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PART

Item BUSINESS

General

KB Home is one of the largest and most recognized homebuilding companies in the U.S and has been building homes for

more than 50
years We construct and sell homes through our operating divisions under the name KB Home Unless the context

indicates otherwise the terms we our and us used in this report refer to KB Home Delaware corporation and its

predecessors and subsidiaries

Beginning in 1957 and continuing until 1986 our business was conducted by various subsidiaries of Kaufman and Broad
Inc KBand its predecessors In 1986 KB transferred all of its homebuilding and mortgage banking operations to us Shortly
after the transfer we completed an initial public offering of 8% of our common stock and began operating under the name Kaufman

and Broad Home Corporation In 1989 we were spun-off from KB which then changed its name to Broad Inc and we became

an independent public company operating primarily in California and France In 2001 we changed our name to KB Home Today

having sold our French operations in 2007 we operate homebuilding and financial services business serving homebuyers in

various markets across the U.S

Our homebuilding operations offer variety of new homes designed primarily for first-time move-up and active adult

homebuyers including attached and detached single-family residential homes townhomes and condominiums We offer homes

in development communities at urban in-fill locations and as part of mixed-use projects In this report we use the term home
to refer to single-family residence whether it is single-family home or other type of residential property and we use the term

community to refer to single development in which homes are constructed as part of an integrated plan

Through our four homebuilding reporting segments we delivered 7145 homes at an average selling price of $291700 during

the year ended November 30 2013 compared to 6282 homes delivered at an average selling price of $246500 during the
year

ended November 30 2012 Our homebuilding operations represent most of our business accounting for 99.4% of our total

revenues in 2013 and 99.3% of our total revenues in 2012

Our financial services reporting segment offers property and casualty insurance and in certain instances earthquake flood

and personal property insurance to our homebuyers in the same markets where we build homes and provides title services in the

majority of our markets located within our Central and Southeast homebuilding reporting segments In addition since the third

quarter of2O 11 this segment has earned revenues pursuant to the terms of marketing services agreement with preferred mortgage
lender that offers mortgage banking services including mortgage loan originations to our homebuyers Our financial services

operations accounted for .6% of our total revenues in 2013 and .7% of our total revenues in 2012

In the year ended November 30 2013 we generated total revenues of $2.10 billion and net income of $40.0 million compared
to total revenues of $1.56 billion and net loss of $59.0 million in the

year ended November 30 2012

Our principal executive offices are located at 10990 Wilshire Boulevard Los Angeles California 90024 The telephone

number of our corporate headquarters is 310 231-4000 and our primary website address is www.kbhome.com In addition

community location and information is available at 888 KB-HOMES

Markets

Reflecting the geographic reach of our homebuilding business as of the date of this report our ongoing principal operations

are in the 10 states and 40 major markets presented below We also operate in various submarkets within these major markets

From time to time we refer to these markets and submarkets collectively as our served markets For reporting purposes we
organize our homebuilding operations into four segments West Coast Southwest Central and Southeast



Segment States Major Markets

West Coast California Contra Costa County Fresno Los Angeles Madera Oakland Orange County Riverside

Sacramento San Bernardino San Diego San Francisco San Jose Santa Rosa-Petaluma

Stockton Vallejo Ventura and Yuba City

Southwest Arizona Phoenix and Tucson

Nevada Las Vegas and Reno

New Mexico Albuquerque

Central Colorado Denver

Texas Austin Dallas Fort Worth Houston and San Antonio

Southeast Florida Daytona Beach Jacksonville Lakeland Orlando Palm Coast Punta Gorda Sarasota

Sebastian-Vero Beach and Tampa

Maryland Rockville

North Carolina Raleigh

Virginia Washington D.C

Segment Operating Information The following table presents certain operating information for our homebuilding reporting

segments for the years
ended November 30 2013 2012 and 2011

Years Ended November 30

2013 2012 2011

West Coast

Homes delivered 2179 1945 1757

Percentage of total homes delivered
31% 31% 30%

Average selling price
467800 388300 335500

Total revenues in millions
1020.2 755.3 589.4

Southwest

Homes delivered
738 683 843

Percentage of total homes delivered
10% 11% 15%

Average selling price
237500 193900 165800

Total revenues in millions
175.3 132.4 139.9

central

Homes delivered 2841 2566 2155

Percentage
of total homes delivered

40% 41% 37%

Average selling price
198900 170100 171500

Total revenues in millions
565.1 436.4 369.7

Southeast

Homes delivered
1387 1088 1057

Percentage of total homes delivered
19% 17% 18%

Average selling price
233900 206200 195500

Total revenues in millions
324.4 224.3 206.6

Total

Homes delivered
7145 6282 5812

Average selling price
291700 246500 224600

Total revenues in millions
2085.0 1548.4 1305.6

Total revenues include revenues from housing and land sales



Unconsolidated Joint Ventures The above table does not include homes delivered or revenues from unconsolidated joint

ventures in which we participate These unconsolidated joint ventures acquire and develop land in various markets where our

homebuilding operations are located and in some cases build and deliver homes on the land developed

Strategy

Since 1997 we have followed the principles of an operational business model that we call KBnxt KBnxt provides the core
framework under which we have established the

primary operational and strategic goals for our homebuilding business We believe
the principles ofKBnxt set us apart from other large-production hornebuilders and provide the foundation for our long-term growth

KBnxt With KBnxt we seek to generate improved operating efficiencies and return on investment through disciplined
fact-based and process-driven approach to homebuilding that is founded on constant and systematic assessment of consumer

preferences and market opportunities The key principles of KBnxt include the following

gaining detailed understanding of consumer location and home design and interior/exterior design option preferences

through regular surveys and research In this report and elsewhere we refer to our home designs and design options as

our products

managing our working capital and reducing our operating risks by acquiring primarily developed and entitled land at

reasonable prices in preferred markets and submarkets that meet our investment return standards and market positioning

or marketing strategy

using our knowledge of consumer preferences to design offer construct and deliver products that meet the desires of the

largest demographic of homebuyers in our served markets Historically this demographic has been comprised of first-

time and move-up buyers

in general commencing construction of home only after purchase contract has been signed and preliminary credit

approval or other evidence of financial ability to purchase the home has been obtained

building backlog of orders and minimizing the cycle time from initial construction to delivery of homes to customers

establishing an even flow production of high-quality homes at the lowest possible cost and

offering customers affordable base prices and the opportunity to customize their homes through the choice of lot location

within community as well as choices of various elevations and floor plans and numerous design options available at

our KB Home Studios

While we consider KBnxt to be integral to our success in the
honiebuilding industry there can be market-driven circumstances

where we believe it is
necessary or appropriate to temporarily deviate from certain of its principles For example at times we

may be unable to maintain an even flow production of homes in particular area because of slow net order activity Also in

specific targeted communities with strong demand we may start construction on small number of homes before
corresponding

purchase contract is signed to more quickly meet the delivery expectations of homebuyers and generate revenues In some land

constrained submarkets or in submarkets experiencing significant homebuilding activity we may acquire undeveloped or
unentitled land parcels that otherwise fit with our marketing strategy and meet our investment return standards Other circumstances

may arise in the future that lead us to make specific short-term shifts from the principles of KBnxt

Strategic and Operational Focus Guided by KBnxt over the last few years we have broadly transformed the scope scale

and orientation of our business both geographically and operationally compared to where it stood prior to the severe and prolonged

housing market downturn that began in mid-2006 We did this largely by focusing on three integrated strategic goals

achieving and maintaining profitability at the scale of
prevailing market conditions

generating cash and strengthening our balance sheet and

positioning our business to capitalize on future growth opportunities

In executing on these strategic goals we shifted resources from underperforming areas to markets and submarkets offering
perceived higher growth prospects particularly land constrained locations in coastal areas of California in order to maintain

solid growth platform implemented measures to generate and conserve cash and bolster our balance sheet including reduced

spending asset sales opportunistic capital market transactions and continuous efforts to improve our operating efficiencies and
lower our overhead costs and redesigned and re-engineered our products Although we generally experienced declines in net



orders and revenues and generated
losses during this period we believe our actions since the onset of the housing downturn have

strengthened our ability to adapt to changing housing market dynamics and positioned us well for future growth

In 2013 we saw continued progress in the housing recovery
that had begun to take shape in 2012 and we shifted our priorities

to focus on improving profitability per home delivered and generating revenue growth within our current operational footprint

through number of strategic growth initiatives that are discussed below under Part II Item Managements Discussion and

Analysis of Financial Condition and Results of Operations As in 2012 we aggressively invested in land and land development

and continued to evolve our community mix toward higher-performing
desirable locations in land constrained growth markets

and our product offerings to meet changing consumer preferences Increasing profitability per home delivered and executing on

operational measures to grow revenues will continue to be our top priorities in 2014 as we seek to improve on our performance

for 2013

Based on our expectation that the healthier housing environment of the past two years will generally continue in 2014 we

intend to pursue the following operational objectives subject to conditions in the housing markets the overall economy and the

capital credit and financial markets

Active and Targeted Land Investment Owning or controlling forecasted three-to-five year
base supply of developed

or developable land subject to our investment return and marketing standards and accelerating our land development

activities predominantly
in high-performing choice locations We invested approximately $1.14 billion in land and land

development in 2013 and approximately $565 million in 2012 This investment orientation yielded improved year-over-

year
results in 2013 contributing to higher revenues average selling prices and housing gross profit margins This was

particularly the case in our West Coast homebuilding reporting segment where our ongoing investment concentration

toward coastal submarkets in California has positioned us to open new home communities for sales in 2014 in areas and

with products that we believe will appeal to more affluent buyers who desire larger homes and purchase more design

options and features at our KB Home Studios

In addition we are pursuing opportunities to activate certain inventory previously held for future development in markets

where improved conditions support such action In 2012 we identified 21 communities for activation primarily
in Florida

and Arizona representing more than 1000 lots and delivered 293 homes from these communities in 2013 In 2013 we

identified 20 communities for activation primarily in California and Texas representing approximately 1700 lots We

expect to deliver homes and to realize the associated revenues from these activated assets in 2014

Our community count at November 30 2013 increased to 191 from 172 at November 30 2012 largely as result of the

investments in land and land development we have made over the last few years We use the term community count

to refer to the number of new home communities with at least five homes/lots left to sell at the end of reporting period

Net Order Growth Optimizing our assets by increasing revenues per new home community open for sales through an

intense focus on balancing sales pace and selling prices In addition expanding our overall average selling price with

among other things incremental gains from lot location floor plan home exterior elevation structural and other premiums

and additional sales of design options Our approach is simple provide the best combination of value quality and

choice in homes and design options in attractive locations along with attentive service to our customers and is at the

core of our distinct Built to OrderTM homebuying experience
With Built to Order we offer homebuyers affordable base

prices and unlike many other large-production homebuilders the opportunity to significantly customize the floor plans

and design options for their new home

Organizational and Production Efficincy Continuously enhancing our performance and taking steps to improve our

housing gross profit margins by aligning our management resources personnel
levels and overhead costs with our growth

platform home delivery expectations
and business needs and by streamlining and constantly improving to the extent

possible our home construction process
and operational activities In addition to even flow production scheduling our

home construction process
includes developing and refining set of value-engineered home designs in ways that allow

us to meet the needs of our primary customer base in variety of different markets shorten cycle times and lower direct

construction costs It also includes taking advantage
of economies of scale in contracting for building materials and

skilled trade labor and leveraging our organizational infrastructure in our served markets

Promotional Marketing Strategy Our promotional marketing efforts are centered on differentiating the KB Home brand in

the minds of our primary customer base from resale homes and from new homes sold by other homebuilders These efforts

increasingly involve using interactive Internet-based applications
social media outlets and other evolving communications

technologies We believe that our Built to Order message and experience generate high perceived value for our products and

our company among consumers and real estate professionals and are unique among large-production
homebuilders In marketing

our Built to Order approach we emphasize how we partner
with our homebuyers to create home built to their individual preferences

in design floor plan elevation square footage and lot location and give them the ability to significantly customize their home



with structural and design options that suit their needs and interests In essence Built to Order serves as the consumer face of

core elements of KBnxt and is designed to ensure that our promotional marketing strategy and advertising campaigns are closely

aligned with our overall operational focus For greater consistency within our promotional marketing messages and in the execution

of our Built to Order approach the selling of our homes is carried out by in-house teams of sales representatives design consultants

and other personnel who work personally with each homebuyer to create home that meets the homebuyers preferences and

budget In 2013 to further enhance our sales process we began implementing new design for our sales offices at communities

we opened for sales during the year reflecting more contemporary look and technology to better engage with our homebuyers
We plan to continue to implement the new design for our sales offices in 2014

Our KB Home Studios are key component of the Built to Order experience we offer to our homebuyers and help increase

the revenues we generate from home sales These showrooms which are generally centrally located within our market geographies
allow our homebuyers to customize their home by selecting from wide variety of design options that are available at no-cost or

for purchase as part of the original construction of their home The coordinated efforts of our sales representatives and KB Home
Studio consultants are intended to generate higher customer satisfaction and lead to enhanced customer retention and referrals

Sustainabilily We have made dedicated effort to further differentiate ourselves from other homebuilders and resale homes

through our ongoing commitment to become leading national company in environmental sustainability Under this commitment
we

refine our products and construction process to limit the materials needed to build our homes and continuously look at

ways to reduce construction and office waste

build all of our new homes to the U.S Environmental Protection Agencys EPA ENERGY STAR Version standards

build an increasing percentage of our homes to meet the U.S EPAs Watersense specifications for water use efficiency

build our homes with Watersense labeled fixtures

seek out and utilize innovative technologies and systems to further improve the
energy

and water efficiency of our homes

engage in campaigns and other educational efforts sometimes together with other organizations and groups to increase

consumer awareness of the importance and impact of sustainability in selecting home and the products within home

developed an Energy Performance Guide or EPG that informs our homebuyers of the relative
energy efficiency and

the related estimated monthly energy costs and potential energy cost savings of each of our homes as designed compared
to typical new and existing homes and

created and are adding more net-zero energy design options under program called ZeroHouse 2.OTM that are available

in select markets

This commitment and the related initiatives we have implemented stem in part from growing sensitivities and regulatory
attention to the potential impact that the construction and use of homes can have on the environment including on the consumption
of

energy and water resources They also reflect our efforts to balance these concerns with our homebuyers interest in affordable

homes and in lowering their utility bills and total cost of homeownership on long-term basis More information about our

sustainability commitment can be found in our annual sustainability reports which we have published on our website since 2008
To date we are the only national homebuilder to publish comprehensive annual sustainability report As we see environmental

issues related to housing becoming increasingly important to consumers and government authorities at all levels we intend to

continue to research evaluate and utilize new or improved products and construction and business practices consistent with our

commitment In addition to making good business sense we believe our sustainability initiatives can help put us in better

position compared to resale homes and homebuilders with less-developed programs to comply with evolving local state and
federal rules and regulations intended to protect natural resources and to address climate change and similarenvironmental concerns

Customer Service and Quality Control

Our goal is for our customers to be 100% satisfied with their new homes Our on-site construction supervisors perform regular

pre-closing quality checks and our sales representatives maintain regular contact with our homebuyers during the home construction

process in an effort to ensure our homes meet our standards and our homebuyers expectations We believe our prompt and

courteous responses to homebuyers needs throughout the homebuying process help reduce post-closing repair costs enhance our

reputation for quality and service and help encourage repeat and referral business from homebuyers and the real estate community
We also have employees who are responsible for responding to homebuyers post-closing needs including warranty claims



We provide limited warranty on all of our homes The specific terms and conditions vary depending on the markets where

we do business We generally provide structural warranty of 10 years warranty on electrical heating cooling plumbing and

certain other building systems
each varying from two to five years

based on geographic market and state law and warranty of

one year for other components of home

Local Expertise

To maximize KBnxts effectiveness and help ensure its consistent execution our employees are continuously trained on KBnxt

principles
and are evaluated in part based on their achievement of relevant operational objectives We also believe that our

business requires in-depth knowledge of local markets in order to acquire land in preferred locations consistent with our investment

return and marketing standards and on favorable terms to engage subcontractors to develop new home communities and offer

products that meet local demand to anticipate consumer tastes in specific markets and to assess local regulatory environments

Accordingly we operate our business through divisions with experienced management teams and trained personnel who have

local market expertise Though we centralize certain functions such as promotional marketing legal purchasing administration

product development architecture and accounting to benefit from economies ofscale our local management exercises considerable

autonomy in identifying land acquisition opportunities developing and implementing product and sales strategies and controlling

costs

Community Development and Land Inventory Management

Our community development process generally consists of four phases land acquisition land development home construction

and delivery of completed homes Historically our community development process has ranged from six to 24 months in our

West Coast homebuilding reporting segment with somewhat shorter duration in our other homebuilding reporting segments

The community development process
varies based on among other things the extent of government approvals required the overall

size of particular community necessary
site preparation activities the type of products that will be offered weather conditions

promotional marketing results consumer demand and local and general economic and housing market conditions

Although they vary significantly in size and complexity our new home communities typically consist of3O to 250 lots ranging

in size from 1900 to 20000 square feet In our communities we typically offer from three to 15 home design choices We also

generally build one to three model homes at each community so that prospective buyers can preview various products available

Depending on the community we may offer premium lots containing more square footage better views and/or location benefits

few of our communities consist of single multiple-story structure that encompasses several attached condominium-style units

The following table summarizes our average community count by homebuilding reporting segment

For the Years Ended November 30 West Coast Southwest Central Southeast Total

2013 41 18 82 41 182

2012 53 14 81 32 180

Land Acquisition and Land Development We continuously evaluate land acquisition opportunities against our investment

return and marketing standards balancing competing needs for financial strength liquidity and land inventory for future growth

In many cases we are able to leverage our long-standing business relationships and reputation
with local land sellers our financial

resources and our steady operating history to secure opportunities
ahead of other homebuilders developers or investors When

we acquire land we generally focus on land parcels containing fewer than 250 lots that are fully entitled for residential construction

and are either physically developed to start home construction referred to as finished lots or partially finished Acquiring

finished or partially finished lots enables us to construct and deliver homes with minimal additional development work or

expenditures We believe this is more efficient way to use our working capital and reduces the operating risks associated with

having to develop and/or entitle land such as unforeseen improvement costs and/or changes in market conditions However

depending on market conditions and available opportunities including opportunities to secure certain finished lots or property
in

land constrained or very active submarkets we may acquire undeveloped and/or unentitled land We may also invest in projects

that require us to re-purpose and re-entitle property
for residential use such as in-fill developments We expect

that the overall

balance of undeveloped unentitled entitled partially finished and finished lots in our inventory
will vary over time and in

implementing our strategic growth initiatives we may acquire greater proportion of undeveloped or unentitled land in the future

Consistent with KBnxt we target geographic areas for potential land acquisitions and community development based on the

results of periodic surveys
of both new and resale homebuyers in particular markets prevailing local economic conditions the

supply and type of homes available for sale and other research activities Local in-house land acquisition specialists analyze

specific geographic areas to identify desirable land acquisition targets or to evaluate whether to dispose of an existing land interest



We also use studies performed by third-party specialists Using this internal and external data some of the factors we consider
in evaluating land acquisition targets are consumer preferences general economic conditions prevailing and expected home sales

activity and the selling prices and pricing trends of comparable new and resale homes in the subject submarket proximity to

metropolitan areas and employment centers population household formation demographic and employment and commercial

growth patterns household income levels availability of developable land parcels at reasonable cost including estimated costs
of

completing land development and selling homes our operational scale and experience in the subject submarket and regulatory
and environmental compliance matters

We generally structure our land acquisition and land development activities to minimize or to defer the timing of expenditures
which improves our returns associated with land-related investments While we use variety of techniques to accomplish this
we typically use contracts that give us an option or similar right to acquire land at future date usually at pre-determined price
and for small initial option or earnest money deposit payment These contracts may also permit us to partially develop the

underlying land prior to our acquisition and/or condition our acquisition obligation on our satisfaction with the feasibility of
developing the subject land and selling homes on the land by certain future date We refer to land subject to such option or
similar rights as being controlled Our decision to exercise particular land option or similar right is based on the results of
due diligence and continued market viability analysis we conduct after entering into such contract In some cases our decision
to exercise land option or similar right may be conditioned on the land seller obtaining necessary entitlements such as zoning
rights and environmental and development approvals and/or physically developing the underlying land by pre-determined date

Our land option contracts and other similarcontracts may also allow us to phase our land acquisitions and/or land development
over period of time andlor upon the satisfaction of certain conditions We may also acquire land with seller

financing that is

non-recourse to us or by working in conjunction with third-party land developers or other parties The use of these land option
contracts and other similar contracts generally allows us to reduce the market risks associated with direct land ownership and
development and to reduce our capital and financial commitments including interest and other carrying costs

Our land option contracts and other similarcontracts generally do not contain provisions requiring our specific performance
However depending on the circumstances our initial option or earnest money deposit may or may not be refundable to us if we
abandon the related land option contract or other similarcontract and do not complete the acquisition of the underlying land In

addition if we abandon land option contract or other similarcontract we usually cannot recover the pre-acquisition costs we
incurred after we entered into the contract including those related to our due diligence and other evaluation activities and/or partial

development of the subject land if any

Before we commit to any land acquisition our senior corporate and regional management evaluate the asset based on the
results of our local specialists due diligence third-party data and set of defined financial measures including but not limited

to housing gross profit margin analyses and specific discounted after-tax cash flow internal rate of return requirements The
criteria guiding our land acquisition and disposition decisions have resulted in our maintaining inventory in areas that we believe

generally offer better returns for lower risk and lower our upfront investment in inventory

Our inventories include land we are holding for future development which is comprised of land where we have suspended
development activity or development has not yet begun but is expected to occur in the future These assets held for future

development are located in various submarkets where conditions do not presently support further investment or development or
are subject to building permit moratorium or regulatory restrictions or are portions of larger land parcels that we plan to build
out over several years and/or that have not yet been entitled and therefore have an extended development timeline We may also

suspend development activity if we believe it will result in greater returns and/or maximize the economic performance of

community by delaying improvements for period of time to allow earlier phases of long-term multi-phase community or

neighboring community to generate sales momentum or for market conditions to improve We resume development activity when
we believe our investment in this inventory will be optimized or in some instances to accelerate sales

pace and/or our return on
investment and we have activated assets previously held for future development in certain markets as part of our strategic growth
initiatives

The following table presents the number of inventory lots we owned in various stages of development or controlled under
land option contracts or other similarcontracts by homebuilding reporting segment as of November 30 2013 and 2012 The table

does not include approximately 10 acres we owned as of November 30 2013 and approximately 326 acres we owned as of
November 30 2012 that were not expected to be approved for subdivision into lots in the respective period



Homes Under Total Land

Construction and Land Land Held for Future Land Under Owned or
Under Development Development Option Under Option

2013 2012 2013 2012 2013 2012 2013 2012

West Coast 4414 2899 3348 3936 4850 3613 12612 10448

Southwest 2318 1275 7552 7743 2347 534 12217 9552

Central 10873 7859 1451 2055 10482 4612 22806 14526

Southeast 3734 1922 4665 4934 5061 3370 13460 10226

Total 21339 13955 17016 18668 22740 12129 61095 44752

Reflecting our geographic diversity and relatively balanced operational footprint as of November 30 2013 21% of the

inventory lots we owned or controlled were located in our West Coast homebuilding reporting segment 2O% were in our Southwest

homebuilding reporting segment 37% were in our Central homebuilding reporting segment and 22% were in our Southeast

hcmebuilding reporting segment

The following table presents the carrying value of inventory we owned in various stages of development or controlled under

land option contracts or other similar contracts by homebuilding reporting segment as of November 30 2013 and 2012 in

thousands

Homes Under Totai Land
Construction and Land Land Held for Future Land Under Owned or

Under Development Development Option Under Option

2013 2012 2013 2012 2013 2012 2013 2012

WestCoast 797540 471650 297420 337229 49224 33718 $1144184 842597

Southwest 141153 63456 157924 156159 5162 1830 304239 221445

Central 383210 292475 15193 21806 12673 5443 411076 319724

Southeast 265708 154992 158992 153661 14378 14152 439078 322805

Total $1587611 982573 629529 668855 81437 55143 $2298577 $1706571

Home Construction and Deliveries Following the acquisition of land and if necessary the development of the land into

finished lots we typically begin constructing model homes and marketing homes for sale The time required for construction of

our homes depends on the weather time of year availability of local skilled trade labor and building materials and other factors

To minimize the costs and risks of unsold homes in production we generally begin construction of home only when we have

signed purchase contract with homebuyer and have obtained preliminary credit approval or other evidence of homebuyers

financial ability to purchase the home However cancellations of home purchase contracts prior to the delivery of the underlying

homes the construction of attached products with some unsold units or specific strategic considerations will result in our having

unsold homes in production

We act as the general contractor for the majority of our communities and hire experienced subcontractors to supply the skilled

trade labor and to procure some of the building materials required for all production activities Our contracts with our subcontractors

require that they comply with all laws applicable to their work including labor laws meet performance standards and follow

local building codes and permits We have established national and regional purchasing programs for certain building materials

appliances fixtures and other items to take advantage of economies of scale and garner better pricing and more reliable supply

and where available participate in manufacturer or supplier rebate programs At all stages of production our administrative and

on-site supervisory personnel oversee and coordinate the activities of subcontractors to meet our production schedules and quality

standards

Backlog

We sell our homes under standard purchase contracts which generally require homebuyer to pay deposit at the time of

signing The amount of the deposit required varies among markets and communities Homebuyers also may be required to pay

additional deposits when they select design options for their homes Most of our home purchase contracts stipulate that if

homebuyer cancels contract with us we have the right to retain the homebuyers deposits However we generally permit our

homebuyers to cancel their obligations and obtain refunds of all or portion of their deposits in the event mortgage financing

cannot be obtained within certain period of time as specified in their contract We define our cancellation rate for given period

as the total number of contracts for new homes canceled divided by the total new gross orders for homes during the same period

Our cancellation rate for the year was 32% in 2013 compared to cancellation rate of 31% in 2012 Our cancellation rate was



36% in the fourth quarter of 2013 compared to 35% in the fourth quarter of 2012 Our cancellation rates and the factors affecting

our cancellation rates are further discussed below under Item Risk Factors and Part 11 Item Managements Discussion

and Analysis of Financial Condition and Results of Operations

Our backlog consists of homes that are under home purchase contract but have not yet been delivered to homebuyer

Ending backlog represents the number of homes in backlog from the previous period plus the number of net orders new orders

for homes less cancellations generated during the current period minus the number of homes delivered during the current period

Our backlog at any given time will be affected by cancellations and by our community count The number of homes we deliver

has historically increased from the first to the fourth quarter in any year

Our backlog at November 302013 consisted of2557 homes essentially flat with the 2577 homes in backlog at November 30

2012 Our backlog at November 30 2013 represented potential future housing revenues of approximately $682.5 million 10%

increase from potential future housing revenues of approximately $618.6 million at November 30 2012 primarily due to higher

overall average selling price Our backlog conversion ratio defined as homes delivered in quarter as percentage of backlog

at the beginning of that quarter will vary from quarter to quarter depending on the number of homes in our backlog that are under

construction home construction pace cancellations and the number of homes we sell and deliver within quarter

Our net orders for the
year

ended November 30 2013 increased to 7125 from 6703 for the year ended November 30 2012

marking the third consecutive year
that full-year net orders have increased from the previous year

The value of the net orders we

generated for the year ended November 30 2013 increased 24% to $2.16 billion from $1.73 billion for the prior year Our net

order value for given period represents the potential future housing revenues associated with net orders and homebuyers design

option choices for homes in backlog during the same period Our net order value may be further impacted by changes related to

cancellations and change orders between periods

The following tables present homes delivered net orders number of net orders and value and cancellation rates by

homebuilding reporting segment for each quarter during the years ended November 30 2013 and 2012 and our ending backlog

number of homes and value at the end of each quarter within those years

West Coast Southwest Central Southeast Total

Homes delivered

2013

First 509 140 571 265 1485

Second 594 211 637 355 1797

Third 555 194 757 319 1825

Fourth 521 193 876 448 2038

Total 2179 738 2841 1387 7145

2012

First 309 170 487 184 1150

Second 330 157 536 267 1290

Third 541 186 700 293 1720

Fourth 765 170 843 344 2122

Total 1945 683 2566 1088 6282



West Coast Southwest Central Southeast Total

Net orders

2013

First 530 199 653 289 1671

Second 587 189 968 418 2162

Third 427 180 743 386 1736

Fourth 371 188 663 334 1556

Total 1915 756 3027 1427 7125

2012

First 289 140 547 221 1197

Second 600 229 900 320 2049

Third 658 154 765 323 1900

Fourth 619 140 485 313 1557

Total 2166 663 2697 1177 6703

Net orders value in thousands

2013

First 261342 43706 133492 68263 506803

Second 292769 49246 198621 99002 639638

Third 227119 44885 160566 96352 528922

Fourth 194888 53248 144255 89311 481702

Total 976118 191085 636934 352928 2157065

2012

First 112232 24907 94452 45938 277529

Second 235299 44577 155521 67673 503070

Third 252566 34536 135934 70241 493277

Fourth 259159 30986 98738 70387 459270

Total 859256 135006 484645 254239 1733146
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West Coast Southwest Central Southeast Total

Cancellation rates

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%

2012

First 34% 24% 39% 37% 36%

Second 24 17 28 28 26

Third 23 16 35 27 29

Fourth 25 21 47 31 35

Total 26% 19% 37% 30% 31%

Ending backlog homes

2013

First 705 242 1231 585 2763

Second 698 220 1562 648 3128

Third 570 206 1548 715 3039

Fourth 420 201 1335 601 2557

2012

First 443 173 1078 509 2203

Second 713 245 1442 562 2962

Third 830 213 1507 592 3142

Fourth 684 183 1149 561 2577

Ending backlog value in thousands

2013

First 287970 54604 235759 125560 703893

Second 337878 48524 296949 143262 826613

Third 276031 48646 315900 167906 808483

Fourth 206308 50858 279424 145899 682489

2012

First 150638 32139 177998 99176 459951

Second 301652 43518 237558 110680 693408

Third 327528 40727 251900 124589 744744

Fourth 248790 40206 204473 125157 618626

Land and Raw Materials

Based on our current strategic plans we strive to own or control land sufficient to meet our forecasted production goals for

the next three to five years As discussed above under Strategy in 2014 we intend to acquire additional land subject to conditions

in housing markets the overall economy and the capital credit and financial markets However we may also decide to sell certain

land or land interests as part of our marketing strategy or for other reasons
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The principal raw materials used in the construction of our homes are concrete and forest products In addition we use

variety of other construction materials in the homebuilding process including drywall and plumbing and electrical items We

attempt to enhance the efficiency of our operations by using where practical standardized materials that are commercially available

on competitive terms from variety of sources In addition our national and regional purchasing programs for certain building

materials appliances fixtures and other items allow us to benefit from large quantity purchase discounts and where available

manufacturer or supplier rebates When possible we arrange for bulk purchases of these products at favorable prices from

manufacturers and suppliers Although our purchasing strategies have helped us in negotiating favorable prices for raw materials

in 2013 we encountered higher prices for lumber drywall concrete and other materials and for skilled trade labor and we expect

to see additional cost increases if and as the present housing recovery progresses as discussed further below under Competition

Seasonªlity Delivery Mix and Other Factors

Customer Financing

Our homebuyers may obtain mortgage financing to purchase our homes from any lender or other provider of their choice

We do not directly offer mortgage banking services or originate residential consumer mortgage loans mortgage loans for our

customers Prior to late June 2011 KBA Mortgage LLC KBA Mortgage an unconsolidated mortgage banking joint venture

of subsidiary of ours-and subsidiary of Bank of America N.A provided mortgage banking services to significant proportion

of our homebuyers KBA Mortgage ceased offering mortgage banking services after June 30 2011

Since mid-2011 we have had marketing services agreement with preferred mortgage lender that offers mortgage banking

services including mortgage loan originations to our homebuyers who elect to use the lender The mortgage banking services

are described further under Part 11 Item Managements Discussion and Analysis of Financial Condition and Results of

Operations Financial Services Reporting Segment At no time has our preferred mortgage lender or its respective parent

company been an affiliate of ours or any of our subsidiaries Except as discussed below we have not had any ownership joint

venture or other interests in or with our preferred mortgage lender or its respective parent company or with respect to the revenues

or income that may be generated from our preferred mortgage lender providing mortgage banking services to or originating

mortgage loans for our homebuyers Until the first quarter of 2012 our preferred mortgage lender was MetLife Home Loans

division of MetLife Bank .A which announced in January 2012 that it was ceasing to offer forward mortgage banking services

as part of its business In March 2012 Nationstar Mortgage LLC Nationstar became our preferred mortgage lender Nationstar

began accepting new mortgage loan applications from our homebuyers on May 2012

On January 21 2013 we entered into an agreement with Nationstar to form Home Community Mortgage LLC Home
Community Mortgage mortgage banking company that will offer an array

of mortgage banking services to our homebuyers

Nationstar will continue as our preferred mortgage lender until Home Community Mortgage begins offering mortgage banking

services which is expected in the first quarter of2Ol4 Home Community Mortgage is accounted for as an unconsolidated joint

venture within our financial services reporting segment

Employees

We employ trained staff of land acquisition specialists architects planners engineers construction supervisors marketing

and sales personnel and finance and accounting personnel supplemented as necessary by outside consultants who guide the

development of our communities from their conception through the promotional marketing and delivery of completed homes

At December 31 2013 and 2012 we had approximately 1430 and 1200 full-time employees respectively None of our

employees are represented by collective bargaining agreement

Competition Seasonality Delivery Mix and Other Factors

-The homebuilding industry and housing market are highly competitive with respect to selling homes hiring skilled trade

labor such as carpenters roofers electricians and plumbers and acquiring attractive developable land We compete for

homebuyers skilled trade workers management talent and desirable land against numerous homebuilders ranging from regional

and- national firms to small local enterprises As to homebuyers we primarily compete with other homebuilders on the basis of

selling price community location and amenities availability of financing options home designs reputation home construction

quality and cycle time and the design options and features that can be included in home In some cases this competition occurs

within larger residential development projects containing separate sections designed planned and developed by other homebuilders

In addition we compete for homebuyers against housing alternatives other than new homes including resale homes apartments

single-family rentals and other rental housing In certain markets and at times when housing demand is high we also compete

with other homebuilders and commercial and remodeling contractors to hire skilled trade labor primarily on the basis of pre

existing relationships contract price and volume and consistency of available work During the housing downturn many skilled

workers left construction for other industries As result in 2013 and 2012 in markets experiencing increased residential
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construction activity due to improved housing market conditions the relatively smaller workforce combined with higher demand

for trade labor created shortages of certain skilled workers driving up costs andlor extending land development and home

construction schedules This elevated residential construction activity also contributed to notable increases in the cost of certain

building materials such as lumber drywall and concrete reflecting in part smaller supplier base and lower production capacity

than existed before the housing downturn In 2013 we also saw higher prices for desirable land amid heightened competition

with homebuilders and other developers and investors particularly in the land constrained areas we are strategically targeting

We expect these upward trends in construction labor building materials and land costs to continue and possibly intensify in 2014

if and as the present housing recovery progresses and there is greater competition for these resources

Our performance is affected by seasonal demand trends for housing Traditionally there has been more consumer demand

for home purchases and we tend to generate more net orders in the mid- to late-spring and early summer months corresponding

to most of our second and part of our third quarters than at other times of the
year

With our Built to Order approach and typical

home construction cycle times this selling season demand results in our delivering more homes and generating higher revenues

from late summer through the fall months corresponding to part of our third and our fourth quarters On relative basis the

winter and early spring months within our first and part of our second quarters usually produce the fewest net orders homes

delivered and revenues and the sequential difference from our fourth quarter to our first quarter can be significant

In addition to the overall volume of homes we sell and deliver our results in given period are significantly affected by the

geographic mix of markets and submarkets in which we operate the number and characteristics of the new home communities

we have open for sales in those markets and submarkets and the products we sell from those communities during the period

While there are some similarities there are differences within and between our served markets in terms of the quantity size and

nature of the new home communities we operate and the products we offer to consumers These differences reflect among other

things local homebuyer preferences household demographics e.g large families or working professionals income levels

geographic context e.g urban or suburban availability of reasonably priced finished lots development constraints residential

density and the shifts that can occur in these factors over time These structural factors in each of our served markets will affect

the costs we incur and the time it takes to locate acquire rights to and develop land open new home communities for sales and

market and build homes the size of our homes our selling prices including the contribution from homebuyers purchases of

design options and the pace at which we sell and deliver homes and close out communities Therefore our results in any given

period will fluctuate compared to other periods based on the proportion of homes delivered from areas with higher or lower selling

prices and on the corresponding land and overhead costs incurred to generate those deliveries as well as from our overall community

count In 2013 we targeted opening more of our new home communities for sales in higher-performing choice locations

predominately in land constrained areas that have customers with higher household incomes who desire larger homes and purchase

more design options key drivers for our home selling prices and housing gross profit margins Due in part to this focused approach

in 2013 we posted favorable year-over-year results in revenues as we delivered more homes from these areas and generated

higher housing gross profits for the year compared to 2012 At the same time we had modest year-over-year growth in net orders

