Except as provided in th&a®, Awards and Stock Units shall not be transfierabd may not be
alienated by a Director, except by will or the lasfslescent and distribution.

12. RIGHTS. Except to the extent otherwise setfortthe Plan or in the terms of the applicable Advagreement (if any),
Directors (a) shall have all the rights of a staulller with respect to the Stock subject to an Awarduding the right to receive all
dividends and other distributions paid or made watpect to such Stock; but (b) shall not havedrke rights of a stockholder with
respect to any Stock Units.

13. ADMINISTRATION OF THE PLAN. The Plan shall beministered by the Committee. The Committee shaletfull
power, discretion and authority to interpret anthamister the Plan, except that the Committee dtale no power to (i) determine the
eligibility for Awards or Stock Units or the number the timing or the value of Awards or Stock $riid be granted to any Director, or
(ii) take any action specifically delegated to Bward under the Plan. With respect to any detertioinaontemplated in subsection (i) of
the preceding sentence, the Committee shall malemeendations to the Board, but any final detertronawith respect to such
recommendation shall be subject to the approviiefull Board.
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14. AMENDMENT OR TERMINATION OF THE PLAN. The Boanthay, at any time, amend or terminate the Plannbut
amendment or termination shall, without the writtemsent of a Director, reduce the Director’s rsgimder previously granted Awards,
Stock Units or with respect to any fees previogslyned. No amendment which requires stockholdeoappin order for the Plan to
continue to comply with Rule 16b-3 shall be effeetunless the same shall be approved by the réguisie of the stockholders of the
Company.

15. NO RIGHT TO RENOMINATION. Nothing in the Plam im any Award, Stock Unit or Old Grant shall canfgon any
Director the right to be nominated for reelectioritie Board.

16. PAYMENTS UPON DEATH. In the event of a Directodeath, shares of the Stock subject to an Aweld by the
Company’s transfer agent (if any) shall be promptynsferred to, payouts with respect to any Stdeits or any vested Old Grants
denominated in the form of stock units or the kkell be promptly made and/or the right to exeraisg vested Old Grants denominated
in the form of options or the like (whether settirdStock or cash) shall be promptly accorded éolteneficiary designated by the
Director (or in the absence of an executed beragfidorm, to the person legally entitled theretodasignated under his or her will, or to
such heirs as determined under the laws of intg$taiche state of his or her domicile).

17. DIVIDEND EQUIVALENT PAYMENTS. Effective as ofach cash dividend payment date for outstandingeshafrStock, a
current cash payment shall be made on each ouista8tbck Unit to the holder thereof in the amoaqtial to the dividend paid on an
outstanding share of Stock.

18. GOVERNING LAW. The Plan and all actions takkareunder shall be governed by and construed mrdance with the
laws of the State of California.




Director Year 2015
(and future Director Years unless changed in acoure with the Plan)

Approved Amounts and Values

Annual Board Retainer $100,000

Committee Chair Retainers $25,000 (Audit and Compliance)

(Chairman of the Board not eligible) $18,000 (Management Development and Compensation)
$15,000 (Nominating and Corporate Governance)

Committee Member Retainers $10,000 (Audit and Compliance)

(Chairman of the Board not eligible) $7,000 (Management Development and Compensation)
$5,000 (Nominating and Corporate Governance)

Annual Award An Award with a value of $145,000

Additional Meeting Fees $1,500 per Board or stagdiommittee meeting

Per Diem Fees TBD on a case-by-case basis indatoe with the Plan

Note: Each Committee Chair Retainer is inclusive of @lmmmittee Member Retainer for the associated BGammittee; thus, a
Committee Chair is not eligible to receive the Chgtainer and the Member Retainer for the samertitge.
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EXHIBIT 10.58

SECOND AMENDMENT TO REVOLVING LOAN AGREEMENT

This SECOND AMENDMENT TO REVOLVING LOAN AGREEMENTdated as of November 19, 2014 (this “
Amendment’), is entered into by KB HOME, a Delaware corparat(the “ Borrower”), the Guarantor Subsidiaries party hereto
Banks and the Issuing Banks party hereto, and GANB, N.A., as administrative agent (in such capadite “ Administrative Agent).
Capitalized terms used but not defined herein steale the meanings assigned to such terms in the Agreement (as defined below).

