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T GUR SHAREHOLDERS

Despite one of the most severe economic downturns in recent history,
Forestar generated net income of $12.0 million or $0.33 per diluted share in
2008 and total segment earnings of $62.1 million, down only 6% compared
with 2007. Our performance reflects the benefit of our strong mix of low basis
real estate and natural resource assets, our strategy and our organization

that persistently executes in the midst of unprecedented market conditions.

Our strategy is simply to maximize long-term shareholder value. Longer-term,
we will create value through entitlement and development of real estate,
maximizing cash flow from natural resources, and growing our business.
Near-term, our strategic initiatives include monetizing approximately 175,000
acres of HBU timberland, using the proceeds to reduce debt by $150 million and
repurchase up to 20% of our outstanding common shares. In addition, we have
and will continue to lower costs, reduce investment in development and provide
greater transparency into our mineral resources segment. Forestar is fortunate

to have assets that continue to be in demand and provide options.

In our portfolio of assets, we have over 365,000 acres of real estate owned directly
or through ventures including 108 projects principally located in the major
markets of Texas —relatively speaking, the healthiest in the nation. We own 622,000
net mineral acres with over 50% of the acreage located in one of the most
prolific oil and gas basins in the continental U.S. Our minerals generate significant
recurring cash from leasing activity and oil and gas royalties. In addition,
nearly 340,000 acres of our land generate cash from the sale of fiber and leases
for recreational uses. Other natural resources include a 45% non-participating
royalty interest in groundwater produced or withdrawn from approximately
1.38 million acres in Texas, Louisiana, Georgia and Alabama. Including

our fee ownership, we have water interest in approximately 1.7 million acres.
Having the right strategy, near-term initiatives and a well-positioned portfolio

is paramount to success, yet it is our team that is our most important asset.



Forestar has a very experienced senior leadership team with over 250 years of
proven real estate and natural resources experience. Having a team in place

that has experienced and successfully navigated through previous downturns
is invaluable. Our lean organization consists of less than 100 people focused

on executing our strategy and maximizing shareholder value. In particular,

I would like to welcome Flavious Smith, Executive Vice President- Minerals,
and his team who joined Forestar in 2008-a team with extensive experience and
a proven track record of creating value through mineral leasing and additional

participation in oil and gas production.

We have an outstanding board of directors and we thank them for their

leadership, counsel and support.

Finally, to our shareholders: Thank you for your confidence in Forestar. Every
day, we are committed to maximizing long-term value, regardless of economic
conditions. In fact, it is during these times that a company, particularly Forestar,

has the opportunity to create significant value for shareholders.

We fundamentally believe the execution of our strategy and near-term initiatives
will enhance shareholder value and place Forestar in a unique and advantaged

position as we move forward.

Sincerely,

(M EFSIT

Jim DeCosmo

President and Chief Executive Officer



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the Fiscal Year Ended December 31, 2008 Qg
Maij oy
, o " S@é’g@eﬁ?ﬁx
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) | TSCtion
OF THE SECURITIES EXCHANGE ACT OF 1934 AR 2 7 2ng
For the Transition Period From to
Commission File Number: 001-33662 Shiny

Forestar Group Inc.

(Exact Name of Registrant as Specified in Its Charter)

Delaware 26-1336998
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)

6300 Bee Cave Road
Building Two, Suite 500
Austin, Texas 78746-5149

(Address of Principal Executive Offices, including Zip Code)
Registrant’s telephone number, including area code: (512) 433-5200

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange On Which Registered
Common Stock, par value $1.00 per share New York Stock Exchange
Preferred Share Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes OJ No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the
Act. Yes [ No

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405) is not contained
herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. [1

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in
Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer [ Accelerated filer Non-accelerated filer [ Smaller reporting company [

(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes [ No

The aggregate market value of the Common Stock held by non-affiliates of the registrant, based on the closing sales price of the
Common Stock on the New York Stock Exchange on June 30, 2008, was approximately $527.5 million. For purposes of this computation,
all officers, directors, and five percent beneficial owners of the registrant (as indicated in Item 12) are deemed to be affiliates. Such
determination should not be deemed an admission that such directors, officers, or five percent beneficial owners are, in fact, affiliates of
the registrant.

As of February 28, 2009, there were 35,856,419 shares of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Selected portions of the Company’s definitive proxy statement for the 2009 annual meeting of stockholders are incorporated by
reference into Part III of this Form 10-K.




TABLE OF CONTENTS

Page

PART L
Item 1. BUSINESS . . . . oo e 1
Item 1A,  Risk Factors . ... ... 16
Item 1B. Unresolved Staff Comments .. ........ ... 20
Item 2. PrOPEIties . . o ot ottt e 20
Item 3. Legal Proceedings. . ... ... 21
Item 4. Submission of Matters to a Vote of Security Holders .. ........................ ... 21
PART IL
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases

of Equity Securities. . . . ... ... 21
Item 6. Selected Financial Data. . . ... .. .. 24
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.. 24
Item 7A. Quantitative and Qualitative Disclosures About Market Risk. . ................... ... 39
Item 8. Financial Statements and Supplementary Data . . . ...... ... ... .. ... ... .. ... .. 40
Item 9. Changes in and Disagreements With Accountants on Accounting and Financial

DSCIOSUIE . . v v vt e et e 40
Item 9A. Controls and Procedures . . ... ... it 40
Item 9B. Other Information . . . . . . ... .. 40
PART III.
Item 10. Directors, Executive Officers and Corporate Governance . ..............cououenenn... 41
Item 11. Executive COmMPEnSation . . . . ... ..ottt 41
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder MAtters . . .. ... ..ottt e 41
Item 13. Certain Relationships and Related Transactions, and Director Independence .. .......... 41
Item 14. Principal Accountant Fees and Services ... ....... ... ... . i 41
PART IV.
Item 15. Exhibits and Financial Statement Schedules . . . ... ... ... ... . i 42
SIGNATURES . . o e 44



PART 1

Item 1. Business.
Overview

Forestar Group Inc. is committed to maximizing stockholder value. We own directly or through ventures over
365,000 acres of real estate located in ten states and 13 markets and about 622,000 net acres of oil and gas mineral
interests. In 2008, we generated revenues of $160 million and net income of $12 million. Unless the context
otherwise requires, references to “we,” “us,” “our” and “Forestar” mean Forestar Group Inc. and its consolidated
subsidiaries. Unless otherwise indicated, information is presented as of December 31, 2008, and references to
acreage owned includes all acres owned by ventures regardless of our ownership interest in a venture.