In 2014 we plan to continue our approach of opening new home communities for sales in locations with the above-described

demand characteristics and we anticipate that we will have more new home communities open for sales than we did in 2013

Financing

We do not generally finance the development of our communities with project financing By project financing we mean

loans from parties other than land sellers that are specifically obtained for or secured by particular communities or other inventory

assets Instead our operations have historically been funded by results of operations public debt and equity financing We also

have the ability to borrow funds under our unsecured revolving credit facility with various banks as amended the Credit Facility

Depending on market conditions in 2014 we may obtain project financing or secure external financing with community or other

inventory assets that we own or control We may also arrange or engage in capital markets bank loan project debt or other

financial transactions and/or expand the capacity of the Credit Facility or our cash-collateralized letter of credit facilities with

various financial institutions the LOC Facilities or enter into additional such facilities These transactions may include

repurchases from time to time of our outstanding senior notes or other debt through redemptions tender offers exchange offers

private exchanges open market purchases or other means and may include potential new issuances ofequity or senior or convertible

senior notes or other debt through public offerings private placements or other arrangements to raise new capital to support our

current land and land development investment targets and for other business purposes and/or to effect repurchases or redemptions

of our outstanding senior notes or other lebt Our ability to engage in such financial transactions however may be constrained

by economic capital credit and/or financial market conditions investor interest and/or our current leverage ratios and we can

provide no assurance of the success or costs of any such transactions
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Environmental Compliance Matters

As part of our due diligence process for land acquisitions we often use third-party environmental consultants to investigate

potential environmental risks and we require disclosures representations and warranties from land sellers regarding environmental

risks Despite these efforts there can be no assurance that we will avoid material liabilities relating to the existence or removal

of toxic wastes site restoration monitoring or other environmental matters affecting properties currently or previously owned or

controlled by us No estimate of any potential liabilities can be made although we may from time to time acquire property that

requires us to incur environmental clean-up costs after conducting appropriate due diligence including but not limited to using

detailed investigations performed by environmental consultants In such instances we take steps prior to our acquisition of the

land to gain reasonable assurance as to the precise scope of work required and the costs associated with removal site restoration

andlor monitoring To the extent contamination or other environmental issues have occurred in the past we will attempt to recover

restoration costs from third parties such as the generators of hazardous waste land sellers or others in the prior chain of title and

or their insurers Based on these practices we anticipate that it is unlikely that environmental clean-up costs will have material

effect on our consolidated financial statements We have not been notified by any governmental agency of any claim that any of

the properties owned or formerly owned by us are identified by the EPA or similar state or local agency as being Superfund or
similar state or local clean-up site requiring remediation which could have material effect on our future consolidated financial

statements Costs associated with the use of environmental consultants are not material to our consolidated financial statements

Access to Our Information

We file annual quarterly and current reports proxy statements and other information with the Securities and Exchange

Commission SEC We make our public SEC filings available at no cost through our investor relations website at

www.investor.kbhome.com as soon as reasonably practicable after the report is electronically filed with or furnished to the SEC

We will also provide these reports in electronic or paper format free of charge upon request made to our investor relations department

at irrvestorrelations@kbhome.com or at our principal executive offices We intend for our investor relations website to be the

primary location where investors and the general public can obtain announcements regarding and can learn more about our financial

and operational performance business plans and prospects and our board of directors our senior executive management team

and our corporate governance policies including our articles of incorporation by-laws corporate governance principles board

committee charters and ethics policy We may from time to time choose to disclose or post important information about our

business on or through our investor relations website and/or through other electronic channels including social media outlets and

other evolving communications technologies We webcast and archive quarterly earnings calls and other investor events in which

we participate or host and post related materials on our investor relations website Interested persons can register on our investor

relations website to receive prompt notifications of new SEC filings press releases and other information posted there However

the content available on or through our primary website at www.kbhome.com or our investor relations website including our

sustainability reports is not incorporated by reference in this report or in any other filing we make with the SEC Our references

in our SEC filings or otherwise to materials posted on or to any content available on or through our websites and/or through other

electronic channels including social media outlets and other evolving communications technologies are intended to be inactive

textual or oral references only Our SEC filings are also available to the public over the Internet at the SECs website at www.sec.gov

The public may also read and copy any document we file at the SECs public reference room located at 100 Street N.E
Washington D.C 20549 Please call the SEC at l-800-SEC-0330 for further information on the operation of the public reference

room

Item 1A RISK FACTORS

The following important factors could adversely impact our business These factors could cause our actual results to differ

materially from the forward-looking and other statements that we make in registration statements periodic reports and other

filings with the SEC and from time to time in our news releases annual reports and other written reports or communications

we post on or make available through our primary website at www.kbhome.com or our investor relations website at

www.investor.kbhome.com and/or through other electronic channels including social media outlets and other evolving

communications technologies and our personnel and representatives make orally from time to time

The recent improvement in housing market conditions following severe andprolonged housing downturn may not continue

and any slowing or reversal of the present housing recovery generally or in our served markets or for the homebuilding

industry may materially and adversely affect our business and consolidated financial statements

In 2013 the housing recovery
continued to advance after several years of weak demand and excess supply during the housing

downturn The present recovery
which began to take shape in 2012 has been fueled primarily by sustained demand for homes

low inventories of homes available for sale and generally favorable economic and demographic trends Housing demand has

been supported by population growth household formations favorable housing affordability largely due to relatively low interest
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rates for mortgage loans and positive consumer confidence However the performance of housing markets varied throughout

the year Further in mid-2013 sudden rise in mortgage loan interest rates combined with steadily increasing home prices

tempered relatively heated sales
pace seen earlier in the year and an extended legislative impasse during federal government

budget and debt ceiling negotiations in October 2013 negatively affected consumer confidence and net orders in our fourth quarter

Despite the changing environment during the year with the present housing recovery we and other homebuilders for the most

part reported higher orders and homes delivered and better financial results in 2013 than in 2012 However the improved conditions

did not extend to number of housing markets we serve and some markets and submarkets have been stronger than others We

expect that such unevenness will continue in 2014 and beyond whether or not the present housing recovery progresses
and that

prevailing conditions in various housing markets and submarkets will fluctuate These fluctuations may be significant and

unfavorable in future periods In addition while some of the many negative factors that contributed to the housing downturn may
have moderated several remain and they could return and/or intensify to inhibit any future improvement in housing market

conditions in 2014 These negative factors include weak general economic and employment growth that among other things

restrains consumer incomes consumer confidence and demand for homes delinquencies defaults and foreclosures on mortgage

loans that could add to shadow inventory of lender-owned homes that may be sold in competition with new homes including

our homes and resale homes at low distressed prices or that generate short sales activity at such price levels significant

number of homeowners whose outstanding principal balance on their mortgage loan exceeds the market value of their home which

undermines their ability to purchase another home that they otherwise might desire and be able to afford and also cause lenders

to curb mortgage loan origination activity volatility and uncertainty in domestic and international financial credit and consumer

lending markets amid slow growth or recessionary conditions in various regions around the world and tight lending standards

and practices for mortgage loans which may be driven by regulatory requirements that limit consumers ability to qualify for

mortgage financing to purchase home including increased minimum credit score requirements credit risk/mortgage loan

insurance premiums and/or other fees and required down payment amounts more conservative appraisals of home values lower

loan-to-value ratios and extensive buyer income and asset documentation requirements Additional headwinds may come from

the efforts and proposals of lawmakers to reduce the debt of the federal government through tax increases and/or spending cuts

or the failure of lawmakers to timely agree on budget or appropriation legislation to fund the operations of the federal government

and financial markets and businesses reactions to those efforts proposals or failure which could impair economic growth Since

these factors may persist or recur we can provide no assurance that the present housing recovery
will continue or gain further

momentum whether overall or in our served markets

If on an overall basis or in our served markets the present housing recovery stalls or does not continue at the same pace or

any or all of the negative factors described above persist or worsen particularly if there is limited economic growth or decline

low growth or decreases in employment and consumer incomes and/or continued tight mortgage lending standards and practices

there would likely be corresponding adverse effect on our business and our consolidated financial statements including but not

limited to the number of homes we deliver our average selling prices the amount of revenues we generate and our ability to

operate profitably and the effect may be material Even if the present housing recovery continues for an extended period our and

the homebuilding industrys orders homes delivered revenues and profitability remain well below and may not return to the

peak levels reached shortly before the housing downturn began

Continued or additional tightening of mortgage lending standards and practices or mortgage financing requirements or

volatility infinancial credit and consumer lending markets could adversely affect the availability of mortgage loansforpotential

purchasers of our homes and thereby reduce our net orders

Since 2008 the mortgage lending and mortgage finance industries have experienced significant instability due to among
other things relatively high rates of delinquencies defaults and foreclosures on mortgage loans and corresponding decline in

their market value and the market value of securities backed by such loans although there has been some improvement in these

areas amid general lift in housing prices over the past two years With the instability number of providers purchasers and

insurers of mortgage loans and mortgage loan-backed securities have exited the market and most mortgage loans are currently

being originated under programs offered or supported by government agencies or government-sponsored enterprises principally

the Federal Housing Administration FHA the Veterans Administration VA the Federal National Mortgage Association

also known as Fannie Mae Federal Home Loan Mortgage Corporation also known as Freddie Mac and the U.S Department

of Agriculture Compared to prior periods these developments have led to reduced availability of mortgage loan products

particularly subprime and nonconforming loans and tighter lending standards and practices for mortgage loans As result it

is generally more difficult for some categories of borrowers to finance the purchase of homes which is restraining the housing

markets recovery causing volatility in and elevating cancellation rates for us and other homebuilders and reducing demand for

homes including our homes If these factors continue or if mortgage lending standards and practices further tighten we expect

that there would be material adverse effect on our business and our consolidated financial statements particularly since we

depend on third-party lenders including our preferred mortgage lender Nationstar to provide mortgage loans to our homebuyers
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Further tightening of mortgage lending standards and practices andlor reduced credit availability for mortgages may also

result from the implementation of regulations under the 2010 Dodd-Frank Wall Street Reform and Consumer Protection Act the

Dodd-Frank Act Among other things the Dodd-Frank Act established several requirements including risk retention

obligations relating to the origination securitizing and servicing of and consumer disclosures for mortgage loans In addition

u.s and international banking regulators have proposed or enacted higher capital standards and requirements for financial

institutions These standards and requirements as and when implemented may further reduce the availability of and/or increase

the costs to borrowers to obtain mortgage loans including by reducing allowable debt-to-income ratios imposing restrictions on

mortgage origination fees and lowering maximum conforming mortgage loan amounts Federal regulators and lawmakers are

also considering steps that may significantly reduce the ability or authority of the FHA Fannie Mae and Freddie Mac to purchase

or insure mortgage loans under their respective programs including proposals to gradually wind down Fannie Mae and Freddie

Mac Further since 2010 lenders and other mortgage banking services providers brokers and other institutions and their agents

have been under intense regulatory scrutiny and the targets of several civil actions by investors and government agencies regarding

mortgage loan underwriting practices and/or representations made in connection with selling mortgage loans into private or Fannie

Mae- or Freddie Mac-backed securitized pools If such scrutiny and civil actions result in lenders and other mortgage banking

services providers and brokers having to adjust their operations and/or pay significant amounts in damages or fines they may

further curtail or cease their mortgage loan origination activities due to reduced liquidity or to mitigate perceived risks

Since 2012 the Federal Reserve has been purchasing billions of dollars of longer-term U.S Treasury securities and mortgage

loan-backed securities of Fannie Mae Freddie Mac and the Government National Mortgage Association or Ginnie Mae which

guarantees securities composed of FHA- and VA-qualified mortgage loans It expects this asset purchase program to maintain

downward pressure on longer-term interest rates support mortgage markets and help make broader financial conditions more

accommodative However in mid-2013 when the Federal Reserve Chairman announced that the program could be scaled back

or tapered there was measurable spike in mortgage loan interest rates and they have remained elevated compared to the first

half of the
year

If the Federal Reserve does taper or end its asset purchase program and it announced in December 2013

reduction in its monthly purchases from $85 billion to $75 billion it is likely that mortgage loan interest rates will rise subject to

prevailing economic and financial market conditions Even if the Federal Reserves asset purchase program does keep mortgage

loan interest rates at relatively low levels many potential homebuyers may still be unable to obtain mortgage loans to purchase

homes including our homes if mortgage lending standards and practices remain tight or tighten further or if lenders curtail or

cease mortgage loan origination activity due to regulatory requirements and/or liquidity or risk concerns

Interest rate increases or changes in federal lending programs or regulations could lower demand for our homes

Nearly all of our customers finance the purchase of their homes Before the housing downturn began historically low interest

rates and the increased availability of specialized mortgage loan products including products requiring no or low down payments

and interest-only and adjustable-rate mortgage loans made purchasing home more affordable for number of customers and

more available to customers with lower credit scores Increases in interest rates and/or decreases in the availability of mortgage

financing or of certain mortgage loan products or programs may lead to fewer mortgage loans being provided higher credit risk/

mortgage loan insurance premiums and/or other fees increased down payment and extensive buyer income and asset documentation

requirements or combination of the foregoing and as result reduce demand for our homes and increase our cancellation rates

Due to the volatility and uncertainty in the credit markets and in the mortgage lending and mortgage finance industries since

2008 the federal government has taken on significant role in supporting mortgage lending through its conservatorship of Fannie

Mae and Freddie Mac and its insurance of mortgage loans through the FHA and the VA FHA backing of mortgage loans has

been particularly important to the mortgage finance industry and to our business The availability and affordability of mortgage

loans including interest rates for such loans could be adversely affected by scaling back or termination of the federal governments

mortgage loan-related programs or policies The FHA for instance increased its annual mortgage insurance premiums in 2013

and among other actions extended the period that such premiums are charged to borrowers increased down payment requirements

and raised its standards on the loans it will insure in order to address significant cash reserve deficit relative to its projected

losses from delinquent loans In addition federal regulators significantly lowered the Fl-lAs maximum single-family forward

mortgage loan limits in 650 high-cost counties effective January 2014 including counties in California and in other of our

served markets These steps whether individually or collectively could prevent some homebuyers from qualifying for mortgage

loans to purchase homes including our homes In addition given growing federal budget deficits the U.S Treasury may not be

able to continue or may be required by future legislation or regulation to cease supporting the mortgage loan-related activities

of Fannie Mae Freddie Mac the FHA and the VA at present levels

Because Fannie Mae- Freddie Mac- FHA- and VA-backed mortgage loans have been an important factor in marketing and

selling many of our homes any limitations or restrictions in the availability of or higher consumer costs for such government

backed financing could reduce our net orders particularly in our coastal submarkets in California and adversely affect our

consolidated financial statements and the effect could be material
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Third-party lenders may not complete mortgage loan originations for our homebuyers in timely manner or at all which can

lead to cancellations and lower backlog of orders or to significant delays in our delivering homes and recognizing revenues

from those homes

Our homebuyers may obtain mortgage financing for their home purchases from any lender or other provider of their choice

If due to credit or consumer lending market conditions reduced liquidity increased risk retention or minimum capital level

obligations and/or regulatory restrictions related to the Dodd-Frank Act or other laws or other factors or business decisions these

lenders refuse or are unable to provide mortgage loans to our homebuyers the number of homes we deliver and our consolidated

financial statements may be materially and adversely affected For instance tight mortgage lending standards and practices for

mortgage loans have in recent periods led to significant delays in our delivering homes and/or have caused some potential

homebuyers to cancel their home purchase contracts with us We can provide no assurance that these tight mortgage lending

conditions will relax or reverse in the foreseeable future

In addition as we were transitioning to Nationstar as our preferred mortgage lender in the first half of 2012 we experienced

significant disruptions to our business due to the inability or unwillingness of several independent third-party lenders to complete

in timely fashion or at all the mortgage loan originations they had started for our homebuyers Nationstar began accepting new

mortgage loan applications from our homebuyers on May 12012 and compared to other lenders has been providing more consistent

execution and completion of mortgage loan originations for our homebuyers who choose to use Nationstar Based on the number

of homes delivered in 2013 approximately 59% of our homebuyers used Nationstar to finance the purchase of their home In

January 2013 we entered into an agreement with Nationstar to form Home Community Mortgage mortgage banking company

that will offer an array of mortgage banking services to our homebuyers Nationstar will provide management oversight of Home

Community Mortgages operations which are expected to begin in the first quarter of 2014 Although we expect an increasing

percentage of our homebuyers will choose to use Nationstar/Home Community Mortgage many of our homebuyers will continue

to seek mortgage loans from other lenders and potentially be subject to the performance of such lenders as well as the general

mortgage financing industry issues described above In addition we can provide no assurance as to Nationstars ability or

willingness as our preferred mortgage provider or as the manager of Home Community Mortgage to provide mortgage loans and

other mortgage banking services to our homebuyers in future periods whether due to the factors discussed above or otherwise

or as to its performance in doing so Furthermore the mortgage banking operations of Home Community Mortgage will be heavily

regulated and subject to the rules and regulations promulgated by number of governmental and quasi-governmental agencies

If Nationstars performance declines or Nationstar decides to end or we decide to terminate our relationship or there is finding

that Home Community Mortgage materially violated any applicable rules or regulations and as result is restricted from or unable

to originate mortgage loans we may experience mortgage loan funding issues similar to those we encountered in 2012 which

would likely have material adverse impact on our business and our consolidated financial statements

Our current strategies may not generate improved financial and operational performance and the continued implementation

of these and other strategies may not be successful

We believe our strategic actions during the housing downturn strengthened our overall business and that our current strategies

and initiatives will enable us to profitably grow our business in 2014 However our strategies including but not limited to our

strategic growth initiatives intended to improve our profitability and increase our revenues such as our significant investments in

land and land development our plans to open more new home communities our ongoing repositioning of our homebuilding

activities and investments toward higher-performing desirable locations in land constrained growth markets and our efforts to

optimize our sales pace at our new home communities may prove to be unsuitable for some or all of our served markets We can

provide no guarantee that these strategies will be successfully or productively implemented or even if they are implemented as

designed that they will generate growth and earnings or that we will achieve in 2014 or beyond positive operational or financial

results or results in any particular metric or measure equal to or better than our 2013 performance or perform in any period as

well as other homebuilders In particular our strategic effort to activate certain inventory that was previously held for future

development may not generate positive results as many of these assets are generally located in submarkets that have only recently

begun to stabilize In addition although we believe our new home communities and products will appeal to our primary customer

base we can provide no assurance that our new home community locations and product designs or any refining of those designs

will successfully attract consumers or generate orders and revenues at the levels we have experienced in the past or anticipate in

future periods or at levels higher than other homebuilders We also cannot provide any assurance that we will be able to maintain

these strategies in 2014 and due to unexpectedly favorable or unfavorable market conditions or other factors we may determine

that we need to adjust refine or abandon all or portions of these strategies although we cannot guarantee that any such changes

will be successful For instance with the heightened land acquisition and development activities of homebuilders and other

developers since 2012 there are significantly fewer well-located developable land parcels available at reasonable prices in several

of our submarkets making our land acquisition and development strategies more challenging to implement successfully and we

may not be able to achieve our land-related investment and community count growth goals The failure of any one or more of

our present strategies or the failure of any adjustments or alternative strategies that we may pursue or implement to be successful
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will likely have an adverse effect on our ability to grow and increase the value and profitability of our business and on our

consolidated financial statements as well as on our overall liquidity and the effect in each case could be material

The success of our present strategies growth initiatives and our long-term performance depends on the availability offinished

and partially finished lots and undeveloped land that meet our investment return and marketing standards

The availability of finished and partially finished lots and undeveloped land that meet our investment return and marketing

standards depends on number of factors outside of our control including land availability in general geographical/topographical

constraints land sellers business relationships with other homebuilders developers or investors climate conditions competition

with other homebuilders and land buyers for desirable property financial and credit market conditions legal or government agency

processes inflation in land prices zoning allowable housing density our ability and the costs to obtain building permits the

amount of environmental impact fees real estate tax rates and other regulatory requirements Should suitable lots or land become

less available which is increasingly the case the number of homes that we may be able to build and sell could be reduced and

the cost ofattractive land could increase perhaps substantially which could adversely impact our consolidated financial statements

including but not limited to our housing gross profit margins and our ability to maintain ownership or control of sufficient

supply of developed or developable land inventory The availability of suitable land could also affect the success of our current

strategies and growth initiatives and if we decide to reduce our land acquisition activity in 2014 due to lack of available assets

that meet our standards our ability to increase our community count to grow our revenues and housing gross profit margins and

to maintain or increase our profitability would likely be constrained and could have material adverse effect on our consolidated

financial statements

The value of the land and housing inventory we own or control may fall sign icantly

The value of the inventory we currently own or control depends on market conditions including estimates of future demand

for and the revenues that can be generated from this inventory The market value of our inventory can vary considerably because

there is often significant amount of time between our acquiring control or taking ownership of land and the delivery of homes

on that land The negative conditions of the housing downturn which generally depressed home sales and selling prices caused

the fair value of certain of our owned or controlled inventory to fall in some cases well below the estimated fair value at the time

we acquired ownership or control Even with the improved housing market conditions we saw in 2013 local submarket-specific

or other factors could lead to decrease in the fair value of certain of our inventory in 2014 whether or not the present housing

recovery progresses Based on our periodic assessments of inventory for recoverability during the housing downturn we wrote

down the carrying value of certain of our inventory to its estimated fair value including inventory that we had previously written

down and recorded corresponding charges against our earnings to reflect the impaired value We also recorded charges in

connection with abandoning our interests in certain land controlled under land option contracts and other similarcontracts that no

longer met our investment return or marketing standards In 2013 we recorded $.4 million of inventory impairment charges and

$3.2 million of land option contract abandonment charges However if in 2014 the present housing recovery slows or reverses

or if particular markets or submarkets experience challenging or unfavorable changes in prevailing conditions we may need to

take additional charges against our earnings for inventory impairments or land option contract abandonments or both to reflect

changes in fair value of land or land interests in our inventory including assets we have previously written down Any such charges

could have material adverse effect on our consolidated financial statements including our ability to maintain or increase our

profitability

Our business is cyclical and is sign qficantly affected by changes in general and local economic conditions

Our operations and consolidated financial statements can be substantially affected by adverse changes in general economic

or business conditions that are outside of our control including changes in among other factors

short- and long-term interest rates

employment levels and job and personal income growth

housing demand from population growth household formation and other demographic changes

availability and pricing of mortgage financing for homebuyers

consumer confidence generally and the confidence of potential homebuyers in particular

U.S and global financial system and credit market stability

private party and government mortgage loan programs including changes in FHA Fannie Mae- and Freddie Mac

conforming mortgage loan limits credit risk/mortgage loan insurance premiums and/or other fees down payment
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requirements and underwriting standards and federal and state regulation oversight andlegal action regarding lending

home value appraisal foreclosure and short sale practices

federal and state personal income tax rates and provisions including provisions for the deduction of mortgage loan interest

payments real estate taxes and other expenses

supply of and prices for available new or resale homes including lender-owned homes and other housing alternatives

such as apartments single-family rentals and other rental housing

homebuyer interest in our current or new product designs and new home community locations and general consumer

interest in purchasing home compared to choosing other housing alternatives and

real estate taxes

Adverse changes in these conditions may affect our business nationally or may be more prevalent or concentrated in particular

markets or submarkets in which we operate

Inclement weather natural disasters such as earthquakes hurricanes tornadoes floods droughts and fires and other

environmental conditions can delay the delivery of our homes and/or increase our costs Civil unrest or acts of terrorism can also

have negative effect on our business

The potential difficulties described above can cause demand and prices for our homes to fall or cause us to take longer and

incur more costs to develop land and build our homes We may not be able to recover these increased costs by raising prices

because of market conditions and because the price of each home we sell is usually Set several months before the home is delivered

as our customers typically sign their home purchase contracts before home construction begins The potential difficulties could

also lead some homebuyers to cancel or refuse to honor their home purchase contracts altogether Reflecting the difficult conditions

in our served markets during the housing downturn we have experienced volatility in our net orders and cancellation rates in

recent years and if the present housing recovery slows or reverses we may experience similar or increased volatility in 2014 If

we do there could be material adverse effect on our consolidated financial statements

Home prices and sales activity in the particular markets and regions in which we do business materially affrct our consolidated

financial statements because our business is concentrated in these markets

Home selling prices and sales activity in some of our key served markets have declined from time to time for market-specific

reasons including adverse weather high levels of foreclosures short sales and sales of lender-owned homes and lack of

affordability or economic contraction due to among other things the departure or decline of key industries and employers that

could effectively price potential homebuyers out ofpurchasing homes including our homes Ifhome selling prices or sales activity

decline in one or more of our key served markets including California Florida Nevada or Texas our costs may not decline at all

or at the same rate and as result our consolidated financial statements may be materially and adversely affected Adverse

conditions in California would have particularly material effect on our consolidated financial statements as our average selling

price in the state is higher than in our other homebuilding reporting segments large percentage of our housing revenues is

generated from California and significant proportion of our investments in land and land development since late 2009 was

made and in 2014 is expected to be made in that state In recent years Californias state government and many of its regional

and local governments have struggled to balance their budgets due to number of factors although the states budget outlook for

its current fiscal year has improved slightly These include lower tax revenues higher debt service public employee pension and

social welfare obligations lower federal government support and for regional and local governments and redevelopment agencies

various reductions eliminations or reversals of state government support As result there have been and lawmakers have

proposed making additional significant cuts to government departments subsidies programs and public employee staffing levels

and taxes and fees have been raised and lawmakers have proposed additional tax and fee increases in an effort to balance

governmental budgets few municipalities have declared bankruptcy and others are reportedly considering such step California

lawmakers efforts at all governmental levels to address ongoing and/or projected budget deficits through spending cuts and/or

efforts to increase governmental revenues could among other things cause businesses and residents to leave the state or discourage

businesses or households from coming to the state which would limit economic growth cause significant delays in obtaining

required inspections permits or approvals with
respect to residential development at our new home communities located in the

state which we encountered in 2013 or result in higher costs for such permits or approvals and could delay or prevent the release

or repayment by applicable municipalities and other government agencies of performance bonds letters of credit and/or similar

deposits we have made in connection with our residential development activities These negative impacts could adversely affect

our ability to generate net orders and revenues and/or to maintain or increase our housing gross profit margins from our California

operations and the impact could be material and adverse to our consolidated financial statements
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Supply shortages and other risks related to demand for building materials and/or skilled trade labor could increase costs and

delay deliveries

As discussed above under Item Business Competition Seasonality Delivery Mix and Other Factors there is high

level of competition in the homebuilding industry and the housing market for skilled trade labor and building materials that can

among other things cause increases in land development and home construction costs and development and construction delays

Also in 2013 smaller pool of skilled trade labor due to the housing downttirn led to shortages in some markets that experienced

increased residential construction activity and such shortages could recur in 2014 ifand as the present housing recovery progresses

Shortages or upward price fluctuations in lumber drywall concrete and other building materials and laboi whether due to small

supplier base or supplier capacity constraints increased residential construction activity international demand the occurrence of

or rebuilding after natural disasters or other reasons can also have an adverse effect on our business We generally are unable to

pass on increases in land development and home construction costs to homebuyers who have already entered into home purchase

contracts as the purchase contracts generally fix the price of the home at the time the contract is signed and may be signed well

in advance of when home construction commences We also may not be able to raise our selling prices to cover such increases

in land development and home construction costs because of market conditions including competition for homebuyers with other

hornebuilders and resale homes Sustained increases in land development and home construction costs due to higher skilled trade

labor rates or elevated lumber drywall concrete and other building materials prices and/or our limited ability to successfully

contain these costs may among other things decrease our housing gross profit margins while shortages of skilled trade labor or

building materials due to competition or other factors may delay deliveries of homes and our recognition of revenues As result

these negative items individually or together can have material and adverse impact on our consolidated financial statements

Inflation may adversely affect us by increasing costs that we may not be able to recover particularly ifhome selling prices

decrease and the impact on our performance and our consolidated financial statements could be material

Inflation can have an adverse impact on our consolidated financial statements because increasing costs for land skilled trade

labor or building materials could require us to increase our home selling prices in an effort to maintain satisfactory housing gross

profit margins In 2010 and 2011 worldwide demand for certain commodities and monetary policy actions led to price increases

and price volatility for raw materials that are used in land development and home construction including lumber and metals

Additionally increased residential construction activity in 2012 and 2013 in combination with relatively small supplier base

further boosted prices and pricing volatility for lumber drywall concrete and other raw materials and these trends are expected

to continue and possibly intensifr in 2014 if and as the present housing recovery progresses These pricing trends taken together

with U.S and international central bank and governmental policies and programs designed to boost economic growth may lead

to general increase in inflation However we may not be able to increase our home selling prices to cover cost inflation due to

market conditions and may need to hold or reduce our selling prices in order to compete for home sales If determined necessary

our lowering of home selling prices in addition to impacting our housing gross profit margins may also reduce the value of our

land inventory including the assets we have purchased in recent years and make it more difficult for us to fully recover the costs

of our land and any related land development through our home selling prices or if we choose through land sales In addition

depressed land values may cause us to abandon and forfeit deposits on land option contracts and other similar contracts if we

cannot satisfactorily renegotiate the purchase price of the subject land We may incur charges against our earnings for inventory

impairments if the value of our owned inventory is reduced or for land option contract abandonments if we choose not to exercise

land option contracts or other similarcontracts and these charges may be substantial as we experienced in certain periods during

the housing downturn Inflation may also increase interest rates for mortgage loans and thereby reduce demand for our homes

and lead to lower revenues as well as increase the interest rates we may need to accept to obtain external financing

Reduced home sales may impair our ability to recoup development costs or force us to absorb additional costs

We incur many costs before we begin to build homes in community Depending on the stage of development land parcel

is in when acquired such costs may include costs of preparing land finishing and entitling lots and installing roads sewers water

systems and other utilities taxes and other costs related to ownership of the land on which we plan to build homes constructing

model homes and promotional marketing and overhead expenses to prepare for the opening of new home community for sales

In addition local municipalities may impose requirements resulting in additional costs If the rate at which we sell and deliver

homes slows or falls or if we delay the opening of new home communities for sales due to adjustments in our marketing strategy

or other reasons each of which has occurred throughout the housing downturn and in 2012 and 2013 we may incur additional

costs and it will take longer period of time for us to recover our costs including the costs we incurred in acquiring and developing

land in recent years Furthermore if the present housing recovery slows or reverses in 2014 we may decide to abandon certain

land option contracts and other similar contracts and sell certain land at loss and the costs of doing so may be adverse and

material to our consolidated financial statements
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Some homebuyers may cancel their home purchases because the requfred deposits are small and sometimes refundable

Our backlog at given point in time reflects the number of homes under home purchase contract that have not yet been

delivered to homebuyer Our home purchase contracts typically require only small deposit some or all of which is refundable

prior to closing If the prices for new homes decline competitors increase their use of sales incentives lenders and others increase

their efforts to sell resale homes skilled trade labor or building materials shortages delay our home construction cycle times

mortgage loan interest rates increase the availability of mortgage financing further diminishes or there is continued weakness or

downturn in local or regional economies or the national economy and in consumer confidence customers may cancel their

existing home purchase contracts with us because they have been unable to finalize their mortgage financing for the purchase

they desire to move into home earlier than we can deliver it or in order to attempt to negotiate for lower price or explore other

options or for other reasons they are unable or unwilling to complete the purchase In recent years we have experienced volatile

cancellation rates in part due to these reasons and in part due to the mortgage loan funding issues arising from the 2012 transition

of our preferred mortgage lending relationship To the extent they continue volatile cancellation rates resulting from these

conditions or otherwise could have material adverse effect on our business and our consolidated financial statements

Tax law changes could make home ownership more expensive or less attractive

Under current tax law and policy significant expenses of owning home including mortgage loan interest costs and real

estate taxes generally are deductible expenses for the purpose of calculating an individuals or households federal and in some

cases state taxable income subject to various limitations For instance under the American Taxpayer Relief Act of 2012 signed

into law in January 2013 the federal government enacted higher income tax rates and limits on the value of tax deductions for

certain high-income individuals and households If the federal government or state government changes or further changes its

income tax laws as some lawmakers have proposed by eliminating limiting or substantially reducing these income tax benefits

the after-tax cost of owning home could increase substantially Any additional increases in personal income tax rates and/or

additional tax deduction limits or restrictions enacted at the federal or state levels could adversely impact demand for and/or selling

prices of new homes including our homes and the effect on our consolidated financial statements could be material

We are subject to substantial legal and regulatoiy requirements regarding the development of land the homebuilding process

andprotection of the environment which can cause us to suffer delays and incur costs associated with compliance and which

can prohibit or restrict homebuilding activity in some regions or areas The impact of such requirements individually or

collectively could be adverse and material to the implementation of our strategic growth initiatives and our consolidated

financial statements

Our homebuilding business is heavily regulated and subject to significant amount of local state and federal regulation

concerning zoning allowable housing density natural and other resource protection building designs land development and home

construction methods worksite safety and similarmatters as well as governmental taxes fees and levies on the acquisition and

development of land parcels These regulations often provide broad discretion to government authorities that oversee these matters

which can result in unanticipated delays or increases in the cost of specified development project or number of projects in

particular markets We may also experience delays due to building permit moratorium or regulatory restrictions in any of the

locations in which we operate which can affect the balance of land held for future development in our inventory

In addition we are subject to variety of local state and federal statutes ordinances rules and regulations concerning the

environment including requirements to manage and/or mitigate storm water runoff dust particles and other environmental impacts

of our land development and home construction activities at our new home communities As discussed below with respect to

potential climate change impacts these laws and regulations and/or evolving interpretations thereof may cause delays in our land

development and in our construction and delivery of homes may cause us to incur substantial compliance and other costs and

can prohibit or restrict homebuilding activity in certain regions or areas

As discussed above under Item Business Environmental Compliance Matters environmental laws may also impose

liability for the costs of removal or remediation of hazardous or toxic substances whether or not the developer or owner of the

property knew of or was responsible for the presence of those substances The presence of those substances on our properties

may prevent us from selling our homes and we may also be liable under applicable laws and regulations or lawsuits brought by

private parties for hazardous or toxic substances on land that we have sold in the past

Further significant portion of our business is conducted in California one of the most highly regulated and litigious states

in the country Therefore our potential exposure to losses and expenses due to new laws regulations or litigation may be greater

than other homebuilders with less significant California presence
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The homebuilding industry and housing market are very competitive and competitive conditions could adversely affect our

business or our consolidated financial statements

As discussed above under Item Business Competition Seasonality Delivery Mix and Other Factors we face significant

competition in several areas of our business from other homebuilders and participants in the overall housing industry These

competitive conditions can result in

our delivering fewer homes

our selling homes at lower prices

our offering or increasing sales incentives discounts or price concessions for our homes

our experiencing lower housing gross profit margins particularly if we cannot raise our selling prices to cover increased

land acquisition and development home construction or overhead costs

our selling fewer homes or experiencing higher number of cancellations by homebuyers

impairments in the value of our inventory and other assets

difficulty in acquiring desirable land that meets our investment return or marketing standards and in selling our interests

in land that no longer meet such standards on favorable terms

difficulty in our acquiring raw materials and skilled management and trade labor at acceptable prices

delays in the development of land and/or the construction of our homes and/or

difficulty in securing external financing performance bonds or letter of credit facilities on favorable terms

These competitive conditions may have material adverse effect on our business and consolidated financial statements by

decreasing our revenues impairing our ability to successfully implement our current strategies increasing our costs andlor

diminishing growth in our local or regional homebuilding businesses During the housing downturn in particular actions taken

by our new home and housing alternative competitors reduced the effectiveness of our efforts to achieve stability or increases in

home selling prices to generate higher deliveries of homes revenues and housing gross profit margins and to maintain or increase

our profitability

Homebuilding is subject to warranty and liability claims in the ordinary course of business that can be significant

In the ordinary course of our homebuilding business we are subject to home warranty and construction defect claims We
record warranty and other liabilities for the homes we deliver based primarily on historical experience in our served markets and

our judgment of the risks associated with the types of homes we build As further described in Note 15 Commitments and

Contingencies in the Notes to Consolidated Financial Statements in this report we maintain and require the majority of our

subcontractors to maintain general liability insurance including construction defect and bodily injury coverage and workers

compensation insurance These insurance policies protect us against portion of our risk of loss from claims related to our

homebuilding activities subject to certain self-insured retentions deductibles and other coverage limits We self-insure portion

of our overall risk through the use of captive insurance subsidiary We also maintain certain other insurance policies In Arizona