RECITALS

A. WHEREAS, the Borrower, the Banks, the Issuing Baarkds the Administrative Agent entered into thataie
Revolving Loan Agreement, dated as of March 12,32@k amended by that certain First Amendment twRmg Loan Agreemer
dated as of November 19, 2013 (as so amended,safutither amended, restated, supplemented or ogemodified from time to tim
the “ Loan Agreemerif).

B. WHEREAS, each of the Guarantor Subsidiaries isyp@rtthe Subsidiary Guaranty, pursuant to whict
Guarantor Subsidiaries have guaranteed the Oldigzti

C. WHEREAS, the Borrower, the Banks and the IssuingkBaarty hereto and the Administrative Agent d
to amend the Loan Agreement on the terms and donsliset forth herein.

D. WHEREAS, each of the Guarantor Subsidiaries expectsalize substantial direct and indirect besedis
result of this Amendment becoming effective and cbesummation of the transactions contemplatedblyjeaed desires to reaffirm
obligations under the Subsidiary Guaranty.

NOW, THEREFORE, in consideration of the mutual agments herein contained and other good and va
consideration, the sufficiency and receipt of whach hereby acknowledged, the parties hereto agréalows:

SECTION 1. Amendments to Loan Agreemerithe Borrower, the Banks and the Issuing Banksy
hereto and the Administrative Agent each agreedhahe Amendment Effective Date (as defined below)

i. Section 1.1of the Loan Agreement shall be amended by insettiegfollowing defined terms in appropri
alphabetical order therein:

“*“ Second Amendmernit means the Second Amendment to Revolving Loan Ageegndated as of Noveml
19, 2014, among the Borrower, the Guarantor Sulnsédi party thereto, the Banks and the Issuing Baakty theret
and Administrative Agent.”

“*“ Second Amendment Effective Datemeans the “Amendment Effective Date’ defined in the Secac
Amendment.”

ii. Section 1.1of the Loan Agreement shall be amended by ameratidgestating the following defined term:

LA\3843523.3




“ * Qveradvance Amount means $400,000,000; providedthat Borrower may elect for the Overadve
Amount to be reduced to $300,000,000 at any timedtice to the Administrative Agent.”

iii. Clause (b) of Section 6.1df the Loan Agreement shall be amended by amerafidgestating such clause
follows:

“(b) the Consolidated Interest Coverage Ratibdpat the end of any Fiscal Quarter, less than:

For each Fiscal Quarter ending after the Closing Blarough and [1.10
including the first Fiscal Quarter of 2014

For the second Fiscal Quarter of 2014 1.20

For the third Fiscal Quarter of 2014 and each FiQcerter thereaftgi.40”

iv. Section 3.100f the Loan Agreement shall be amended by insertisga new clause (g) in appropr
alphabetical order therein the following:

“(g) For purposes of determining withholding Taxegosed under FATCA, from and after the Se
Amendment Effective Date, the Borrower and the Adstiative Agent shall treat (and the Banks herabthorize th
Administrative Agent to treat) the Loans as notlidyiag as a “grandfathered obligatiomlithin the meaning of Treast
Regulation Section 1.1471-2(b)(2)(i).”

SECTION 1. Representations and Warranti€Bo induce the other parties hereto to enter int® Amendment, ea
Loan Party represents and warrants to the Bankshendldministrative Agent that, as of the date bére

i. the representations and warranties contained iicl&v of the Loan Agreement (other than the repreation
and warranties contained in Sections 4.4(a), 4nB4al9 of the Loan Agreement) shall be true ardecodin all material respects on i
as of the date hereof as though made on and ae dite hereof (except that the financial statesnefierred to in Section 4.5 of the L
Agreement shall be deemed to refer to the mosintestatements furnished pursuant to clauses (a)l@ndf Section 7.1 of the Lo
Agreement and the Borrowing Base Certificate refémo in Section 4.7(b) of the Loan Agreement shaldeemed to refer to the r
recent Borrowing Base Certificate delivered pursuanSection 2.8 of the Loan Agreement); it beimglerstood and agreed that
representation or warranty that is qualified as#geriality or “Material Adverse Effect” shall beue and correct in all respects;

il. (i) the execution, delivery, and performance by Barower and by each Guarantor Subsidiary of
Amendment have been duly authorized by all necgssaporate or partnership action, and do not: rgguire any consent or apprc
not heretofore obtained of any stockholder, partsecurity