Prior to December 28, 2007, we were a wholly-owned subsidiary of Temple-Inland Inc.
(“Temple-Inland”). On December 28, 2007, Temple-Inland distributed all our issued and outstanding shares of
common stock to its stockholders. In first quarter 2008, we changed our reportable segments to reflect our
post-spin management of the operations transferred to us from Temple-Inland. Al prior period segment
information has been reclassified to conform to the current presentation. In fourth quarter 2008, we changed
our name from Forestar Real Estate Group Inc. to Forestar Group Inc.

We manage our operations through three business segments:
* Real estate,

* Mineral resources, and

¢ Fiber resources.

A summary of business segment assets, including assets owned through ventures, follows:

= 365,000 Acres of Land
= Over 300,000 acres of undeveloped land
Real = 25 projects, almost 34,000 acres, currently in entitlement process

= 16,000 acres, 78 projects, developed or under development located in eight states
and 12 markets
= 5 Commercial and Condo Projects

Estate

= 622,000 Net Mineral Acres in TX, LA, AL and GA
» 25,000 acres held by production
= 121,000 acres leased
» 476,000 acres available for lease
» 1,700,000 Acres of Water Interest
= Includes a 45% non-participating royalty interest from approximately
1.38 million acres

Mineral
Resources

Fiber = 340,000 Real Estate Acres Generating Fiber Growth and Sales
296,000 Real Estate Acres Leased for Recreational Use

Resources

Our real estate segment provided 62 percent of our 2008 consolidated revenues. We secure entitlements and
develop infrastructure, primarily for single-family residential and mixed-use communities. We own about
300,000 acres in a broad area around Atlanta, Georgia, with the balance located primarily in Texas. We invest in
projects principally in our strategic growth corridors, regions across the southern half of the United States that
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possess key demographic and growth characteristics that we believe make them attractive for long-term real estate
investment.

We have 25 real estate projects representing almost 34,000 acres in the entitlement process, principally in
Georgia. We also have 78 entitled, developed or under development projects in eight states and 12 markets
encompassing over 16,000 remaining acres, comprised of almost 30,000 residential lots and over 2,200
commercial acres, principally in the major markets of Texas. We own and manage projects both directly and
through ventures. By using ventures, we achieve various business objectives including more efficient capital
deployment, risk management, and leveraging a partner’s local market contacts and expertise.

Our mineral resources segment provided 30 percent of our 2008 consolidated revenues. We promote the
exploitation, exploration, and development of oil and gas on our 622,000 net mineral acres. The four principal
areas of operation are Texas, Louisiana, Alabama, and Georgia. The majority of our revenues are from lease
bonus payments and oil and gas royalties from over 300 producing wells. Historically, these operations require
low capital investment and are low risk. In 2009, we anticipate increasing our participation in production,
including non-operating working interests in development and production of oil and gas wells on or near our
mineral interests.

Our fiber resources segment provided 8 percent of our 2008 consolidated revenues. We sell wood fiber
from our land, primarily in Georgia, and lease land for recreational uses. We have over 340,000 acres of
timber on our land, and about 18,000 acres of timber under lease.

Our real estate origins date back to the 1955 incorporation of Lumbermen’s Investment Corporation,
which in 2006 changed its name to Forestar (USA) Real Estate Group Inc. We have a decades-long legacy of
residential and commercial real estate development operations, primarily in Texas. Our mineral resources
origins date back to the mid-1940s when we started leasing our oil and gas mineral interests to third-party
exploration and production companies. In 2006, Temple-Inland began reporting Forestar Real Estate Group as
a separate business segment. On December 28, 2007, Temple-Inland distributed all of the issued and
outstanding shares of our common stock to the holders of record of Temple-Inland common stock as of the
close of business on December 14, 2007, which we will refer to in this Annual Report on Form 10-K as the
“spin-off” or the “separation.” Each Temple-Inland stockholder received one share of our common stock for
every three shares of Temple-Inland common stock held. (Also on December 28, 2007, Temple-Inland
distributed all of the issued and outstanding shares of Guaranty Financial Group Inc. (“Guaranty”), a wholly-
owned subsidiary of Temple-Inland that operated Temple-Inland’s financial services business.)

Leveraging years of real estate, oil and gas, and fiber experience, we believe our management team brings
extensive knowledge and expertise to position us to maximize long-term value for our stockholders.

Strategy
Our strategy is to maximize and grow long-term stockholder value through:
« entitlement and development of real estate;
* realization of value from mineral and fiber resources; and
 growth through strategic and disciplined investment in our business.

We are focused on maximizing real estate values through the entitlement and development of well-located
residential and mixed-use communities. We secure entitlements by delivering thoughtful plans and balanced
solutions that meet the needs of the communities where we operate. Moving land through the entitlement and
development process creates significant real estate value. Residential development activities target lot sales to
national and regional home builders who build quality products and have strong and effective marketing and
sales programs. The lots we deliver in the majority of our communities are for mid-priced homes,
predominantly in the first and second move-up categories. We also actively market and sell undeveloped land.
Commercial tracts are either sold to or ventured with commercial developers that specialize in the construction
and operation of income-producing properties.

We maximize value from our oil and gas mineral interests by increasing the acreage leased, lease rates,
royalty interests and additional participation in production in the form of non-operating working interests. In
addition, we realize value from our undeveloped land by selling fiber and by managing it for future real estate
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development and conservation uses. We also generate cash flow and create additional value through
recreational leases.

We are committed to disciplined growth of our business. In 2008, we did not acquire additional real
estate projects.

Our real estate, mineral and fiber assets in combination with our strategy, management expertise,
stewardship and reinvestment in our business, position Forestar to maximize and grow long-term value for
stockholders.

Strategic Initiatives

On February 11, 2009, we announced the following strategic initiatives to enhance stockholder value:

Generate significant cash flow, principally from the sale of approximately 175,000 acres of higher and
better use (HBU) timberland;

Reduce debt by approximately $150 million; and

Repurchase up to 20% of our common stock.

The debt reduction and share repurchases will be funded by proceeds from the asset sales.

2008 Value Creation Highlights
Activities during 2008 include:

Leasing over 61,500 net mineral acres to oil and gas companies for exploration and production
activities;

Recruiting a new minerals team to maximize value of Forestar’s 622,000 net mineral acres through
leasing, royalties and additional participation in production revenues;

Actively pursuing entitlement on an additional 7,300 acres;

Entitling five projects which include over 2,500 acres, representing over 1,050 residential lots and 580
commercial acres; and

Investing $34.9 million in our Cibolo Canyons mixed-use development in San Antonio, Texas, which

includes the 1,002 room JW Marriott® hotel and golf resort expected to open in early 2010. When the
hotel opens, Forestar will have the right to receive 9% of hotel occupancy revenues and 1.5% of sales
generated within the resort through 2034.