California Colorado and Nevada our subcontractors general liability insurance primarily takes the form of wrap-up policy

where eligible subcontractors are enrolled as insureds on each project Enrolled subcontractors contribute toward the cost of the

insurance and agree to pay contractual amount in the future in the event of claim related to their work For those enrolled

subcontractors we absorb their general liability associated with the work performed on our homes within the applicable projects

as part of our overall general liability insurance and our self-insurance through our captive insurance subsidiary Because of the

uncertainties inherent to these matters we cannot provide any assurance that our various insurance arrangements and our liabilities

will be adequate to address all our warranty and construction defect claims in the future or that any potential inadequacies will

not have an adverse effect on our consolidated financial statements Additionally the coverage offered by and the availability of

general liability insurance for construction defects are currently limited and costly There can be no assurance that coverage will

not be further restricted increasing our risks and financial exposure to claims and/or become more costly and to material degree

We engage subcontractors to perform the actual construction of our homes and in many cases to obtain the necessary building

materials Our contracts with our subcontractors require that they comply with all laws applicable to their work including labor

laws meet performance standards and follow local building codes and permits However we may encounter improper construction

practices or the installation of defective materials in our homes among other things When we discover these issues we will

evaluate and if
necessary repair the homes in accordance with our new home limited warranty and as required by law For instance
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in late 2012 and during 2013 we undertook significant effort to repair homes in certain of our communities in central and
southwest Florida affected by various problems that resulted in water intrusion-related issues The adverse costs of satisfying our

warranty and other legal obligations in these instances may be significant and we may need to record charges to reflect an increased

overall warranty liability as has been the case with our repair efforts in central and southwest Florida Although we will pursue
recoveries from potentially responsible parties we may be unable to recover the costs of warranty-related repairs from

subcontractors suppliers or insurers which could have material impact on our consolidated financial statements We can provide
no assurance that in 2014 we will not face more warranty-related claims and/or incur higher costs to satisfy repairor other obligations
related to our new home limited warranty and customer service activities or not need to record charges to adjust our overall

warranty liability or be successful in obtaining any recoveries for warranty-related costs we incur from responsible parties

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

As discussed above under Item Business Competition Seasonality Delivery Mix and Other Factors we have

experienced seasonal fluctuations in our quarterly operating results that can have material impact on our results and our
consolidated financial statements Historically significant percentage of our home purchase contracts are entered into in the

spring and early summer months and we deliver corresponding significant percentage of our homes in the late summer and fall

months As result we historically have experienced uneven quarterly results with lower revenues and operating income generally

during the first and second
quarters of our fiscal

year We currently expect to experience the traditional seasonality cycle and its

impact on our results as the
present housing recovery progresses but we can make no assurances as to the degree to which our

historical seasonal patterns will occur in 2014 and beyond if at all

We may be restricted in accessing external capital and to the extent we can access external capital it may increase our costs

of capital or result in stockholder dilution

We have historically funded our homebuilding and financial services activities with internally generated cash flows and
external sources of debt and equity financing However during the housing downturn we relied primarily on the positive operating
cash flow we generated principally through the receipt of federal income tax refunds and from home and land sales and our
efforts to reduce our overhead costs to meet our working capital needs and to

repay outstanding indebtedness In recent years
the impact of the housing downturn in reducing our stockholders equity and increasing our debt-to-capital ratio and volatility in

the financial and credit markets made external sources of liquidity less available and more costly to us In 2013 relatively favorable

housing and credit market conditions enabled us to refinance andextend the maturity of our outstanding senior notes due in 2014
and certain of our outstanding senior notes due in 2015 through the issuance of new senior notes albeit at somewhat higher interest

rates than the refinanced debt and to raise unrestricted cash for general business purposes We also entered into the Credit Facility
We can provide no assurances however that we will be able to access external credit or equity markets in 2014 at favorable terms
or at all

Market conditions in 2014 and beyond may significantly limit our ability to replace or refinance indebtedness particularly

given the ratings of our senior notes by the three principal nationally recognized registered credit rating agencies as discussed
further below The terms of potential future issuances of indebtedness by us may be more restrictive than the terms governing
our current indebtedness and the issuance interest and debt service expenses are likely to be higher as was the case with the new
senior notes we issued in 2013 In addition our lower stock price and unrestricted cash balance compared to the level reached

before the housing downturn began and volatility in the stock markets could also impede our access to the equity markets or
increase the amount of dilution our stockholders would experience should we seek to raise capital through the issuance of new
equity or convertible securities

While we believe we can meet our forecasted capital requirements from our cash resources expected future cash flow capital

markets access and the external financing sources that we anticipate will be available to us we can provide no assurance that we
will be able to do so or do so without incurring substantially higher costs or significantly diluting existing stockholders equity
interests The adverse effects of these conditions on our business liquidity and consolidated financial statements could be material
to us

We have substantial amount of indebtedness in relation to our tangible net worth and unrestricted cash balance which may
restrict our ability to meet our operational and strategic goals

As of November 30 2013 we had total outstanding debt of $2.15 billion total stockholders equity of $536.1 million and
an unrestricted cash balance of $530.1 million The amount of our debt overall and relative to our total stockholders equity and
unrestricted cash balance could have important consequences For example it could

limit our ability to obtain future financing for working capital capital expenditures acquisitions debt service requirements
or other business needs including but not limited to supporting our strategic growth initiatives
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limit our ability to maintain compliance with the financial covenants of the Credit Facility or to renew or if necessary

or desirable expand the capacity of the Credit Facility

limit our ability to renew or if
necessary or desirable expand the capacity of any letter of credit facilities and to obtain

performance bonds in the ordinary course of our business

require us to dedicate substantial portion of our cash flow from operations to the collateralization or payment of our

debt and reduce our ability to use our cash flow for other purposes

impact our flexibility in planning for or reacting to changes in our business

limit our ability to implement our present strategies particularly our land acquisition and development plans and asset

activation initiatives in part due to competition from other homebuilders developers and investors with greater available

liquidity or balance sheet strength

place us at competitive disadvantage because we have more debt or debt-related restrictions than some of our

competitors and

make us more vulnerable in the event of weakness or downturn in our business or in general economic or housing

market conditions

Our ability to meet our debt service and other obligations will depend on our future performance Our business is substantially

affected by changes in economic cycles Our revenues earnings and cash flows vary with the level of general economic activity

and competition in the markets in which we operate They could also be affected by financial political regulatory environmental

and other factors many of which are beyond our control higher interest rate on our debt could materially and adversely affect

our consolidated financial statements

Our business may not generate sufficient cash flow from operations and external financing at reasonable cost may not be

available to us in an amount sufficient to meet our debt service obligations fulfill the financial or operational obligations we may
have under certain unconsolidated joint venture transactions support our letter of credit facilities including the LOC Facilities

or to fund our other liquidity or operational needs Further if change of control were to occur as defined in the instrument

governing our senior notes we would be required to offer to purchase all of our outstanding senior notes with the exception of

the amounts outstanding related to our 1/4% senior notes due 2015 the 1/4% Senior Notes due 2015 and our 1/4% senior

notes due 2018 the 1/4% Senior Notes due 2018 at 101% of their principal amount together with all accrued and unpaid

interest if any If fundamental change under the terms of our 1.375% convertible senior notes due 2019 the 1.375% Convertible

Senior Notes due 2019 which includes change of control occurs prior to their stated maturity date the holders may require

us to purchase for cash all or any portion of their notes at 100% of the principal amount of the notes plus accrued and unpaid

interest to but not including the fundamental change purchase date In such circumstances of an applicable change of control

and/or fundamental change if we are unable to generate sufficient cash flow from operations we may given our unrestricted cash

balance need to refinance and/or restructure with our lenders or other creditors all or portion of our outstanding debt obligations

on or before their maturity which we may not be able to do on favorable terms or at all or raise capital through equity or convertible

security issuances that would dilute existing stockholders interests and the impact on our consolidated financial statements would

be material and adverse

Failure to comply with the restrictions and covenants imposed by the Credit Facility could restrict future borrowing or cause

any outstanding indebtedness to become immediately due and payable

Under the terms of the Credit Facility we are required among other things to maintain compliance with various covenants

including financial covenants relating to our tangible net worth leverage and interest coverage or liquidity The Credit Facility

is also governed by borrowing base test and includes limitation on investments injoint ventures and non-guarantor subsidiaries

In addition the existence of these restrictions and covenants may influence our operating decisions to enter into or structure certain

transactions in order to maintain compliance If we fail to comply the participating financial institutions could terminate the

Credit Facility cause borrowings under the Credit Facility if any to become immediately due and payable and/or could demand

that we compensate them for waiving instances of noncompliance In addition under certain circumstances default under the

Credit Facility could cause default with respect to our senior or convertible senior notes and result in the acceleration of the

maturity of our senior or convertible senior notes and our inability to borrow under the Credit Facility which would have material

adverse impact on our liquidity and on our consolidated financial statements Moreover we may need to curtail our investment

activities and other uses of cash to maintain compliance with the restrictions and covenants under the Credit Facility
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Our ability to obtain external financing could be adversely affected by negative change in our credit rating by third-party

rating agency

Our ability to access the capital markets and external financing sources on favorable terms is key factor in our ability to

fund our operations and to grow our business As of the date of this report our credit rating by Fitch Ratings is with stable

outlook our credit rating by Moodys Investor Services is B2 with stable outlook and our credit rating by Standard and Poors

Financial Services is with stable outlook Downgrades of our credit rating by any of these principal nationally recognized

registered credit rating agencies may make it more difficult and costly for us to access the capital markets and external financing

sources and could have material adverse effect on our consolidated financial statements

We may have difficulty in continuing to obtain the additionalfinancing required to operate and develop our business

Our homebuilding operations and our present strategies require significant amounts of cash and/or the availability of external

financing We have entered into the Credit Facility and the LOC Facilities in order to support certain aspects of our operations in

the ordinary course of our business including our acquisition of land and our development of new home communities and other

of our strategic growth initiatives We anticipate that we will need to maintain the Credit Facility and the LOC Facilities in 2014

and if necessary or desirable we may seek to expand their capacities or enter into additional such facilities or other similar facility

arrangements with the same or other financial institutions It is not possible to predict the future terms or availability of additional

external capital or for maintaining or if necessary or desirable expanding the capacity of the Credit Facility or the LOC Facilities

or entering into additional such facilities Moreover our outstanding senior notes and convertible senior notes contain provisions

that may restrict the amount and nature of debt we may incur in the future As the financial and credit markets worldwide have

been experiencing and may continue to experience volatility there can be no assurance that we can at reasonable cost actually

borrow additional funds raise additional capital through other means or successfully maintain or if necessary or desirable expand

the capacity of the Credit Facility or the LOC Facilities or enter into additional such facilities each of which depends among
other factors on conditions in the capital markets and our perceived credit worthiness as discussed above If conditions in the

financial and credit markets continue to be volatile or worsen whether generally or for homebuilders or us in particular it could

reduce our ability to generate home sales and may hinder our future growth and materially impact our consolidated financial

statements Potential federal and state regulations limiting the investment activities of financial institutions including regulations

that have been or may be issued under the Dodd-Frank Act could also impact our ability to access the capital markets to obtain

additional external financing and to maintain or if necessary or desirable expand the Credit Facility or the LOC Facilities or enter

into additional such facilities in each case on acceptable terms or at all

Failure to comply with the covenants and conditions imposed by the agreements governing our indebtedness could restrict

future borrowing or cause our debt to become immediately due and payable

The indenture governing our outstanding senior notes and convertible senior notes imposes restrictions on our business

operations and activities Though it does not contain any financial maintenance covenants the indenture contains certain restrictive

covenants that among other things limit our ability to incur secured indebtedness to engage in sale-leaseback transactions

involving property or assets above specified value and as in the case of four of our outstanding senior notes and our convertible

senior notes to engage in mergers consolidations and sales of assets Due to financial and credit market conditions we may also

need to include additional covenants obligations or restrictions in our indenture or with respect to specific issuance of securities

or to our currently outstanding securities If we fail to comply with these covenants obligations or restrictions the holders of our

senior notes or convertible senior notes could cause our debt to become due and payable prior to maturity or could demand that

we compensate them for waiving instances of noncompliance and ifthey are successful in doing so the impact on our consolidated

financial statements would be material and adverse In addition default under any series of our senior notes or convertible senior

notes could cause default with respect to our other senior notes and result in the acceleration of the maturity of all such defaulted

indebtedness and other debt obligations as well as penalties or additional fees which would have material adverse impact on

our consolidated financial statements

We may not realize our deferred income tax assets In addition our net operating loss carryforwards could be substantially

limited if we experience an ownership change as defined in the Internal Revenue Code

Since the end of our 2007 fiscal year we have generated significant deferred tax asset as result of our net operating losses

NOL Under federal tax laws we can use our NOL and certain related tax credits to reduce our future taxable income for

up to 20 years after which they expire for such purposes In 2013 we were able to use portion of our deferred tax assets to

offset the taxable income we generated for the year Until they expire we can carry forward our NOL and certain related tax

credits that we do not use in any particular year to reduce our taxable income in future years and we have recorded valuation

allowance against our net deferred tax assets that include the NOL and certain related tax credits that we have generated but

have not yet realized At November 30 2013 we had deferred tax assets net of deferred tax liabilities totaling $859.4 million
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against which we have provided full valuation allowance Our ability to realize our net deferred tax assets is based on the extent

to which we generate sustained profits and we cannot provide any assurances as to when and to what extent we will generate

sufficient future taxable income to realize our net deferred tax assets whether in whole or in part

The majority of our net deferred tax asset is federal related and is valued at 35% corporate income tax rate If as some

lawmakers have proposed the U.S corporate income tax rate is lowered we would be required to write down roughly proportionate

amount of the value of our federal net deferred tax asset to account for this lower rate We would also need to record corresponding

write down of our valuation allowance The lower tax rate would reduce our future federal taxes which may put portion of our

tax credits at risk of expiring before we could use them

In addition the benefits of our NOL built-in losses and tax credits would be reduced or potentially eliminated ifwe experienced

an ownership change as determined under Internal Revenue Code Section 382 Section 382 Section 382 ownership

change occurs if stockholder or group
of stockholders who are deemed to own at least 5% of our common stock increase their

ownership by more than 50 percentage points over their lowest ownership percentage within rolling three-year period If an

ownership change were to occur Section 382 would impose an annual limit on the amount of NOL we could use to reduce our

taxable income equal to the product of the total value of our outstanding equity immediately prior to the ownership change reduced

by certain items specified in Section 382 and the federal long-term tax-exempt interest rate in effect for the month of the ownership

change number of complex rules apply in calculating this annual limit

While the complexity of Section 382s provisions and the limited knowledge any public company has about the ownership

of its publicly-traded stock make it difficult to determine whether an ownership change has occurred we currently believe that an

ownership change has not occurred However if an ownership change were to occur the annual limit Section 382 may impose

could result in material amount of our NOL expiring unused This would significantly impair the value of our NOL and as

result have material negative impact on our consolidated financial statements

in 2009 our stockholders approved an amendment to our restated certificate of incorporation that is designed to block transfers

of our common stock that could result in an ownership change and rights agreement pursuant to which we have issued certain

stock purchase rights with terms designed to deter transfers of our common stock that could result in an ownership change

However these measures cannot gUarantee complete protection against an ownership change and it remains possible that one may

occur

Our consolidatedfinancial statements could be materially and adversely affected ifwe are unable to obtain performance bonds

and/or letters of credit

In the course of developing our communities we are often required to provide to various municipalities and other government

agencies performance bonds and/or letters of credit to secure the completion of our projects andlor in support of obligations to

build community improvements such as roads sewers water systems
and other utilities and to support similar development

activities by certain of our unconsolidated joint ventures We may also be required to provide performance bonds and/or letters

of credit to secure our performance under various escrow agreements financial guarantees
and other arrangements Our ability

to obtain such bonds or letters of credit and the cost to do so depend on our credit rating overall market capitalization available

capital past operational and financial performance management expertise and other factors including prevailing surety market

conditions and the underwriting practices and resources of performance bond andlor letter of credit issuers If we are unable to

obtain performance bonds and/or letters of credit when required or the cost or operational restrictions or conditions imposed by

issuers to obtain them increases significantly in 2014 or later we may not be able to develop or we may be significantly delayed

in developing community or communities and/or we may incur significant additional expenses and as result our consolidated

financial statements cash flows and/or liquidity could be materially and adversely affected

Our ability to attract and retain talent is critical to the success of our business and afailure to do so may materially and adversely

affect our performance

Our officers and employees are an important resource and we see attracting and retaining dedicated and talented team to

execute our KBnxt operational business model as crucial to our ability to achieve and maintain an advantage over other

homebuilders We face intense competition for qualified personnel particularly at senior management levels from other

homebuilders from other companies in the housing and real estate industries particularly with the increased residential construction

activity in 2012 and 2013 and from companies in various other industries with respect to certain roles or functions Moreover

the prolonged housing downturn and the decline in the market value of our common stock during the housing downturn have made

it difficult for us to attract and retain talent even as we are making targeted effort to strengthen
and expand certain of our local

field management teams and talent as part of our strategic growth initiatives If we are unable to continue to retain and attract

qualified employees or if we need to significantly increase compensation and benefits to do so including as result of complying

with pending health care coverage requirements of the federal Patient Protection and Affordable Care Act and the Health Care
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Education Reconciliation Act of 2010 or alternatively if we are required or believe it is appropriate to reduce our overhead

expenses through significant personnel reductions or adjustments to compensation and benefits our performance our ability to

achieve and maintain competitive advantage and our consolidated financial statements could be materially and adversely affected

Changes in global or regional environmental conditions and governmental actions in response to such changes may adversely

affect us by increasing the costs of or restricting our planned or future growth activities

There is growing concern from memers of the scientific community and the general public that an increase in global average

temperatures due to emissions of greenhouse gases and other human activities have caused or will cause significant changes in

weather patterns and increase the frequency and severity of natural disasters An increased frequency or duration of extreme

weather conditions and environmental events could limit delay and/or increase the costs to develop land and build new homes

and reduce the value of our land and
husing inventory in locations that become less desirable to consumers or blocked to

development Projected climate change if it occurs may exacerbate the scarcity of water and other natural resources in affected

regions which could limit prevent or iicrease
the costs of residential development in certain areas In addition government

mandates standards or regulations inten4ed to mitigate or reduce greenhouse gas emissions or projected climate change impacts

could result in prohibitions or severe restrictions on land development in certain areas increase energy transportation and raw

material costs that make building materials less available or more expensive or cause us to incur compliance expenses and other

financial obligations to meet permitting or land development- or home construction-related requirements that we will be unable

to fully recover due to market conditions or other factors and reduce our housing gross profit margins and adversely affect our

consolidated financial statements potentially to material degree As result climate change impacts and laws and land

development and home construction standards and/or the manner in which they are interpreted or implemented to address potential

climate change impacts could increase our costs and have long-term adverse impact on our business and our consolidated

financial statements This is particular cpncern with respect to our key West Coast homebuilding reporting segment as California

has instituted some of the most extensive and stringent environmental laws and residential building construction standards in the

country

Information technology failures and data security breaches could harm our business

We use information technology digital telecommunications and other computer resources to carry out important operational

and promotional marketing activities and to maintain our business records Many of these resources are provided to us and/or

maintained on our behalf by third-party service providers pursuant to agreements that specify to varying degrees certain security

and service level standards Although we and our service providers employ what we believe are adequate security disaster recovery

and other preventative and corrective measures our ability to conduct our business may be impaired if these resources including

our primary website are compromised degraded damaged or fail whether due to virus or other harmful circumstance intentional

penetration or disruption of our information technology resources by third party natural disaster hardware or software corruption

or failure or error including failure of security controls incorporated into or applied to such hardware or software

telecommunications system failure service provider error or failure intentional or unintentional personnel actions including the

failure to follow our security protocols or lost connectivity to our networked resources significant and extended disruption

in the functioning of these resources including our primary website could damage our reputation and cause us to lose customers

orders deliveries of homes and revenues result in the unintended and/or unauthorized public disclosure or the misappropriation

of proprietary personal identifying and confidential information including information about our homebuyers and business

partners and require us to incur significant expense to address and remediate or otherwise resolve these kinds of issues The

release of confidential information may also lead to litigation or other proceedings against us by affected individuals and/or business

partners and/or by regulators and the outcome of such proceedings which could include penalties or fines and cause reputational

harm could have material and adverse effect on our consolidated financial statements In addition the costs of maintaining

adequate protection against such threats depending on their evolution pervasiveness and frequency and/or government-mandated
standards or obligations regarding protective efforts could be material to our consolidated financial statements in particular

period or over various periods

Item lB UNRESOLVED STAFF COMMENTS

None

Item PROPERTIES

We lease our corporate headquarters in Los Angeles California Our homebuilding division offices except for our San

Antonio Texas office and our KB Home Studios are located in leased
space in the markets where we conduct business We own

the premises for our San Antonio office
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We believe that such properties including the equipment located therein are suitable and adequate to meet the needs of our

businesses

Item LEGAL PROCEEDINGS

Nevada Development Contract Litigation

KB HOME Nevada Inc wholly owned subsidiary of ours KB Nevada is defendant in case in the Eighth Judicial

District Court in Clark County Nevada entitled Las Vegas Development Associates LLC Essex Real Estate Partners LLC eta

KB HOME Nevada Inc In 2007 Las Vegas Development Associates LLC LVDA agreed to purchase from KB Nevada

approximately 83 acres of land located near Las Vegas Nevada LVDA subsequently assigned its rights to Essex Real Estate

Partners LLC Essex KB Nevada and Essex entered into development agreement relating to certain major infrastructure

improvements LVDAs and Essexs coiiplaint initially filed in 2008 alleged that KB Nevada breached the development

agreement and also alleged that KB Nevrtda fraudulently induced them to enter into the purchase and development agreements

LVDAs and Essexs lenders subsequently filed related actions that were consolidated into the LVDA/Essex matter The

consolidated plaintiffs sought rescission of the agreements or in the alternative compensatory damages of $55 million plus

unspecified punitive damages and other dJamages and interest charges in excess of $41 million the Claimed Damages KB

Nevada has denied the allegations and believes it has meritorious defenses to the consolidated plaintiffs claims At November

19 2012 hearing the court denied all of the consolidated plaintiffs motions for summary judgment on their claims In addition

the court granted several of KB Nevadas thotions for summary judgment eliminating among other of the consolidated plaintiffs

claims all claims for fraud negligent mirepresentation and punitive damages With the courts decisions the only remaining

claims against KB Nevada are for contract aamages and rescission In August2013 the court granted motions that further narrowed

the scope of the Claimed Damages Whil the ultimate outcome is uncertain we believe it is reasonably possible that the loss

in this matter could range from zero to approximately $55 million plus pre-judgment interest which could be material to our

consolidated financial statements KB Nevada believes it will be successful in defending against the consolidated plaintiffs

remaining claims and that the consolidated plaintiffs will not be awarded rescission or damages The non-jury trial originally set

for September 2012 was recently continued again until May 20 2014

Other Matters

In addition to the specific proceeding 4escnbed above we are involved in other litigation and regulatory proceedings incidental

to our business that are in various procedural stages We believe that the accruals we have recorded for probable and reasonably

estimable losses with respect to these proQeedings are adequate and that as of November 30 2013 it was not reasonably possible

that an additional material loss had been incurred in an amount in excess of the estimated amounts already recognized on our

consolidated financial statements We eyaluate our accruals for litigation and regulatory proceedings at least quarterly and as

appropriate adjust them to reflect the facts and circumstances known to us at the time including information regarding

negotiations settlements rulings and other relevant events and developments the advice and analyses of counsel and the

assumptions and judgment of management Similar factors and considerations are used in establishing new accruals for proceedings

as to which losses have become probableand reasonably estimable at the time an evaluation is made Based on our experience

we believe that the amounts that may be claimed or alleged against us in these proceedings are not meaningful indicator of our

potential liability The outcome of any ofhese proceedings including the defense and other litigation-related costs and expenses

we may incur however is inherently uncertain and could differ significantly from the estimate reflected in related accrual if

made Therefore it is possible that the utimate outcome of any proceeding if in eçcess of related accrual or if no accrual had

been made could be material to our consolidated financial statements

Item MINE SAFETY DISCLOSURES

Not applicable
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following table presents certain information regarding our executive officers as of December 31 2013

Year Years

Assumed at Other Positions and Other

Present KB Business Experience within the From
Name Age Present Position Position Home Last Five Years To

Jeffrey Mezger 58 President and Chief Executive 2006 20

Officer

Jeff Kaminski 52 Executive Vice President and Chief 2010 Senior Vice President Chief Financial Officer and 2008-

Financial Officer Strategy Board member Federal-Mogul 2010

Corporation global supplier of component
parts and systems to the automotive heavy-duty

industrial and transport markets

Albert Praw 65 Executive Vice President Real Estate 2011 17 Chief Executive Officer Landstone Communities 2006-

and Business Development LLC real estate development company 2011

Brian Woram 53 Executive Vice President and 2010 Senior Vice President and Chief Legal Officer HR 2009-

General Counsel Block Inc provider of tax banking and 2010
business and consulting services

Senior Vice President Chief Legal Officer and 2005-

Chief Compliance Officer Centex Corporation 2009

homebuilder and provider of mortgage banking

services

William Hollinger 55 Senior Vice President and Chief 2007 26

Accounting Officer

Thomas Norton 43 Senior Vice President Human 2009 Chief Human Resources Officer BJs Restaurants 2006-

Resources Inc an owner and operator of national full 2009
service restaurants

Tom Silk 45 Senior Vice President 2011 Vice President of Marketing for Hydration and Juice 2009-

Marketing and Communications Brands PepsiCo Beverages Americas beverage 2011

marketing and distribution company

Senior Director Global Brand Management 2006-

Activision Blizzard Inc game publisher of 2009

interactive entertainment software

All positions described were with us unless otherwise indicated

Mr Mezger has served as director since 2006

Mr Praw was employed by us from 1989-1992 and from 1994-2006 He was elected to his present position in October 2011

There is no family relationship between any of our executive officers or between any of our executive officers and any of

our directors
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PART II

Item MARKET FOR REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER MATTERS AND

ISSUER PURCHASES OF EQUITY SECURITIES

As of December 31 2013 there were 704 holders of record of our common stock Our common stock is traded on the New

York Stock Exchange under the ticker symbol KBH The following table presents for the periods indicated the price ranges

of our common stock and cash dividends declared and paid per share

Year Ended November 30 2013 Year Ended November 30 2012

Dividends Dividends Dividends Dividends

High Low Declared Paid High Low Declared Paid

First Quarter 20.04 13.86 .0250 .0250 12.91 6.17 .0625 .0625

Second Quarter 25.14 18.21 .0250 .0250 13.12 6.77 .0250 .0250

ThirdQuarter 22.49 15.57 .0250 .0250 11.25 6.46 .0250 .0250

Fourth Quarter 18.98 15.48 .0250 .0250 17.30 10.89 .0250 .0250

The declaration and payment of cash dividends on shares of our common stock whether at current levels or at all are at the

discretion of our board of directors and depend upon among other things our expected future earnings cash flows capital

requirements debt structure and adjustments thereto operational and financial investment strategy
and general financial condition

as well as general business conditions

The description of our equity compensation plans required by Item 201d ofRegulation S-K is incorporated herein by reference

to Part III Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters of

this report

We did not repurchase any of our equity securities during the fourth quarter of 2013
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Stock Performance Graph

The graph below compares the five-year cumulative total return of KB Home common stock the SP 500 Index the

SP Homebuilding Index and the Dow Jones Home Construction Index for the periods ended November 30

Comparison of Five-Year Cumulative Total Return

Among KB Home SP 500 Index SP Homebuilding

Index and Dow Jones Home Construction Index

KB Home

Homebuilding Index

SP500Index

Dow Jones Home Construction Index

2008 2009 2010 2011 2012 2013

KB Home

500 Index

Homebuilding Index

Dow Jones Home Construction index

100 118 101 67 133 163

100 125 138 149 173 225

100 123 114 130 270 278

100 120 109 118 207 216

The above graph is based on the KB Home common stock and index prices calculated as of the last trading day before

December of the year-end periods presented The closing price of KB Home common stock on the New York Stock Exchange

was $17.53 per share on November30 2013 and $14.36 per share on November 302012 The performance of our common stock

depicted in the graphs above represents past performance only and is not indicative of future performance Total return assumes

$100 invested at market close on November 30 2008 in KB Home common stock the SP 500 Index the SP Homebuilding

Index and the Dow Jones Home Construction Index including reinvestment of dividends
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Item SELECTED FINANCIAL DATA

The data in this table should be read in conjunction with Item Managements Discussion and Analysis ofFinancial Condition

and Results of Operations and our Consolidated Financial Statements and the Notes thereto which are included in Item

Financial Statements and Supplementary Data Both are included in this report

KB HOME
SELECTED FINANCIAL INFORMATION

Dollars In Thousands Except Per Share Amounts

Years Ended November 30

2013 2012 2011 2010 2009

Statement of Operations Data

Revenues

Homebuilding 2084978 1548432 1305562 1581763 1816415

Financial services 12152 11683 10304 8233 8435

Total 2097130 1560115 1315866 1589996 1824850

Operating income loss

Homebuilding 92084 20256 103074 16045 236520

Financial services 9110 8692 6792 5114 5184

Total 101194 11564 96282 10931 231336

Pretax income loss 38363 79053 181168 76368 311184

Net income loss 39963 58953 178768 69368 101784

Earnings loss per
share

Basic .48 .76 2.32 .90 1.33

Diluted .46 .76 2.32 .90 1.33

Cash dividends declared per common share .1000 .1375 .2500 .2500 .2500

Balance Sheet Data

Assets

Homebuilding 3183595 2557243 2480369 3080306 3402565

Financial services 10040 4455 32173 29443 33424

Total 3193635 2561698 2512542 3109749 3435989

Mortgages and notes payable 2150498 1722815 1583571 1775529 1820370

Stockholders equity 536086 376806 442657 631878 707224

Homebuilding Data

Net orders 7125 6703 6632 6556 8341

Unit backlog
2557 2577 2156 1336 2126

Homes delivered 7145 6282 5812 7346 8488
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Item MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

Overview Revenues are generated from our homebuilding and financial services operations The following table presents

summary of our consolidated results of operations for the years ended November 30 2013 2012 and 2011 in thousands except

per share amounts

Years Ended November 30 Variance

2013 2012 2011 2013 vs 2012 2012 vs 2011

Revenues

Homebuilding 2084978 1548432 1305562 35% 19%

Financial services 12152 11683 10304 13

Total 2097130 1560115 1315866 34% 19%

Pretax income loss

Homebuilding 28179 89936 207246 57%

Financial services 10184 10883 26078 58

Total pretax income loss 38363 79053 181168 56

Income tax benefit 1600 20100 2400 92 738

Net income loss 39963 58953 178768 67%

Earnings loss per share

Basic .48 .76 2.32 67%

Diluted .46 .76 2.32 67%

Percentage not meaningful

The U.S housing market continued to improve in 2013 supported by steady demand low inventories of homes available for

sale relatively high housing affordability and generally favorable economic environment However the performance of individual

housing markets varied over the course of 2013 and rising mortgage loan interest rates and home price levels and decline in

consumer confidence in the fall tempered home sales activity in the second half of the year We believe this recent moderation in

activity which has slowed the rate of increases in home selling prices may provide healthier foundation for strong sustainable

housing recovery and that additional progress will be made in many housing markets and by the overall homebuilding industry in

2014

We achieved measurably improved financial performance on key metrics in our business in each quarter of 2013 including

year-over-year growth in revenues expansion of our housing gross profit margin and improvement in our bottom line results and

generated full-year profitability for the first time in several years We believe these improvements largely resulted from the various

ongoing strategic initiatives we have implemented over the past few
years to reposition our homebuilding activities and investments

toward higher-performing desirable locations in land constrained growth markets refine our products to meet consumer preferences

and sharpen our focus on reaching our profitability and growth goals We also benefited from the overall improvement in housing

markets Our success in implementing these initiatives was particularly evident in our West Coast homebuilding reporting segment
which generated nearly half of our revenues in 2013 This segments average selling price rose 20% and its housing gross profit

margin improved 840 basis points in 2013 compared to results in the prior year

We took number of steps in 2013 to further strengthen our business and to support our strategic growth initiatives We raised

capital in both public equity and debt markets generating total net proceeds of $775.5 million through the concurrent underwritten

public issuance of the 1.375% Convertible Senior Notes due 2019 and the underwritten public offering of 6325000 shares of our

common stock par value $1.00 per share at price of $18.25 per share the Common Stock Offering and the underwritten

public issuance of our 7.00% senior notes due 2021 the 7.00% Senior Notes due 2021 entered into the Credit Facility retired

$215.1 million in aggregate principal amount of certain of our senior notes due 2014 and 2015 through combination of purchases

made pursuant to the terms of the applicable tender offers that were initially made on October 15 2013 the October 2013 Tender

Offers and redemptions used the net proceeds from the equity and senior notes issuances and positive cash flows from operations
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to invest $1.14 billion in land and land development and formed mortgage banking company in partnership with Nationtar to

offer mortgage banking services to our homebuyers

We believe these actions enabled us to generate positive year-over-year
results in 2013 in several key metrics

Revenues Total revenues of $2.10 billion for the
year

ended November 30 2013 rose 34% from $1.56 billion for 2012

This increase was primarily due to 35% rise in housing revenues to $2.08 billion from $1.55 billion for 2012 reflecting

increases in both the number of homes delivered and the overall average selling price of those homes For 2013 our total

revenues included land sale revenues of $.9 million compared to no land sale revenues for 2012 Also included in our

total revenues were financial services revenues of $12.2 million for 2013 and $11.7 million for 2012

Homes Delivered We delivered 7145 homes in 2013 up 14% from 6282 homes delivered in 2012 partly due to

our relatively higher backlog at the beginning of the year which was up 20% on year-over-year basis and the

strategic positioning
of our communities in locations with relatively strong demand

Average Selling Price The overall average selling price of our homes delivered increased 18% in 2013 and 10% in

2012 compared to 2011 This year-over-year
increase reflected our efforts over the past few years

to strategically

position our new home communitiesin submarkets where buyers have higher household income levels and stronger

credit profiles are choosing to purchase larger homes at higher price points and are spending more on design options

and features at our KB Home Studios The increase also reflected our emphasis on pricing discipline to balance sales

pace and the selling prices of our homes in our communities open for sales our leveraging of our KBnxt operational

business model to generate incremental revenues from lot location floor plan home exterior elevation structural and

other premiums and general market increases in home prices as the housing recovery has progressed

Operating Income Loss Our homebuilding operating income improved by $112.4 million to $92.1 million in 2013

compared to an operating loss of $20.3 million in 2012 reflecting higher housing gross profits partly offset by higher

selling general and administrative expenses largely incurred to support our strategic growth initiatives As percentage

of homebuilding revenues our operating income was 4.4% in 2013 compared to an operating loss of 1.3% in 2012

Housing Gross Profits Housing gross profits of $347.8 million in 2013 increased by $131.4 million or 61% from

$216.4 million in 2012 primarily due to the higher volume of homes delivered and higher housing gross profit

margin Our housing gross profit margin improved by 270 basis points to 16.7% in 2013 from 14.0% in 2012 Our

housing gross profits for 2013 included net charge of $32.0 million for water intrusion-related repairs at certain of

our communities in central and southwest Florida and $3.6 million of inventory impairment and land option contract

abandonment charges In 2012 our housing gross profits included insurance recoveries of $26.5 million related to

repair costs and costs to handle claims with respect to previously delivered homes including homes affected by

allegedly defective drywall manufactured in China and favorable net warranty adjustments of $8.6 million that

reflected trends in our overall warranty claims experience The insurance recoveries and favorable warranty

adjustments were mostly offset by inventory impairment and land option contract abandonment charges of $28.5

million Our adjusted housing gross profit margin improved by 490 basis points to 18.4% in 2013 from 13.5% in