holder, or creditor of such Loan Party; (B) violateconflict with any provision of such Loan Pagycharter, certificate or articles
incorporation, bylaws, certificate or articles afganization, operating agreement, partnership ageeé or other organizational
governing documents of such Loan Party; (C) rdaulir require the creation or imposition of any.i@xcept to the extent that any L
is created under the Loan Documents) or Right &e@t upon or with respect to any Property now owardléased or hereafter acqui
by such Loan Party; (D) constitute a “transfer ofirsterest” or an “obligation incurredhat is avoidable by a trustee under Section 5
the Bankruptcy Code of 1978, as amended, or catestéd “fraudulent transfer” or “fraudulent obligail’ within the meaning of tt
Uniform Fraudulent Transfer Act as enacted in amisgliction or any analogous Law; (E) violate anggRirement of Law applicable
such Loan Party; or (F) result in a breach of arstitute a default under, or cause or permit tleelacation of any obligation owed unc
any indenture or loan or credit agreement or ahgroContractual Obligation to which such Loan Partyany of its Property is bound
affected with respect to any obligation or obligat aggregating $25,000,000 or more; and (ii) eeithe Borrower nor any Guarar
Subsidiary is in violation of, or default under,yaRequirement of Law or Contractual Obligation, ay indenture, loan or cre
agreement described in the foregoing clause (if(Bny respect that would constitute a Material &de Effect;

iii. except such as have heretofore been obtained, thoreation, consent, approval, order, license empi
from, or filing, registration, or qualification vif or exemption from any of the foregoing from, @dgvernmental Agency is or will
required to authorize or permit the execution,\@gli and performance by the Borrower or any Guarafubsidiary of this Amendme
and

iv. no Default or Event of Default has occurred @éndontinuing.

SECTION 2. Amendment EffectivenessThe effectiveness of this Amendment shall be subjeche following
conditions precedent (the date on which such cimdithave been satisfied (or waived) is referreldai@in as the Amendment Effectiv
Date”):

i. the Administrative Agent shall have received frajrtt{e Borrower and each Guarantor Subsidiary @hedct
Bank and each Issuing Bank, a duly executed andeded counterpart of this Amendment signed on lheli@ach such party;

il. the representations and warranties of the Boercand the Guarantor Subsidiaries set forth irti@e@ hereo
shall be true and correct on and as of the Amentiaffactive Date, and no Default or Event of Defasliall have occurred and
continuing; and

iii. the Administrative Agent shall have received alloaimts due and payable to the Administrative Agenbi
prior to the Amendment Effective Date pursuanth® ltoan Documents, including, reimbursement ofré@esonable actual out-pbcke
expenses (including the fees and expenses of not than one firm of outside legal counsel retaitedepresent the Administrati
Agent) required to be reimbursed or paid hereund&nder any other Loan Document.

SECTION 3. Costs and Expensedhe Borrower shall pay on demand the reasonattiebout-ofpocket costs ar
expenses of the Administrative Agent (including thes and expenses of not more than one firm dfideilegal counsel retained
represent the Administrative Agent) incurred inmection with the preparation, execution and dejivarthis Amendment.




SECTION 4. Reaffirmation. Each of the Guarantor Subsidiaries acknowledgasits consent to this Amendmer
not required, but each of the Guarantor Subsidiar@vertheless does hereby agree and consens #rttdindment. Each of the Guaral
Subsidiaries agrees and acknowledges that (i) tfigtainding the effectiveness of this Amendment,giha@rantee of the Obligations
such Guarantor Subsidiary shall remain in full @end effect without modification thereto and (igthing herein shall in any way lir
any of the terms or provisions of such guaranteanyr other Loan Document executed by such Guar&ubsidiary, all of which a
hereby ratified, confirmed and affirmed in all resfs. Each of the Guarantor Subsidiaries herebseagand acknowledges that no ¢
agreement, instrument, consent or document shatbdpgired to give effect to this Section Each of the Guarantor Subsidiaries he
further acknowledges that Borrower, the AdminisiatAgents and any Bank may from time to time eitigs any further amendmer
modifications, terminations and/or waivers of amgyisions of the Loan Documents without notice taconsent from such Guarar
Subsidiary and without affecting the validity orfemceability of such Guarantor Subsidiagyjuarantee of the Obligations or giving ris
any reduction, limitation, impairment, dischargdenmination of such guarantee.