Real Estate

In our real estate segment, we conduct a wide array of project planning and management activities related
to the acquisition, entitlement, development and sale of real estate, primarily residential and mixed-use
communities. We own and manage our projects either directly or through ventures, which we use to achieve a
variety of business objectives, including more effective capital deployment, risk management, and leveraging a
partner’s local market contacts and expertise.

We have real estate in ten states and 13 markets encompassing over 365,000 acres, including about
300,000 acres located in a broad area around Atlanta, Georgia, with the balance located primarily in Texas.
Our development projects are principally located in the major markets of Texas.

Our strategy for creating value in our real estate segment is to move acres up the value chain by moving
land located in growth corridors but not yet entitled, through the entitlement process, and into development.
The chart below depicts our real estate value chain, including real estate owned through ventures.

Relative

Capital |
Value Chain  Acres __Required
Develop é
Development Final use, return on 16,000 High :
cost discipline
Entitlement
User Value Zoning, sewer, 34.000 Low to
water, and road moderate
access
Location
Land Growth corridors, 315,000 Book basis
not yet entitled
Total Real Estate Acres 365,000

We have nearly 315,000 undeveloped acres located in the path of population growth. As markets grow
and mature, we intend to secure the necessary entitlements, the timing for which varies depending upon the
size, location, use and complexity of a project. We have almost 34,000 acres in the entitlement process, which
includes obtaining zoning, other governmental approvals, and access to utilities. We have over 16,000 acres
entitled, developed and under development, comprised of almost 30,000 residential lots and over 2,200
commercial acres. We use return criteria, which include return on cost, internal rate of return, and cash
multiple, when determining whether to invest initially or make additional investment in a project. When
investment in development meets our return criteria, we will initiate the development process with subsequent
sale of lots to homebuilders or, for commercial parcels, sale to or venture with commercial developers. We sell
land at any point within the value chain when additional time required for entitlement or investment in
development will not meet our return criteria. In 2008, we sold over 6,000 acres of undeveloped land at an
average price of about $4,800 per acre.

For information about our plan to sell approximately 175,000 acres of our undeveloped land, see
“Business — Strategic Initiatives.”



A summary of our real estate projects in the entitlement process'® at year-end 2008 follows:

Project
Project County Market Acres™
California
Hidden Creek Estates. . .. ........ ... ... ... ... ..... Los Angeles Los Angeles 700
Terrace at Hidden Hills .. ........................... Los Angeles Los Angeles 30
Georgia
Ball Ground . .......... ... Cherokee Atlanta 500
Burt Creek .. ... i Dawson Atlanta 970
CreekView . . . ..o Troup Atlanta 470
CrOSSINE . . vttt Coweta Atlanta 230
Dallas Highway . . ...... ... ... . .. Haralson Atlanta 1,060
Fincher Road.......... ... . ... ... . i i, Cherokee Atlanta 3,950
Fox Hall ....... ... .. . i Coweta Atlanta 960
Garland Mountain . . .......... o Cherokee/Bartow  Atlanta 350
Home Place. ... ... ..t Coweta Atlanta 1,510
Hutchinson Mill. . . ... ... . ... . . . i Troup Atlanta 880
Jackson Park . ... ... ... Jackson Atlanta 700
Martin’s Bridge . . . ... ... o i Banks Atlanta 970
Mill Creek. . . ... Coweta Atlanta 770
Ridgeview . .. ... . Haralson Atlanta 120
Serenity. . . ottt Carroll Atlanta 440
Three Creeks . . ..o oottt e Troup Atlanta 740
Waleska. . ... Cherokee Atlanta 150
Wolf Creek . .. Carroll/Douglas Atlanta 12,230
Yellow CreeK. ..o oo oo e Cherokee Atlanta 1,060
Texas
Lake Houston . ... ...t Harris/Liberty Houston 3,700
San Jacinto . . ... ... Montgomery Houston 150
Entrada'® . ... Travis Austin 240
Woodlake Village'™ . ... ... .. ... ... Montgomery Houston 840
Total. . . ... 33,720

@ A project is deemed to be in the entitlement process when customary steps necessary for the preparation
and submittal of an application, like conducting pre-application meetings or similar discussions with gov-
ernmental officials, have commenced, or an application has been filed. Projects listed may have signifi-
cant steps remaining, and there is no assurance that entitlements ultimately will be received.

® " Project acres, which are the total for the project regardless of our ownership interest, are approximate.
The actual number of acres entitled may vary.
©  We own a 50 percent interest in these projects.

Products

The majority of our projects are single-family residential and mixed-use communities. In some cases,
commercial land uses within a project enhance the desirability of the community by providing convenient
locations for resident support services. We sometimes undertake projects consisting exclusively of commercial
tracts and, on occasion, we invest in a venture to develop a single commercial project.

We develop lots for single-family homes and commercial tracts that are substantially ready for construc-
tion of buildings for retail, multifamily, office, industrial or other commercial uses. We sell residential lots
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primarily to national and regional homebuilders and, to a lesser extent, local homebuilders. We have 78
entitled, developed or under development projects in eight states and 12 markets, principally in major markets
of Texas, encompassing over 16,000 remaining acres, comprised of almost 30,000 residential lots and over
2,200 commercial acres. We focus our lot sales on the first and second move-up primary housing categories.
First and second move-up segments are homes priced above entry-level products yet below the high-end and
custom home segments. We anticipate decreased development activity in 2009. We also actively market and
sell undeveloped land.

Commercial tracts are either sold to or ventured with commercial developers that specialize in the
construction and operation of income-producing properties, such as apartments, retail centers, or office
buildings. We sell land designated for commercial uses to national retailers and to regional and local
commercial developers. We have over 2,200 acres of entitled land designated for commercial use.

One of our current significant mixed-use projects is Cibolo Canyons in the San Antonio market area.
Cibolo Canyons is a 2,800 acre mixed-use development planned to include 1,749 residential lots of which 537
have been sold as of year-end 2008 at an average price of $61,000 per lot. The residential component will
include not only traditional single-family homes but also an active adult section and condominiums. Our
commercial component is planned to include 145 acres designated for multifamily and retail uses, of which
64 acres have been sold as of year-end 2008. Currently under construction at Cibolo Canyons is the JW
Marriott® San Antonio Hill Country Resort & Spa, planned to include a 1,002 room destination resort and two
TPC golf courses designed by Pete Dye and Greg Norman. We have the right to receive 9% of hotel
occupancy revenues and 1.5% of sales generated within the resort through 2034 and to reimbursement of
certain infrastructure costs.