2012 The calculation of adjusted housing gross profit margin which we believe provides clearer measure of the

performance of our business is described below under Non-GAAP Financial Measures The year-over-year

improvement in our adjusted housing gross profit margin primarily reflected our sharpened
focus on reaching our

growth and profitability goals and our actions to generate greater operating efficiencies partly offset by the impact

of higher direct construction labor and material costs in 2013

Selling General and Administrative Expenses Selling general and administrative expenses increased by $19.2

million or 8% to $255.8 million in 2013 from $236.6 million in 2012 reflecting among other things the increased

volume of homes delivered and higher housing revenues generated
in 2013 Selling general and administrative

expenses
for 2013 included the reversal of previously established accrual of $8.2 million due to favorable court

decision In 2012 selling general and administrative expenses included an $8.8 million charge related to an

unfavorable court decision in the same matter As percentage of housing revenues to which these expenses are

most closely correlated selling general and administrative expenses improved to 12.3% in 2013 compared to 15.3%

in 2012 mainly due to the 35% year-over-year
increase in housing revenues and our ongoing focus on containing our

overhead costs to the extent possible

Interest Expense Interest expense
of $62.7 million for 2013 decreased from $69.8 million for 2012 reflecting an

increase in the amount of our inventory qualifying for interest capitalization
in 2013 Interest expense

in 2013 included

$10.4 million loss on the early extinguishment of debt associated with the retirement of certain of our senior notes

due in 2014 and 2015 as discussed above In 2012 interest expense included $10.3 million loss on theearly

extinguishment of debt associated with the purchase of certain of our senior notes due 2014 and 2015 pursuant to the
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applicable tender offers that were initially made on January 19 2012 the January 2012 Tender Offers and on July

112012 the July 2012 Tender Offers

Net Income Loss We generated net income of $40.0 million or$.46 per diluted share in 2013 compared to net loss

of $59.0 million or $.76 per diluted share in 2012 Our net income for 2013 included net water intrusion-related charges

loss on the early extinguishment of debt inventory impairment and land option contract abandonment charges and the

reversal of previously established accrual all as described above Our 2013 net income also included an income tax

benefit of $1.6 million reflecting the resolution of state tax audit Our net loss for 2012 included inventory impairment

and land option contract abandonment charges of $28.5 million loss on the early extinguishment of debt of$ 10.3 million

and an unfavorable court decision charge of $8.8 million which were partly offset by insurance recoveries of $26.5 million

and favorable net warranty adjustments of $8.6 million all as described above The net loss in 2012 also included an

income tax benefit of $2O.1 million reflecting the resolution of federal and state tax audits

Balance Sheet

Cash Cash Equivalents and Restricted Cash Our cash cash equivalents and restricted cash totaled $572.0 million at

November 30 2013 compared to $567.1 million at November 30 2012 Of our total cash cash equivalents and restricted

cash at November 30 2013 and 2012 $530.1 million and $524.8 million respectively were unrestricted In 2013 our

operating activities used net cash of $443.5 million compared to $34.6 million of net cash provided in 2012 largely due

to investment in land and land development that drove our inventories higher at November 30 2013 compared to the level

at November 30 2012

Inventories Reflecting our investment in land and land development of $1.14 billion in 2013 our inventory balance at

November 30 2013 grew to $2.30 billion compared to the $1.71 billion balance at November 30 2012 We made

investments in land and land development in each of our homebuilding reporting segments in 2013 with the majority

made in our West Coast homebuilding reporting segment We ended 2013 with land inventory portfolio comprised of

61095 lots owned or controlled representing an increase of37% from the 44752 lots owned or controlled at November 30

2012

Mortgages and Notes Payable Our debt balance was $2.15 billion at November 30 2013 up from $1.72 billion at

November 30 2012 This increase reflected the underwritten public issuances of the 1.375% Convertible Senior Notes

due 2019 and the 7.00% Senior Notes due 2021 partly offset by the retirement of $215.1 million in aggregate principal

amount of certain of our senior notes due in 2014 and 2015 Our ratio of debt to total capital was 80.0% at November 30

2013 compared to 82.1% at November 30 2012 Our ratio of net debt to total capital calculation that is described

below under Non-GAAP Financial Measures was 74.6% at November 30 2013 and 75.4% at November 30 2012

Stockholders Equity Our stockholders equity increased to $536.1 million at November 30 2013 from $376.8 million at

November 30 2012 primarily due to the Common Stock Offering and net income we generated in 2013 partly offset by

the cash dividends we paid on our common stock

Net Orders and Backlog

Net Orders Net orders from our homebuilding operations increased 6% to 7125 in 2013 from 6703 in 2012 This growth

in our overall net orders reflected increases of 14% 12% and 21% in our Southwest Central and Southeast homebuilding

reporting segments respectively partly offset by 12% decrease in our West Coast homebuilding reporting segment

The year-over-year decline in net orders from our West Coast homebuilding reporting segment was largely due to

23% decrease in the average community count in this segment as we sold through older communities and shifted our

investment strategy to favor coastal California submarkets We also experienced delays in opening new communities

which in some cases were due to extended municipal processing times from increased construction activity and reduced

local government budget and staffing levels In addition we deliberately managed our sales pace in 2013 in certain

higher-margin higher-demand communities in California to drive profitability

Rising mortgage loan interest rates and home price levels and drop in consumer confidence leading up to and during

the federal government shutdown in the fall of 2013 slowed net order activity somewhat in all of our homebuilding

reporting segments in the second half of the year as compared to the first half

The overall value of the net orders we generated in 2013 increased 24% to $2.16 billion from $1.73 billion in 2012

largely due to higher average selling prices in each of our homebuilding reporting segments Each of our homebuilding

reporting segments generated year-over-year increases in net order value in 2013 with our West Coast homebuilding

reporting segment up 14A to $976.1 million our Southwest homebuilding reporting segment up 42% to $191.1
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million our Central homebuilding reporting segment up 31% to $636.9 million and our Southeast homebuilding

reporting segment up 39% to $352.9 million

Our cancellation rate was 32% in 2013 compared to 31% in 2012

Backlog Our backlog was comprised of 2557 homes representing potential future housing revenues of $682.5 million

at November 30 2013 and 2577 homes representing potential future housing revenues of $618.6 million at November

30 2012 The number of homes in our ending backlog was essentially flat year over year reflecting 39% decrease in

our West Coast homebuilding reporting segment that was offset by increases of 10% 16% and 7% in our Southwest

Central and Southeast homebuilding reporting segments respectively In our West Coast homebuilding reporting segment

the number of homes in backlog at November 30 2013 decreased from the previous year due to year-over-year decline

in net orders as described above The potential future housing revenues in our backlog at November 30 2013 increased

10% from the prior year primarily reflecting the higher overall average selling price of the homes in backlog Backlog

value increased in each ofour homebuilding reporting segments except for the West Coast homebuilding reporting segment

where the backlog value decreased by 17% year over year reflecting the lower number of homes in backlog partly offset

by higher average selling price Substantially all of the homes in our backlog at November30 2013 are expected to be

delivered during the year ended November 30 2014

The following table presents information concerning our net orders cancellation rate ending backlog and community count

for the years ended November 30 2013 and 2012 dollars in thousands

Years Ended November 30

2013 2012

Net orders 7125 6703

Net order value 2157065 1733146

Cancellation rate 32% 31%

Ending backlog homes 2557 2577

Ending backlog value 682489 618626

Ending community count 191 172

Average community count 182 180

Effective December 2012 we revised the methodology for determining our community count Based on our current

methodology an approach used by many other public homebuilders our community count represents the number of new home

communities with at least five homes/lots left to sell at the end of reporting period Previously our community count represented

the number of new home communities with at least one home/lot left to sell at the end of reporting period Community count

information for all periods presented in this report reflects our current methodology

Our higher average community count in 2013 compared to 2012 reflected the impact of our increased investment in land and

land development during 2013 Our average community count increased on year-over-year
basis in each of our homebuilding

reporting segments except for our West Coast homebuilding reporting segment where there was 23% decrease in the average

community count for the reasons discussed above However the ending community count in our West Coast homebuilding reporting

segment as of November 30 2013 increased 5% from the prior year Overall our ending community count as of November 30

2013 increased 11% to 191 from 172 as of November 30 2012 With the substantial inventory-related investments we made in

2013 and the investments we are planning to make in 2014 we expect that our overall community count will increase in 2014
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HOMEBUILDING

We have grouped our homebuilding activities into four reportable segments which we refer to as West Coast Southwest

Central and Southeast As of November 30 2013 our homebuilding reporting segments consisted of ongoing operations located

in the following states West Coast California Southwest Arizona Nevada and New Mexico Central Colorado and

Texas and Southeast Florida Maryland North Carolina and Virginia

The following table presents summary of certain financial and operational data for our homebuilding operations dollars in

thousands except average selling price

Years Ended November 30

2013 2012 2011

Revenues

Housing 2084103 1548432 1305299

Land 875 263

Total 2084978 1548432 1305562

Costs and expenses

Construction and land costs

Housing 1736320 1332045 1157080

Land 766 200

Total 1737086 1332045 1157280

Selling general and administrative expenses 255808 236643 220591

Loss on loan guaranty 30765

Total 1992894 1568688 1408636

Operating income loss 92084 20256 103074

Homes delivered 7145 6282 5812

Average selling price 291700 246500 224600

Housing gross profit margin as percentage of housing revenues 16.7% 14.0 11.4

Adjusted housing gross profit margin as percentage of housing

revenues 18.4% 13.5 12.8

Selling general and administrativeexpenses as percentage of housing
1120/ 120/

revenues 10 1J. /0 .J /0

Operating income loss as percentage of homebuilding revenues 4.4% .3% 7.9%

Revenues Homebuilding revenues totaled $2.08 billion in 2013 increasing 35% from $1.55 billion in 2012 which had

increased 19% from $1.31 billion in 2011 In 2013 and 2011 nearly all of our homebuilding revenues were generated from housing

operations with nominal amount of revenues produced from land sales in each year Our homebuilding revenues in 2012 were

generated entirely from housing operations

The year-over-year increase in housing revenues in 2013 reflected 14% increase in the number of homes delivered and an

18% increase in the overall average selling price of those homes In 2012 housing revenues increased from 2011 due to an 8%
increase in homes delivered and 10% increase in the overall average selling price

We delivered total of 7145 homes in 2013 up from 6282 homes delivered in the previous year The increase in the number

of homes delivered was largely due to our higher backlog at the beginning of the year which was up 20% on year-over-year

basis Within our homebuilding reporting segments the number of homes delivered in 2013 increased by 12% 8% 11% and 27%

in our West Coast Southwest Central and Southeast homebuilding reporting segments respectively in each case as compared to

the year-earlier period

In 2012 we delivered 6282 homes up from 5812 homes delivered in 2011 The increase in the number of homes delivered

was partly due to our relatively higher backlog at the beginning of 2012 which was up 61% on year-over-year basis largely as
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result of 39% increase in net orders in the latter half of 2011 Within our homebuilding reporting segments the number of

homes delivered in 2012 increased by 11% 19% and 3% in our West Coast Central and Southeast homebuilding reporting segments

respectively and decreased by 19% in our Southwest homebuilding reporting segment in each case as compared to the year-

earlier period The decrease in homes delivered in our Southwest homebuilding reporting segment reflected reduction in our

investments in certain underperforming locations in the segment and the significant downsizing of our business in Arizona during

2011 and into 2012 each part of an overall strategic repositioning of our operations to focus on better-performing markets

The overall average selling price of homes delivered increased to $291700 in 2013 up $45200 or 18% from $246500 in

2012 The higher average selling price in 2013 reflected our efforts over the past few years to strategically position our new home

communities in submarkets where buyers have higher household income levels and stronger credit profiles are choosing to purchase

larger homes at higher price points and are spending more on design options and features at our KB Home Studios The increase

also reflected our emphasis on pricing discipline to balance sales pace
and the selling prices of our homes in our communities

open for sales our leveraging of our KBnxt operational business model to generate incremental revenues from lot floor plan

home exterior elevation structural and other premiumsand general market increases in home prices as the housing recovery has

progressed Compared to the previous year each of our homebuilding reporting segments posted double-digit increase in average

selling price for 2013 with increases ranging from 13% in our Southeast homebuilding reporting segment to 22% in our Southwest

homebuilding reporting segment In our West Coast homebuilding reporting segment the average selling price increased 20%

year over year largely due to shift in our geographic mix toward communities located in coastal submarkets in California which

feature generally higher selling prices and demand for homes as compared to inland submarkets in the state

In 2012 our overall average selling price of homes delivered increased to $246500 from $224600 in 2011 primarily due to

changes in community and product mix as we delivered more homes from markets with economic and consumer demand dynamics

that supported larger homes and higher average selling prices Our higher average selling prices of homes delivered reflected

year-over-year increases of 16% 17% and 5% in our West Coast Southwest and Southeast homebuilding reporting segments

respectively In our Central homebuilding reporting segment the average selling price of homes delivered in 2012 remained

essentially even with 2011

Land sale revenues totaled $.9 million in 2013 and $.3 million in 2011 We had no land sales in 2012 Generally land sale

revenues fluctuate with our decisions to maintain or decrease our land ownership position in certain markets based upon the volume

of our holdings our marketing strategy the strength and number of competing developers entering particular
markets at given

points in time the availability of land at reasonable prices and prevailing market conditions

Operating Income Loss Our homebuilding business generated operating income of $92.1 million in 2013 an improvement

from operating losses of $20.3 million in 2012 and $103.1 million in 2011 Our homebuilding operating income as percentage

of homebuilding revenues was 4.4% in 2013 Our homebuilding operating loss as percentage of homebuilding revenues was

1.3% in 2012 and 7.9% in 2011

The following table presents summary of charges and other items included in our operating income loss in thousands

Years Ended November 30

2013 2012 2011

Inventory impairment and land option contract abandonment charges 3581 28533 25791

Water intrusion-related charges
31959 2576

Warranty adjustments
11 162 7446

Court decision reversal charge 8164 8764

Insurance and legal expense recoveries 26534 8307

Gain on sale of operating property _____________
8825

Total 27376 2177 1213

In 2013 our operating income reflected higher housing gross profits partly offset by higher selling general and administrative

expenses Our housing gross profits for 2013 of $347.8 million increased by $131.4 million or 61% from $216.4 million for the

previous year primarily due to the higher volume of homes delivered and higher housing gross profit margin Housing gross

profits for 2013 included net charge of $32.0 million for water intrusion-related repairs of homes at certain of our communities

in central and southwest Florida as discussed in Note 15 Commitments and Contingencies in the Notes to Consolidated Financial

Statements in this report
and $3.6 million of inventory impairment and land option contract abandonment charges Our 2013

housing gross profit margin improved by 270 percentage points to 16.7% from 14.0% in 2012 Our adjusted housing gross profit

margin was 18.4% in 2013 up 490 basis points from 13.5% in 2012
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In 2012 the year-over-year improvement in our operating results was primarily due to higher housing gross profits partly

offset by higher selling general and administrative expenses The
year-over-year improvement in 2012 also reflected the $30.8

million loss on loan guaranty recorded in 2011 related to our investment in residential development joint venture located near

Las Vegas Nevada that underwent bankruptcy reorganization in that year as discussed in Note Investments in Unconsolidated

Joint Ventures in the Notes to Consolidated Financial Statements in this report Our housing gross profits for 2012 increased by
$68.2 million from $148.2 million for 2011 primarily due to the higher volume of homes delivered Housing gross profits for

2012 included $26.5 million of insurance recoveries related to repair costs and costs to handle claims with respect to previously
delivered homes including homes affected by allegedly defective drywall manufactured in China and favorable net warranty

adjustments of $8.6 million that reflected trends in our overall warranty claims experience The impact of these items was mostly
offset by inventory impairment and land option contract abandonment charges of $28.5 million Our housing gross profit margin
was 14.0% in 2012 compared to 11.4% in 2011 Our adjusted housing gross profit margin was 13.5% in 2012 and 12.8% in 2011
In 2011 our housing gross profits included $25.7 million of inventory impairment and land option contract abandonment charges
which were partly offset by $7.4 million of favorable warranty adjustments

Our land sales generated income of million in both 2013 and in 2011 We had no land sale income in 2012 The land sale

results in 2011 included impairment charges of million related to planned future land sales

As discussed in Note Inventory Impairments and Land Option Contract Abandonments in the Notes to Consolidated Financial

Statements in this report each community or land parcel in our owned inventory is assessed to determine if indicators of potential

impairment exist Based on our evaluations we recognized charges for inventory impairments of $.4 million in 2013 $28.1 million
in 2012 and $22.7 million in 2011 The higher level of inventory impairment charges in 2012 and 2011 compared to 2013 reflected

challenging economic and housing market conditions in certain of our served markets in each of those years In addition the

inventory impairment charges we recognized in 2012 were partly due to changes to our operational or selling strategy for certain

communities in an effort to accelerate sales pace and/or our return on investment In 2011 the inventory impairment charges
included an $18.1 million adjustment to the fair value of real estate collateral that we took back on note receivable

Also as discussed in Note Inventory Impairments and Land Option Contract Abandonments in the Notes to Consolidated

Financial Statements in this report when we decide not to exercise certain land option contracts or other similarcontracts due to

market conditions and/or changes in our marketing strategy we write off the related inventory costs including non-refundable

deposits and unrecoverable pre-acquisition costs Based on the results of our assessments we recognized abandonment charges
associated with land option contracts and other similar contracts of $3.2 million in 2013 $.4 million in 2012 and $3.1 million in

2011 Inventory impairment and land option contract abandonment charges are included in construction and land costs in our
consolidated statements of operations

Deterioration in the supply and demand factors in the overall housing market or in an individual market or changes to our

operational or selling strategy at certain communities may lead to additional inventory impairment charges future charges associated
with land sales or the abandonment of land option contracts or other similarcontracts related to certain assets Due to the nature

or location of the projects land held for future development that we activate as part of our strategic growth initiatives or to accelerate
sales

pace and/or our return on investment may have somewhat greater likelihood of being impaired than other of our active

inventory

Selling general and administrative expenses totaled $255.8 million in 2013 up from $236.6 million in 2012 which had
increased from $220.6 million in 2011 The

year-over-year increase in selling general and administrative expenses in 2013 was
due to costs associated with the increased volume of homes delivered and higher housing revenues generated during 2013 partly

offset by the reversal of previously established accrual of $8.2 million due to favorable court decision In 2012 the
year-over-

year increase was largely due to an unfavorable court decision charge of $8.8 million in the same matter and costs associated with
the year-over-year increase in the volume of homes delivered partly offset by cost-saving initiatives The unfavorable court
decision charge in 2012 and the reversal of the related accrual in 2013 are discussed in Note 16 Legal Matters in the Notes to

Consolidated Financial Statements in this report Selling general and administrative expenses for 2011 included gain on the
sale of operating property of $8.8 million and the favorable impact of legal expense recoveries of $8.3 million As percentage
of housing revenues to which these

expenses are most closely correlated selling general and administrative expenses were 12.3%
in 2013 15.3% in 2012 and 16.9% in 2011 The percentage improved in 2013 compared to 2012 mainly due to the 35% year-
over-year increase in our housing revenues and our ongoing focus on containing our overhead costs to the extent possible In

2012 the percentage improved from 2011 primarily due to the 19% increase in our housing revenues

Loss on Loan Guaranty The loss on loan guaranty of $30.8 million recognized in 2011 related to the Nevada joint venture
noted above and reflected the consummation of the consensual plan of reorganization of the venture known as South Edge that

was confirmed by bankruptcy court in November2011 and included among other things the elimination of contingent payment
guaranty that we had provided to the administrative agent for the lenders to South Edge
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interest Income Interest income which is generated
from short-term investments totaled $.8 million in 2013 $.5 million in

2012 and $.9 million in 2011 Generally increases and decreases in interest income are attributable to changes in the interest-

bearing average
balances of short-term investments and fluctuations in interest rates

Interest Expense Interest expense results principally from borrowings to finance land purchases housing inventory and other

operating and capital needs Our interest expense net of amounts capitalized
totaled $62.7 million in 2013 $69.8 million in 2012

and $49.2 million in 2011 Interest expense for 2013 included $10.4 million loss on the early extinguishment
of debt as result

of the retirement of $215.1 million in aggregate principal amount of certain of our senior notes due 2014 and 2015 through

combination of purchases made pursuant to the applicable October 2013 Tender Offers and redemptions Interest expense for

2012 included $10.3 million loss on the early extinguishment of debt as result of completing the applicable January 2012 and

July 2012 Tender Offers while interest expense
for 2011 included $3.6 million gain on the early extinguishment of secured debt

Gross interest incurred during 2013 increased by $16.4 million to $149.1 million from $132.7 million in 2012 primarily
due

to an increase in our average debt level and the inclusion of $10.4 million loss on the early extinguishment of debt in 2013 The

percentage of interest capitalized was 62% in 2013 51% in 2012 and 54% in 2011 The percentage
of interest capitalized generally

fluctuates based on the amount of our inventory qualifying for interest capitalization
Gross interest incurred during 2012 increased

by $20.7 million to $132.7 million from $112.0 million in 2011 as result of the $10.3 million loss on the early extinguishment

of debt in 2012 compared to the $3.6 million gain on the early extinguishment of secured debt in 2011 higher average debt

level in 2012 and the higher interest rates on the senior notes we issued in 2012 compared to the interest rates on the senior notes

we purchased under the applicable January 2012 and July 2012 Tender Offers

Equity in Loss of Unconsolidated Joint Ventures Our unconsolidated joint ventures operate in various markets typically

where our homebuilding operations are located These unconsolidated joint ventures posted combined revenues of $17.4 million

in 2013 $31.8 million in 2012 and $.2 million in 2011 All of the revenues in 2013 and 2012 were generated from land sales

completed by an unconsolidated joint venture in Maryland Activities performed by our unconsolidated joint ventures generally

include acquiring developing and selling land and in some cases constructing and delivering homes Our unconsolidated joint

ventures delivered no homes in 2013 or 2012 and one home in 2011 Our unconsolidated joint ventures generated combined

income of $2.7 million in 2013 and $8.3 million in 2012 compared to combined losses of $4.3 million in 2011 Our equity in

loss of unconsolidated joint ventures totaled $2.0 million in 2013 $.4 million in 2012 and $55.8 million in 2011 In 2011 our

equity in loss of unconsolidated joint ventures was significantly higher compared to 2013 and 2012 mainly due to charge of

$53.7 million incurred in 2011 to write off our remaining investment in South Edge as discussed in Note Investments in

Unconsolidated Joint Ventures in the Notes to Consolidated Financial Statements in this report There were no such charges in

2013 or 2012

Non-GAAP Financial Measures

This report contains information about our adjusted housing gross profit margin and our ratio of net debt to total capital both

of which are not calculated in accordance with generally accepted accounting principles GAAP We believe these non-GAAP

financial measures are relevant and useful to investors in understanding our operations
and the leverage employed in our operations

and may be helpful in comparing us with other companies in the homebuilding industry to the extent they provide similar

information However because the adjusted housing gross profit margin and the ratio of net debt to total capital are not calculated

in accordance with GAAP these financial measures may not be completely comparable to other companies in the homebuilding

industry and thus should not be considered in isolation or as an alternative to operating performance and/or financial measures

prescribed by GAAP Rather these non-GAAP financial measures should be used to supplement their respective most directly

comparable GAAP financial measures in order to provide greater understanding of the factors and trends affecting our operations

AdjustedHousing Gross Profit Margin The following table reconciles our housing gross profit margin calculated in accordance

with GAAP to the non-GAAP financial measure of our adjusted housing gross profit margin dollars in thousands
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Years Ended November 30

2013 2012 2011

Housing revenues 2084103 1548432 1305299

Housing construction and land costs 1736320 1332045 1157080

Housing gross profits 347783 216387 148219

Add Inventory impairment and land option contract abandonment

charges 3581 28533 25740

Water intrusion-related charges 31959 2576

Less Warranty adjustments 11162 7446
Insurance recoveries 26534

Adjusted housing gross profits 383323 209800 166513

Housing gross profit margin as percentage of housing revenues 16.7% 14.0% 11.4%

Adjusted housing gross profit margin as percentage of housing revenues 18.4% 13.5% 12.8%

Adjusted housing gross profit margin is non-GAAP financial measure which we calculate by dividing housing revenues

less housing construction and land costs excluding inventory impairment and land option contract abandonment charges water

intrusion-related charges warranty adjustments and insurance recoveries as applicable associated with housing operations

recorded during given period by housing revenues The most directly comparable GAAP financial measure is housing gross

profit margin We believe adjusted housing gross profit margin is relevant and useful financial measure to investors in evaluating

our performance as it measures the gross profit we generated specifically on the homes delivered during given period and enhances

the comparability of housing gross profit margin between periods This financial measure assists us in making strategic decisions

regarding product mix product pricing and construction pace We also believe investors will find adjusted housing gross profit

margin relevant and useful because it represents profitability measure that may be compared to prior period without regard to

variability of inventory impairments and land option contract abandonment charges water intrusion-related charges warranty

adjustments and insurance recoveries

Ratio of Net Debt to Total Capital The following table reconciles our ratio of debt to total capital calculated in accordance

with GAAP to the non-GAAP financial measure of our ratio of net debt to total capital dollars in thousands

November 30

2013 2012

Mortgages and notes payable 2150498 1722815

Stockholders equity 536086 376806

Total capital 2686584 2099621

Ratio of debt to total capital 80.0% 82.1%

Mortgages and notes payable 2150498 1722815

Less Cash and cash equivalents and restricted cash 572001 567127

Net debt 1578497 1155688

Stockholders equity 536086 376806

Total capital 2114583 1532494

Ratio of net debt to total capital 74.6% 75.4%

The ratio of net debt to total capital is non-GAAP financial measure which we calculate by dividing mortgages and notes

payable net of homebuilding cash and cash equivalents and restricted cash by total capital mortgages and notes payable net of

homebuilding cash and cash equivalents and restricted cash plus stockholders equity The most directly comparable GAAP
financial measure is the ratio of debt to total capital We believe the ratio of net debt to total capital is relevant and useful financial

measure to investors in understanding the leverage employed in our operations
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HOMEBUILDING REPORTING SEGMENTS

The following table presents financial information related to our homebuilding reporting segments for the years indicated

dollars in thousands

West Coast

Revenues

Construction and land costs

Selling general and

administrative expenses

Operating income

Other net

Southwest

Revenues

Construction and land costs

Selling general and

administrative expenses

Loss on loan guaranty

Operating income loss

Other net

Pretax income loss

Southeast

Revenues

Construction and land costs

Selling general and

administrative expenses

Operating income loss

Other net

Pretax loss

1020218 755259 589387 35% 28

811921 664321 498846 22 33

62357 68651 46653 47

145940 22287 43888 555 49

27676 32754 24249 16 35

118264 10467 19639

175252 132438 139872 32% 5%

135024 107203 132504 26 19

17439 17168 26366 35

30765 100

22789 8067 49763 182

19886 18261 58502 69

2903 10194 108265 91

565120 436407 369705 29% 18

474220 376024 325476 26 16

62928 52430 50641 20

27972 7953 6412 252

5697 6504 6512

22275 1449 12924

12

97%

Percentage not meaningful

Years Ended November 30

2013 2012 2011 2013vs2012 2012vs2011

Pretax income loss

Central

Revenues

Construction and land costs

Selling general and

administrative expenses

Operating income loss

Other net

Pretax income loss

324388

312733

224328

181313

206598

194449

45% 9%

72

45
155

17

44699 30883 34119

33044 12132 21970

12948 13315 16013

45992 1183 37983
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The following table presents information concerning our housing revenues homes delivered and average selling price by

homebuilding reporting segment

Percentage of Percentage of

Housing Total Total

Revenues Housing Homes Homes Average
Years Ended November 30 in thousands Revenues Delivered Delivered Selling Price

2013

West Coast 1019343 49% 2179 31% 467800

Southwest 175252 738 10 237500

Central 565120 27 2841 40 198900

Southeast 324388 16 1387 19 233900

Total 2084103 100% 7145 100% 291700

2012

WestCoast 755259 49% 1945 31% 388300

Southwest 132438 683 11 193900

Central 436407 28 2566 41 170100

Southeast 224328 14 1088 17 206200

Total 1548432 100% 6282 100% 246500

2011

West Coast 589387 45% 1757 30% 335500

Southwest 139762 11 843 15 165800

Central 369552 28 2155 37 171500

Southeast 206598 16 1057 18 195500

Total 1305299 100% 5812 100% 224600

West Coast Our West Coast homebuilding reporting segments total revenues for 2013 were mostly comprised of revenues

from housing operations with $.9 million of revenues generated from land sales In 2012 and 2011 this segments total revenues

were entirely from housing operations Housing revenues for 2013 increased 35% from 2012 due to 12% increase in the number

of homes delivered and 20% increase in the
average selling price of those homes The increase in homes delivered reflected

48% higher backlog at the beginning of 2013 as compared to the previous year partly offset by the impact of 12% decrease in

net orders in 2013 that was largely due to 23% decrease in the average community count in this segment The lower average

community count in 2013 resulted primarily from the combination of our selling through older communities and shifting our

investment strategy to favor coastal submarkets in California and delays in opening new communities The average selling price

for 2013 rose from 2012 due to the combination of greater proportion of homes delivered from higher-priced communities located

in coastal submarkets shift in product mix of homes delivered to larger homes an increase in design option revenues per home

and generally rising home prices In 2012 the 28% increase in housing revenues reflected an 11% increase in the number of

homes delivered and 16% increase in the average selling price of those homes Homes delivered increased in 2012 from 2011

largely due to higher backlog level at the beginning of 2012 compared to the prior year The average selling price rose in 2012

primarily due to greater proportion of homes delivered from higher-priced communities reflecting our strategic repositioning

initiatives and change in product mix of homes delivered to larger homes

In 2013 pretax income from this segment improved by $128.7 million from the pretax loss posted for the year-earlier period

mainly due to higher housing gross profits and lower selling general and administrative expenses The housing gross profit margin
increased to 20.4% in 2013 from 12.0% in 2012 primarily due to an increased proportion of deliveries from higher-margin

communities generally rising home prices increased leverage from the higher volume of homes delivered in 2013 and decrease

in inventory-related charges In 2013 land option contract abandonment charges totaled $3.2 million and represented .3% of

segment housing revenues compared to inventory impairment charges of $19.2 million that represented 3% of segment housing

revenues in 2012 The inventory impairment charges in 2012 reflected challenging economic and housing market conditions in

certain of our served markets and changes to our operational or selling strategy for certain communities in an effort to accelerate
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sales pace
and/or our return on investment Selling general and administrative expenses

for 2013 decreased by $6.3 million from

2012 largely due to the reversal of previously established accrual of $8.2 million due to favorable court decision partly offset

by increased costs associated with the higher volume of homes delivered and the increased number of new community openings

in 2013 In addition selling general and administrative expenses in 2012 included an $8.8 million unfavorable court decision

charge The unfavorable court decision charge in 2012 and the reversal of the related accrual in 2013 are discussed in Note 16

Legal Matters in the Notes to Consolidated Financial Statements in this report Other net for 2013 declined from the previous

year
due to decrease in interest expense that resulted from an increase in the amount of this segments inventory qualifying for

interest capitalization

The year-over-year
decline in pretax

results for this segment in 2012 primarily
reflected higher selling general and

administrative expenses
and an increase in other net The housing gross profit margin decreased to 12.0% in 2012 from 15.4%

in 2011 primarily due to higher inventory-related charges shift in product mix of homes delivered and lower proportion of

deliveries from higher-margin communities partially offset by favorable warranty adjustments Inventory impairment charges

totaled $19.2 million in 2012 compared to inventory impairment and land option contract abandonment charges of $3.3 million

in 2011 These charges represented 3% of segment total revenues in 2012 and less than 1% in 2011 The year-over-year
increase

in selling general and administrative expenses in 2012 primarily reflected the unfavorable court decision charge an increase in

the number of homes delivered in 2012 and the impact of the gain recognized in 2011 on the sale of multi-level residential

building that we had operated as rental property

Southwest In 2013 and 2012 our Southwest homebuilding reporting segments total revenues were generated solely from

housing operations
In 2011 this segments total revenues also included land sale revenues of $.1 million Housing revenues for

2013 increased 32% from the previous year reflecting increases of 8% in the number of homes delivered and 22% in the average

selling price of those homes The year-over-year
increase in the number of homes delivered in 2013 was mostly due to the 14%

increase in net orders in 2013 Most of the increase in homes delivered occurred in our Arizona operations as result of activating

certain inventory in 2012 that was previously
held for future development The average selling price for 2013 increased from the

year-earlier period due to shift in community and product mix of homes delivered to higher-priced communities and larger

homes and generally rising home prices In 2012 housing revenues declined 5% year over year due to 19% decrease in the

number of homes delivered partly offset by 17% increase in the average selling price of those homes Homes delivered decreased

in 2012 due to the significant downsizing of our business in Arizona during 2011 and into 2012 The average selling price increased

in 2012 largely due to change in community and product mix of homes delivered

Pretax income from this segment for 2013 improved by $13.1 million from the pretax
loss posted in 2012 primarily reflecting

an increase in housing gross profits The housing gross profit margin increased to 23.0% in 2013 from 19.1% in 2012 primarily

due to the increase in homes delivered from higher-margin communities In 2012 the housing gross profit margin included

favorable warranty adjustments of $4.3 million that were partly offset by inventory impairment charges of $2.1 million Despite

the higher volume of homes delivered and higher revenues generated from this segment in 2013 selling general and administrative

expenses
increased only slightly from the previous year primarily due to our cost containment efforts

This segments pretax results improved significantly
in 2012 compared to 2011 mostly due to the impact of the South Edge-

related joint venture impairment charge of $53.7 million and loss on loan guaranty of $30.8 million recorded in 2011 The housing

gross profit margin increased to 19.1% in 2012 from 5.3% in 2011 primarily due to decrease in inventory-related charges as

well as favorable warranty adjustments Inventory impairment charges totaled $2.1 million in 2012 compared to inventory

impairment and land option contract abandonment charges of $19.0 million in 2011 which included an $18.1 million adjustment

to the fair value of real estate collateral that we took back on note receivable These inventory-related charges represented 2%

of segment total revenues in 2012 and 14% in 2011 Selling general and administrative expenses
decreased in 2012 compared

to 2011 mainly due to overhead cost reductions and the lower volume of homes delivered Other net in 2011 included the South

Edge-related joint venture impairment charge There was no such charge in 2012

Central Our Central homebuilding reporting segments total revenues for 2013 and 2012 were generated solely from housing

operations total revenues for 2011 also included land sale revenues of $.2 million Housing revenues for 2013 rose 29% compared

to the previous year as result of an 11% increase in the number of homes delivered and 17% increase in the average selling

price of those homes The increase in homes delivered principally reflected 13% higher backlog level at the beginning of 2013

compared to the previous year and 12% increase in net orders The year-over-year
increase in homes delivered in this segment

for 2013 was largely attributable to our Texas operations The average selling price for 2013 rose from the prior year primarily

due to greater proportion
of homes delivered from higher-priced

communities and generally rising home prices In 2012 housing

revenues increased 18% compared to 2011 as result of 19% increase in the number of homes delivered partly offset by 1%

decrease in the average selling price of those homes Homes delivered increased in 2012 largely due to the higher number of

homes in backlog at the start of 2012 while the average selling price declined largely due to change in community and product

mix
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In 2013 the pretax income from this segment improved by $20.8 million from the previous year reflecting higher housing

gross profits partly offset by higher selling general and administrative expenses The housing gross profit margin increased to

16.1% in 2013 from 13.8% in 2012 due to an increased proportion of homes delivered from higher-margin communities in 2013

In 2012 favorable warranty adjustments of $1.9 million were mostly offset by inventory impairment and land option contract

abandonment charges of $1.4 million The year-over-year increase in selling general and administrative
expenses

in 2013 was

primarily due to an increase in the number of homes delivered and higher housing revenues Other net for 2013 declined from

the previous year
due to decrease in interest expense that resulted from an increase in the amount of this segments inventory

qualifying for interest capitalization

In 2012 the pretax results for this segment improved from 2011 mainly due to higher housing gross profits reflecting the

increase in homes delivered and higher housing gross profit margin partially offset by increased selling general and administrative

expenses The housing gross profit margin increased to 13.8% in 2012 from 12.0% in the previous year primarily due to favorable

warranty adjustments which were largely offset by inventory impairment and land option contract abandonment charges Inventory

impairment and land option contract abandonment charges in this segment totaled $1.4 million in each of 2012 and 2011 and were

less than 1% of segment total revenues in each year Selling general and administrative expenses increased in 2012 compared to

2011 mainly due to the higher volume of homes delivered and revenues in 2012

Southeast Our Southeast homebuilding reporting segments total revenues for 2013 2012 and 2011 were generated solely

from housing operations In 2013 housing revenues increased 45% compared to the prior year reflecting 27% increase in the

number of homes delivered and 13% increase in the average selling price of those homes The increase in homes delivered

reflected 19% higher backlog at the beginning of 2013 compared to the previous year 21% increase in net orders during the

year as result of an increase in the community count and higher backlog conversion ratio for the first two quarters of 2013
Most of the

year-over-year
increase in homes delivered in this segment in 2013 was generated from our Florida operations The

year-over-year increase in the
average selling price for 2013 was primarily due to greater proportion of homes delivered from

higher-priced communities change in product mix of homes delivered to larger homes and generally rising home prices In