SECTION 5. Effect of Amendment On and after the Amendment Effective Date, eaflerence to the Lo
Agreement in any Loan Document shall be deemedkta keference to the Loan Agreement as amendekidAmendment. Except
expressly provided in this Amendment, nothing hesiall be deemed to entitle any Loan Party toreseot to, or a waiver, amendm:
modification or other change of, any of the teramditions, obligations, covenants or agreementsagned in the Loan Agreement
any other Loan Document in similar or differentcaimstances. On and after the Amendment Effectivie,lthis Amendment sh
constitute a “Loan Documenfor all purposes of the Loan Agreement and the rotlean Documents. On and after the Amendr
Effective Date, as used in the Loan Agreement,ténms “Agreement,” “this Agreement,” “herein,” “henafter,” “hereto,” “hereof,”
“hereunder”and words of similar import shall, unless the cahietherwise requires, mean the Loan Agreementnasnded by th
Amendment.

SECTION 6. Counterparts This Amendment may be executed in any number ofitesparts and by different part
hereto in separate counterparts, each of which veleeaxecuted and delivered shall be deemed amalidiut all such counterpa
together shall constitute but one and the sameaaxtntDelivery of an executed counterpart of a aigre page of this Amendment
facsimile or other customary means of electronimdmission (e.g., “pdf'shall be as effective as delivery of a manuallycexex
counterpart hereof.

SECTION 7. Applicable Law. THIS AMENDMENT SHALL BE GOVERNED BY, AND CONSTRUB IN
ACCORDANCE WITH, THE LAW OF THE STATE OF NEW YORK.

SECTION 8. Submission to Jurisdiction; Waiver of Venue; Seevit Process Subsections (b), (c) and (d) $ctior
11.180f the Loan Agreement are hereby incorporated fareace herein, mutatis mutandis, and shall haweséime force and effect a
originally set forth herein.

SECTION 9. WAIVER OF RIGHT TO TRIAL BY JURY. EACH PARTY HERETO HEREBY IRREVOCABL'
WAIVES, TO THE FULLEST EXTENT PERMITTED BY APPLICABE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY
JURY IN ANY LEGAL PROCEEDING DIRECTLY OR INDIRECTLYARISING OUT OF OR RELATING TO THIS AMENDMEN
OR THE TRANSACTIONS CONTEMPLATED HEREBY (WHETHER B2ED ON CONTRACT, TORT OR ANY OTHE
THEORY). EACH PARTY HERETO (A) CERTIFIES THAT NO FEIRESENTATIVE, AGENT




OR ATTORNEY OF ANY OTHER PERSON HAS REPRESENTED,ERESSLY OR OTHERWISE, THAT SUCH OTHER PERS
WOULD NOT, IN THE EVENT OF LITIGATION, SEEK TO ENFRCE THE FOREGOING WAIVER AND (B) ACKNOWLEDGE
THAT IT AND THE OTHER PARTIES HERETO HAVE BEEN INDOED TO ENTER INTO THIS AMENDMENT BY, AMON(
OTHER THINGS, THE MUTUAL WAIVERS AND CERTIFICATIONSN THIS SECTION.

SECTION 10. Headings Article and section headings in this Amendmentiackuded for convenience of referel
only and are not part of this Amendment for anyeotburpose.

[ Remainder of page intentionally left blank; sigmatpages follow]




IN WITNESS WHEREOF, the parties hereto have cauksisdAmendment to be duly executed by their dulthartizec
officers, all as of the date and year first abovitten.