A summary of activity within our projects in the development process, which includes entitled®,
developed and under development real estate projects, at year-end 2008 follows:

Residential Lots’ Commercial Acres'®
Lots Sold Acres Sold
Interest Since Lots Since Acres
Project County Market Owned™  Inception  Remaining Inception Remaining
Projects we own
California
San Joaquin River Contra Costa/  Oakland 100% — — — 288
Sacramento
Colorado
Buffalo Highlands Weld Denver 100% — 164 — —
Johnstown Farms Weld Denver 100% 115 493 2 8
Pinery West Douglas Denver 100% — — — 115
Stonebraker Weld Denver 100% — 603 — 13
Westlake Highlands Jefterson Denver 100% — 21 — —
Texas
Arrowhead Ranch Hays Austin 100% — 232 — 6
Caruth Lakes Rockwall Dallas/Fort Worth 100% 245 404 — —
Cibolo Canyons Bexar San Antonio 100% 537 1.210 64 81
Harbor Lakes Hood Dallas/Fort Worth 100% 199 250 — 14
Harbor Mist Calhoun Corpus Christi 100% — 200 — —
Hunter’s Crossing Bastrop Austin 100% 308 183 38 68
La Conterra Williamson Austin 100% 32 477 — 60
Maxwell Creek Collin Dallas/Fort Worth 100% 642 381 — —
Oak Creek Estates Comal San Antonio 100% 9 639 13 —
The Colony Bastrop Austin 100% 408 2,237 22 49
The Gables at North Hill Collin Dallas/Fort Worth 100% 195 88 — —
The Preserve at Pecan Creek Denton Dallas/Fort Worth 100% 204 615 — 9
The Ridge at Ribelin Ranch Travis Austin 100% — — 179 16
Westside at Buttercup Creek Williamson Austin 100% 1,276 245 66 —
Other projects (9) Various Various 1009% 2,654 27 245 23
Georgia
Towne West Bartow Atlanta 100% — 2,674 — 121
Other projects (13) Various Atlanta 100% — 2.836 — 625
Missouri and Utah
Other projects (3) Various Various 100% 793 365 -
7,617 14,344 629 1,496
Projects in entities we consolidate
Texas
City Park Harris Houston 75% 1,096 215 50 105
Lantana Denton Dallas/Fort Worth 55! 448 1,902 — —
Light Farms Collin Dallas/Fort Worth 65% — 2517 — —
Stoney Creek Dallas Dallas/Fort Worth 90% 59 695 — —
Timber Creek Collin Dallas/Fort Worth 88% — 614 — —
Other projects (5) Various Various Various 1,002 274 24 23
Tennessee
Youngs Lane Davidson Nashville 60% — — 16 —
2,605 6,217 90 128
Total owned and consolidated 10,222 20,561 719 1,624
Projects in ventures that we account for using the equity method
Georgia
Seven Hills Paulding Atlanta 50% 634 446 26 —
The Georgian Paulding Atlanta 38% 288 1.097 — —
Other projects (5) Various Atlanta Various 1,845 249 3 —
Texas
Bar C Ranch Tarrant Dallas/Fort Worth 50% 176 1,023 — —
Fannin Farms West Tarrant Dallas/Fort Worth 50% 261 119 — 15
Lantana Denton Dallas/Fort Worth Various'®’ 1,801 47 14 75
Long Meadow Farms Fort Bend Houston 19% 603 1,503 72 138
Southern Trails Brazoria Houston 40% 320 742 — —
Stonewall Estates Bexar San Antonio 25% 168 213 — —
Summer Creek Ranch Tarrant Dallas/Fort Worth 50% 796 1,772 e 363
Summer Lakes Fort Bend Houston 50% 325 819 52 3
Village Park Collin Dallas/Fort Worth 50% 339 221 3 2
Waterford Park Fort Bend Houston 50% — 493 — 37
Other projects (2) Various Various Various 292 232 — 15
Florida
Other projects (3) Various Tampa Various 473 372 — —
Total in ventures 8,321 9,348 170 648
Combined total 18,543 29,909 889 ,272



@ A project is deemed entitled when all major discretionary governmental land-use approvals have been

received. Some projects may require additional permits and/or non-governmental authorizations for
development.
®  Interest owned reflects our net equity interest in the project, whether owned directly or indirectly. There
are some projects that have multiple ownership structures within them. Accordingly, portions of these
projects may appear as owned, consolidated, and/or accounted for on the equity method.

) Lots are for the total project, regardless of our ownership interest.

@ Commercial acres are for the total project, regardless of our ownership interest, and are net developable

acres, which may be fewer than the gross acres available in the project.
) The Lantana project consists of a series of 21 partnerships in which our voting interests range from 25 per-
cent to 55 percent. We account for eight of these partnerships using the equity method and we consolidate

the remaining partnerships.

A summary of our commercial operating properties and commercial and condominium projects at
December 31, 2008 follows:

Interest
Project County Market Owned® Type Description
Radisson Hotel ........ Travis Austin 100%  Hotel 413 guest rooms and suites
Palisades West. . ... .. .. Travis Austin 25%  Office 375,000 square feet
Presidio at Judge’s Hill. .. Travis Austin 60%  Condo 45 units
Las Brisas. .. ......... Williamson  Austin 49%  Multi-Family 414 unit luxury apartment
Harbor Lakes Golt Club.. Hood Dallas/Fort Worth 100%  Golf Club 18 hole golf course and club
Gulf Coast Apartments . . . Various Various 2%  Multi-Family 9 apartment communities

@ Interest owned reflects our net equity interest in the project, whether owned directly or indirectly.

Our strategy includes not only entitlement and development on our own lands but also growth through
strategic and disciplined investment in acquisitions that meet our investment criteria. We did not acquire any
new projects in 2008. We continually monitor the markets in our strategic growth corridors for opportunities to
purchase developed lots and land at prices that meet our return criteria.

Markets

We target investments primarily in markets within our strategic growth corridors, which we define as
areas possessing favorable growth characteristics for population, employment and household formation. These
markets are generally located across the southern half of the U.S., and we believe they represent attractive
long-term real estate investment opportunities. Demand for residential lots, single-family housing, and
commercial land is substantially influenced by the aforementioned growth characteristics, as well as by
immigration and in-migration. Currently, most of our development projects are located within the major
metropolitan areas of Texas.

Our ten strategic growth corridors encompass 165,000 square miles, or approximately 5% of the total land
area in the U.S. According to 2005 census data, 85 million people, 29% of the U.S. total, reside in these
corridors. The population density in these growth corridors is almost seven times the national average and is
projected to grow at nine times the national average between 2000 and 2030. During that time, the corridors
are projected to garner approximately 43% of the nation’s population growth and 38% of total employment
growth. Estimated housing demand from these ten growth corridors from 2000 to 2030 exceeds 23 million
new homes.