2012 housing revenues increased 9% from the previous year due to 5% increase in the
average selling price and 3% increase

in the number of homes delivered We delivered more homes in 2012 compared to 2011 largely due to this segment having 57%

more homes in backlog at the beginning of 2012 compared to 2011

The pretax loss from this segment for 2013 increased by $44.8 million from 2012 reflecting decrease in housing gross

profits and higher selling general and administrative expenses The housing gross profit margin declined to 3.6% in 2013 from

19.2% in 2012 largely due to net charge of $32.0 million for water intrusion-related repairs at certain of our communities in

central and southwest Florida in 2013 as discussed in Note 15 Commitments and Contingencies in the Notes to Consolidated

Financial Statements in this report In addition the housing gross profits for 2012 included insurance recoveries of $26.5 million

that were partly offset by inventory impairment and land option contract abandonment charges of $5.8 million The year-over-

year increase in selling general and administrative expenses in 2013 was primarily due to administrative costs associated with

water intrusion-related repairs an increase in the number of homes delivered and higher housing revenues Other net for 2013

decreased from 2012 due to decrease in interest expense that resulted from an increase in the amount of this segments inventory

qualifying for interest capitalization

The significant improvement in pretax results for this segment in 2012 reflected an increase in housing gross profits and

decrease in selling general and administrative expenses The housing gross profit margin improved to 19.2% in 2012 from 5.9%

in 2011 mainly due to $26.5 million of insurance recoveries recorded in 2012 partly offset by unfavorable warranty adjustments

In 2012 this segment had $5.8 million of inventory impairment and land option contract abandonment charges compared to $2.1

million in the year-earlier period As percentage of segment total revenues these charges were 3% in 2012 and 1% in 2011

FINANCIAL SERVICES REPORTING SEGMENT

Our financial services reporting segment offers property and casualty insurance and in certain instances earthquake flood

and personal property insurance to our homebuyers in the same markets as our homebuilding reporting segments and provides

title services in the majority of our markets located within our Central and Southeast homebuilding reporting segments In addition

since the third quarter of 2011 this segment has earned revenues pursuant to the terms of marketing services agreement with

preferred mortgage lender that offers mortgage banking services including mortgage loan originations to our homebuyers who
elect to use the lender Our homebuyers are under no obligation to use our preferred mortgage lender and may select any lender

oftheir choice to obtain mortgage financing for the purchase of home We make available to our homebuyers marketing materials

and other information regarding our preferred mortgage lenders financing options and mortgage loan products and are

compensated solely for the fair market value of these services Except as discussed below we have had no affiliation ownership

joint venture or other interests in or with our preferred mortgage lender or its affiliates or with respect to the revenues or income

that may have been generated from their provision of mortgage banking services to or origination of mortgage loans for our

homebuyers

45



From 2005 until June 30 2011 we offered mortgage banking services to our homebuyers indirectly through KBA Mortgage

an unconsolidated joint venture of subsidiary of ours and subsidiary of Bank of America N.A with each partner having

5O% interest in the venture KBA Mortgage ceased offering mortgage banking services after June 30 2011 The Bank of America

N.A subsidiary partner operated KBA Mortgage KBA Mortgage was accounted for as an unconsolidated joint venture within

the financial services reporting segment of our consolidated financial statements

Effective June 27 2011 and into the second quarter of 2012 we had preferred mortgage lender relationship with MetLife

Home Loans division of MetLife Bank N.A Under this relationship
MetLife Home Loans personnel located on site at several

of our new home communities could offer financing options and mortgage loan products to our hornebuyers to prequalify

homebuyers for mortgage loans and to commence the mortgage loan origination process
for our homebuyers electing to use

MetLife Home Loans

Following MetLife Bank N.A.s announcement in January 2012 that it would cease offering forward mortgage banking

services as part of its business we evaluated various options and in March 2012 entered into an agreement with Nationstar

subsidiary of Nationstar Mortgage Holdings Inc under which Nationstar became our new preferred mortgage lender offering

mortgage banking services to our homebuyers at our new home communities The terms of our relationship with Nationstar are

substantially similar to the terms of our prior relationship with MetLife Home Loans as are the mortgage banking services offered

by Nationstar Nationstar began accepting new mortgage loan applications from our homebuyers on May 2012

On January 21 2013 we entered into an agreement with Nationstar to form Home Community Mortgage mortgage banking

company that will offer an array of mortgage banking services to our homebuyers We have 49.9% ownership interest and

Nationstar has 50.1% ownership interest in Home Community Mortgage with Nationstar providing management oversight of

Home Community Mortgages operations Nationstar will continue as our preferred mortgage lender until Home Community

Mortgage begins offering mortgage banking services which is expected to occur in the first quarter of 2014 We made capital

contributions of $5.0 million to Home Community Mortgage during the year
ended November 30 2013 Home Community

Mortgage is accounted for as an unconsolidated joint venture within our financial services reporting segment of our consolidated

financial statements

Nationstars performance since May 2012 as our preferred mortgage lender has provided more consistent execution and

completion of mortgage loan originations as compared to other outside lenders contributing more stability in the conversion of

our backlog into home deliveries and revenues Based on the number of homes delivered in 2013 and 2012 approximately 59%

and 30% respectively of our homebuyers used Nationstar to finance the purchase of their home We expect to see improvement

in future periods if and as greater percentage of our homebuyers obtain mortgage financing from Nationstar as our preferred

mortgage lender and/or Home Community Mortgage

The following table presents summary of selected financial and operational data for our financial services segment dollars

in thousands

Years Ended November 30

2013 2012 2011

Revenues 12152 11683 10304

Expenses
3042 2991 3512

Equity in income/gain on wind down of unconsolidated joint venture 1074 2191 19286

Pretax income 10184 10883 26078

Total originations

Loans
1633

Principal
315899

Percentage of homebuyers using KBA Mortgage
67%

Mortgage loans sold to third parties

Loans
1862

Principal
370599

Loan originations and sales in 2011 occurred within KBA Mortgage which ceased offering mortgage banking services after

June 30 2011
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Revenues Our financial services reporting segment generates revenues primarily from insurance commissions title services

marketing services fees and interest income Financial services revenues totaled $12.2 million in 2013 $11.7 million in 2012 and

$10.3 million in 2011 The year-over-year increase in our financial services revenues in 2013 was primarily due to an increase in

title services revenues which was partly offset by decrease in marketing services fees In 2012 the year-over-year increase in

financial services revenues reflected higher marketing services fees resulting from having marketing services agreement in place

for all of 2012 compared to only portion of 2011 and higher title services revenues

Financial services revenues included revenues from insurance commissions and title services totaling $10.4 million in 2013
$9.5 million in 2012 and $9.2 million in 2011 and nominal amount of interest income in each year which was earned primarily

from money market deposits In 2013 2012 and 2011 financial servicesrevenuesalso included $1.8 million $2.2 million and

$1.1 million respectively of revenues from marketing services fees These fees are associated with the marketing services

agreements in effect during each year and represent the fair value of the services we provided in connection with the agreements

Expenses General and administrative
expenses totaled $3.0 million in both 2013 and 2012 and$3.5 million in 2011

Equity in Income/Gain on Wind Down of Unconsolidated Joint Venture The equity in income/gain on wind down of

unconsolidatedjoint venture of $1.1 million in 2013 $2.2 million in 2012 and $19.3 million in 2011 related to our 50% interest

in KBA Mortgage The amounts for 20132012 and 2011 included gains of$ 1.1 million $2.1 million and $19.8 million respectively

recognized in connection with the wind down of KBA Mortgage Excluding these gains our equity in income of KBA Mortgage

totaled million in 2012 compared to our equity in loss of $.5 million in 2011 KBA Mortgage originated 1633 loans in 2011

INCOME TAXES

We recognized an income tax benefit of $1.6 million in 2013 $20.1 million in 2012 and $2.4 million in 2011 The income

tax benefit for 2013 was due to the resolution of state tax audit which resulted in refund receivable of $1.4 million as well as

the recognition of unrecognized tax benefits of $1.0 million partly offset by the state tax liability of $.8 million The income tax

benefit of $20.1 million in 2012 primarily reflected the resolution offederal and state tax audits which also resulted in the realization

of$ 1.2 million ofdeferred tax assets The income tax benefit in 2011 reflected the reversal of $2.6 million liability for unrecognized

tax benefits due to the status of federal and state tax audits Due to the effects of our deferred tax asset valuation allowances

carrybacks of our NOL and changes in our unrecognized tax benefits our effective tax rates in 2013 2012 and 2011 are not

meaningful items as our income tax amounts are not directly correlated to the amount of our pretax income loss for those periods

Due to the impact of the housing downturn on our business the asset impairment and land option contract abandonment

charges we incurred and the NOL we posted in the
years prior to 2013 we generated substantial deferred tax assets and established

corresponding valuation allowance against those deferred tax assets In accordance with Accounting Standards Codification

Topic No 740 Income Taxes ASC 740 we evaluate our deferred tax assets quarterly to determine if adjustments to the

valuation allowance are required ASC 740 requires that companies assess whether valuation allowance should be established

based on the consideration of all available positive and negative evidence using more likely than not standard with respect to

whether deferred tax assets will be realized The ultimate realization of deferred tax assets depends primarily on the generation

of future taxable income During 2013 we reduced the valuation allowance by $20.7 million to account for adjustments to our

deferred tax assets primarily associated with the pretax income generated during the year During 2012 and 2011 we recorded

valuation allowances of $32.3 million and $76.7 million respectively against net deferred tax assets generated primarily from the

pretax losses for those years One of the primary pieces of negative evidence that we consider in evaluating the need for valuation

allowance is our three-year cumulative loss position which is largely the result of our pretax losses in 2012 and 2011 as we
generated pretax income in 2013 In 2013 we had two consecutive quarters of pretax income and have experienced year-over-

year
increases in our homes delivered revenues housing gross profit margin and net orders In addition our backlog value at

November 30 2013 was higher than at November 30 2012 If such positive trends in our business continue together with

improvements in housing markets and the homebuilding industry and we are profitable on sustained basis we believe that there

could be sufficient positive evidence to support reducing large portion of our valuation allowance during 2014

We had no net deferred tax assets at November 30 2013 or 2012 as we maintained full valuation allowance against our

deferred tax assets The deferred tax asset valuation allowance decreased to $859.4 million at November 30 2013 from $880.1

million at November 30 2012 reflecting reduction of $20.7 million in the valuation allowance due to the use of deferred tax

assets to offset the pretax income generated during 2013 and the loss of certain state NOLs due to the expiration of the applicable

statute of limitations The deferred tax asset valuation allowance at November 30 2012 increased from $847.8 million at

November 30 2011 reflecting the net impact of the $32.3 million valuation allowance recorded in 2012

The benefits of our NOL built-in losses and tax credits would be reduced or potentially eliminated if we experienced an

ownership change under Section 382 Based on our analysis performed as of November 30 2013 we do not believe that we
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have experienced an ownership change as defined by Section 382 and therefore the NOL built-in losses and tax credits we have

generated should not be subject to Section 382 limitation as of this reporting date

LIQUIDITY AND CAPITAL RESOURCES

Overview We historically have funded our homebuilding and financial services activities with internally generated cash flows

and external sources of debt and equity financing We also have the ability to borrow funds under the Credit Facility

We manage our use of cash in the operation of our business to support the execution of our primaiy strategic goals Accordingly

we use our unrestricted cash balance primarily to acquire land invest in land development and construct homes Our investments

in land and land development totaled approximately $1.14 billion in 2013 approximately $565 million in 2012 and approximately

$478 million in 2011 While we made strategic investments in land and land development in each of our homebuilding reporting

segments in each of these years most were made in our West Coast homebuilding reporting segment Our investments in land and

land development in the future will depend significantly on market conditions and available opportunities that meet our investment

return and marketing standards

The following table presents
the number of lots we owned or controlled under land option contracts or other similarcontracts

dollars in thousands

November 30 Variance

2013 2012 Lots/S

Number of lots owned or controlled under land option

contracts or other similarcontracts
61095 44752 16343 37%

Carrying value of inventory owned or controlled under

land option contracts or other similarcontracts 2298577 1706571 592006 35%

The year-over-year
increases in the number of lots owned or controlled under land option contracts or other similarcontracts

and the corresponding carrying value of such lots at November 30 2013 reflected the significant
investments we made in land and

land development during 2013 Overall the percentage of our total lots that we controlled under land option contracts or other

similarcontracts was 37% at November 30 2013 compared to 27% at November 30 2012

We ended our 2013 fiscal year
with $572.0 million of cash and cash equivalents and restricted cash compared to $567.1 million

at November 302012 Our balance of unrestricted cash and cash equivalents was $530.1 million at November 302013 and $524.8

million at November 30 2012 The increase in our unrestricted cash balance primarily reflected the total net proceeds of $332.2

million received from the concurrent underwritten public issuances of the 1.375% Convertible Senior Notes due 2019 and the

Common Stock Offering in the first quarter of 2013 and net proceeds of $443.3 million from the underwritten public issuance of

the 7.00% Senior Notes due 2021 in the fourth quarter
of 2013 partly offset by the retirement of $215.1 million of certain of our

senior notes due 2014 and 2015 through combination of purchases made pursuant to the October 2013 Tender Offers and

redemptions and our investments in inventories during 2013

Capital Resources Our mortgages and notes payable consisted of the following in thousands

November 30 VarIance

2O13 2012

Mortgages and land contracts due to land sellers and other loans at

interest rates of 7% at November 30 2013 and 6% to 7% at November

30 2012
13615 52311 38696

53/4% Senior notes due February 12014 75911 75911

7/8% Senior notes due January 15 2015 101999 101999

1/4% Senior notes due June 15 2015 199864 236826 36962

9.10% Senior notes due September 15 2017 262048 261430 618

1/4% Senior notes due June 15 2018 299261 299129 132

8.00% Senior notes due March 15 2020 345710 345209 501

7.00% Senior notes due December 15 2021 450000 450000

7.50% Senior notes due September 15 2022 350000 350000

1.375% Convertible senior notes due February 2019 230000 230000

Total
2150498 1722815 427683
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Our debt balance at November 30 2013 reflected the issuance of the 1.375% Convertible Senior Notes due 2019 in the first

quarter of 2013 The net proceeds from this debt issuance were used for general corporate purposes Our debt balance at November

30 2013 also reflected the issuance of the 7.00% Senior Notes due 2021 in the fourth quarter of2013 We used $225.4 million of

the net proceeds from this issuance to purchase $19.7 million in aggregate principal amount of our 3/4% senior notes due 2014

the 3/4% Senior Notes due 2014 $91.1 million in aggregate principal amount of our 7/8% senior notes due 2015 the

7/8% Senior Notes due 2015 and $37.0 million in aggregate principal amount of the 1/4% Senior Notes due 2015 pursuant to

the applicable October2013 Tender Offers and to redeem the remaining $56.3 million in aggregate principal amount of the 3/4%

SeniorNotes due 2014 and $11.0 million in
aggregate principal amount of the 7/8% Senior Notes due 2015 that were not purchased

in the applicable October 2013 Tender Offers The October 2013 Tender Offers expired on November 12 2013 We plan to use

the remaining net proceeds from this issuance for general corporate purposes We incurred $10.4 million loss on the early

extinguishment of debt in 2013 due to premium paid under the applicable October 2013 Tender Offers premiums paid to redeem

the applicable remaining senior notes and the unamortized original issue discount associated with these senior notes

The terms of the 1.375% Convertible Senior Notes due 2019 and the 7.00% Senior Notes due 2021 are described in Note 13

Mortgages and Notes Payable in the Notes to Consolidated Financial Statements in this report The above-described transactions

extended our near-term debt maturities and as result our next scheduled debt maturity is in 2015 when the remaining $199.9

million in aggregate principal amount of the 1/4% Senior Notes due 2015 becomes due

Our financial leverage as measured by the ratio of debt to total capital was 80.0% at November 30 2013 compared to 82.1%

at November 30 2012 The improvement in our financial leverage reflected the increase in our stockholders equity as result of

the Common Stock Offering and the net income we generated during the year ended November 30 2013 partly offset by the net

increase in our mortgages and notes payable balance Our ratio of net debt to total capital at November 30 2013 was 74.6%

compared to 75.4% at November 30 2012

LOC Facilities We maintain the LOC Facilities with various financial institutions to obtain letters of credit in the ordinary

course of operating our business As of November 30 2013 and 2012 we had $41.5 million and $41.9 million respectively of

letters of credit outstanding under the LOC Facilities The LOC Facilities require us to deposit and maintain cash with the issuing

financial institutions as collateral for our letters of credit outstanding The amount of cash maintained for our LOC Facilities totaled

$41.9 million at November 30 2013 and $42.4 million at November 30 2012 and these amounts were included in restricted cash

in our consolidated balance sheets as of those dates We may maintain revise or if necessary or desirable enter into additional or

expanded letter of credit facilities or other similar facility arrangements with the same or other financial institutions

Unsecured Revolving Credit Facility On March 12 2013 we entered into the Credit Facility with syndicate of financial

institutions The Credit Facility is further described in Note 13 Mortgages and Notes Payable in the Notes to Consolidated Financial

Statements in this report The amount of the Credit Facility available for cash borrowings or the issuance of letters of credit depends

on the total cash borrowings and letters of credit outstanding under the Credit Facility and the maximum available amount under

the terms of the Credit Facility The maximum available amount is the lesser ofa $200.0 million and the difference ofi 15%

of our consolidated net tangible assets as defined in the Credit Facility and ii our secured debt As of November 30 2013 we

had no cash borrowings or letters of credit outstanding under the Credit Facility and we had $200.0 million available under the

Credit Facility for cash borrowings with up to $100.0 million available for the issuance of letters of credit

Under the terms of the Credit Facility we are required among other things to maintain compliance with various covenants

including financial covenants regarding our consolidated tangible net worth consolidated leverage ratio Leverage Ratio and

either an interest coverage ratio or minimum liquidity Our compliance with these financial covenants is measured by calculations

and metrics that are specifically defined or described by the terms of the Credit Facility and can differ in certain respects from

comparable GAAP or other commonly used terms The financial covenant requirements are set forth below

Consolidated Tangible Net Worth We must maintain minimum consolidated tangible net worth equal to the sum ofa $282.6

million 50% of cumulative positive consolidated net income after November 30 2012 excluding consolidated net income

realized from reversal of our deferred tax asset valuation allowance after November 30 2012 75% of any consolidated

net income realized as result of reversal of our deferred tax asset valuation allowance after November 30 2012 and

50% of the cumulative net proceeds received from our issuance of capital stock after November 30 2012 As of November

30 2013 our applicable minimum consolidated tangible net worth requirement was $365.1 million

Leverage Ratio We must also maintain Leverage Ratio of .850 or less which adjusts to .825 or less for the first and second

quarters of 2015 and to .800 or less for the third quarter of 2015 and each quarter thereafter during the term of the Credit

Facility As defined under the Credit Facility the Leverage Ratio is calculated as the ratio of our consolidated total indebtedness

to the sum of consolidated total indebtedness and consolidated tangible net worth As of November 30 2013 our Leverage

Ratio was .800
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Interest Coverage Ratio or Liquidity We are also required to maintain either minimum consolidated interest coverage

ratio Coverage Ratio of 1.10 which adjusts to 1.20 for the second quarter of 2014 to 1.40 for the third quarter of 2014 to

1.60 for the fourth quarter of 2014 to 1.75 for the first and second quarter of 2015 and to 2.00 for the third quarter of 2015

and each quarter thereafter during the term of the Credit Facility or minimum level of liquidity but not both As defined

under the Credit Facility the Coverage Ratio is the ratio of our consolidated adjusted EBITDA to consolidated interest incurred

in each case for the previous 12 months Our minimum liquidity is required to be the greater of $50.0 million or the

sum of consolidated interest incurred for the four most recently ended quarters and ii the aggregate principal amount of

indebtedness coming due in the next 12 months provided that the highest minimum liquidity applicable under is $200.0

million As of November 30 2013 our minimum liquidity requirement was $143.0 million

In addition under the Credit Facility our investments in joint ventures and non-guarantor subsidiaries which are shown

respectively in Note Investments in Unconsolidated Joint Ventures and in Note 22 Supplemental Guarantor Information in the

Notes to Consolidated Financial Statements in this report cannot exceed the sum ofa $135.1 million and 20% of consolidated

tangible net worth and our borrowing base indebtedness which is the aggregate principal amount of our outstanding indebtedness

and non-collateralized financial letters of credit cannot be greater than our borrowing base measure of our inventory and

unrestricted cash assets

The financial covenants under our Credit Facility represent the most restrictive covenants that we are subject to with respect

to our mortgages and notes payable The following table summarizes the above-described financial covenants and other requirements

under the Credit Facility and our actual levels or ratios as applicable with respect to those covenants and other requirements
in

each case as of November 30 2013

Financial Covenants and Other Requirements Covenant Requirement Actual

Consolidated tangible net worth 365.1 million 536.1 million

Leverage Ratio .850 .800

Coverage Ratio 1.10 1.43

Minimum Liquidity
143.0 million 530.1 million

Investments in joint ventures and non-guarantor
subsidiaries 242.3 million 170.1 million

Borrowing base in excess of borrowing base indebtedness as defined n/a 235.6 million

Under the terms of the Credit Facility we are required to meet either the Coverage Ratio or the liquidity thresholds but not

both As of November 30 2013 we met both the Coverage Ratio and the minimum liquidity requirements

The Credit Facility also prohibits us from repurchasing and exchanging equity securities from or with employees in excess of

$10.0 million in cash consideration in any fiscal year

The indenture governing the senior notes and the 1.375% Convertible Senior Notes due 2019 does not contain any financial

covenants Subject to specified exceptions the indenture contains certain restrictive covenants that among other things limit our

ability to incur secured indebtedness or engage in sale-leaseback transactions involving property or assets above certain specified

value In addition the 1.375% Convertible Senior Notes due 2019 and all of the senior notes with the exception of the 1/4%

Senior Notes due 2015 and the 1/4% Senior Notes due 2018 contain certain limitations related to mergers consolidations and

sales of assets

Our obligations to pay principal premium if any and interest under our senior notes and the 1.375% Convertible Senior Notes

due 2019 and borrowings if any under the Credit Facility are guaranteed on ajoint and several basis by certain of our subsidiaries

the Guarantor Subsidiaries that meet the definition of significant subsidiary as defined by Rule 1-02 of Regulation S-X

using 5% rather than 10% threshold provided that the assets of our non-guarantor
subsidiaries do not in the aggregate exceed

10% ofan adjusted measure of our consolidated total assets The guarantees are full and unconditional and the Guarantor Subsidiaries

are 100% owned by us We may also cause other subsidiaries of ours to become Guarantor Subsidiaries if we believe it to be in

our or the relevant subsidiarys best interests Condensed consolidating financial information for our subsidiaries considered to be

Guarantor Subsidiaries is provided in Note 22 Supplemental Guarantor Information in the Notes to Consolidated Financial

Statements in this report

As of November 30 2013 we were in compliance with the applicable terms of all our covenants under the Credit Facility the

senior notes the 1.375% Convertible Senior Notes due 2019 the indenture and the mortgages and land contracts due to land sellers

and other loans Our ability to access the Credit Facility for cash borrowings and letters of credit and our ability to secure future

debt financing depend in part on our ability to remain in such compliance There are no agreements that restrict our payment of

dividends other than to maintain compliance with the financial covenant requirements under the Credit Facility which would restrict

50



our payment of dividends if there is default under the Credit Facility existing at the time of any such payment or if any such

payment would result in such default

Depending on available terms we finance certain land acquisitions with purchase-money financing from land sellers or with

other forms of financing from third parties At November 30 2013 we had outstanding mortgages and land contracts due to land

sellers and other loans payable in connection with such financing of $13.6 million secured primarily by the underlying property

which had carrying value of $37.9 million

Consolidated Cash Flows The following table presents summary of net cash provided by used in our operating investing

and financing activities in thousands

Years Ended November 30

2013 2012 2011

Net cash provided by used in

Operating activities 443486 34617 347545

Investing activities 16750 760 13098

Financing activities 467071 73757 155909

Net increase decrease in cash and cash equivalents 6835 107614 490356

Operating Activities Operating activities used net cash of $443.5 million in 2013 and provided net cash of $34.6 million in

2012 In 2011 operating activities used net cash of $347.5 million The change in net operating cash flows in 2013 from the prior

year was largely due to the increase in cash used for investments in land and land development during 2013 in support of our

strategic growth initiatives In 2012 the year-over-year change in net operating cash flows was primarily due to the lower net loss

incurred in 2012 and the substantial payments we made in 2011 in connection with the consummation of the consensual plan of

reorganization for South Edge and in resolving other matters surrounding the underlying joint venture

Our uses ofoperating cash in 2013 included net increase in inventories of$563.2 million excluding $27.6 million ofinventories

acquired through seller financing an increase of $4.8 million in consolidated inventories not owned and inventory impairment
land option contract abandonment charges of $3.6 million in conjunction with our investments in land and land development and

net increase in receivables of $11.2 million Partially offsetting the cash used was net increase in accounts payable accrued

expenses
and other liabilities of$59.8 million excluding $8.3 million related to the issuance ofstockunder stock-based compensation

plans net income of $40.0 million and other operating sources of $1.3 million

In 2012 cash was provided by net decrease in inventories of $30.3 million excluding $53.6 million of inventories acquired

through seller financing inventory impairment and land option contract abandonment charges of $28.5 million and decrease of

$19.8 million in consolidated inventories not owned and decrease in receivables of $25.0 million Partially offsetting the cash

provided was net loss of $59.0 million net decrease in accounts payable accrued expenses and other liabilities of $2.1 million

and other operating uses of $12.5 million

Our uses of operating cash in 2011 included net loss of$ 178.8 million net decrease in accounts payable accrued expenses

and other liabilities of $253.5 million net increase in inventories of $12.3 million excluding the real estate collateral in our

Southwest homebuilding reporting segment that we took back on $40.0 million note receivable inventory impairment and land

option contract abandonment charges of $25.8 million and an increase of $8.4 million in consolidated inventories not owned
net increase in receivables of $2.2 million and other operating uses of $2.3 million The net decrease in accounts payable accrued

expenses and other liabilities was largely due to payments we made in connection with the consensual plan of reorganization for

South Edge and in resolving other matters surrounding the underlying joint venture

Investing Activities Investing activities used net cash of $16.8 million in 2013 and $.8 million in 2012 and provided net cash

of $13.1 million in 2011 The change in net investing cash flows in 2013 compared to 2012 primarily reflected our contributions

to unconsolidated joint ventures in 2013 compared to return of investment in unconsolidated joint ventures in 2012 The year

over-year change in net investing cash flows in 2012 was mainly due to proceeds of $80.6 million we received in 2011 from the

sale of multi-level residential building we had operated as rental property in our West Coast homebuilding reporting segment

partly offset by investments in unconsolidated joint ventures that year

In 2013 cash of $14.4 million was mainly used for contributions to Home Community Mortgage and two unconsolidated joint

ventures within our homebuilding reporting segment and $2.4 million was used for net purchases of property and equipment In

2012 $1.7 million was used for net purchases of property and equipment The cash used was largely offset by $1.0 million of cash

provided by return of investment in unconsolidated joint ventures In 2011 the $80.6 million we received from the sale of the
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multi-level residential building was partly offset by $67.2 million used for investments in unconsolidated joint ventures and

$.3 million used for net purchases of property and equipment

FinancingActivities Financing activities provided net cash of $467.1 million in 2013 and $73.8 million in 2012 and used net

cash of $155.9 million in 2011 The increase in cash provided by financing activities in 2013 primarily reflected the concurrent

underwritten public issuances of the 1.375% Convertible Senior Notes due 2019 and the Common Stock Offering which together

generated total net proceeds of $332.2 million and the underwritten public issuance of the 7.00% Senior Notes due 2021 partly

offset by the retirement of certain of our senior notes due in 2014 and 2015 through combination of purchases made pursuant to

the applicable October 2013 Tender Offers and redemptions and payments onmortgages and land contracts due to land sellers and

other loans In 2012 we generated cash from financing activities mainly as result of the issuances of the 8.00% senior notes due

2020 the 8.00% Senior Notes due 2020 and the 7.50% senior notes due 2022 the 7.50% Senior Notes due 2022 partly offset

by the purchase of certain of our senior notes due in 2014 and 2015 pursuant to the applicable January 2012 Tender Offers and July

2012 Tender Offers

In 2013 sources of financing cash included total net proceeds of $680.0 million from the issuances of the 1.375% Convertible

Senior Notes due 2019 and the 7.00% Senior Notes due 2021 net proceeds of $109.5 million from the issuance of common stock

in the Common Stock Offering $2.2 million of cash provided
from the issuance of common stock under employee stock plans and

decrease of $.5 million in our restricted cash balance The cash provided was partially offset by $225.4 million used for the

retirement of $215.1 million in aggregate principal amount of certain of our senior notes due 2014 and 2015 through combination

of purchases made pursuant to the applicable
October 2013 Tender Offers and redemptions payments on mortgages and land

contracts due to land sellers and other loans of $66.3 million the payment of debt issuance costs of $16.5 million associated with

our issuances of the 1.375% Convertible Senior Notes due 2019 and the 7.00% Senior Notes due 2021 and costs associated with

our entry into the Credit Facility repurchases of our common stock of $8.5 million as discussed in Note 17 Stockholders Equity

in the Notes to Consolidated Financial Statements in this report and dividend payments on our common stock of $8.4 million

In 2012 cash was provided by net proceeds of $694.8 million from the issuances of the 8.00% Senior Notes due 2020 and the

7.50/o Senior Notes due 2022 decrease of $22.1 million in our restricted cash balance and $.6 million of cash provided from the

issuance of common stock under employee stock plans The cash provided was partially offset by $592.6 million used to purchase

$340.0 million in aggregate principal amount of certain of our senior notes due 2014 and 2015 pursuant to the applicable January

2012 Tender Offers and $244.9 million in aggregate principal amount of certain of our senior notes due 2014 and 2015 pursuant

to the applicable July 2012 Tender Offers including expenses associated with the applicable tender offers and with the issuances

of the 8.00% Senior Notes due 2020 and the 7.50% Senior Notes due 2022 Uses of cash in 2012 also included payments on

mortgages and land contracts due to land sellers and other loans of $26.3 million the payment of senior note issuance costs of$ 12.4

million dividend payments on our common stock of $10.6 million and stock repurchases of $1.8 million in connection with the

satisfaction of employee withholding taxes on vested restricted stock

in 2011 cash was used for the repayment of the remaining $100.0 million in aggregate principal amount of our 3/8% senior

notes due 2011 the 3/8% Senior Notes due 2011 at their August 15 2011 maturity and for net payments on mortgages and

land contracts due to land sellers and other loans of $89.5 million primarily related to the repayment of debt secured by the multi

level residential building we sold during the year Uses of cash in 2011 also included dividend payments on our common stock of

$19.2 million The cash used was partially offset by $51.0 million decrease in our restricted cash balance of which $26.8 million

related to cash collateral no longer required on surety bond and $1.8 million of cash provided from the issuance of common stock

under employee stock plans

Our board of directors declared four quarterly
cash dividends of $0250 per share of common stock in 2013 During 2012 our

board of directors declared cash dividend of $.0625 per
share of common stock in the first quarter and quarterly dividends of

$0250 per share of common stock in each of the second third and fourth quarters In the second quarter of 2012 our board of

directors decided to reduce the quarterly cash dividend from $0625 per
share to enable the redeployment of our unrestricted cash

in support of our strategic growth initiatives Our board of directors declared four quarterly cash dividends of $.0625 per
share of

common stock during 2011 The declaration and payment of future cash dividends on our common stock are at the discretion of

our board of directors and depend upon among other things our expected future earnings cash flows capital requirements debt

structure and any adjustments theretQ operational and financial investment strategy
and general financial condition as well as

general business conditions

Shelf Registration Statement We have an automatically effective universal shelf registration statement on file with the SEC

which was filed on September 20 2011 the 2011 Shelf Registration The 2011 Shelf Registration registers the offering of debt

and equity securities that we may issue from time to time in amounts to be determined In 2013 we conducted the concurrent

underwritten public issuances of the 1.375% Convertible Senior Notes due 2019 and the Common Stock Offering and the

underwritten public issuance of the 7.00% Senior Notes due 2021 under the 2011 Shelf Registration In 2012 we issued both the

8.00% Senior Notes due 2020 and the 7.50% Senior Notes due 2022 under the 2011 Shelf Registration

52



Share Repurchase Program As of November 30 2013 we were authorized to repurchase 4000000 shares of our common

stock under board-approved share repurchase program We did not repurchase any of our common stock under this program in

2013 2012 or 2011 Any resumption of such stock repurchases under this program or any other program will be at the discretion

of our board of directors Unrelated to the common stock repurchase plan in connection with an amendment of the Amended and

Restated KB Home Non-Employee Directors Compensation Plan the Director Plan as discussed in Note 17 Stockholders

Equity in the Notes to Consolidated Financial Statements in this report our board of directors authorized the repurchase of no more

than 482000 shares of our common stock solely as necessary
for director elections in respect of outstanding stock units under the

Director Plan During the third quarter of 2013 we repurchased through open market transactions 478294 shares of our common
stock pursuant to this board of directors authorization at an aggregate price of $7.9 million We do not anticipate any additional

repurchases of our common stock pursuant to this board of directors authorization

In the present environment we are managing our use of cash for investments to maintain and grow our business Based on

our current capital position we believe that we will have adequate resources and sufficient access to the capital markets and external

financing sources to satisfy our current and reasonably anticipated long-term requirements for funds to acquire capital and land to

develop acquired land to construct homes to finance our financial services operations and to meet other needs in the ordinary

course of our business Although our land and land development activities for 2014 will be subject to market conditions and

available opportunities we will likely use portion of our unrestricted cash resources to acquire and/or develop land that meets

our investment return and marketing standards In 2014 we may also use or redeploy our unrestricted cash resources to support

other business purposes that are aligned with our primary strategic goals including our growth initiatives In addition we may
also arrange or engage in capital markets bank loan project debt or other financial transactions and/or expand the capacity of the

Credit Facility or the LOC Facilities or enter into additional such facilities These transactions may include repurchases from time

to time of our outstanding senior notes or other debt through redemptions tender offers exchange offers private exchanges open

market purchases or other means and may include potential new issuances of equity or senior or convertible senior notes or other

debt through public offerings private placements or other arrangements to raise new capital to support our current land and land

development investment targets and for other business purposes and/or to effect repurchases or redemptions of our outstanding

senior notes or other debt Our ability to engage in such financial transactions however may be constrained by economic capital

credit and/or financial market conditions investor interest and/or our current leverage ratios and we can provide no assurance of

the success or costs of any such transactions

OFF-BALANCE SHEET ARRANGEMENTS

As discussed in Note Investments in Unconsolidated Joint Ventures in the Notes to Consolidated Financial Statements in

this report we have investments in unconsolidated joint ventures that conduct land acquisition land development and/or other

homebuilding activities in various markets where our homebuilding operations are located

We and our unconsolidated joint venture partners make initial and/or ongoing capital contributions to these unconsolidated

joint ventures typically on pro rata basis equal to our respective equity interests The obligations to make capital contributions

are governed by each unconsolidated joint ventures respective operating agreement and related governing documents We also

share in the profits and losses of these unconsolidated joint ventures generally in accordance with our respective equity interests

Our unconsolidated joint ventures had total assets of $406.0 million at November 30 2013 and $389.8 million at November 30
2012 Our investments in unconsolidated joint ventures totaled $130.2 million at November 30 2013 and $123.7 million at

November 30 2012

Our unconsolidated joint ventures finance land and inventory investments for project through variety of arrangements

and certain of our unconsolidated joint ventures have obtained loans from third-party lenders that are secured by the underlying

property and related project assets However none of our unconsolidated joint ventures had outstanding debt at November 30
2013 or 2012

As further discussed in Note Investments in Unconsolidated Joint Ventures in the Notes to Consolidated Financial Statements

in this report our investments in unconsolidated joint ventures as of November 30 2013 and 2012 included our investment of

$75.9 million and $71.0 million respectively in Inspirada Builders LLC an unconsolidated joint venture that was formed in 2011

in connection with the consensual plan of reorganization for the South Edge joint venture and in which subsidiary that is 100%
owned by us is member As part of the terms of the reorganization plan for South Edge land previously owned by the joint

venture including our share that consists of approximately 600 developable acres was acquired by Inspirada Builders LLC in

November2011 We anticipate that we will acquire our share ofthe land from Inspirada Builders LLC through future distribution