KB HOME
as the Borrower

By: /S/ Jeff J. Kaminski
Name: Jeff J. Kaminsl
Title: Executive Vice President a

Chief Financial Officer

KB HOME COASTAL INC.
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME GREATER LOS ANGELES INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME SACRAMENTO INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME SOUTH BAY INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu
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KB HOME LAS VEGAS INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME NEVADA INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME RENO INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME LONE STAR INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KBSA, INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME PHOENIX INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu
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KB HOME TUCSON INC. ,
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME DELMARVA LLC
as a Guarantor Subsidiary

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President, Chief Financ

Officer
and Assistant Secretary

KB HOME FLORIDA LLC ,
as a Guarantor Subsidiary

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President and Assistant Secre

KB HOME FORT MYERS LLC ,
as a Guarantor Subsidiary

By: KB HOME FLORIDA LLC,
its sole member

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President and Assistant Secre

KB HOME MARYLAND LLC ,
as a Guarantor Subsidiary

By: KB HOME DELMARVA LLC,
its sole member

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President, Chief Financial Officer and Assit8ecretar
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KB HOME ORLANDO LLC
as a Guarantor Subsidiary

By: KB HOME FLORIDA LLC,
its sole member

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President and Assistant Secre

KB HOME TAMPA LLC
as a Guarantor Subsidiary

By: KB HOME FLORIDA LLC,
its sole member

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President and Assistant Secre

KB HOME TREASURE COAST LLC ,
as a Guarantor Subsidiary

By: KB HOME FLORIDA LLC,
its sole member

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President and Assistant Secre

KB HOME VIRGINIA INC.
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu

KB HOME COLORADO INC.
as a Guarantor Subsidiary

By: /S/ Thad Johnson
Name: Thad Johnsc
Title: Vice President and Treasu
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KB HOME JACKSONVILLE LLC ,
as a Guarantor Subsidiary

By: KB HOME FLORIDA LLC,
its sole member

By: /S/ William R. Hollinger
Name: William R. Hollingel
Title: Vice President and Assistant Secre
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CITIBANK, N.A.,
as the Administrative Agent, a Bank and an Iss@agk

By: /S/John Rowland
Name: John Rowlan
Title: Vice Presider
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BANK OF AMERICA, N.A,,
as a Bank and an Issuing Bank

By: /S/ Ann E. Kenzie
Name: Ann E. Kenzis
Title: Senior Vice Preside
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CREDIT SUISSE AG, CAYMAN ISLANDS BRANCH,
as a Bank and an Issuing Bank

By: /S/Bill ODaly
Name: Bill ODaly
Title: Authorized Signatot

By: /S/D. Andrew Maletta
Name: D. Andrew Malett
Title: Authorized Signatot
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DEUTSCHE BANK TRUST COMPANY AMERICAS,
as a Bank and an Issuing Bank

By: /S/Lisa Wong
Name: Lisa Won¢

Title: Vice Presider

By: /S/ Michael Shannon
Name: Michael Shannc
Title: Vice Presider

[Signature Page to Second Amendment to RevolviranlAgreement]



KB HOME

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Earnings
Income (loss) from operations before income taxes
Add:
Interest incurred

Amortization of premiums and discounts relatedebtd

Portion of rent expense considered to be interest
Amortization of previously capitalized interest

Distribution of earnings from unconsolidated joientures, net

of equity in income (loss)
Deduct:
Interest capitalized

Income (loss) as adjusted

Fixed charges
Interest incurred
Amortization of premiums and discounts relatedebtd
Portion of rent expense considered to be interest

Ratio of earnings to fixed charges

Coverage deficiency (a)

(In Thousands, Except Ratios)

Years Ended November 30,

EXHIBIT 12.1

2014 2013 2012 2011 2010
9494¢ $ 3836: $ (79,05) $ (181,160 $ (76,369
171,54 149,10: 132,65 112,03° 122,23(
7,12¢ 5,347 3,01¢ 2,15( 2,14¢
3,917 3,20¢ 3,09¢ 3,517 4,65¢
90,80+ 87,41 78,63( 79,33¢ 95,23¢
(1,06 2,88¢ 1,51¢ 45,25¢ 19,63¢
(140,79:) (86,417) (62,85%) (62,83%) (53,929
226,48° $ 19990( $ 77,010 $ (1,709 $ 113,62
171,54: $ 149,100 $ 132,65 $ 11203 $ 122,23(
7,12¢ 5,347 3,01¢ 2,15( 2,14¢
3,917 3,20¢ 3,09¢ 3,517 4,65¢
182,58; $ 157,65: $ 138,760 $ 117,70 $ 129,03’
1.2¢x 1.27x — — |
— 3 — $ (61,75) $ (119,40) $ (15,41)

The ratios of earnings to fixed charges are contbaiea consolidated basis.