Forestar Strategic Growth Corridors

County Density Change
From 2000 to 2030
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Competition

We face competition for the acquisition, entitlement, development and sale of real estate in our markets.
Our major competitors include other landowners who market and sell undeveloped land and numerous
national, regional and local developers. In addition, our projects compete with other development projects
offering similar amenities, products and/or locations. Competition also exists for investment opportunities,
financing, available land. raw materials and fabor, with entities that may possess greater financial, marketing
and other resources than us. The presence of competition may increase the bargaining power of property
owners seeking to sell. These competitive market pressures sometimes make it difficult to acquire, entitle,
develop or sell Tand at prices that meet our return criteria. Some of our real estate competitors are well
established and financially strong, may have greater financial resources than we do, or may be larger than us
and/or have lower cost of capital and operating costs than we have and expect to have.

The land acquisition and development business s highly fragmented, and we are unaware of any
meaningful concentration of market share by any one competitor. Enterprises of varying sizes, from individuals
or small companies to large corporations, actively engage in the real estate development business. Many
competitors are local, privately-owned companies. We have a few regional competitors and virtually no
national competitors other than national homebuilders that, depending on business cycles and/or market
conditions, may enter or exit the real estate development business in some locations to develop lots on which
they construct and sell homes. There are very few national homebuilders currently developing lots. During
periods when access to capital is restricted, participants with weaker financial conditions tend to be less active,
We believe the current environment is one where participants with stronger financial conditions will have a
competitive advantage, and where fewer participants will be active.




Mineral Resources

We lease our oil and gas mineral interests to third parties for the exploration and production of oil and gas,
principally in Texas and Louisiana. When we lease our mineral interests, we retain a royalty interest and may take
an additional participation in production, including a non-operating working interest. Non-operating working
interests refer to well interests in which we pay a share of the costs to drill, complete and operate a well and
receive a proportionate share of the production revenues.

Our royalty revenues are contractually defined and based on a percentage of production and are received in
cash. Our royalty revenues fluctuate based on changes in the market prices for oil and gas and other factors affecting
the third party oil and gas exploration and production entities including the cost of development and production.

Products

We own oil and gas mineral interests on approximately 622,000 net acres in Texas, Louisiana, Alabama
and Georgia. Our minerals revenue is primarily from lease bonus payments, delay rentals, oil and gas royalty
interests, non-operating working interests and other related activities. We engage in leasing certain portions of
these oil and gas mineral interests to third parties for the exploration and production of oil and gas, and we
are increasingly leveraging our mineral interests to participate in wells drilled on or near our mineral acreage.
We do not estimate or maintain oil or gas reserve information related to our mineral interests.

Our strategy for maximizing value from our oil and gas mineral interests is to move acres up the minerals
value chain by increasing the net acreage leased, the lease bonus amount per acre, and the size of retained royalty
interests. Additionally, we participate in non-operating working interests in the drilling, completion, and/or production
of oil and natural gas on or nearby our mineral interests. The chart below depicts our minerals value chain.

Relative
Capital
Value Chain Acres Required
ﬁoyagles altl,d Revenue Low to
on- 'pera ng Interest in 25,000 W
Working . Moderate
production
Interests
Leasing
Leases Mineral acreage 121,000 Book basis
leased for
exploration
Location
Unleased - i
Mineral Acres Mineral acreage 476,000 Book basis
available for lease
Total Net Mineral Acres 622,000

Of our 622,000 net acres of oil and gas mineral interests, about 476,000 net acres are available for lease.
Included in mineral acreage available for lease is about 11,200 net acres subject to a geophysical option. The
option gives the holder the right to lease these acres upon satisfaction of certain conditions. We have about
121,000 net acres leased for exploration activities, and about 25,000 net acres held by production from over
300 oil and gas wells that are owned and operated by others.
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The principal areas in which we operate are as follows:

East Texas Basin

‘We have about 243,000 net mineral acres in East Texas and about 121,000 net mineral acres in Northern
Louisiana located within the East Texas Basin. This basin contains numerous oil and gas producing formations
consisting of conventional, unconventional, and tight sand reservoirs. Of these reservoirs, we have mineral
interests in and around production trends in the Wilcox, Frio, James Lime, Pettet, Travis Peak, Cotton Valley,
Austin Chalk, Haynesville Shale, and Bossier formations.

Fort Worth Basin

We have about 1,000 net mineral acres in the Fort Worth Basin. This basin contains numerous oil and gas
producing formations consisting of conventional, unconventional, and tight sand reservoirs. Of these reservoirs,
we have mineral interests in and around the Barnett Shale.

Alabama & Georgia

We have about 57,000 net mineral acres in Alabama and 200,000 net mineral acres in Georgia. These
areas have historically had very little oil and gas exploration activity. However, there has been recent activity
in the Floyd and Conesuega Shales in and around our mineral interests and we currently have about 9,000 acres
under lease in Northeastern Alabama.

(a)

A summary of our oil and gas mineral interests'” at year-end 2008 follows:

Held by
State Unleased Leased™ Production®’ Total'®
(Net acres)
Texas ... .. 118,000 108,000 18,000 244,000
Louisiana. . . ....... ... ... .. 110,000 4,000 7,000 121,000
Alabama . .. ...... . ... ... . ... . 48,000 9,000 — 57,000
GeOTZIA . . v vttt e e 200,000 — — 200,000

476,000 121,000 25,000 622,000

(a)
(b)

Includes ventures.

Includes leases in primary lease term only.

) Acres being held by production are producing oil or gas in paying quantities.

" Texas and Louisiana net acres are calculated as the gross number of surface acres multiplied by our per-
centage ownership of the mineral interest. Alabama and Georgia net acres are calculated as the gross
number of surface acres multiplied by our estimated percentage ownership of the mineral interest based
on county sampling.

Leasing mineral acres for exploration and production creates significant value because we retain a royalty
interest in all revenues generated by the lessee from oil and gas production. The significant terms of these
arrangements include granting the exploration company the rights to any oil or gas it may find and requiring
that drilling be commenced within a specified period. In return we receive an initial payment (bonus),
subsequent payments if drilling has not started within the specified period (delay rentals), and a percentage
interest in the value of any oil or gas produced (royalties). If no oil or gas is produced during the required
period, all rights are returned to us. Capital requirements are minimal and primarily consist of acquisition costs
allocated to mineral interests and administrative costs.

Most agreements are for a three-year term although a portion or all of an agreement may be extended by
the lessee if actual production is occurring. Financial terms vary based on a number of market factors
including the location of the mineral interest, the number of acres subject to the agreement, our mineral
interest, and proximity to transportation facilities such as pipelines, depth of formations to be drilled and risk.
From our retained royalty interests, we received an average net price in 2008, 2007 and 2006 per barrel of oil
of $106.66, $65.24 and $64.14, respectively, and per thousand cubic feet of gas of $8.76, $6.69 and $7.95,
respectively.
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We also have water interest in about 1.7 million acres, principally consisting of a 45 percent nonpartic-
ipating royalty interest in groundwater produced or withdrawn for commercial purposes or sold from
approximately 1.38 million acres in Texas, Louisiana, Georgia, and Alabama. We have not received any
income from this interest.