Our investments in joint ventures may create variable interest in variable interest entity VIE depending on the contractual

terms of the arrangement We analyze our joint ventures in accordance with Accounting Standards Codification Topic No 810
Consolidation ASC 810 to deterniine whether they are VIEs and if so whether we are the primary beneficiary None of
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our joint ventures at November 30 2013 and 2012 were determined under the provisions of ASC 810 to be VIEs All of our joint

ventures were unconsolidated and accounted for under the equity method because we did not have controlling financial interest

As discussed in Note Variable Interest Entities in the Notes to Consolidated Financial Statements in this report in the

ordinary course of our business we enter into land option contracts and other similarcontracts to acquire rights to land for the

construction of homes We analyze each of our land option contracts and other similarcontracts under the provisions of ASC 810

to determine whether the land seller is VIE and if so whether we are the primary beneficiary Although we do not have legal

title to the underlying land ASC 810 requires us to consolidate VIE if we are determined to be the primary beneficiary In

determining whether we are the primary beneficiary we consider among other things whether we have the power to direct the

activities of the VIE that most significantly impact the VIEs economic performance Such activities would include among other

things determining or limiting the scope or purpose
of the VIE selling or transferring property

owned or controlled by the VIE

or arranging financing for the VIE As result of our analyses we determined that as of November 30 2013 and 2012 we were

not the primary beneficiary of any VIEs from which we have acquired rights to land under land option contracts and other similar

contracts

The following table presents summary of our interests in land option contracts and other similarcontracts in thousands

November 30 2013 November 30 2012

Cash Aggregate Cash Aggregate

Deposits Purchase Price Deposits Purchase Price

Unconsolidated VIEs 11063 616000 8463 327196

Other land option contracts and other similarcontracts 30502 535496 17219 298139

41565 1151496 25682 625335

In addition to the cash deposits presented in the table above our exposure to loss related to our land option contracts and other

similar contracts with third parties and unconsolidated entities consisted of pre-acquisition costs of $31.0 million at November

30 2013 and $25.4 million at November 30 2012 These pre-acquisition costs and cash deposits were included in inventories on

our consolidated balance sheets We also had outstanding letters of credit of $.1 million at November 30 2013 and $.5 million at

November 30 2012 in lieu of cash deposits under certain land option contracts and other similarcontracts

We also evaluate our land option contracts and other similar contracts for financing arrangements in accordance with

Accounting Standards Codification Topic No 470 Debt ASC 470 and as result of our evaluations increased inventories

with corresponding increase to accrued expenses
and other liabilities in our consolidated balance sheets by $8.9 million at

November 30 2013 and $4.1 million at November 30 2012

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

The following table presents our future cash requirements under contractual obligations as ofNovember 302013 in millions

Payments due by Period

Total 2014 2015-2016 2017-2018 Thereafter

Contractual obligations

Long-term debt 2150.5 8.8 204.7 561.3 1375.7

Interest 885.9 147.3 276.3 230.4 231.9

Inventory-related obligations
29.6 9.5 3.6 3.2 13.3

Operating lease obligations
18.8 7.2 8.5 2.7 .4

Total 3084.8 172.8 493.1 797.6 1621.3

Represents liabilities for fixed or determinable amounts associated with tax increment financing entities TIFE and liabilities

related to inventory not owned As homes are delivered the obligation to pay the remaining TIFE assessments associated

with each lot is transferred to the homebuyer As such these obligations will be paid by us only to the extent we do not deliver

the applicable
homes before the debt matures

Total contractual obligations exclude our accrual for uncertain tax positions recorded for financial reporting purposes as of

November 30 2013 because we are unable to make reasonable estimate of cash settlements with the respective taxing

authorities for all periods presented We anticipate these potential cash settlement requirements for 2014 to range
from

$.l million to $.3 million
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We are often required to provide to various municipalities and other government agencies performance bonds and/or letters

of credit to secure the completion of our projects and/or in support of obligations to build community improvements such as roads

sewers water systems and other utilities and to support similar development activities by certain of our unconsolidated joint

ventures At November 30 2013 we had $410.8 million of performance bonds and $41.5 million of letters of credit outstanding

At November 30 2012 we had $286.1 million of performance bonds and $41.9 million of letters of credit outstanding If any

such performance bonds or letters of credit are called we would be obligated to reimburse the issuer of the performance bond or

letter of credit We do not believe that material amount of any currently outstanding performance bonds or letters of credit will

be called Performance bonds do not have stated expiration dates Rather we are released from the performance bonds as the

underlying performance is completed The expiration dates of some letters of credit issued in connection with community

improvements coincide with the expected completion dates of the related projects or obligations Most letters of credit however

are issued with an initial term ofone year and are typically extended on year-to-year basis until the related performance obligations

are completed

CRITICAL ACCOUNTING POLICIES

Discussed below areaccounting policies that we believe are critical because of the significance of the activity to which they

relate or because they require the use of significant judgment in their application

Homebuilding Revenue Recognition As discussed in Note Summary of Significant Accounting Policies in the Notes to

Consolidated Financial Statements in this report revenues from housing and other real estate sales are recognized in accordance

with Accounting Standards Codification Topic No 360 Property Plant and Equipment ASC 360 when sales are closed and

title passes to the buyer Sales are closed when all of the following conditions are met sale is consummated sufficient down

payment is received the earnings process is complete and the collection of any remaining receivables is reasonably assured

Concurrent with the recognition of revenues in our consolidated statements of operations sales incentives in the form of price

concessions on the selling price of home are recorded as reduction of revenues while the cost of incentives in the form of

free product or service to homebuyers including option upgrades and closing cost allowances used to cover portion of the fees

and costs charged to homebuyer are reflected as construction and land costs

Inventories andCostofSales As discussed in Note Summary ofSignificant Accounting Policies in the Notes to Consolidated

Financial Statements in this report housing and land inventories are stated at cost unless the carrying value is determined not to

be recoverable in which case the affected inventories are written down to fair value in accordance with ASC 360 Fair value is

determined based on estimated future net cash flows discounted for inherent risks associated with the real estate assets or other

valuation techniques Due to uncertainties in the estimation process and other factors beyond our control it is possible that actual

results could differ from those estimated Our inventories typically do not consist of completed unsold homes However
cancellations or strategic considerations may result in our having some inventory of unsold completed or partially completed

homes

Our inventories include land we are holding for future development which is comprised of land where development activity

has been suspended or has not yet begun but is expected to occur in the future These assets held for future development are

located in various submarkets where conditions do not presently support further investment or development or are subject to

building permit moratorium or regulatory restrictions or are portions of larger land parcels that we plan to build out over several

yeaEs and/or that have not yet been entitled We may also suspend development activity if we believe it will result in greater

returns and/or maximize the economic performance of community by delaying improvements for period of time to allow earlier

phases of long-term multi-phase community or neighboring community to generate sales momentum or for market conditions

to improve We resume development activity when we believe our investment in this inventory will be optimized or in some

instances to accelerate sales pace and/or our return on investment and we have activated assets previously held for future

development in certain markets as part of our strategic growth initiatives Interest and real estate taxes are not capitalized on land

held for future development As discussed in Note Inventories in the Notes to Consolidated Financial Statements in this report

for those communities for which development activity has been suspended applicable interest and real estate taxes are expensed

as incurred

We rely on certain estimates to determine our construction and land costs and resulting housing gross profit margins associated

with revenues recognized Construction and land costs are comprised of direct and allocated costs including estimated future

costs for warranties and amenities Land acquisition land development and other common costs are generally allocated on

relative fair value basis to homes within community or land parcel Land acquisition and land development costs include related

interest and real estate taxes

In determining portion of the construction and land costs recognized for each period we rely on project budgets that are

based on variety of assumptions including future vonstruction schedules and costs to be incurred It is possible that actual results

could differ from budgeted amounts for various reasons including construction delays labor or materials shortages increases in
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costs that have not yet been committed changes in governmental requirements unforeseen environmental hazard discoveries or

other unanticipated issues encountered during construction and other factors beyond our control While the actual results for

particular construction project are accurately reported over time variances between the budgeted and actual costs of project

could result in the understatement or overstatement of construction and land costs and homebuilding gross profits in particular

reporting period To reduce the potential for such distortion we have set forth procedures that collectively comprise critical

accounting policy These procedures which we have applied on consistent basis include assessing updating
and revising

project budgets on monthly basis obtaining commitments from subcontractors and vendors for future costs to be incurred

reviewing the adequacy of warranty accruals and historical warranty claims experience and utilizing the most current information

available to estimate construction and land costs to be charged to expense Variances to the budgeted costs after an estimate has

been charged to expense
that are related to project costs are generally allocated on relative fair value basis to the remaining

homes to be delivered within the community or land parcel while such variances related to direct construction costs are generally

expensed as incurred The variances between budgeted and actual costs have historically not been material to our consolidated

financial statements We believe that our policies provide for reasonably dependable estimates to be used in the calculation and

reporting of construction and land costs

Inventory Impairments andLand Option Contract Abandonments As discussed in Note Inventory Impairments
and Land

Option Contract Abandonments in the Notes to Consolidated Financial Statements in this report each community or land parcel

in our owned inventory is assessed to determine if indicators of potential impairment exist Impairment indicators are assessed

separately for each community or land parcel on quarterly basis and include but are not limited to the following significant

decreases in net orders average selling prices volume of homes delivered gross profit margins on homes delivered or projected

gross profit margins on homes in backlog or future deliveries significant increases in budgeted land development and home

construction costs or cancellation rates or projected losses on expected future land sales If indicators of potential impairment

exist for community or land parcel the identified asset is evaluated for recoverability in accordance with ASC 360

The following table presents
information regarding inventory impairment and land option contract abandonment charges

included in construction and land costs in our consolidated statements of operations dollars in thousands

Years Ended November 30

2013 2012 2011

Inventory impairments

Number of communities or land parcels evaluated for recoverability 67 135 138

Number of communities or land parcels impaired
14 12

Pre-impairment carrying value of communities or land parcels impaired 1534 67958 56752

inventory impairment charges 391 28107 22730

Post-impairment fair value 1143 39851 34022

Land option contract abandonment charges

Number of lots abandoned 295 446 830

Land option contract abandonment charges
3190 426 3061

As impairment indicators are assessed on quarterly basis some of the communities or land parcels evaluated during the

years ended November 30 2013 2012 and 2011 were evaluated in more than one quarterly period

The higher level of inventory impairment charges we recorded during 2012 and 2011 as compared to 2013 reflected

challenging economic and housing market conditions in certain of our served markets in those years In addition the inventory

impairment charges in 2012 were partly due to changes to our operational or selling strategy for certain communities in an

effort to accelerate sales pace
and/or our return on investment The inventory impairment charges in 2011 also included an

$18.1 million adjustment to the fair value of real estate collateral in our Southwest homebuilding reporting segment that we

took back on note receivable In some cases we have recognized impairment charges for particular communities or land

parcels in multiple years

When an indicator of potential impairment is identified for community or land parcel we test the asset for recoverability

by comparing the carrying value of the asset to the undiscounted future net cash flows expected to be generated by the asset The

undiscounted future net cash flows are impacted by then-current conditions and trends in the market in which the asset is located

as well as factors known to us at the time the cash flows are calculated With the undiscounted future net cash flows we also

consider recent trends in our orders backlog cancellation rates and volume of homes delivered as well as our expectations related
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to the following product offerings market supply and demand including estimated average selling prices and related price

appreciation and land development home construction and overhead costs to be incurred and related cost inflation With respect

to the year ended November 302013 these expectations reflected our experience that notwithstanding fluctuations in our company-

wide net orders backlog levels homes delivered and housing gross profit margin on year-over-year basis market conditions

for each of our assets in inventory where impairment indicators were identified have been generally stable or improved with no

significant deterioration identified as to revenue and cost drivers that would prevent or otherwise impact recoverability Based

on this experience
and taking into account the signs of stability and improvement in many markets for new home sales our

inventory assessments as of November 30 2013 considered an expected steady overall sales pace and average selling price

performance for 2014 relative to the pace and performance in recent quarters While in the fourth quarter of 2013 our West Coast

homebuilding reporting segment reported year-over-year decreases in homes delivered net orders and ending backlog these

decreases were largely due to our selling through oIdei communities and shifting ourinvestment strategy to favor coastal California

submarkets and delays in opening new communities and were not reflective of decline in market conditions particularly as the

average selling price of homes delivered in the segment increased by 29% in the 2013 fourth quarter and the housing gross profit

margin improved to 22.2% from 14.3%

Given the inherent challenges and uncertainties in forecasting future results our inventory assessments at the time they are

made take into consideration whether community or land parcel is active meaning whether it is open for sales and/or undergoing

development or whether it is being held for future development Due to the short-term nature of active communities and land

parcels as compared to land held for future development our inventory assessments generally assume the continuation of then-

current market conditions subject to identifying information suggesting significant sustained changes in such conditions These

assessments at the time made generally anticipate net orders average selling prices volume of homes delivered and costs for

land development and home construction to continue at or near then-current levels through the particular assets estimated remaining

life Inventory assessments for our land held for future development consider then-current market conditions as well as subjective

forecasts regarding the timing and costs of land development and home construction and related cost inflation the products to

be offered and the net orders volume of homes delivered and selling prices and related price appreciation of the offered

products when an associated community is anticipated to open for sales We evaluate various factors to develop these forecasts

including the availability of and demand for homes and finished lots within the relevant marketplace historical current and

expected future sales trends for the marketplace and third-party data if available These various estimates trends expectations

and assumptions used in each of our inventory assessments are specific to each community or land parcel based on what we believe

are reasonable forecasts for performance and may vary among communities or land parcels and may vary over time

We record an inventory impairment charge when the carrying value of real estate asset is greater than the undiscounted

future net cash flows the asset is expected to generate These real estate assets are written down to fair value which is primarily

based on the estimated future net cash flows discounted for inherent risk associated with each such asset Inputs used in our

calculation of estimated discounted future net cash flows are specific to each affected community or land parcel and are based on

our expectations for each such asset as ofthe applicable measurement date including among others expectations related to average

selling prices and volume of homes delivered The discount rates used in our estimated discounted cash flows ranged from 17%

to 20% during 2013 2012 and 2011 The discount rates we used were impacted by the following at the time the calculation was

made the risk-free rate of return expected risk premium based on estimated land development home construction and delivery

timelines market risk from potential future price erosion cost uncertainty due to land development or home construction cost

increases and other risks specific to the asset or conditions in the market in which the asset is located

As of November 30 2013 the aggregate carrying value of our inventory that had been impacted by inventory impairment

charges was $293.1 million representing 42 communities and various other land parcels As of November 30 2012 the aggregate

carrying value of our inventory that had been impacted by inventory impairment charges was $307.2 million representing 46

communities and various other land parcels

Our inventory controlled under land option contracts and other similarcontracts is assessed to determine whether it continues

to meet our internal investment and marketing standards Assessments are made separately for each optioned land parcel on

quarterly basis and are affected by the following factors relative to the market in which the asset is located among others current

and/or anticipated net orders average selling prices and volume of homes delivered estimated land development and home

construction costs and projected profitability on expected future housing or land sales When decision is made not to exercise

certain land option contracts and other similar contracts due to market conditions and/or changes in our marketing strategy we

write off the related inventory costs including non-refundable deposits and unrecoverable pre-acquisition costs

The estimated remaining life of each community or land parcel in our inventory depends on various factors such as the total

number of lots remaining the expected timeline to acquire and entitle land and develop lots to build homes the anticipated future

net order and cancellation rates and the expected timeline to build and deliver homes sold While it is difficult to determine

precise timeframe for any particular inventory asset we estimate our inventory assets remaining operating lives under current

and expected future market conditions to range generally from one year to in excess of 10 years Based on current market conditions
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and expected delivery timelines we expect to realize on an overall basis the majority of our current inventory balance within

five years The following table presents our inventory balance as ofNovember 302013 based on our current estimated timeframe

of delivery for the last home within an applicable community or land parcel in millions

Greater than

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

Inventories as of November 30 2013 1109.4 621.1 409.7 158.4 2298.6

The inventory balance in the to 10 years category as of November 302013 was located throughout all of our homebuilding

reporting segments though mostly in our West Coast and Southeast homebuilding reporting segments The inventory balance in

the greater than 10 years category as ofNovember 302013 was located in our West Coast Southwest and Southeast homebuilding

reporting segments The inventory balances in the to 10 years and greater than 10 years categories which collectively represented

25% of our total inventory at November 30 2013 were primarily comprised of land held for future development

Due to the judgment and assumptions applied in the estimation process with respect to inventory impairments land option

contract abandonments the remaining operating lives of our inventory assets and the realization of our inventory balances

particularly as to inventory held for future development it is possible that actual results could differ substantially from those

estimated

We believe that the carrying value of our inventory balance as of November 30 2013 is recoverable Our considerations in

making this determination include the factors and trends incorporated into our impairment analyses and as applicable the prevailing

regulatory environment competition from other homebuilders inventory levels and sales activity of resale homes and the local

economic conditions where an asset is located In addition we consider the financial and operational status and expectations of

our inventories as well as unique attributes of each community or land parcel that could be viewed as indicators for potential future

impairments However if conditions in the overall housing market or in specific markets worsen in the future beyond our current

expectations if future changes in our marketing strategy significantly affect any key assumptions used in our projections of future

cash flows or if there are material changes in any of the other items we consider in assessing recoverability we may recognize

charges in future periods for inventory impairments or land option contract abandonments or both related to our current inventory

assets Any such charges could be material to our consolidated financial statements

Fair Value Measurements As discussed in Note 14 Fair Value Disclosures in the Notes to Consolidated Financial Statements

in this report Accounting Standards Codification Topic No 820 Fair Value Measurements and Disclosures ASC 820

provides framework for measuring the fair value of assets and liabilities under GAAP and establishes fair value hierarchy that

requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair

value The fair value hierarchy can be summarized as follows

Level Fair value determined based on quoted prices in active markets for identical assets or liabilities

Level Fair value determined using significant observable inputs such as quoted prices for similar assets or liabilities

or quoted prices for identical or similarassets or liabilities in markets that are not active inputs other than quoted

prices that are observable for the asset or liability or inputs that are derived principally from or corroborated by

observable market data by correlation or other means

Level Fair value determined using significant unobservable inputs such as pricing models discounted cash flows or

similar techniques

Fair value measurements are used for inventories on nonrecurring basis when events and circumstances indicate the carrying

value is not recoverable The fair values for long-lived assets held and used that were determined using Level inputs were

primarily based on the estimated future net cash flows discounted for inherent risk associated with each asset as described in Note

Inventory Impairments and Land Option Contract Abandonments in the Notes to Consolidated Financial Statements in this

report The discount rates we used were impacted by the following at the time the calculation was made the risk-free rate of

return expected risk premium based on estimated land development home construction and delivery timelines market risk from

potential future price erosion cost uncertainty due to land development or home construction cost increases and other risks specific

to the asset or conditions in the market in which the asset is located These factors were specific to each affected community or

land parcel and may have varied among communities or land parcels Due to uncertainties in the estimation process it is possible

that actual results could differ from those estimated

Our financial instruments consist of cash and cash equivalents restricted cash senior notes the 1.375% Convertible Senior

Notes due 2019 and mortgages and land contracts due to land sellers and other loans Fair value measurements of financial

instruments are determined by various market data and other valuation techniques as appropriate
When available we use quoted

market prices in active markets to determine fair value
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Warranty Costs As discussed in Note 15 Commitments and Contingencies in the Notes to Consolidated Financial Statements

in this report we provide limited warranty on all of our homes The specific terms and conditions of our limited warranty

program vary depending upon the markets in which we do business We estimate the costs that may be incurred under each limited

warranty and record liability in the amount of such costs at the time the revenue associated with the sale of each home is

recognized Our expense
associated with the issuance of these warranties totaled $14.3 million in 2013 $8.4 million in 2012 and

$4.9 million in 2011 The year-over-year increase in the expense associated with warranties issued in 2013 and 2012 reflected

higher housing revenues in each of those years Additionally in 2013 we increased the warranty accrual rate per home based on

historical claims experience

Our primary assumption in estimating the amounts we accrue for warranty costs is that historical claims experience is strong

indicator of future claims experience Factors that affect our warranty liability include the number of homes delivered historical

and anticipated rates of warranty claims and cost per claim We periodically assess the adequacy of our accrued warranty liability

which is included in accrued expenses and other liabilities in our consolidated balance sheets and adjust the amount as necessary

based on our assessment Our assessment includes the review of our actual warranty costs incurred to identify trends and changes

in our warranty claims experience and considers our home construction quality and customer service initiatives and outside events

In assessing our overall warranty liability at reporting date we evaluate the costs for warranty-related items on combined

basis for all of our previously delivered homes that are under our limited warranty program This includes any such homes in

central and southwest Florida that have been identified as having water intrusion-related issues and similarly affected homes in

central and southwest Florida that we believe are likely to be identified in the future as discussed in Note 15 Commitments and

Contingencies in the Notes to Consolidated Financial Statements in this report In 2013 based on our assessment of our overall

warranty liability we recorded adjustments to increase our warranty liability by $32.0 million with corresponding charge to

construction and land costs in our consolidated statements of operations The adjustments reflected the remaining estimated repair

costs associated with homes in central and southwest Florida that have been identified as having water intrusion-related issues

and the estimated repair costs associated with similarly affected homes in central and southwest Florida that we believe are likely

to be identified in the future net of estimated probable recoveries of such repair costs and other adjustments

Depending on the number of additional affected homes in central and southwest Florida that are identified as having water

intrusion-related issues and the actual costs we incur in future periods to repair identified affected homes our estimate of costs

to repair similarly affected homes in central and southwest Florida that we believe are likely be identified in the future andlor

actual or estimated costs to repair homes affected by other issues including costs to provide affected homeowners with temporary

housing we may revise the amount of our estimated liability which could result in an increase or decrease in our overall warranty

liability Based on our investigation of these water intrusion-related issues we believe that our warranty liability is adequate to

cover the estimated probable total repair costs on these affected homes similarly affected homes that we believe are likely to be

identified in the future and on homes affected by other issues although we believe it is reasonably possible that our loss in this

matter could exceed the amount accrued as of November 30 2013 by up to $6 million

In 2012 and 2011 notwithstanding our actual or estimated remaining repair cost related to the allegedly defective drywall

material and water intrusion-related issues as discussed in Note 15 Commitments and Contingencies in the Notes to Consolidated

Financial Statements in this report we had experienced favorable trends in our actual warranty costs incurred for the previous

several years
with respect to claims relating to other warranty-related items reflecting among other things our ongoing focus on

construction quality and customer service Based on our assessments of these and other relevant factors on combined basis we

determined that our overall warranty liability at the end of each year was sufficient to cover our overall warranty obligations on

previously delivered homes that are under our limited warranty program We recorded favorable warranty adjustments of $11.2

million during 2012 and $7.4 million during 2011 as reductions to construction and land costs in our consolidated statements of

operations in those periods Additionally based on our assessment of our overall warranty liability as of November 30 2012 on

combined basis for all of our previously delivered homes that were under our limited warranty including the homes identified

as affected or potentially affected by allegedly defective drywall material and the increased number of homes potentially affected

by water intrusion-related issues we recorded an adjustment to increase our overall warranty liability by $2.6 million in the fourth

quarter of 2012 with corresponding charge to construction and land costs in our consolidated statements of operations

While we believe the warranty liability currently reflected in our consolidated balance sheets to be adequate unanticipated

changes or developments in the legal environment local weather land or environmental conditions quality of materials or methods

used in the construction of homes or customer service practices and the results of our investigation of and the repair efforts related

to homes in central and southwest Florida affected by water intrusion-related issues could have significant impact on our actual

warranty costs in the future and such amounts could differ from our current estimates 10% change in the historical warranty

rates used to estimate our warranty accrual would not result in material change in our accrual

Self-Insurance As discussed in Note 15 Commitments and Contingencies in the Notes to Consolidated Financial Statements

in this report we maintain and require the majority of our subcontractors to maintain general liability insurance including
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construction defect and bodily injury coverage and workers compensation insurance These insurance policies protect us against

portion of our risk of loss from claims related to our homebuilding activities subject to certain self-insured retentions deductibles

and other coverage
limits We self-insure portion of our overall risk through the use of captive insurance subsidiary We also

maintain certain other insurance policies In Arizona California Colorado and Nevada our subcontractors general liability

insurance primarily takes the form of wrap-up policy where eligible subcontractors are enrolled as insureds on each project

Enrolled subcontractors contribute toward the cost of the insurance and agree to pay contractual amount in the future in the event

of claim related to their work

We record expenses
and liabilities based on the estimated costs required to cover our self-insured retention and deductible

amounts under our insurance policies and the estimated costs of potential claims and claim adjustment expenses that are above

our coverage limits or that are not covered by our insurance policies These estimated costs are based on an analysis of our

historical claims and industry data and include an estimate of construction defect claims incurred but not yet reported Our

estimated liabilities for such items were $92.2 million at November 30 2013 and $93.3 million at November 30 2012 These

amounts are included in accrued expenses and other liabilities in our consolidated balance sheets Our expenses associated with

self-insurance totaled $8.2 million in 2013 $8.7 million in 2012 and $7.2 million in 2011 These expenses were largely offset by

contributions from subcontractors participating in the wrap-up policy

We engage third-party actuary that uses our historical claim and expense data as well as industry data to estimate our

liabilities related to unpaid claims claim adjustment expenses third-party recoveries and incurred but not yet reported claims for

the risks that we are assuming under our self-insurance These estimates are subject to uncertainty due to variety of factors the

most significant being the long period of time between the delivery of home to homebuyer and when structural warranty or

construction defect claim is made and the ultimate resolution of the construction defect claim Though state regulations vary

construction defect claims are reported and resolved over prolonged period of time which can extend for 10 years or longer As

result the majority of the estimated liability relates to incurred but not yet reportedclaims Because the majority of our estimated

liabilities relate to incurred but not yet reported claims adjustments related to individual existing claims generally do not

significantly impact the overall estimated liability Adjustments to our liabilities related to homes delivered in prior years are

recorded in the period in which change in our estimate occurs

The projection of losses related to these liabilities requires actuarial assumptions that are subject to variability due to

uncertainties regarding construction defect claims relative to our markets and the types of product we build insurance industry

practices and legal or regulatory interpretations among other factors Key assumptions used in these estimates include claim

frequencies seventies and settlement patterns which can occur over an extended period of time In addition changes in the

frequency and severity of reported claims and the estimates to settle claims can impact the trends and assumptions used in the

actuarial analysis which could be material to our consolidated financial statements Due to the degree ofjudgment required and

the potential for variability in these underlying assumptions our actual future costs could differ from those estimated Based on

the actuarial analysis performed we believe it is reasonably possible that our losses related to construction defect claims as of

November 30 2013 could range from $80 million to $105 million While this range represents our best estimate of our ultimate

liability there can be no assurance that the actual costs will fall within this
range

and they could be higher

Stock-Based Compensation As discussed in Note Summary of Significant Accounting Policies in the Notes to Consolidated

Financial Statements in this report we measure and recognize compensation expense
associated with our grant of equity-based

awards in accordance with Accounting Standards Codification Topic No 718 CompensationStock Compensation ASC
718 which requires that companies measure and recognize compensation expense at an amount equal to the fair value of share-

based payments granted under compensation arrangements over the vesting period As discussed in Note 19 Employee Benefit

and Stock Plans in the Notes to Consolidated Financial Statements in this report we have provided compensation benefits to

certain of our employees in the form of stock options restricted stock performance-based restricted stock units each PSU
phantom shares and stock appreciation rights SARs Determining the fair value of share-based awards requires judgment to

identify the appropriate valuation model and develop the assumptions including the expected term of the stock options or SARs

expected stock-price volatility and dividend yield to be used in the calculation Judgment is also required in estimating the

percentage of share-based awards that are expected to vest We estimate the fair value of stock options and SARs granted using

the Black-Scholes option-pricing model with assumptions based primarily on historical data The expected volatility factor was

based on combination of the historical volatility of our common stock and the implied volatility of publicly traded options on

our common stock If actual results differ significantly
from these estimates stock-based compensation expense could be higher

and have material impact on our consolidated financial statements

Income Taxes As discussed in Note Summary of Significant Accounting Policies in the Notes to Consolidated Financial

Statements in this report we account for income taxes in accordance with ASC 740 The provision for or benefit from income

taxes is calculated using the asset and liability method under which deferred tax assets and liabilities are recorded based on the

difference between the financial statement and tax basis of assets and liabilities using enacted tax rates in effect for the year in

which the differences are expected to reverse Deferred tax assets are evaluated on quarterly basis to determine if adjustments
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to the valuation allowance are required In accordance with ASC 740 we assess whether valuation allowance should be established

based on the consideration of all available evidence using more likely than not standard with respect to whether deferred tax

assets will be realized The ultimate realization of deferred tax assets depends primarily on the generation of future taxable income

The value of our deferred tax assets will depend on applicable income tax rates Judgment is required in determining the future

tax consequences of events that have been recognized in our consolidated financial statements and/or tax returns Differences

between anticipated and actual outcomes of these future tax consequences could have material impact on our consolidated

financial statements

As discussed in Note 12 Income Taxes in the Notes to Consolidated Financial Statements in this report we recognize accrued

interest and penalties related to unrecognized tax benefits in our consolidated financial statements as component of the provision

for income taxes Our liability for unrecognized tax benefits combined with accrued interest and penalties is reflected as

component ofaccrued expenses
and other liabilities in our consolidated balance sheets Judgment is required in evaluating uncertain

tax positions We evaluate our uncertain tax positions quarterly based on various factors including changes in facts or circumstances

tax laws or the status of audits by tax authorities Changes in the recognition or measurement of uncertain tax positions could

have material impact on our consolidated financial statements in the period in which we make the change

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2011 the Financial Accounting Standards Board FASB issued Accounting Standards Update No 2011-05

Presentation of Comprehensive Income ASU 2011-05 The amendments in ASU 2011-05 allow an entity the option to

present the total of comprehensive income the components of net income and the components of other comprehensive income

either in single continuous statement of comprehensive income or in two separate but consecutive statements In both instances

an entity isrequired to present each component of net income along with total net income each component of other comprehensive

income along with total for other comprehensive income and total amount for comprehensive income ASU 2011-05 eliminates

the option to present the components of other comprehensive income as part of the statement of changes in stockholders equity

The amendments in ASU 2011-05 do not change the items that must be reported in other comprehensive income or when an item

of other comprehensive income must be reclassified to net income However in December 2011 the FASB issued Accounting

Standards Update No 2011-12 Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items

Out of Accumulated Other Comprehensive Income in Accounting Standards Update No 2011-05 ASU 2011-12 which

deferred the guidance on whether to require entities to present reclassification adjustments out of accumulated other comprehensive

income by component in both the statement where net income is presented and the statement where other comprehensive income

is presented for both interim and annual financial statements ASU 2011-12 reinstated the requirements for the presentation of

reclassifications that were in place prior to the issuance of ASU 2011-05 and did not change the effective date for ASU 2011-05

For public entities the amendments in ASU 2011-05 and ASU 2011-12 are effective for fiscal years and interim periods within

those years beginning after December 15 2011 and should be applied retrospectively Our adoption of this guidance which is

related to disclosure only as of February 28 2013 did not have material impact on our consolidated financial Statements

In February 2013 the FASB issued Accounting Standards Update No 2013-02 Reporting of Amounts Reclassified Out of

Accumulated Other Comprehensive Income ASU 2013-02 which requires an entity to provide information about the amounts

reclassified out of accumulated other comprehensive income by component In addition ASU 2013-02 requires an entity to

present either on the face of the income statement or in the notes to financial statements significant amounts reclassified out of

accumulated other comprehensive income by the respective line items of net income but only if the amount reclassified is required

under GAAP to be reclassified to net income in its entirety in the same reporting period For other amounts an entity is required

to cross-reference to other disclosures required under GAAP that provide additional detail about those amounts The amendments

in ASU 20 13-02 do not change the current requirements for reporting net income or other comprehensive income in the financial

statements For public entities the amendments in ASU 2013-02 are effective prospectively for reporting periods beginning after

December 15 2012 Our adoption of this guidance which is related to disclosure only as of May 31 2013 did not have material

impact on our consolidated financial statements

In July 2013 the FASB issued Accounting Standards Update No 2013-11 Income Taxes Topic 740 Presentation of an

Unrecognized Tax Benefit When Net Operating Loss Carryforward Similar Tax Loss or Tax Credit Carryforward Exists

consensus of the FASB Emerging Issues Task Force ASU 2013-11 which states that an unrecognized tax benefit or portion

of an unrecognized tax benefit should be presented in the financial statements as reduction to deferred tax asset for net

operating loss carryforward similar tax loss or tax credit carryforward except as follows To the extent net operating loss

carryforward similar tax loss or tax credit carryforward is not available at the reporting date under the tax law of the applicable

jurisdiction to settle any additional income taxes that would result from the disallowance of tax position or that the tax law of

the applicable jurisdiction does not require the entity to use and the entity does not intend to use the deferred tax asset for such

purpose the unrecognized tax benefit should be presented in the financial statements as liability and should not be combined

with deferred tax assets ASU 20 13-11 applies to all entities that have unrecognized tax benefits when net operating loss
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carryforward similar tax loss or tax credit carryforward exists at the reporting date The amendments in ASU 2013-11 are

effective for fiscal years and interim periods within those years beginning after December 15 2013 Early adoption is permitted

The amendments should be applied prospectively to all unrecognized tax benefits that exist at the effective date Retrospective

application is permitted We believe the adoption of this guidance will not have material impact on Our consolidated financial

statements

OUTLOOK

As we enter 2014 we expect most housing markets to continue to advance from the generally improved conditions of 2013

although it is likely to be at more measured pace than in the first half of 2013 Inventories of both new and existing homes

available for sale are low and there is steady demand for housing We also expect the positive trends underpinning the present

housing recovery including population growth job growth rising home equity levels and household formation growth above the

rate of new home construction to remain intact for 2014 In addition despite the increase in mortgage loan interest rates and

home selling prices that slowed sales activity in the second half of 2013 housing affordability remains favorable by historical

standards and we believe demand for homes will remain healthy in 2014 as consumers accept higher home price levels In our

view the housing recovery that began taking shape in 2012 is still at an early stage of longer-term sustainable upward cycle

with its
progress largely dependent on economic growth As result and given recent government reports of strong improvement

in employment and GDP growth we believe there is significant opportunity for us to build on the momentum and full-year net

income we generated in 2013 to profitably expand our business in 2014

Over the past few years we have worked diligently to strategically position our homebuilding activities and inventory

investments in higher-performing desirable locations in land constrained growth markets to refine our products to meet consumer

preferences and to execute on related profitability and growth strategies These coordinated actions are reshaping our geographic

submarket and product mix and have resulted in an expansion of our customer base and achieve better balance of first-time and

move-up buyers within that base Moreover we are attracting buyers with higher household income levels and stronger credit

profiles to our Built to Order homes and they are choosing to purchase larger homes at higher price points and to spend more on

design options and features at our KB Home Studios These trends are clearest in our West Coast homebuilding reporting segment

where our investment focus toward coastal California submarkets which feature generally higher selling prices and demand for

homes as compared to the states inland submarkets drove significant increases in the segments average selling price and housing

gross profit margin in each quarter of 2013 both sequentially and on year-over-year basis With the performance we experienced

in 2013 and the pipeline of new community openings we currently have in place for 2014 we expect our business in this segment

as well as in our other three homebuilding reporting segments to continue to grow Further our deliberate strategic shift within

our core homebuyer profile across our operations produced both top- and bottom-line improvements throughout 2013 and generated

earnings in the second half of the year

We believe our results for 2013 demonstrate the progress we have made on our profitability and revenue growth priorities We

achieved measurable improvement in our financial and operating performance on year-over-year basis with expansion in

revenues homes delivered net order value and housing gross profit margin and reduction in our selling general and administrative

expenses as percentage of housing revenues Most significantly we reported full-year net income in 2013 for the first time since

2006 With the backlog we have in place as of November 30 2013 we believe the continued implementation of our strategic

growth initiatives will drive year-over-year improvements in revenues homes delivered average selling price housing gross profit

margin and homebuilding operating income as percentage
of homebuilding revenues in 2014

For 2014 as in 2013 we intend to prioritize increasing profitability per home delivered and executing on operational measures

to grow revenues Along with investing in land and land development and advancing the shift of our community mix towards

higher-performing submarkets we are focused on balancing three interconnected initiatives optimizing sales pace expanding

margins and growing our community count with the goals of sustaining our present upward revenue and profit trajectory and

maximizing returns on our land assets In addition we will continue to leverage the strengths of our KBnxt operational business

model to capture additional premiums from higher-demand floor plans community lot locations home exterior elevations and

certain structural options among other revenue-generating strategies Through these actions we anticipate that our overall average

selling price will continue to trend higher in 2014 though the percentage growth rate is expected to moderate to the mid- to high-

single digit range for the year as we are starting from higher base We are also working to further value engineer our products

achieve greater operating efficiencies and contain direct construction costs

Strategic investment in land and land development will remain an important component of our efforts to expand our community

count and grow our revenues In 2013 we invested $1.14 billion in land and land development and ended the fiscal year with