(a) Earnings for the years ended November 30, 2012] 208 2010 were insufficient to cover fixed charfgsthe period by $61.8 million, $11¢

million and $15.4 million, respectively.



EXHIBIT 21
KB HOME AND CONSOLIDATED SUBSIDIARIES
SUBSIDIARIES OF THE REGISTRANT
The following subsidiaries* of KB Home were inclutlem the November 30, 2014 consolidated finandetiesnents:

Percentage of
Voting Securities

Owned by
the Registrant
ora
Subsidiary of
Name of Company/Jurisdiction of Incorporation or Famation the Registrant
Arizona
KB HOME Phoenix Inc. 100
KB HOME Sales - Phoenix Inc. 100
KB HOME Sales - Tucson Inc. 100
KB HOME Tucson Inc. 100
California
KB HOME Central Valley Inc. 100
KB HOME Coastal Inc. 100
KB HOME Greater Los Angeles Inc. 100
KB HOME Insurance Agency Inc. 100
KB HOME Sacramento Inc. 100
KB HOME South Bay Inc. 100
Colorado
KB HOME Colorado Inc. 100
Delaware
Fremont Pat Ranch LLC 100
KB HOME California LLC 100
KB HOME Charlotte Inc. 100
KB HOME DelMarVa LLC 100
KB HOME Florida LLC 100
KB HOME Fort Myers LLC 100
KB HOME Gold Coast LLC 100
KB HOME Inspirada LLC 100
KB HOME Jacksonville LLC 100
KB HOME Maryland LLC 100
KB HOME North Carolina Inc. 100
KB HOME Orlando LLC 100
KB HOME Raleigh-Durham Inc. 100
KB HOME South Carolina Inc. 100
KB HOME Tampa LLC 100
KB HOME Treasure Coast LLC 100
KB HOME Virginia Inc. 100
KB Urban Inc. 100
SF Bush Street Condos LLC 100
SF Townsend Condos LLC 100
Florida
KB HOME Title Services Inc. 100
lllinois

KB HOME Mortgage Company 100






Percentage of
Voting Securities
Owned by
the Registrant
ora

Subsidiary of

Name of Company/Jurisdiction of Incorporation or Farmation the Registrant
Nevada
KB HOME Las Vegas Inc. 100
KB HOME Nevada Inc. 100
KB HOME Reno Inc. 100
New Mexico
KB HOME New Mexico Inc. 100
Texas
KB HOME Lone Star Inc. 100
KBSA, Inc. 100

* Certain subsidiaries have been omitted from libts These subsidiaries, when considered in gggemate as a single subsidiary, do not constitute
significant subsidiary as defined in Rule 1-02(Regulation S-X.



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference infdHewing Registration Statements:
(1) Registration Statement (Form S-3 No. 333-197%f KB Home,

(2) Registration Statement (Form S-8 No. 329273) pertaining to the KB Home 1988 EmployeecistBlan, the KB Home 1998 Sto
Incentive Plan, the KB Home Performance-Based lineerPlan for Senior Management, the KB Home Nomployee Directors Stoc
Plan, the KB Home 401(k) Savings Plan, the KB Hat889 Incentive Plan, the KB Home 2001 Stock InaenfPlan, certain stoc
grants and the resale of certain shares by offizittse Company,

(3) Registration Statement (Form S-8 No. 333-188pértaining to the KB Home 401(k) Savings Plan,

(4) Registration Statements (Form S-8 No. 333-8684nd Form S-8 No. 33B75601) pertaining to the KB Home 2010 Equity Irtoer
Plan, and

(5) Registration Statement (Form S-8 No. 333521) pertaining to the KB Home 2014 Equity Irteen Plan, the Third Amended a
Restated Non-Employee Directors Compensation Riaehthe KB Home 401(k) Savings Plan;

of our reports dated January 21, 2015 with respetite consolidated financial statements of KB Hpared the effectiveness of internal control «
financial reporting of KB Home, included in this Amal Report (Form 10-K) for the year ended Novengtgr2014.