Markets

Oil and gas revenues are influenced by the prices of these commodities as determined by both regional
and global markets. Mineral leasing activity is influenced by the location of our mineral interests relative to
existing or projected oil and gas reserves and by the proximity of successful extractive efforts to our mineral
interests.

Competition

In locations where our mineral interests are close to producing wells and proven reserves, other parties
will compete to lease our mineral interests. Conversely, where our mineral interests are close to areas where
reserves have not been discovered we may receive nominal interest in leasing our minerals. When oil and gas
prices are higher, we are likely to receive greater interest in leasing our minerals close to these areas because
the economics for exploration companies will support more exploration activities. Portions of our Texas and
Louisiana minerals are close to producing wells and proven reserves.

We have little competition from others in our production participation activities and resulting non-
operating working interests. These wells historically have been drilled on or near our owned mineral interests,
which allow us to achieve favorable terms from the oil and gas operators. Risk and the increasing need of
capital to support drilling, completion and production activities may impact our ability to participate in non-
operating working interests.

Fiber Resources

We sell wood fiber from our land, primarily in Georgia, and lease land for hunting and other recreational
uses.

Products

We have about 340,000 acres of timber on our undeveloped land, and about 18,000 acres of timber under
lease. In 2008, we sold at market prices, primarily to Temple-Inland, about 1,080,000 tons of timber from our
lands. We manage our timberland in accordance with the Sustainable Forestry Initiative® program of
Sustainable Forestry Initiative, Inc. Over 296,000 acres of our land, primarily in Georgia, are leased for
recreational purposes. Most recreational leases are for a three-year term but may be terminated by us on
30 days’ notice to the lessee.

For information about our plan to sell approximately 175,000 acres of our undeveloped land, see
“Business — Strategic Initiatives.”

Markets

Our principal timber products include pulpwood and sawtimber. We have an agreement to sell wood fiber
to Temple-Inland at market prices, primarily for use at Temple-Inland’s Rome, Georgia mill complex. The
agreement expires in 2013 although the purchase and sale commitments are established annually based on
Forestar’s annual harvest plan. Base prices are determined by independent sources and are indexed to third
party indexing sources. Payment for timber is advanced to us by Temple-Inland on a quarterly basis. It is
likely that Temple-Inland will continue to be our largest wood fiber customer. We also sell wood fiber to other
parties at market prices.

Competition

We face significant competition from other landowners for the sale of our wood fiber. Some of these
competitors own similar timber assets that are located in the same or nearby markets. However, due to its
weight, the cost for transporting wood fiber long distances is significant, resulting in a competitive advantage
for timber that is located reasonably close to paper and building products manufacturing facilities. A
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significant portion of our wood fiber is reasonably close to such facilities, so we expect continued demand for
our wood fiber.

Employees

We have 93 employees. None of our employees participate in collective bargaining arrangements. We
believe we have a good relationship with our employees.

Environmental Regulations

Our operations are subject to federal, state and local laws, regulations and ordinances relating to
protection of public health and the environment. These laws may impose liability on property owners or
operators for the costs of removal or remediation of hazardous or toxic substances on real property, without
regard to whether the owner or operator knew, or was responsible for, the presence of the hazardous or toxic
substances. The presence of, or the failure to properly remediate, such substances may adversely affect the
value of a property, as well as our ability to sell the property or to borrow funds using that property as
collateral or the ability to produce oil and gas from that property. Environmental claims generally would not
be covered by our insurance programs.

The particular environmental laws that apply to any given development site vary according to the site’s
location, its environmental condition, and the present and former uses of the site and adjoining properties.
Environmental laws and conditions may result in delays, may cause us to incur substantial compliance or other
costs and can prohibit or severely restrict development activity or mineral production in environmentally
sensitive regions or areas, which could negatively affect our results of operations.

We own approximately 288 acres in several parcels in or near Antioch, California, portions of which were
sites of a Temple-Inland paper manufacturing operation that are in remediation. The remediation is being
conducted voluntarily with oversight by the California Department of Toxic Substances Control, or DTSC. The
DTSC issued Certificates of Completion for approximately 180 acres in 2006. We estimate the cost to
complete remediation activities will be about $3.9 million.
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Legal Structure

Forestar Group Inc. is a Delaware corporation. The following chart presents the ownership structure for
our significant subsidiaries and ventures. It does not contain all our subsidiaries and ventures, some of which
are immaterial entities. Except as indicated, all subsidiaries shown are 100 percent owned by their immediate

parent.

Forestar Group Inc.

Forestar (USA) Real Estate
Group Inc.

[

]

Forestar Realty Inc.

Forestar Minerals LLC

CL Realty, L.L.C.

(50%)

Palisades West LLC
(25%)

|

Temco Associates, LLC
(50%)

Our principal executive offices are located at 6300 Bee Cave Road, Building Two, Suite 500, Austin,
Texas 78746-5149. Our telephone number is (512) 433-5200.

Available Information

From our Internet website, http://www.forestargroup.com, you may obtain additional information about us

including:

« our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
including amendments to these reports, and other documents as soon as reasonably practicable after we
file them with the Securities and Exchange Commission (or “SEC”);

* beneficial ownership reports filed by officers, directors, and principal security holders under
Section 16(a) of the Securities Exchange Act of 1934, as amended (or the “Exchange Act”); and

* corporate governance information that includes our

« corporate governance guidelines,

« audit committee charter,

» management development and executive compensation committee charter,

* nominating and governance committee charter,

» standards of business conduct and ethics,

» code of ethics for senior financial officers, and

« information on how to communicate directly with our board of directors.

We will also provide printed copies of any of these documents to any stockholder free of charge upon
request. In addition, the materials we file with the SEC may be read and copied at the SEC’s Public Reference
Room at 100 F Street, NE, Washington, DC 20549. Information about the operation of the Public Reference
Room is available by calling the SEC at 1-800-SEC-0330. The SEC also maintains an Internet site
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(http://www.sec.gov) that contains reports, proxy and information statements, and other information that is filed
electronically with the SEC.
Financial Information

Our results of operation, including information regarding our principal business segments, are shown in
the Consolidated Financial Statements and the notes thereto attached as pages F-1 through F-31 to this Annual
Report on Form 10-K.