61095 lots owned or controlled up 37% from November 30 2012 We also added to our liquidity by raising total net proceeds

of more than $330 million from the successful concurrent underwritten public issuance of the 1.375% Convertible Senior Notes

due 2019 and the Common Stock Offering and further enhanced our financial flexibility by entering into the Credit Facility In

the fourth quarter of 2013 we generated net proceeds of $443.3 million from the underwritten public issuance of the 7.00% Senior
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Notes due 2021 and retired $215.1 million in aggregate principal amount of our senior notes due 2014 and 2015 These steps have

positioned our balance sheet to support our future growth through additional investments in land and land development in 2014

in line with market conditions and available opportunities that meet our investment return and marketing standards

We believe increasing our community count will be primary driver of our top-line growth in 2014 in combination with

other strategic efforts to expand our average selling price and sales pace per community where possible in our served markets

We expect to open more new home communities for sales in 2014 than we did in 2013 and that our community count will increase

in the range of 10% to 20% year over year by the end of 2014 with most of the growth occurring in the second half of the year

At the same time consistent with our goal to prioritize profitability we will continue to calibrate sales pace
with local market

conditions at our communities open for sales to improve our margins and return on investment

With the strategic actions we have taken and the improved results we achieved in 2013 we believe that we are favorably

situated to accomplish our top profitability and growth priorities in 2014 particularly in view of the positive longer-term

demographic and population growth trends that we expect will continue to drive future demand for homeownership in our served

markets In particular we believe we have competitive advantage with our business in California which accounted for nearly

half of both our 2013 and 2012 revenues and where our projected housing gross profit margins in backlog increased 34% in 2013

on year-over-year basis Based on these trends and generally favorable housing market conditions in our served markets in the

state we expect that California will continue to be significant contributor to our performance in 2014 We also anticipate that

all four of our homebuilding reporting segments will generate year-over-year growth in homes delivered average selling prices

and revenues in 2014

While the strength and durability of the present housing recovery our future performance and the strategies we implement

and adjust or refine as necessary or appropriate will depend significantly on prevailing economic and capital credit and financial

market conditions and on fairly stable and constructive political and regulatory environment particularly in regards to housing

and mortgage loan financing policies among other factors and we caution that our future quarterly results could fluctuate we

expect to be profitable for 2014 and to achieve solid growth in the years ahead if and as housing markets continue to improve
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FORWARD-LOOKING STATEMENTS

Investors are cautioned that certain statements contained in this report as well as some statements by us in periodic press

releases and other public disclosures and some oral statements by us to securities analysts stockholders and others during

presentations are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 the

Act Statements that are predictive in nature that depend upon or refer to future events or conditions or that include words

such as expects anticipates intends plans believes estimates hopes and similarexpressions constitute forward-

looking statements In addition any statements that we may make or provide concerning future financial or operating performance

including without limitation future revenues community count homes delivered net orders selling prices sales pace per new

home community expenses expense ratios housing gross profit margins earnings or earnings per share or growth or growth

rates future market conditions future interest rates and other economic conditions ongoing business strategies or prospects

future dividends and changes in dividend levels the value of our backlog including amounts that we expect to realize upon

delivery of homes included in our backlog and the timing of those deliveries the value of our net orders potential future asset

acquisitions and the impact of completed acquisitions future share issuances or repurchases future debt issuances repurchases

or redemptions and possible future actions are also forward-looking statements as defined by the Act Forward-looking statements

are based on our current expectations and projections about future events and are subject to risks uncertainties and assumptions

about our operations economic and market factors and the homebuilding industry among other things These statements are not

guarantees of future performance and we have no specific policy or intention to update these statements

Actual events and results may differ materially from those expressed or forecasted in forward-looking statements due to

number of factors The most important risk factors that could cause our actual performance and future events and actions to differ

materially from such forward-looking statements include but are not limited to the following

general economic employment and business conditions

population growth household formations and demographic trends

adverse market conditions including an increased supply of unsold homes declining home prices and greater foreclosure

and short sale activity among other things that could negatively affect our consolidated financial statements including

due to additional impairment or land option contract abandonment charges lower revenues and operating and other losses

conditions in the capital credit and financial markets including mortgage lending standards the availability of mortgage

financing and mortgage foreclosure rates

material prices and availability

labor costs and availability

changes in interest rates

inflation

our debt level including our ratio of debt to total capital and our ability to adjust our debt level maturity schedule and

structure and to access the equity credit capital or other financial markets or other external financing sources including

raising capital through the public or private issuance of common stock debt or other securities and/or project financing

on favorable terms

our compliance with the terms and covenants of the Credit Facility

weak or declining consumer confidence either generally or specifically with respect to purchasing homes

competition for home sales from other sellers of new and resale homes including lenders and other sellers of homes

obtained through foreclosures or short sales

weather conditions significant natural disasters and other environmental factors

government actions policies programs and regulations directed at or affecting the housing market including the Dodd

Frank Act tax credits tax incentives and/or subsidies for home purchases tax deductions for mortgage interest payments

and real estate taxes tax exemptions for profits on home sales programs intended to modify existing mortgage loans and

to prevent mortgage foreclosures and the standards fees and size limits applicable to the purchase or insuring of mortgage
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loans by government-sponsored enterprises and government agencies the homebuilding industry or construction

activities

decisions regarding federal fiscal and monetary policies including those relating to taxation government spending

interest rates and economic stimulus measures

the availability and cost of land in desirable areas

our warranty claims experience with respect to homes previously delivered and actual warranty costs incurred including

our warranty claims and costs experience at certain of our communities in Florida

legal or regulatory proceedings or claims

our ability to use/realize the net deferred tax assets we have generated

our ability to successfully implement our current and planned strategies and initiatives with respect to product geographic

and market positioning including our efforts to expand our inventory base/pipeline with desirable land positions or

interests at reasonable cost and to expand our community count open additional new home communities for sales and

sell higher-priced homes and more design options and our operational and investment concentration in markets in

California revenue growth asset optimization asset activation local field management and talent investment and

overhead reduction and cost management

consumer traffic to our new home communities and consumer interest in our product designs and offerings particularly

higher-income consumers

cancellations and our ability to realize our backlog by converting net orders to home deliveries

our home sales and delivery performance particularly in key markets in California

the manner in which our homebuyers are offered and whether they are able to obtain mortgage loans and mortgage

banking services including from our preferred mortgage lender Nationstar

the performance of Nationstar as our preferred mortgage lender

the ability of Home Community Mortgage to become operational in all of our served markets as and by the time currently

anticipated and its performance upon becoming operational

information technology failures and data security breaches and

other events outside of our control
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Item 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We enter into debt obligations primarily to support general corporate purposes including the operations of our subsidiaries

We are subject to interest rate risk on our senior notes and the 1.375% Convertible Senior Notes due 2019 For fixed rate debt

changes in interest rates generally affect the fair value of the debt instrument but not our earnings or cash flows Under our current

policies we do not use interest rate derivative instruments to manage our exposure to changes in interest rates

The following tables present principal cash flows by scheduled maturity weighted average
interest rates and the estimated

fair value of our long-term fixed rate debt obligations as of November 30 2013 and 2012 dollars in thousands

As of November 30 2013 for the Years Ended November 30 Fair Value at

November 30
2014 2015 2016 2017 2018 Thereafter Total 2013

Long-term debt

Fixed Rate 199864 262048 299261 1375710 2136883 2294150

Weighted Average

Interest Rate 6.3% 9.1% 7.3% 6.4% 6.9%

As of November 30 2012 for the Years Ended November 30 Fair Value at

November 30
2013 2014 2015 2016 2017 Thereafter Total 2012

Lortg-term debt

Fixed Rate 75911 338825 261430 994338 1670504 1831596

Weighted Average

Interest Rate 5.8% 6.1% 9.1% 7.6% 7.5%
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Item FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

KB HOME
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page

Number

Consolidated Statements of Operations for the Years Ended November 30 2013 2012 and 2011 68

Consolidated Statements of Comprehensive Income Loss for the Years Ended November 30 2013 2012 and 2011 69

Consolidated Balance Sheets as of November 30 2013 and 2012 70

Consolidated Statements of Stockholders Equity for the Years Ended November 30 2013 2012 and 2011 71

Consolidated Statements of Cash Flows for the Years Ended November 30 2013 2012 and 2011 72
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KB HOME
CONSOLIDATED STATEMENTS OF OPERATIONS

In Thousands Except Per Share Amounts

Years Ended November 30

Total revenues

Homebuilding

2013 2012 2011

2097130 1560115 1315866

Revenues

Construction and land costs

Selling general and administrative expenses

Loss on loan guaranty

Operating income loss

Interest income

Interest expense

Equity in loss of unconsolidated joint ventures

Homebuilding pretax income loss

Financial services

Revenues

Expenses

Equity in income/gain on wind down of unconsolidated joint venture

Financial services pretax income

Total pretax income loss

Income tax benefit

Net income loss

Earnings loss per share

2084978 1548432 1305562

1737086 1332045 1157280

255808 236643 220591

30765

92084 20256 103074

792 518 871

62690 69804 49204

2007 394 55839

28179 89936 207246

12152 11683 10304

3042 2991 3512

1074 2191 19286

10184 10883 26078

38363 79053 181168

1600 20100 2400

39963 58953 178768

Basic

Diluted

Weighted average shares outstanding

.48 .76 2.32

.46 .76 2.32

Basic

Diluted

See accompanying notes

82630 77106 77043

91559 77106 77043
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KB HOME
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME LOSS

In Thousands

Years Ended November 30

2013 2012 2011

Net income loss 39963 58953 178768

Other comprehensive income loss

Postretirement benefit plan adjustments

Net actuarial gain loss arising during the period 7083 4765 5646

Amortization of net actuarial loss 1803 1403 595

Amortization of prior service cost 1556 1556 1556

Other comprehensive income loss 10442 1806 3495

Comprehensive income loss 50405 60759 182263

See accompanying notes
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KB HOME
CONSOLIDATED BALANCE SHEETS

In Thousands Except Shares

November 30

2013 2012

Assets

Homebuilding

Cash and cash equivalents
530095 524765

Restricted cash .41906 42362

Receivables 75749 64821

Inventories 2298577 1706571

Investments in unconsolidated joint ventures 130192 123674

Other assets 107076 95050

3183595 2557243

Financial services 10040 4455

Total assets 3193635 2561698

Liabilities and stockholders equity

Homebuilding

Accounts payable 148282 118544

Accrued expenses and other liabilities 356176 340345

Mortgages and notes payable 2150498 1722815

2654956 2181704

Financial services 2593 3188

Stockholders equity

Preferred stock $1.00 par value 10000000 shares authorized none issued

Common stock $1.00 par value 290000000 shares authorized at November 30 2013

and 2012 115296395 and 115178187 shares issued at November 30 2013 and 2012

respectively
115296 115178

Paid-in capital
788893 888579

Retained earnings
481889 450292

Accumulated other comprehensive loss 17516 27958

Grantor stock ownership trust at cost 10501844 and 10615934 shares at

November 30 2013 and 2012 respectively 113911 115149

Treasury stock at cost 21050023 and 27340468 shares at November 30 2013 and

2012 respectively
718565 934136

Total stockholders equity 536086 376806

Total liabilities and stockholders equity 3193635 2561698

See accompanying notes
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KB HOME
CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY

In Thousands

Years Ended November 30 2013 2012 and 2011

Number of Shares

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

Balance at November 30 2010 115149 11083 27095 115149 873519 717852 22657 120442 5931543 631878

Net loss 178768 178768

Other comprehensive loss 3495 3495

Dividends on common stock 19240 19240

Employee stock options and

other 22 22 2410 2432

Forfeited restricted stock 119 794 794

Stock-based compensation 8054 8054

Grantor stock ownership trust 199 587 2383 1796

Balance at November 30 2011 115171 10884 27214 115171 884190 519844 26152 118059 932337 442657

Net loss 58953 58953

Other comprehensive loss 1806 1806

Dividends on common stock 10599 10599

Employee stock options and

other 97 104

Restricted stock awards 208 2253 2253

Stock-based compensation 6713 6713

Grantor stock ownership trust 60 168 657 489

Stockrepurchases 126 1799 1799

Balance at November 30 2012 115178 10616 27340 115178 888579 450292 27.958 115149 934136 376806

Net income 39963 39963

Other comprehensive income 10442 10442

Dividends on common stock 8366 8366

Employee stock options
and

other 118 118 1474 1592

Issuance of stock under stock-

based compensation plans
478 412 7934 8346

Restricted stock awards 88 954 954

Stock-based compensation 5699 5699

Issuance of common stock 6325 106622 216125 109503

Grantor stock ownership trust 26 -- 305 284 589

Stock repurchases 513 8488 8488

Balance at November 30 2013 315296 10502 21050 115296 $788893 481889 17516 113911 $718565 536086

See accompanying notes
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KB HOME
CONSOLIDATED STATEMENTS OF CASH FLOWS

In Thousands

Years Ended November 30

Cash flows from operating activities

Net income loss

Adjustments to reconcile net income loss to net cash provided by

used in operating activities

Equity in income loss/gain on wind down of unconsolidated

joint ventures

Distributions of earnings from unconsolidated joint ventures

Loss on loan guaranty

Gain on sale of operating property

Amortization of discounts and issuance costs

Depreciation and amortization

Provision for deferred income taxes

Loss gain on early extinguishment of debt

Stock-based compensation

Inventory impairments and land option contract abandonments

Changes in assets and liabilities

Receivables

Inventories

Accounts payable accrued expenses
and other liabilities

Other net

Net cash provided by used in operating activities

Cash flows from investing activities

Return of investments in contributions to unconsolidated joint

ventures

Proceeds from sale of operating property

Purchases of property and equipment net

Net cash provided by used in investing activities

Cash flows from financing activities

Change in restricted cash

Proceeds from issuance of debt

Payment of debt issuance costs

Repayment of senior notes

Payments on mortgages and land contracts due to land sellers and

other loans

Proceeds from issuance of common stock net

Issuance of common stock under employee stock plans

Payments of cash dividends

Stock repurchases

Net cash provided by used in financing activities

Net increase decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes

933 1797

1949 3316

5347 3016

1857 1622

1152

10448 10278

5699 6713

3581 28533

36553

8703

30765

8825

2150

2031

3612

8054

25791

11153 24994 2220

563189 30347 12345

59763 2143 253547

1316 12461 2275

443486 34617 347545

2013 2012 2011

39963 58953 178768

14359 989 67260

80600

2391 1749 242

16750 760 13098

456 22119 50996

680000 694831

16525 12445

225394 592645 100000

66296 26298 89461

109503

2181 593 1796

8366 10599 19240

8488 1799

467071 73757 155909

6835 107614 490356

525688 418074 908430

532523 525688 418074
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note Summary of Significant Accounting Policies

Operations KB Home is builder of attached and detached single-family residential homes townhomes and condominiums

As of November 30 2013 we conducted ongoing operations in Arizona California Colorado Florida Maryland Nevada New

Mexico North Carolina Texas and Virginia Through our financial services subsidiary KB Home Mortgage Company
KBHMC we offer insurance services to our homebuyers in the same markets where we build homes and we provide title

services in the majority of our markets located within our Central and Southeast homebuilding reporting segments From 2005

until June 30 2011 we also offered mortgage banking services to our homebuyers indirectly through KBA Mortgage an

unconsolidated joint venture of subsidiary of ours and subsidiary of Bank of America N.A with each partner having 50%
interest in the venture KBA Mortgage ceased offering mortgage banking services after June 302011 KBA Mortgage is accounted

for as an unconsolidated joint venture within our financial services reporting segment

Basis of Presentation The consolidated financial statements have been prepared in accordance with GAAP and include our

accounts and those of the consolidated subsidiaries in which we have controlling financial interest All intercompany balances

and transactions have been eliminated in consolidation Investments in unconsolidated joint ventures in which we have less than

controlling interest are accounted for using the equity method

Use of Estimates The preparation of financial statements in conformity with GAAP requires management to make informed

estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes

Actual results could differ from those estimates

Cash and Cash Equivalents and Restricted Cash We consider all highly liquid short-term investments purchased with an

original maturity of three months or less to be cash equivalents Our cash equivalents totaled $436.2 million at November 30
2013 and $396.3 million at November 30 2012 The majority of our cash and cash equivalents were invested in money market

funds and interest-bearing bank deposit accounts

Restricted cash of $41.9 million at November 30 2013 and $42.4 million at November 30 2012 consisted of cash deposited

with various financial institutions that was required as collateral for the LOC Facilities

Property and Equipment and Depreciation Property and equipment are recorded at cost and are depreciated over their

estimated useful lives which generally range from two to 10 years using the straight-line method Repair and maintenance costs

are charged to earnings as incurred Property and equipment are included in other assets on the consolidated balance sheets

Property and equipment totaled $8.5 million net of accumulated depreciation of $14.4 million at November 30 2013 and $7.9

million net of accumulated depreciation of $18.5 million at November 30 2012 Depreciation expense totaled $1.9 million in

2013 $1.6 million in 2012 and $2.0 million in 2011

Homebuilding Operations Revenues from housing and other real estate sales are recognized in accordance with ASC 360

when sales are closed and title passes to the buyer Sales are closed when all of the following conditions are met sale is

consummated sufficient down payment is received the earnings process is complete and the collection of any remaining

receivables is reasonably assured Concurrent with the recognition of revenues in our consolidated statements of operations sales

incentives in the form of price concessions on the selling price of home are recorded as reduction of revenues while the cost

of incentives in the form of free product or service to homebuyers including option upgrades and closing cost allowances used

to cover portion of the fees and costs charged to homebuyer are reflected as construction and land costs

Construction and land costs are comprised ofdirect and allocated costs including estimated future costs for the limited warranty

on our homes and amenities within community Land acquisition land development and other common costs are generally

allocated on relative fair value basis to the homes or lots within community or land parcel Land acquisition and land development

costs include related interest and real estate taxes

Housing and land inventories are stated at cost unless the carrying value is determined not to be recoverable in which case

the affected inventories are written down to fair value in accordance with ASC 360 ASC 360 requires that real estate assets such

as our housing and land inventories be tested for recoverability whenever events or changes in circumstances indicate that their

carrying value may not be recoverable Recoverability is measured by comparing the carrying value of an asset to the undiscounted

future net cash flows expected to be generated by the asset These impairment evaluations are significantly impacted by estimates

for the amounts and timing of future revenues costs and expenses and other factors If the carrying value of real estate assets is

not recoverable the impairment to be recognized is measured by the amount by which the carrying value of the affected asset

exceeds its estimated fair value
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Capitalized Interest Interest is capitalized to inventories while the related communities are being actively developed and

until homes are completed Capitalized interest is amortized to construction and land costs as the related inventories are delivered

to homebuyers For those communities where development activity has been suspended applicable interest is expensed as incurred

Fair Value Measurements ASC 820 provides framework for measuring the fair value of assets and liabilities under GAAP

and establishes fair value hierarchy that requires an entity to maximize the use of observable inputs and minimize the use of

unobservable inputs when measuring fair value

Fair value measurements are used for inventories on nonrecurring basis when events and circumstances indicate the carrying

value is not recoverable Fair value is determined based on estimated future net cash flows discounted for inherent risks associated

with the real estate assets or other valuation techniques

Our financial instruments consist of cash and cash equivalents
restricted cash senior notes the 1.375% Convertible Senior

Notes due 2019 and mortgages and land contracts due to land sellers and other loans Fair value measurements of financial

instruments are determined by various market data and other valuation techniques as appropriate When available we use quoted

market prices in active markets to determine fair value

Financial Services Operations Our financial services reporting segment generates revenues primarily from insurance

commissions title services marketing services fees and interest income Insurance commissions are recognized when policies

are issued Title services revenues are recorded when closing services are rendered and title insurance policies are issued both

of which generally occur at the time each applicable home is closed Marketing services fees are recognized when earned and

interest income is accrued as earned

Warranty Costs We provide limited warranty on all of our homes We estimate the costs that may be incurred under each

limited warranty and record liability in the amount of such costs at the time the revenue associated with the sale of each home

is recognized Our primary assumption in estimating the amounts we accrue for warranty costs is that historical claims experience

is strong indicator of future claims experience Factors that affect our warranty liability include the number of homes delivered

historical and anticipated rates of warranty claims and cost per claim We periodically assess the adequacy of our accrued warranty

liability and adjust the amount as necessary based on our assessment

Self-Insurance We self-insure portion of our overall risk through the use of captive insurance subsidiary We also maintain

certain other insurance policies We record expenses and liabilities based on the estimated costs required to cover our self-insured

retention and deductible amounts under our insurance policies and the estimated costs of potential claims and claim adjustment

expenses that are above our coverage
limits or that are not covered by our insurance policies These estimated costs are based on

an analysis of our historical claims and industry data and include an estimate of construction defect claims incurred but not yet

reported

We engage third-party actuary that uses our historical claim and expense data as well as industry data to estimate our

liabilities related to unpaid claims claim adjustment expenses third-party recoveries and incurred but not yet reported claims for

the risks that we are assuming under our self-insurance The projection of losses related to these liabilities requires actuarial

assumptions that are subject to variability due to uncertainties regarding construction defect claims relative to our markets and the

types ofproduct we build insurance industry practices and legal or regulatory interpretations among other factors Key assumptions

used in these estimates include claim frequencies seventies and settlement patterns which can occur over an extended period of

time Due to the degree ofjudgment required and the potential for variability in these underlying assumptions our actual future

costs could differ from those estimated

Advertising Costs We expense advertising costs as incurred We incurred advertising costs of $25.3 million in 2013 $24.6

million in 2012 and $32.4 million in 2011

Legal Fees Legal fees associated with litigation and similarproceedings that are not expected to provide
benefit in future

periods are generally expensed as incurred Legal fees associated with land acquisition and development and other activities that

are expected to provide benefit in future periods are capitalized as incurred in our consolidated balance sheets We expensed

legal fees of $10.1 million in 2013 $12.6 million in 2012 and $16.9million in 2011

Stock-Based Compensation With the approval of the management development and compensation committee consisting

entirely of independent members of our board of directors we have provided compensation benefits to certain of our employees

in the form of stock options restricted stock PSUs phantom shares and SARs

We measure and recognize compensation expense
associated with our grant of equity-based awards in accordance with ASC

718 which requires that companies measure and recognize compensation expense at an amount equal to the fair value of share-

based payments granted under compensation arrangements over the vesting period We estimate the fair value of stock options
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and SARs granted using the Black-Scholes option-pricing model with assumptions based primarily on historical data ASC 718

also requires the tax benefit resulting from tax deductions in excess of the compensation expense recognized for those options to

be reported in the statement of cash flows as an operating cash outflow and financing cash inflow

Income Taxes Income taxes are accounted for in accordance with ASC 740 The provision for or benefit from income taxes

is calculated using the asset and liability method under which deferred tax assets and liabilities are recorded based on the difference

between the financial statement and tax basis of assets and liabilities using enacted tax rates in effect for the year in which the

differences are expected to reverse Deferred tax assets are evaluated on quarterly basis to determine if adjustments to the

valuation allowance are required In accordance with ASC 740 we assess whether valuation allowance should be established

based on the consideration of all available evidence using more likely than not standard with respect to whether deferred tax

assets will be realized The ultimate realization of deferred tax assets depends primarily on the generation of future taxable income

The value of our deferred tax assets will depend on applicable income tax rates Judgment is required in determining the future

tax consequences of events that have been recognized in our consolidated financial statements and/or tax returns Differences

between anticipated and actual outcomes of these future tax consequences could have material impact on our consolidated

financial statements

Accumulated Other Comprehensive Loss The accumulated balances of other comprehensive loss in the consolidated balance

sheets as of November 30 2013 and 2012 were comprised solely of adjustments recorded directly to accumulated other

comprehensive loss in accordance with Accounting Standards Codification Topic No 715 Compensation Retirement

Benefits ASC 715 Such adjustments are made annually as ofNovember 30 when our benefit plan obligations are remeasured

ASC 715 requires an employer to recognize the funded status of defined postretirement benefit plans as an asset or liability on the

balance sheet and requires any unrecognized prior service costs and actuarial gains/losses to be recognized in accumulated other

comprehensive income loss

Earnings Loss Per Share We compute earnings loss per share using the two-class method in accordance with Accounting

Standards Codification Topic No 260 Earnings Per Share The two-class method is an allocation of earnings between the

holders of common stock and companys participating security holders Our outstanding non-vested shares of restricted stock

contain non-forfeitable rights to dividends and therefore are considered participating securities for purposes of computing earnings

per share pursuant to the two-class method We had no other participating securities at November 30 2013 2012 or 2011

Recent Accounting Pronouncements In June 2011 the FASB issued ASU 2011-05 which allows an entity the option to

present the total of comprehensive income the components of net income and the components of other comprehensive income

either in single continuous statement of comprehensive income or in two separate but consecutive statements In both instances

an entity is required to present each component of net income along with total net income each component of other comprehensive

income along with total for other comprehensive income and total amount for comprehensive income ASU 2011-05 eliminates

the option to present the components of other comprehensive income as part of the statement of changes in stockholders equity

The amendments in ASU 2011-05 do not change the items that must be reported in other comprehensive income or when an item

of other comprehensive income must be reclassified to net income However in December2011 the FASB issued ASU 2011-12

which deferred the guidance on whether to require entities to present reclassification adjustments out of accumulated other

comprehensive income by component in both the statement where net income is presented and the statement where other

comprehensive income is presented for both interim and annual financial statements ASU 2011-12 reinstated the requirements

for the presentation of reclassifications that were in place prior to the issuance of ASU 2011-05 and did not change the effective

date forASU 2011-05 For public entities the amendments inASU 2011-05 andASU 2011-12 are effective for fiscal years and

interim periods within those years beginning after December 15 2011 and should be applied retrospectively Our adoption of

this guidance which is related to disclosure only as of February 28 2013 did not have material impact on our consolidated

financial statements

In February 2013 the FASB issued ASU 2013-02 which requires an entity to provide information about the amounts

reclassified out of accumulated other comprehensive income by component In addition ASU 2013-02 requires an entity to present

either on the face of the income statement or in the notes to financial statements significant amounts reclassified out of accumulated

other comprehensive income by the respective line items of net income but only if the amount reclassified is required under GAAP
to be reclassified to net income in its entirety in the same reporting period For other amounts an entity is required to cross.-

reference to other disclosures required underGAAP that provide additional detail about those amounts The amendments in ASU
2013-02 do not change the current requirements for reporting net income or other comprehensive income in the financial statements

For public entities the amendments in ASU 2M 3-02 are effective prospectively for reporting periods beginning after December

15 2012 Our adoption of this guidance which is related to disclosure only as of May 31 2013 did not have material impact

on our consolidated financial statements

In July 2013 the FASB issued ASU 2013-11 which states that an unrecognized tax benefit or portion of an unrecognized

tax benefit should be presented in the financial statements as reduction to deferred tax asset for net operating loss carryforward
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similar tax loss or tax credit carryforward except as follows To the extent net operating loss carryforward
similar tax

loss or tax credit carryforward is not available at the reporting date under the tax law of the applicable jurisdiction to settle any

additional income taxes that would result from the disallowance of tax position or that the tax law of the applicable jurisdiction

does not require the entity to use and the entity does not intend to use the deferred tax asset for such purpose the unrecognized

tax benefit should be presented in the financial statements as liability and should not be combined with deferred tax assets ASU

2013-11 applies to all entities that have unrecognized tax benefits when net operating
loss carryforward

similar tax loss or

tax credit carryforward exists at the reporting date The amendments in ASU 2013-11 are effective for fiscal years and interim

periods within those years beginning after December 15 2013 Early adoption is permitted
The amendments should be applied

prospectively to all unrecognized tax benefits that exist at the effective date Retrospective application is permitted
We believe

the adoption of this guidance will not have material impact on our consolidated financial statements

Homebuyer Closing Cost Allowances Reclassflcation Effective December 2012 we elected to reclassify closing cost

allowances given to certain homebuyers from selling general and administrative expenses to construction and land costs in our

consolidated statements of operations
These allowances which totaled $10.6 million and represented .5% of housing revenues

in 2013 are used to cover portion of non-recurring third-party fees such as escrow fees title costs recording fees finance

processing fees and prepaid real estate taxes and insurance costs that are charged to homebuyer in connection with the closing

of the sale of home The amounts in the consolidated statements of operations of prior years
have been reclassified to conform

to the 2013 presentation
The reclassifications reduced both our housing gross profits and selling general and administrative

expenses
for 2012 and 2011 by $14.5 million and $27.1 million respectively which represented .9% and 2.1% ofhousing revenues

respectively The reclassification had no impact on the homebuilding operating income loss or consolidated net income loss

amounts previously reported

Other ReclassfIcations
Certain amounts in the consolidated financial statements of prior years

have been reclassified to

conform to the 2013 presentation

Note Segment Information

As of November 30 2013 we had identified five reporting segments comprised of four homebuilding reporting segments

and one financial services reporting segment within our consolidated operations in accordance with Accounting Standards

Codification Topic No 280 Segment Reporting As of November 30 2013 our homebuilding reporting segments conducted

ongoing operations in the following states

West Coast California

Southwest Arizona Nevada and New Mexico

Central Colorado and Texas

Southeast Florida Maryland North Carolina and Virginia

Our homebuilding operations represented most of our business for the years ended November 30 2013 2012 and 2011 Our

homebuilding reporting segments are engaged in the acquisition and development of land primarily for residential purposes
and

offer wide variety of homes that are designed to appeal to first-time move-up and active adult homebuyers Our homebuilding

operations generate
the majority of their revenues from the delivery of completed homes to homebuyers and to lesser extent

from the sale of land

Our homebuilding reporting segments were identified based primarily on similarities in economic and geographic

characteristics product types regulatory environments methods used to sell and construct homes and land acquisition

characteristics We evaluate segment performance primarily based on segment pretax
results

Our financial services reporting segment offers property and casualty insurance and in certain instances earthquake flood

and personal property insurance to our homebuyers in the same markets as our homebuilding reporting segments and provides

title services in the majority of our markets located within our Central and Southeast homebuilding reporting segments In addition

since the third quarter
of 2011 this segment has earned revenues pursuant to the terms of marketing services agreement with

preferred mortgage lender that offers mortgage banking services including mortgage loan originations to our homebuyers who

elect to use the lender Our homebuyers are under no obligation to use our preferred mortgage lender and may select any lender

of their choice to obtain mortgage financing for the purchase of home Except as discussed below we have had no affiliation

ownership joint venture or other interests in or with our preferred mortgage lender or its affiliates or with respect to the revenues

or income that may have been generated
from their provision of mortgage banking services to or origination of mortgage loans

for our homebuyers Prior to late June 2011 this reporting segment provided mortgage banking services to our homebuyers

indirectly through KBA Mortgage
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On January 212013 we entered into an agreement with Nationstar to form Home Community Mortgage mortgage banking

company that will offer an array of mortgage banking services to our homebuyers We have 49.9% ownership interest and

Nationstar has 50.1% ownership interest in Home Community Mortgage with Nationstar providing management oversight of

Home Community Mortgages operations Nationstar will continue as our preferred mortgage lender until Home Community

Mortgage begins offering mortgage banking services which is expected to occur in the first quarter of 2014 We made capital

contributions of $5.0 million to Home Community Mortgage during the year
ended November 30 2013 Home Community

Mortgage is accounted for as an unconsolidated joint venture within our financial services reporting segment of our consolidated

financial statements

Our reporting segments follow the same accounting policies used for our consolidated financial statements as described in

Note Summary of Significant Accounting Policies Operational results of each segment are not necessarily indicative of the

results that wOuld have oÆcurred had the segment been an independent stand-alone entity during the periods presented nor are

they indicative of the results to be expected in future periods

The following tables present financial information relating to our reporting segments in thousands

Years Ended November 30

2013 2012 2011

Revenues

West Coast 1020218 755259 589387

Southwest 175252 132438 139872

Central 565120 436407 369705

Southeast 324388 224328 206598

Total homebuilding revenues 2084978 1548432 1305562

Financial services 12152 11683 10304

Total 2097130 1560115 1315866

Pretax income loss

West Coast 118264 10467 19639

Southwest 2903 10194 108265

Central 22275 1449 12924

Southeast 45992 1183 37983

Corporate and other 69271 69541 67713

Total homebuilding pretax income loss 28179 89936 207246

Financial services 10184 10883 26078

Total 38363 79053 181168

Equity in income loss of unconsolidated joint ventures

West Coast 148 174 68

Southwest 2355 811 55902

Central

Southeast 496 591

Total 2007 394 55839

Corporate and other includes corporate general and administrative expenses
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Years Ended November 30

2013 2012 2011

Inventory impairment charges

West Coast 19235 2598

Southwest 2135 18715

Central 1267 51

Southeast 391 5470 1366

Total 391 28107 22730

Land option contract abandonment charges

West Coast 3190 704

Southwest 296

Central 133 1310

Southeast 293 751

Total 3190 426 3061

Joint venture impairment charges

WestCoast

Southwest 53727

Central

Southeast
______________ ______________ ______________

Total 53727

November 30

2013 2012

Assets

West Coast 1230761 930450

Southwest 402443 319863

Central 465547 369294

Southeast 456965 341460

Corporate and other 627879 596176

Total homebuilding assets 3183595 2557243

Financial services 10040 4455

Total 3193635 2561698

Investments in unconsolidated joint ventures

West Coast 40246 38372

Southwest 80877 75920

Central

Southeast 9069 9382

Total 130192 123674
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Note Financial Services

The following tables present financial information relating to our financial services reporting segment in thousands

Years Ended November 30

2013 2012 2011

Revenues

Insurance commissions 7177 7140 7188

Title services 3172 2362 1983

Marketing services fees 1800 2175 1125

Interest income

Total 12152 11683 10304

Expenses

General and administrative 3042 2991 3512

Operating income 9110 8692 6792

Equity in income/gain on wind down of unconsolidated joint ventures 1074 2191 19286

Pretax income 10184 10883 26078

November 30

2013 2012

Assets

Cash and cash equivalents 2428 923

Receivables 2084 1859

Investments in unconsolidated joint ventures 5490 1630

Other assets 38 43

Total assets 10040 4455

Liabilities

Accounts payable and accrued
expenses 2593 3188

Total liabilities 2593 3188

The equity in income/gain on wind down of unconsolidated joint ventures amounts for 2013 2012 and 2011 included gains

of $1.1 million $2.1 million and $19.8 million respectively recognized in connection withthe wind down of KBA Mortgages

business operations In addition our investments in unconsolidated joint ventures at November 30 2013 included $5.0 million

capital contribution we made to Home Community Mortgage during the year

Although KBHMC ceased originating and selling mortgage loans on September 2005 it may be required to repurchase

or provide indemnification with respect to an individual loan that it funded on or before August 31 2005 and sold to an investor

if the representations or warranties that it made in connection with the sale of the loan are breached in the event of an early payment

default if the loan does not comply with the underwriting standards or other requirements of the ultimate investor or an applicable

insurer or due to delinquency or other matters arising in connection with the loan
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Note Earnings Loss Per Share

Basic and diluted earnings loss per share were calculated as follows in thousands except per share amounts

Years Ended November 30

2013 2012 2011

Numerator

Net income loss 39963 58953 178768

Less Distributed earnings allocated to nonvested restricted stock 24
Less Undistributed earnings allocated to nonvested restricted stock 90