Bt ¥ MLLP

Los Angeles, California
January 21, 2015



EXHIBIT 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002
I, Jeffrey T. Mezger, certify that:
1. | have reviewed this annual report on FornkKl® KB Home

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitede a material fact necessary to mak
statements made, in light of the circumstances unihich such statements were made, not misleaditig re@spect to the period covered by
report;

3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present in all material respects
financial condition, results of operations and cisWs of the registrant as of, and for, the pesipdesented in this report;

4. The registran$ other certifying officer and | are responsible éstablishing and maintaining disclosure contanisl procedures (as definec
Exchange Act Rules 13a-15(e) and 15d-15(e)) amuriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-15
(f) for the registrant and have:

a) Designed such disclosure controls and proceduresaused such disclosure controls and procedurbe ttesigned under our supervisior
ensure that material information relating to thgisgrant, including its consolidated subsidiarissmade known to us by others within th
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financial reéipgr, or caused such internal control over finaho&porting to be designed under
supervision, to provide reasonable assurance rieggtte reliability of financial reporting and theeparation of financial statements
external purposes in accordance with generally@edeaccounting principles;

c) Evaluated the effectiveness of the registgunlisclosure controls and procedures and presenteis report our conclusions about
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrathost recel
fiscal quarter (the registrast’fourth fiscal quarter in the case of an annupbrg that has materially affected, or is reasopdiely to
materially affect, the registrant’s internal comweer financial reporting; and

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @mtver financial reporting, to tl
registrant’s auditors and the audit committee efrigistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contraérofmancial reporting which are reason:
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finamtiaimation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@mifiole in the registrastinternal contrc
over financial reporting.

Dated January 21, 2015 /s/ JEFFREY T. MEZGER
Jeffrey T. Mezger
President and Chief Executive Officer
(Principal Executive Officer)




EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002

I, Jeff J. Kaminski, certify that:
1. | have reviewed this annual report on FornkKl® KB Home

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittde a material fact necessary to mak
statements made, in light of the circumstances unihich such statements were made, not misleaditig re@spect to the period covered by
report;

3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present in all material respects
financial condition, results of operations and cisWs of the registrant as of, and for, the pesipdesented in this report;

4. The registran$ other certifying officer and | are responsible éstablishing and maintaining disclosure contanisl procedures (as definec
Exchange Act Rules 13a-15(e) and 15d-15(e)) amuriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-15
(f) for the registrant and have:

a) Designed such disclosure controls and proceduresaused such disclosure controls and procedurbe ttesigned under our supervisior
ensure that material information relating to thgisgrant, including its consolidated subsidiarissmade known to us by others within th
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finaho&porting to be designed under
supervision, to provide reasonable assurance riegatte reliability of financial reporting and thgreparation of financial statements
external purposes in accordance with generallygiedeaccounting principles;

c) Evaluated the effectiveness of the registgulisclosure controls and procedures and presenteis report our conclusions about
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrathost recel
fiscal quarter (the registrastfourth fiscal quarter in the case of an annupbrg that has materially affected, or is reasopdiely to
materially affect, the registrant’s internal comwwer financial reporting; and

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @rtver financial reporting, to tl
registrant’s auditors and the audit committee efrigistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéofinancial reporting which are reason:
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finamtiatmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@mifiole in the registrastinternal contrc
over financial reporting.

Dated January 21, 2015 /sl JEFF J. KAMINSKI
Jeff J. Kaminski
Executive Vice President and Chief Financialicasf
(Principal Financial Officer)




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of KB HomegthCompany”) on Form 10-K for the period ended Nober 30, 2014 (the “Report”),
Jeffrey T. Mezger, President and Chief Executivéc®f of the Company, certify, pursuant to 18 U.Ss€ction 1350, as adopted pursuant to se

906 of the Sarbanes-Oxley Act of 2002, that toltést of my knowledge:
(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; an

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the Comp

Dated January 21, 2015 /sl JEFFREY T. MEZGER
Jeffrey T. Mezger
President and Chief Executive Officer
(Principal Executive Officer)




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of KB Homeg(ttCompany”) on Form 10-K for the period ended Nober 30, 2014 (the “Report”), Jeff J
Kaminski, Executive Vice President and Chief Finah©fficer of the Company, certify, pursuant to U8.C. section 1350, as adopted pursug
section 906 of the Sarbanes-Oxley Act of 2002, tinélte best of my knowledge:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; an

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the Comp

Dated January 21, 2015 /s/ JEFF J. KAMINSKI
Jeff J. Kaminski
Executive Vice President and Chief Financiali€if
(Principal Financial Officer)