Executive Officers

The names, ages and titles of our executive officers are:

Name Age Position

James M. DeCosmo. . .............. 50 Chief Executive Officer

Christopher L. Nines . . . ............ 37 Chief Financial Officer

Craig A. Knight . ................. 61 Chief Investment Officer

Charles T. Etheredge, Jr. ............ 45 Executive Vice President

Flavious J. Smith, Jr. .............. 50 Executive Vice President

David M. Grimm. . ................ 48  Chief Administrative Officer, General Counsel and
Secretary

Charles D. Jehl ................... 40 Chief Accounting Officer

James M. DeCosmo has served as our President and Chief Executive Officer since 2006. He served as
Group Vice President of Temple-Inland from 2005 to 2007, as Vice President, Forest from 2000 to 2005 and
as Director of Forest Management from 1999 to 2000. Prior to 1999, he held land management positions with
several companies throughout the southeastern United States.

Christopher L. Nines has served as our Chief Financial Officer since 2007. He served as Temple-Inland’s
Director of Investor Relations from 2003 to 2007, and as Corporate Finance Director from 2001 to 2003. He
was Senior Vice President of Finance for ConnectSouth Communications, Inc. from 2000 to 2001.

Craig A. Knight has served as our Chief Investment Officer since 2006. From 1994 to 2006, he served as
President of Lumbermen’s Investment Corporation, which changed its name in 2006 to Forestar (USA) Real
Estate Group Inc. Mr. Knight was a principal in the real estate development firm of Heath and Knight
Properties from 1991 to 1994, and was a partner with Centre Development from 1978 to 1994.

Charles T. Etheredge, JIr. has served as our Executive Vice President since 2006. He was a member of
Guaranty Bank’s commercial real estate lending segment from 1992 to 2006, where he served as Senior Vice
President and Managing Director for the Eastern Region from 1999 to 2006, and as Vice President and
Division Manager from 1997 to 1999.

Flavious J. Smith, Jr. has served as our Executive Vice President since August 2008. He served as
Division Land Manger for EOG Resources, Inc. from 2005 to August 2008. He owned Flavious Smith
Petroleum Properties, an independent oil and gas operator, from 1995 to 2005, and previously held various
leadership positions with several oil and gas and energy-related companies.

David M. Grimm has served as our Chief Administrative Officer since 2007, in addition to holding the
offices of General Counsel and Secretary since 2006. Mr. Grimm served Temple-Inland as Group General
Counsel from 2005 to 2006, Associate General Counsel from 2003 to 2005, and held various other legal
positions from 1992 to 2003. Prior to joining Temple-Inland, Mr. Grimm was an attorney in private practice in
Dallas, Texas.

Charles D. Jehl has served as our Chief Accounting Officer since 2006. He served as Chief Operations
Officer and Chief Financial Officer of Guaranty Insurance Services, Inc. from 2005 to 2006, and as Senior
Vice President and Controller from 2000 to 2005. From 1989 to 1999, Mr. Jehl held various financial
management positions within Temple-Inland’s financial services segment.
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Item 1A. Risk Factors.
A decrease in demand for new housing in the markets where we operate could decrease our profitability.

The residential development industry is cyclical and is significantly affected by changes in general and
local economic conditions, such as employment levels, availability of financing for home buyers, interest rates,
consumer confidence and housing demand. Adverse changes in these conditions generally, or in the markets
where we operate, could decrease demand for lots for new homes in these areas. The current market conditions
include a general over-supply of housing, decreased sales volumes for both new and existing homes, and flat
to declining home prices. There also has been significant tightening of mortgage credit standards, decreasing
the availability of mortgage loans to acquire new and existing homes. A further decline in housing demand
could negatively affect our real estate development activities, which could result in a decrease in our revenues
and earnings.

Furthermore, the market value of undeveloped land and lots held by us can fluctuate significantly as a
result of changing economic and real estate market conditions. If there are significant adverse changes in
economic or real estate market conditions, we may have to hold land in inventory longer than planned.
Inventory carrying costs can be significant and can result in losses or lower returns.

Both our real estate and mineral resources businesses are cyclical in nature.

The operating results of our business segments reflect the general cyclical pattern of each segment. While
the cycles of each industry do not necessarily coincide, demand and prices in each may drop substantially in an
economic downturn. Real estate development of residential lots is further influenced by new home construction
activity. Mineral resources may be further influenced by national and international commodity prices, principally
for oil and gas. Cyclical downturns may materially and adversely aftect our results of operations.

Development of real estate entails a lengthy, uncertain, and costly entitlement process.

Approval to develop real property entails an extensive entitlement process involving multiple and
overlapping regulatory jurisdictions and often requiring discretionary action by local governments. This
process is often political, uncertain and may require significant exactions in order to secure approvals. Real
estate projects must generally comply with local land development regulations and may need to comply with
state and federal regulations. The process to comply with these regulations is usually lengthy and costly, may
not result in the approvals we seek, and can be expected to materially affect our real estate development
activities.

The real estate and mineral resource industries are highly competitive and a number of entities with
which we compete are larger and have greater resources, and competitive conditions may adversely affect
our results of operations.

The real estate and mineral resource industries in which we operate are highly competitive and are
affected to varying degrees by supply and demand factors and economic conditions, including changes in
interest rates, new housing starts, home repair and remodeling activities, credit availability, housing
affordability and federal energy policies. No single company is dominant in any of our industries.

We compete with numerous regional and local developers for the acquisition, entitlement, and develop-
ment of land suitable for development. We also compete with some of our national and regional home builder
customers who develop real estate for their own use in homebuilding operations, many of which are larger and
have greater resources, including greater marketing and technology budgets. Any improvement in the cost
structure or service of our competitors will increase the competition we face.

The competitive conditions in the real estate industry result in:
» difficulties in acquiring suitable land at acceptable prices;

¢ lower sales volumes;

 lower sale prices;

* increased development costs; and

* delays in construction.
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Our business and results of operations are negatively affected by the existence of these conditions.

Our activities are subject to environmental regulations and liabilities that could have a negative effect on
our operating results.

Our operations are subject to federal, state, and local provisions regulating the discharge of materials into
the environment and otherwise related to the protection of the environment. Compliance with these provisions
may result in delays, may cause us to invest substantial funds to ensure compliance with applicable
environmental regulations and can prohibit or severely restrict real estate development or mineral production
activity in environmentally sensitive regions or areas.

Our real estate development operations are currently concentrated in the major markets of Texas, and a
significant portion of our undeveloped land holdings are concentrated in Georgia. As a result, our finan-
cial results are dependent on the economic growth and strength of those areas.

The economic growth and strength of Texas, where the majority of our real estate development activity is
located, are important factors in sustaining demand for our real estate development activities. As a result, any
adverse change to the economic growth and health of those areas could materially adversely affect our
financial results. The future economic growth in certain portions of Georgia in particular may be adversely
affected if its infrastructure, such as roads, utilities, and schools, are not improved to meet increased demand.
There can be no assurance that these improvements will occur.

If we are unable to retain or attract experienced management personnel, our business may be adversely
affected.

Our future success depends on our ability to retain and attract experienced management personnel. The
market for these employees is highly competitive. If we cannot continue to retain and attract quality personnel,
our ability to effectively operate our business may be significantly limited.

Our real estate development operations are increasingly dependent upon national, regional, and local
homebuilders, as well as other strategic partners, who may have interests that differ from ours and may
take actions that adversely affect us.

We are highly dependent upon our relationships with national, regional, and local homebuilders to
purchase lots in our residential developments. If homebuilders do not view our developments as desirable
locations for homebuilding operations, our business will be adversely affected. Also, a national homebuilder
could decide to delay purchases of lots in one of our developments due to adverse real estate conditions
wholly unrelated to our areas of operations.

We are also involved in strategic alliances or venture relationships as part of our overall strategy for
particular developments or regions. These venture partners may bring development experience, industry
expertise, financing capabilities, and local credibility or other competitive attributes. Strategic partners,
however, may have economic or business interests or goals that are inconsistent with ours or that are
influenced by factors unrelated to our business. We may also be subject to adverse business consequences if
the market reputation of a strategic partner deteriorates.

A formal agreement with a venture partner may also involve special risks such as:
* we may not have voting control over the venture;

« the venture partner may take actions contrary to our instructions or requests, or contrary to our policies
or objectives with respect to the real estate investments;

* the venture partner could experience financial difficulties; and

* actions by a venture partner may subject property owned by the venture to liabilities greater than those
contemplated by the venture agreement or have other adverse consequences.
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Our customers may be unwilling or unable to meet lot takedown commitments due to liquidity limitations
or slowing market conditions.

We enter into contracts to sell lots to builders. Home mortgage credit standards have tightened
substantially and many markets have excess housing inventory so fewer new houses are being constructed and
sold. Some builders are experiencing liquidity shortfalls and may be unwilling or unable to close on previously
committed lot purchases. As a result, we may sell fewer lots and may have lower sales revenues, which could
have an adverse effect on our financial position and results of operations.

Significant reductions in cash flow from slowing real estate, mineral resources or fiber resources market
conditions could lead to higher levels of indebtedness, limiting our financial and operating flexibility.

Under our senior credit facility, we have a $175 million term loan and a revolving line of credit with a
borrowing limit of $290 million. We had drawn $175 million of the term loan and $59.9 million of the
revolving line of credit at year-end 2008. Amounts due under our senior credit facility are secured by certain
of our assets. For a further description of our senior credit facility, see “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Capital Resources and Liquidity — Senior Credit
Facility.”

We must comply with various covenants contained in our senior credit facility, and any other future debt
arrangements. Significant reductions in cash flow from slowing real estate, mineral resources or fiber resources
market conditions could lead to higher levels of indebtedness, limiting our financial and operating flexibility,
and ultimately limiting our ability to comply with our debt covenants. If we fail to comply with the terms of
any of our debt covenants, our lenders will have the right to accelerate the maturity of that debt and foreclose
upon the collateral securing that debt. Realization of any of these factors could adversely affect our financial
condition and results of operations.

Debt within some of our ventures may not be renewed or may be difficult or more expensive to replace.

Some of our ventures have debt, most of which is non-recourse to us. Many lenders have substantially
curtailed or ceased making real estate acquisition and development loans. When debt within our ventures
matures, some of our ventures may be unable to renew existing loans or secure replacement financing, or
replacement financing may be more expensive. If our ventures are unable to renew existing loans or secure
replacement financing, we may be required to contribute additional equity to our ventures which could
increase our risk or increase our borrowings under our senior credit facility, or both. If our ventures secure
replacement financing that is more expensive, our profits may be reduced.

Our lenders may be unable or unwilling to fund their commitments under our senior credit facility.

Our senior credit facility includes a revolving line of credit under which we regularly draw funds as
required for routine operating liquidity. Many U.S. financial institutions are having difficulty maintaining
regulatory capital at levels required for additional lending, and some institutions are experiencing liquidity
shortfalls. If some of the lenders participating in our senior credit facility fail to meet their funding
commitments, we could be required to borrow from other sources at a higher cost or we may be required to
monetize some of our assets to meet our liquidity requirements, which could have an adverse effect on our
business, financial position and results of operations.

The current turmoil in the credit markets could limit demand for our products, and affect the overall
availability and cost of credit.

At this time, it is unclear whether and to what extent actions recently taken by the U.S. government,
including passage of the Emergency Economic Stabilization Act of 2008 and the American Recovery and
Reinvestment Act of 2009, will mitigate the effects of the current turmoil in the credit markets and in the
economy generally. Demand for our products could be limited by the reduction in availability or increased
cost of credit. While we have no immediate need to access the credit markets, the impact of the current
turmoil on our ability to obtain financing in the future, and the cost and terms of financing, is unclear. No
assurances can be given that the effects of the current credit markets turmoil will not have a material adverse
effect on our business, financial position and results of operations.
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Delays or failures by third parties to take expected actions could reduce our returns or cause us to incur
losses on certain real estate development projects.

We rely on governmental utility and special improvement districts to issue bonds as a revenue source for
the districts to reimburse us for qualified expenses, such as road and utility infrastructure costs. Bonds must be
supported by districts tax revenues, usually from ad valorem taxes. Slowing new home sales, decreasing real
estate prices or difficult credit markets for bond sales can reduce or delay district bond sale revenues, causing
such districts to delay reimbursement of our qualified expenses. Failure to receive timely reimbursement for
qualified expenses could reduce our returns or cause us to incur losses on certain real estate development
projects.

Also, to satisfy certain conditions to receive revenues funded by hotel occupancy, sales and ad valorem
taxes under various agreements associated with our Cibolo Canyons project, the JW Marriott® resort hotel
must be open and operating on July 1, 2011. Failure to satisfy the hotel opening condition could be caused by
a number of factors outside of our control, such as failure of the hotel owner or parties under contract with the
hotel owner to obtain sufficient equity investment or debt for the resort project or to meet contractual
obligations related to hotel financing or construction. Although the hotel is currently on schedule to open well
in advance of the required date, failure by the hotel’s owner to complete and open the hotel on a timely basis
could cause us to lose significant revenues that are currently anticipated for the project, resulting in a reduction
of our returns or causing us to incur losses related to our investment.

We cannot control activities on oil or gas properties we do not operate.

We do not operate any of the properties in which we have oil or gas mineral interests and have very
limited ability to exercise influence over operations for these properties or their associated costs. The success
and timing of drilling, development and exploitation activities on properties operated by others depend on a
number of factors that are beyond our control, including the operator’s expertise and financial resources,
approval of other participants for drilling wells and utilization of technology.

Volatile oil and gas prices could adversely affect our cash flows and results of operations.

Our cash flows and results of operations are dependent in part on oil and 