Numerator for basic earnings loss per
share 39849 58953 178768

Effect of dilutive securities

Interest expense and amortization of debt issuance costs associated

with convertible senior notes net of taxes 2230

Add Undistributed earnings allocated to nonvested restricted stock 90

Less Undistributed earnings reallocated to nonvested restricted stock 81

Numerator for diluted earnings loss per share 42088 58953 178768

Denominator

Weighted average shares outstanding basic 82630 77106 77043

Effect of dilutive securities

Share-based payments 1885

Convertible senior notes 7044

Weighted average
shares outstanding diluted 91559 77106 77043

Basic earnings loss per
share .48 .76 2.32

Diluted earnings loss per share .46 .76 2.32

As discussed in Note 13 Mortgages and Notes Payable in 2013 we issued the 1.375% Convertible Senior Notes due 2019

which are initially convertible into shares of our common stock at conversion rate of 36.5297 shares for each $1000 principal

amount of the notes Outstanding stock options to purchase 5.2 million shares of common stock were excluded from the diluted

earnings per
share calculation for 2013 and all outstanding stock options were excluded from the diluted loss per share calculations

for the years ended November 30 2012 and 2011 because the effect of their inclusion would be antidilutive Contingently issuable

shares associated with outstanding PSUs were not included in the earnings loss per
share calculations for the periods presented

as the vesting conditions have not been satisfied

Note Receivables

Receivables of $75.7 million at November 30 2013 and $64.8 million at November 30 2012 included amounts due from

utility companies and municipalities state income taxes receivable and escrow deposits Receivables from utility companies and

municipalities generally relate to infrastructure improvements we make with respect to our communities We are generally

reimbursed for these receivables when the improvements are accepted by the utility company or municipality or after certain

events occur depending on the terms of the applicable agreements These events may include but are not limited to the connection

of utilities or the issuance of bonds by the respective municipalities

Each receivable is evaluated for collectibility at least quarterly and allowances for potential losses are established or maintained

on applicable receivables when collection becomes doubtful taking into account historical experience present economic conditions

and other relevant factors Receivables were net of allowances for doubtful accounts of $20.3 million in 2013 and $21.3 million

in 2012

80



Note Inventories

Inventories consisted of the following in thousands

November 30

2013 2012

Homes under construction 586439 454108

Land under development 1066916 567470

Land held for future development 645222 684993

Total 2298577 1706571

Homes under construction is comprised of costs associated with homes in various stages of construction and includes direct

construction and related land acquisition and land development costs Land under development primarily consists of land

acquisition and land development costs which include capitalized interest and real estate taxes associated with land undergoing

improvement activity When home construction begins the associated land acquisition and land development costs are included

in homes under construction Land held for future development principally reflects land acquisition and land development costs

related to land where development activity has been suspended or has not yet begun but is expected to occur in the future These

assets held for future development are located in various submarkets where conditions do not presently support further investment

or development or are subject to building permit moratorium or regulatory restrictions or are portions of larger land parcels

that we plan to build out over several years and/or that have not yet been entitled We may also suspend development activity if

we believe it will result in greater returns and/or maximize the economic performance of community by delaying improvements

for period of time to allow earlier phases of long-term multi-phase community or neighboring community to generate sales

momentum or for market conditions to improve We resume development activity when we believe our investment in this inventory

will be optimized or in some instances to accelerate sales pace and/or our return on investment and we have activated assets

previously held for future development in certain markets as partof our strategic growth initiatives Interest and real estate taxes

are not capitalized on land held for future development

Our interest costs are as follows in thousands

Years Ended November 30

2013 2012 2011

Capitalized interest at beginning of year 217684 233461 249966

Interest incurred 149101 132657 112037

Interest expensed 62690 69804 49204

Interest amortized to construction and land costs 87414 78630 79338

Capitalized interest at end of year 216681 217684 233461

Amounts for the years ended November 30 2013 and 2012 included losses on the early extinguishment of debt of $10.4

million and $10.3 million respectively Amounts for the year ended November 30 2011 included gain on the early

extinguishment of secured debt of $3.6 million

Inventory impairment charges are recognized against all inventory costs of community such as land acquisition land

development cost of home construction and capitalized interest Capitalized interest amounts presented in the table reflect

the
gross amount of capitalized interest as impairment charges recognized are not generally allocated to specific components

of inventory

Note Inventory Impairments and Land Option Contract Abandonments

Each community or land parcel in our owned inventory is assessed to determine if indicators of potential impairment exist

Impairment indicators are assessed separately for each community or land parcel on quarterly basis and include but are not

limited to the following significant decreases in net orders average selling prices volume of homes delivered gross profit margins

on homes delivered or projected gross profit margins on homes in backlog or future deliveries significant increases in budgeted

land development and home construction costs or cancellation rates or projected losses on expected future land sales If indicators

of potential impairment exist for community or land parcel the identified asset is evaluated for recoverability in accordance

with ASC 360 We evaluated 67 135 and 138 communities or land parcels for recoverability during the
years

ended November 30
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2013 2012 and 2011 respectively As impairment indicators are assessed on quarterly basis some of the communities or land

parcels evaluated during these years were evaluated in more than one quarterly period

When an indicator of potential impairment is identified for community or land parcel we test the asset for recoverability

by comparing the carrying value of the asset to the undiscounted future net cash flows expected to be generated by the asset The

undiscounted future net cash flows are impacted by then-current conditions and trends in the market in which the asset is located

as well as factors known to us at the time the cash flows are calculated With the undiscounted future net cash flows we also

consider recent trends in our orders backlog cancellation rates and volume of homes delivered as well as our expectations related

to the following product offerings market supply and demand including estimated average selling prices and related price

appreciation and land development home construction and overhead costs to be incurred and related cost inflation With respect

to the
years

ended November 30 2013 and 2012 these expectations reflected our experience that notwithstanding fluctuations

in our company-wide net orders backlog levels homes delivered and housing gross profit margin on year-over-year basis

market conditions for each of our assets in inventory where impairment indicators were identified have been generally stable or

improved with no significant deterioration identified as to revenue and cost drivers that would prevent or otherwise impact

recoverability Based on this experience and taking into account the signs of stability and improvement in many markets for new

home sales our inventory assessments as of November 30 2013 considered an expected steady overall sales pace
and

average

selling price performance for 2014 relative to the pace and performance in recent quarters While in the fourth quarter
of 2013

our West Coast homebuilding reporting segment reported year-over-year decreases in homes delivered net orders and ending

backlog these decreases were largely due to our selling through older communities and shifting our investment strategy to favor

coastal California submarkets and delays in opening new communities and were not reflective of decline in market conditions

particularly as the average selling price of homes delivered in the segment increased in the 2013 fourth quarter and the housing

gross profit margin improved

Given the inherent challenges and uncertainties in forecasting future results our inventory assessments at the time they are

made take into consideration whether community or land parcel is active meaning whether it is open for sales and/or undergoing

development or whether it is being held for future development Due to the short-term nature of active communities and land

parcels as compared to land held for future development our inventory assessments generally assume the continuation of then-

current market conditions subject to identifing information suggesting significant sustained changes in such conditions These

assessments at the time made generally anticipate net orders average selling prices volume of homes delivered and costs for

land development and home construction to continue at or near then-current levels through the particular assets estimated remaining

life Inventory assessments for our land held for future development consider then-current market conditions as well as subjective

forecasts regarding the timing and costs of land development and home construction and related cost inflation the products to

be offered and the net orders volume of homes delivered and selling prices and related price appreciation of the offered

products when an associated community is anticipated to open for sales We evaluate various factors to develop these forecasts

including the availability of and demand for homes and finished lots within the relevant marketplace historical current and

expected future sales trends for the marketplace and third-party data if available These various estimates trends expectations

and assumptions used in each of our inventory assessments are specific to each community or land parcel based on what we believe

are reasonable forecasts for performance and may vary among communities or land parcels and may vary over time

We record an inventory impairment charge when the carrying value of real estate asset is greater than the undiscounted

future net cash flowsthe asset is expected to generate These real estate assets are written down to fair value which is primarily

based on the estimated future net cash flows discounted for inherent risk associated with each such asset Inputs used in our

calculation of estimated discounted future net cash flows are specific to each affected community or land parcel and are based on

our expectations for each such asset as of the applicable measurement date including among others expectations related to average

selling prices and volume ofhomes delivered The discount rates we used were impacted by the following at the time the calculation

was made the risk-free rate of return expected risk premium based on estimated land development home construction and delivery

timelines market risk from potential future price erosion cost uncertainty due to land development or home construction cost

increases and other risks specific to the asset or conditions in the market in which the asset is located

The following table summarizes ranges
for significant quantitative unobservable inputs we utilized in our fair value

measurements with respect to the impaired communities or land parcels written down to fair value during the years presented

Years Ended November 30

2013 2012 2011
Unobservable Input

Average selling price

Deliveries per month

Discount rate

$339700 $115200- $556300 $142900- $391900

1-6 1-10

17% l7%-20% 17%-20%
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The ranges of inputs used in each period primarily reflect the underlying variability among the housing markets where each

of the impacted communities or land parcels are located rather than fluctuations in prevailing market conditions

Based on the results of our evaluations we recognized inventory impairment charges of $.4 million in 2013 associated With

one community with post-impairment fair value of $1.1 million In 2012 we recognized inventory impairment charges of $28.1

million associated with 14 communities with post-impairment fair value of $39.9 million In 2011 we recognized inventory

impairment charges of $22.7 million associated with 12 communities or land parcels with post-impairment fair value of $34.0

million The higher level of inventory impairmentcharges in 2012 and 2011 compared to 2013 reflected challenging economic

and housing market conditions in certain of our served markets in each of those years In addition the inventory impairment

charges we recognized in 2012 were partly due to changes in our operational or selling strategy for certain communities in an

effort to accelerate sales pace andlor our return on investment In 2011 the inventory impairment charges included an $18.1

million adjustment to the fair value of real estate collateral in our Southwest homebuilding reporting segment that we took back

on note receivable In some cases we have recognized inventory impairment charges for particular communities or land parcels

in multiple years Inventory impairment charges are included in construction and land costs in our consolidated statements of

operations

As of November 30 2013 the aggregate carrying value of our inventory that had been impacted by inventory impairment

charges was $293.1 million representing 42 communities and various other land parcels As of November 302012 the aggregate

carrying value of our inventory that had been impacted by inventory impairment charges was $307.2 million representing 46

communities and various other land parcels

Our inventory controlled under land option contracts and other similarcontracts is assessed to determine whether it continues

to meet our internal investment and marketing standards Assessments are made separately for each optioned land parcel on

quarterly basis and are affected by the following factors relative to the market in which the asset is located among others current

and/or anticipated net orders average selling prices and volume of homes delivered estimated land development and home

construction costs and projected profitability on expected future housing or land sales When decision is made not to exercise

certain land option contracts and other similar contracts due to market conditions and/or changes in our marketing strategy we

write off the related inventory costs including non-refundable deposits and unrecoverable pre-acquisition costs Based on the

results of our assessments we recognized land option contract abandonment charges of $3.2 million corresponding to 295 lots in

2013 $.4 million corresponding to 446 lots in 2012 and $3.1 million corresponding to 830 lots in 2011 We sometimes walk

away from land option contracts or other similarcontracts when we have incurred costs of less than $100000 such costs are not

included in the amounts above Land option contract abandonment charges are included in construction and land costs in our

consolidated statements of operations

The estimated remaining life of each community or land parcel in our inventory depends on various factors such as the total

number of lots remaining the expected timeline to acquire and entitle land and develop lots to build homes the anticipated future

net order and cancellation rates and the expected timeline to build and deliver homes sold While it is difficult to determine

precise timeframe for any particular inventory asset we estimate our inventory assets remaining operating lives under current

and expected future market conditions to range generally from one year to in excess of 10 years Based on current market conditions

and expected delivery timelines we expect to realize on an overall basis the majority of our current inventory balance within

five
years

Due to the judgment and assumptions applied in the estimation process with respect to inventory impairments land option

contract abandonments the remaining operating lives of our inventory assets and the realization of our inventory balances

particularly as to inventory held for future development it is possible that actual results could differ substantially from those

estimated

Note Variable Interest Entities

We participate in joint ventures from time to time that conduct land acquisition land development and/or other homebuilding

activities in various markets where our homebuilding operations are located Our investments in these joint ventures may create

variable interest in VIE depending on the contractual terms of the arrangement We analyze our joint ventures in accordance

with ASC 810 to determine whether they are VIEs and if so whether we are the primary beneficiary None of our joint ventures

at November 30 2013 and 2012 were determined under the provisions of ASC 810 to be VIEs All of our joint ventures were

unconsolidated and accounted for under the equity method because we did not have controlling financial interest

In the ordinary course of our business we enter into land option contracts and other similarcontracts to acquire rights to land

for the construction of homes The use of such land option contracts and other similarcontracts generally allows us to reduce the

market risks associated with direct land ownership and development and to reduce our capital and financial commitments including
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interest and other carrying costs Under such contracts we typically pay specified option or earnest money deposit in consideration

for the right to purchase land in the future usually at predetermined price

We analyze each of our land option contracts and other similarcontracts under the provisions ofASC 810 to determine whether

the land seller is VIE and if so whether we are the primary beneficiary Although we do not have legal title to the underlying

land ASC 810 requires us to consolidate VIE if we are determined to be the primary beneficiary In determining whether we are

the primary beneficiary we consider among other things whether we have the power to direct the activities of the VIE that most

significantly impact the VIEs economic performance Such activities would include among other things determining or limiting

the scope or purpose of the VIE selling or transferring property owned or controlled by the VIE or arranging financing for the

VIE As result of our analyses we determined that as of November 30 2013 and 2012 we were not the primary beneficiary of

any VIEs from which we have acquired rights to land under land option contracts and other similar contracts

The following table presents summary of our interests in land option contracts and other similarcontracts in thousands

November 30 2013 November 30 2012

Cash Aggregate Cash Aggregate

Deposits Purchase Price Deposits Purchase Price

Unconsolidated VIEs 11063 616000 8463 327196

Other land option contracts and other similarcontracts 30502 535496 17219 298139

41565 1151496 25682 625335

In addition to the cash deposits presented in the table above our exposure to loss related to our land option contracts and other

similarconttucts with third parties and unconsolidated entities consisted of pre-acquisition costs of $31.0 million at November 30

2013 and $25.4 million at November 30 2012 These pre-acquisition costs and cash deposits were included in inventories in our

consolidated balance sheets We also had outstanding letters of credit of million at November 30 2013 and $.5 million at

November 30 2012 in lieu of cash deposits under certain land option contracts and other similarcontracts

We also evaluate our land option contracts and other similarcontracts for financing arrangements in accordance with ASC 470

and as result of our evaluations increased inventories with corresponding increase to accrued
expenses

and other liabilities

in our consolidated balance sheets by $8.9 million at November 30 2013 and $4.1 million at November 30 2012

Note Investments in Unconsolidated Joint Ventures

We have investments in unconsolidated joint ventures that conduct land acquisition land development and/or other

homebuilding activities in various markets where our homebuilding operations are located Our partners in these unconsolidated

joint ventures are unrelated homebuilders and/or land developers and other real estate entities or commercial enterprises These

investments are designed primarily to reduce market and development risks and to increase the number of lots we own or control

In some instances participating in unconsolidated joint ventures has enabled us to acquire and develop land that we might not

otherwise have had access to due to projects size financing needs duration of development or other circumstances While we

consider our participation in unconsolidated joint ventures as potentially beneficial to our homebuilding activities we do not view

such participation as essential

We typically have obtained rights to acquire portions of the land held by the unconsolidated joint ventures in which we

currently participate When an unconsolidated joint venture sells land to our homebuilding operations we defer recognition of

our share of such unconsolidated joint ventures earnings until home sale is closed and title passes to homebuyer at which

time we account for those earnings as reduction of the cost of purchasing the land from the unconsolidated joint venture

We and our unconsolidated joint venture partners make initial and/or ongoing capital contributions to these unconsolidated

joint ventures typically on pro rata basis equal to our respective equity interests The obligations to make capital contributions

are governed by each unconsolidated joint ventures respective operating agreement and related governing documents

Each unconsolidated joint venture is obligated to maintain financial statements in accordance with GAAP We share in the

profits and losses of these unconsolidated joint ventures generally in accordance with our respective equity interests In some

instances we recognize profits and losses related to our investment in an unconsolidated joint venture that differ from our equity

interest in the unconsolidated joint venture This may arise from impairments that we recognize related to our investment that

differ from the impairments the unconsolidated joint venture recognizes with respect to the unconsolidated joint ventures assets

differences between our basis in assets we have transferred to theunconsolidatedjoint venture and the unconsolidatedjoint ventures

basis in those assets our deferral of the unconsolidated joint ventures profits from land sales to us or other items
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With respect to our investments in unconsolidated joint ventures our equity in loss of unconsolidated joint ventures included

impairment charges of $53.7 million in 2011 There were no such impairment charges in 2013 or 2012 In 2011 the impairment

charge reflected the write off of our remaining investment in South Edge residential development joint venture in our Southwest

homebuilding reporting segment We wrote off our remaining investment based on our determination that South Edge was no

longer able to perform its originally intended activities following 2011 court decision to enter an order for relief on Chapter

11 involuntary bankruptcy petition filed against South Edge

The following table presents combined condensed information from the statements of operations of our unconsolidated joint

ventures in thousands

Years Ended November 30

2013 2012 2011

Revenues 17446 31772 230

Construction and land àosts 10709 21467 54
Other expenses net 4042 2009 4506

Income loss 2695 8296 4330

For the years ended November 30 2013 and 2012 combined revenues construction and land costs and Income from our

unconsolidated joint ventures primarily reflected land sales completed by an unconsolidated joint venture in Maryland

The following table presents combined condensed balance sheet information for our unconsolidated joint ventures in

thousands

November 30

2013 2012

Assets

Cash 18752 29721

Receivables 4902 6104

Inventories 381195 352791

Other assets 1183 1175

Total assets 406032 389791

Liabilities and equity

Accounts payable and other liabilities 85386 88027

Equity 320646 301764

Total liabilities and equity 406032 389791

The following table presents information relating to our investments in unconsolidated joint ventures dollars in thousands

November 30

2013 2012

Number of investments in unconsolidated joint ventures

Investments in unconsolidated joint ventures 130192 123674

Number of unconsolidated joint venture lots controlled under land option contracts or other

similarcontracts 5367 4940

As of November 30 2013 and 2012 our total amount of investments in unconsolidated joint ventures was largely comprised

of investments in Inspirada Builders LLC as described below and joint venture in California

Our unconsolidated joint ventures finance land and inventory investments for project through variety of arrangements

and certain of our unconsolidated joint ventures have obtained loans from third-party lenders that are secured by the underlying

property and related project assets However none of our unconsolidated joint ventures had outstanding debt at November 30
2013 or 2012
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In 2011 we recognized an aggregate loss on loan guaranty charge of $30.8 million in our consolidated statements of operations

related to our investment in South Edge which underwent bankruptcy reorganization in that year This charge resulted from

our recording probable obligation related to contingent payment guaranty that we had provided to the administrative agent for

the lenders to South Edge and the bankruptcy courts confirmation of the consensual plan of reorganization for South Edge and

took into account accruals we had previously established with respect to our investment in South Edge The loss on loan guaranty

charge was in addition to the joint venture impairment charge of $53.7 million that we recognized in 2011 to write off our remaining

investment in South Edge In connection with the reorganization plan for South Edge and the resolution ofother matters surrounding

South Edge we made payments of $251.9 million inthe fourth quarter Of 2011 including payment to the administrative agent

which satisfied the respective liens of the administrative agent and most of the South Edge lenders on the land South Edge owned

Accordingly our obligations under the contingent payment guaranty were eliminated

Our investments in unconsolidated joint ventures as of November 302013 and 2012 included our investment of $75.9 million

and $71.0 million respectively in Inspirada Builders LLC an unconsolidated joint venture that was formed in 2011 in connection

with the consensual plan of reorganization plan for South Edge and in which subsidiary that is 100% owned by us is member

As part of the terms of the reorganization plan for South Edge land previously owned by the South Edge joint venture including

our share that consists of approximately 600 developable acres was acquired by Inspirada Builders LLC in November 2011 We

anticipate that we will acquire our share of the land from Inspirada Builders LLC through future distribution

Note 10 Other Assets

Other assets consisted of the following in thousands

November 30

2013 2012

Cash surrender value of insurance contracts 68534 64757

Debt issuance costs 27366 14563

Property and equipment net 8460 7920

Prepaid expenses
2716 7810

Total 107076 95050

The increase in debt issuance costs as of November 30 2013 compared to November 30 2012 primarily reflected the costs

associated with our underwritten public issuances of the 1.375% Convertible Senior Notes due 2019 and the 7.00% Senior

Notes due 2021 and our entry into the Credit Facility during 2013

Note 11 Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities consisted of the following in thousands

November 30

2013 2012

Self-insurance and other litigation liabilities 99612 107111

Employee compensation and related benefits 99332 97189

Warranty liability
48704 47822

Accrued interest payable
45562 47392

Inventory-related obligations
29517 11674

Real estate and business taxes 8131 8453

Other
25318 20704

Total 356176 340345
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Note 12 Income Taxes

Income Tax Benefit Expense The components of income tax benefit expense in the consolidated statements of operations

are as follows in thousands

Federal State Total

2013

Current 1600 1600

Deferred

Income tax benefit 1600 1600

2012

Current 16500 3600 20100

Deferred

Income tax benefit 16500 3600 20100

2011

Current 2600 200 2400

Deferred
______________ ______________ ______________

Income tax benefit expense 2600 200 2400

We recognized an income tax benefit of $1.6 million in 2013 $20.1 million in 2012 and $2.4 million in 2011 The income

tax benefit for 2013 was due to the resolution of state tax audit which resulted in refund receivable of $1.4 million as well as

the recognition of unrecognized tax benefits of$1.0 million partly offset by the state tax liability of $.8 million The income tax

benefit of$20 million in 2012 primarily reflected the resolution offederal and state tax audits which also resulted in the realization

of$ 1.2 million ofdeferred tax assets The income tax benefit in 2011 reflected the reversal ofa $2.6 million liability for unrecognized

tax benefits due to the status of federal and state tax audits Due to the effects of our deferred tax asset valuation allowances

carrybacks of our NOL and changes in our unrecognized tax benefits our effective tax rates in 2013 2012 and 2011 are not

meaningful items as our income tax amounts are not directly correlated to the amount of our pretax income loss for those periods

Deft rred Income Taxes Deferred income taxes result from temporary differences in the financial and tax basis of assets and

liabilities Significant components of our deferred tax liabilities and assets are as follows in thousands
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November 30

Deferred tax liabilities

Capitalized expenses

State taxes

Depreciation and amortization

Other

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

Net deferred tax assets

Income tax benefit expense computed at statutory rate

State taxes net of federal income tax benefit

Reserve and deferred income

Capitalized expenses

Basis in joint ventures

NOL reconciliation

Inventory impairments

Recognition of federal and state tax benefits

Tax credits

Valuation allowance for deferred tax assets

Depreciation and amortization

Other net

Income tax benefit

87599

62884

300

208 218

150991 140907

132099

442621

54744

68644

132851

7467

6646

169173

656 668

11267 6107

1010431 1021020

859440 880113

150991 140907

2013 2012 2011

13427 27672 63397

1947 9948 4691

1808 9146 1161

7960 3501

9598 42503 4401

3806 5345 715

2827 59401 1852

1600 17650 2600

2675 17889 5477

20673 32286 76747

4523 2482

112 174 4380

1600 20100 2400

2013 2012

Total

Deferred tax assets

Inventory impairments and land option contract abandonments

NOL from 2006 through 2013

76112

64577

110745

459885

50110

73039

122081

9359

173289

Reconciliation of Expected Income Tax Benefit Expense The income tax benefit expense computed at the statutory

U.S federal income tax rate and the income tax benefit provided in the consolidated statements of operations differ as follows in

thousands

Years Ended November 30

Valuation Allowance In accordance with ASC 740 we evaluate our deferred tax assets quarterly to determine ifadjustments

to the valuation allowance are required ASC 740 requires that companies assess whether valuation allowance should be

established based on the consideration of all available positive and negative evidence using more likely than not standard with
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respect to whether deferred tax assets will be realized The ultimate realization of deferred tax assets depends primarily on the

generation of future taxable income The value of our deferred tax assets will depend on applicable income tax rates During

2013 we reduced the valuation allowance by $20.7 million to account for adjustments to our deferred tax assets associated with

the pretax income generated during the year and the loss of state NOLs due to the expiration of the applicable statute of limitations

During 2012 and 2011 we recorded valuation allowances of $32.3 million and $76.7 million respectively against net deferred

tax assets generated primarily from the pretax losses for those years One of the primary pieces of negative evidence that we

consider in evaluating the need for valuation allowance is our three-year cumulative loss position which is largely the result of

our pretax losses in 2012 and 2011 as we generated pretax income in 2013 In 2013 we had two consecutive quarters of pretax

income and have experienced year-over-year increases in our homes delivered revenues housing gross profit margin and net

orders In addition our backlog value at November 30 2013 was higher than at November 30 2012 If such positive trends in

our business continue together with improvements in housing markets and the homebuilding industry and we are profitable on

sustained basis we believe that there could be sufficient positive evidence to support reducing large portion of our valuation

allowance during 2014

The majority of the tax benefits associated with our NOL can be carried forward for 20
years

and applied to offset future

taxable income The federal NOL carryforwards of $329.0 million if not utilized will begin to expire in 2030 through 2033 The

state NOL carryforwards of$l30.9 million will begin to expire between 2014 and 2033 if not utilized During 2013 $3.5 million

of state NOL carryforwards expired

In addition $84.4 million of our tax credits if not utilized will begin to expire in 2015 through 2033 Included in the $84.4

million are $7.8 million of investment tax credits of which $7.0 million and $.8 million will expire in 2026 and 2027 respectively

We had no net deferred tax assets at November 30 2013 or 2012 as we maintained full valuation allowance against our

deferred tax assets The deferred tax asset valuation allowance decreased to $859.4 million at November 30 2013 from $880.1

million at November 30 2012 reflecting reduction of $20.7 million due to the use of deferred tax assets to offset the income

taxes associated with the net income generated during 2013 and the loss of certain state NOLs due to the expiration of the applicable

statute of limitations To the extent we generate sufficient taxable income in the future to fully utilize the tax benefits of the related

deferred tax assets we expect our effective tax rate to decrease as the valuation allowance is reversed

Unrecognized Tax Benefits Gross unrecognized tax benefits are the differences between tax position taken or expected to

be taken in tax return and the benefit recognized for accounting purposes reconciliation of the beginning and ending balances

of the gross unrecognized tax benefits excluding interest and penalties is as follows in thousands

Years Ended November 30

2013 2012 2011

Balance at beginning of
year 1671 1899 11308

Additions for tax positions related to prior years

Reductions for tax positions related to prior years 165

Reductions due to lapse of statute of limitations 1465 63 2476

Reductions due to resolution of federal and state audits 6938

Balance at end of year
206 1671 1899

We recognize accrued interest and penalties related to unrecognized tax benefits in our consolidated financial statements as

component of the provision for income taxes As of November 30 2013 2012 and 2011 there were $.3 million $1.3 million

and $1.8 million respectively of gross unrecognized tax benefits including interest and penalties that if recognized would affect

our annual effective tax rate Our total accrued interest and penalties related to unrecognized income tax benefits was $.3 million

at November 30 2013 and $.6 million at November 30 2012 Our liabilities for unrecognized tax benefits at November 30 2013

and 2012 are included in accrued expenses and other liabilities in our consolidated balance sheets

Included in the balance of gross unrecognized tax benefits at November 30 2013 and 2012 were tax positions of $.2 million

and $1.0 million respectively for which the ultimate deductibility is highly certain but the timing of such deductibility is uncertain

Because of the impact of deferred tax accounting other than interest and penalties the disallowance of the shorter deductibility

period would not affect our annual effective tax rate but would accelerate the payment of cash to tax authority to an earlier

period

As of November 30 2013 our gross unrecognized tax benefits including interest and penalties totaled $.5 million We

anticipate that these gross unrecognized tax benefits will decrease by an amount ranging from million to $.3 million during
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the 12 months from this reporting date due to various state filings associated with the resolution of federal audit The fiscal

years ending 2010 and later remain open to federal and state examinations

The benefits of our NOL built-in losses and tax credits would be reduced or potentially eliminated if we experienced an

ownership change under Section 382 Based on our analysis performed as of November 30 2013 we do not believe that we

have experienced an ownership change as defined by Section 382 and therefore the .NOL built-in losses and tax credits we have

generated should not be subject to Section 382 limitation as of this reporting date

Note 13 Mortgages and Notes Payable

Mortgages and notes payable consisted of the following in thousands

November 30

2013 2012

Mortgages and land contracts due to land sellers and other loans at interest rates of 7% at

November 30 2013 and 6% to 7% at November 30 2012 13615 52311

3/4% Senior notes due February 2014 75911

7/8% Senior notes due January 15 2015 101999

1/4% Senior notes due June 15 2015 199864 236826

9.10% Senior notes due September 15 2017 262048 261430

1/4% Senior notes due June 15 2018 299261 299129

8.00% Senior notes due March 15 2020 345710 345209

7.00% Senior notes due December 15 2021 450000

7.50% Senior notes due September 15 2022 350000 350000

1.375% Convertible senior notes due February 12019 230000

Total 2150498 1722815

Unsecured Revolving Credit Facility On March 12 2013 we entered into the Credit Facility with syndicate of financial

institutions The Credit Facility will mature on March 12 2016 The Credit Facility contains an uncommitted accordion feature

under which its aggregate principal amount can be increased to up to $300.0 million under certain conditions and the availability

of additional bank commitments as well as sublimit of$100.0 million for the issuance of letters of credit which may be utilized

in combination with or to replace the LOC Facilities Interest on amounts borrowed under the Credit Facility is payable quarterly

in arrears at rate based on eitherthe London Interbank Offered Rate or base rate plus spread that depends on our debt rating

and Leverage Ratio as defined under the Credit Facility The Credit Facility also requires the payment of commitment fee

ranging from .50% to .75% of the unused commitment based on our debt rating and Leverage Ratio Under the terms of the Credit

Facility we are required among other things to maintain compliance with various covenants including financial covenants relating

to consolidated tangible net worth the Leverage Ratio and either an interest coverage ratio or minimum level of liquidity each

as defined therein The amount of the Credit Facility available for cash borrowings or the issuance of letters of credit depends on

the total cash borrowings and letters of credit outstanding under the Credit Facility and the maximum available amount under the

terms of the Credit Facility As of November 30 2013 we had no cash borrowings or letters of credit outstanding under the Credit

Facility and we had $200.0 million available for cash borrowings with up to $100.0 million available for the issuance of letters

of credit

Borrowings under the Credit Facility are required to be unconditionally guaranteed jointly and severally by certain of our

subsidiaries the Guarantor Subsidiaries that meet the definition of significant subsidiary as defined by Rule 1-02 of

Regulation S-X using 5% rather than 10% threshold provided that the assets of our non-guarantor subsidiaries do not in the

aggregate exceed 10% of an adjusted measure of our consolidated total assets Each of the Guarantor Subsidiaries is 100%

owned subsidiary of ours We may also cause other subsidiaries of ours to become Guarantor Subsidiaries if we believe it to be

in our or the relevant subsidiarys best interests

Letter of Credit Facilities We maintain the LOC Facilities with various financial institutions to obtain letters of credit in the

ordinary course of operating our business As of November 30 2013 and 2012 $41.5 million and $41.9 million respectively of

letters of credit were outstanding under the LOC Facilities The LOC Facilities require us to deposit and maintain cash with the

issuing financial institutions as collateral for our letters of credit outstanding We may maintain revise or ifnecessary or desirable

enter into additional or expanded letter of credit facilities or other similar facility arrangements with the same or other financial

institutions
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Mortgages andLand Contracts Due to Land Sellers and OtherLoans As ofNovember 302013 inventories having carrying

value of $37.9 million were pledged to collateralize mortgages and land contracts due to land sellers and other loans

Shelf Registration We have an automatically effective universal shelf registration statement on file with the SEC The 2011

Shelf Registration registers the offering of debt and equity securities that we may issue from time to time in amounts to be

determined

Senior Notes All of our senior notes outstanding at November 30 2013 and 2012 represent senior unsecured obligations

rank equally in right of payment with all of our existing and future indebtedness and are unconditionally guaranteed jointly and

severally by the Guarantor Subsidiaries on senior unsecured basis At our option these notes may be redeemed in whole at any

time or from time to time in part at redemption price equal to the greater ofa 100% of the principal amount of the notes being

redeemed and the sum of the present values of the remaining scheduled payments of principal and interest on the notes being

redeemed discounted to the redemption date at defined rate plus in each case accrued and unpaid interest on the notes being

redeemed to the applicable redemption date

On January 28 2004 we issued the 3/4% Senior Notes due 2014 at 99.474% of the $250.0 million in aggregate principal

amount of these notes in private placement On June 16 2004 we exchanged all of the privately placed 3/4% Senior Notes

due 2014 for notes that are substantially identical except that the new 3/4% Senior Notes due 2014 are registered under the

Securities Act of 1933

On December 15 2004 pursuant to the shelf registration statement filed with the SEC on November 12 2004 the 2004

Shelf Registration we issued the 7/8% Senior Notes due 2015 at 99.357% of the $300.0 million in aggregate principal amount

of these notes

On June 2005 pursuant to the 2004 Shelf Registration we issued $300.0 million of the 1/4% Senior Notes due 2015 at

99.533% of the aggregate principal amount of these notes and on June 27 2005 issued $150.0 million additional senior notes in

the same series at 100.614% of the aggregate principal amount of these notes

On July 30 2009 pursuant to the shelf registration statement filed with the SEC on October 17 2008 we issued the 9.10%

senior notes due 2017 the 9.10% Senior Notes due 2017 at 98.014% of the $265.0 million in aggregate principal amount of

these notes We used substantially all of the net proceeds from the issuance of the 9.10% Senior Notes due 2017 to purchase

pursuant to simultaneous tender offer $250.0 million in aggregate principal amount of the 3/8% Senior Notes due 2011 On

August 15 2011 we repaid the remaining $100.0 million in aggregate principal amount of the 3/8% Senior Notes due 2011 at

their maturity

On April 2006 pursuant to the 2004 Shelf Registration we issued the 1/4% Senior Notes due 2018 at 99.486% of the

$300.0 million in aggregate principal amount of these notes

On February 2012 pursuant to the 2011 Shelf Registration we issued the 8.00% Senior Notes due 2020 at 98.523% of the

$350.0 million in aggregate principal amount of these notes We used substantially all of the net proceeds from this issuance to

purchase pursuant to the terms of the applicable January 2012 Tender Offers $340.0 million in aggregate principal amount of

portions of each of the 3/4% Senior Notes due 2014 the 7/8% Senior Notes due 2015 and the 1/4% Senior Notes due 2015

The total amount paid to purchase these senior notes was $340.5 million We incurred $2.0 million loss on the early extinguishment

of debt in 2012 due to premium paid under the applicable January 2012 Tender Offers and the unamortized original issue discount

On July 31 2012 pursuant to the 2011 Shelf Registration we issued the 7.50% Senior Notes due 2022 at 100% of the $350.0

million in aggregate principal amount of these notes We used $252.2 million of the net proceeds from this issuance to purchase

pursuant to the terms of the applicable July 2012 Tender Offers $244.9 million in aggregate principal amount of portions of each

of the 3/4% Senior Notes due 2014 the 7/8% Senior Notes due 2015 and the 1/4% Senior Notes due 2015 We used the

remaining net proceeds from this issuance for general corporate purposes We incurred an $8.3 million loss on the early

extinguishment of debt in 2012 due to premium paid under the applicable July 2012 Tender Offers and the unamortized original

issue discount

On October 29 2013 pursuant to the 2011 Shelf Registration we issued the 7.00% Senior Notes due 2021 at 100% of the

$450.0 million in aggregate principal amount of these notes We used $225.4 million of the net proceeds from this issuance to

purchase $19.7 million in aggregate principal amount of the 3/4% Senior Notes due 2014 $91.1 million in aggregate principal

amount of the 7/8% Senior Notes due 2015 and $37.0 million in aggregate principal amount of the 1/4% Senior Notes due

2015 pursuant to the terms of the applicable October 2013 Tender Offers and to redeem the remaining $56.3 million in aggregate

principal amount of the 3/4% Senior Notes due 2014 and $11.0 million in aggregate principal amount of the 7/8% Senior Notes

due 2015 that were not purchased in the applicable October 2013 Tender Offers The October 2013 Tender Offers expired on

November 12 2013 We plan to use the remaining net proceeds from this issuance for general corporate purposes We incurred
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$10.4 million loss on the early extinguishment of debt in 2013 due to premium paid under the applicable October2013 Tender

Offers premiums paid to redeem the applicable remaining senior notes and the unamortized original issue discount associated

with these senior notes

If change in control occurs as defined in the instruments governing our senior notes we would be required to offer to purchase

all of our outstanding senior notes with the exception of the amounts outstanding related to our l/4% Senior Notes due 2015

and our 1/4% Senior Notes due 2018 at 101% of their principal amount together with all accrued and unpaid interest if any

Convertible Senior Notes On January 29 2013 and February 2013 pursuant to the 2011 Shelf Registration we issued in

an underwritten public offering the 1.375% Convertible Senior Notes due 2019 at 100% of the $230.0 million in aggregate principal

amount of these notes The issuance on February 2013 was made pursuant to the exercise of an option granted to the underwriters

to purchase such notes to cover over-allotments Interest on the 1.375% Convertible Senior Notes due 2019 which represent

senior unsecured obligations of ours and rank equally in right of payment with all of our other senior unsecured indebtedness is

payable semi-annually in arrears on February and August commencing on August 2013 We will also pay interest on

November 2018 The 1.375% Convertible Senior Notes due 2019 will mature on February 2019 unless converted earlier by

the holders at their option or redeemed by us or purchased by us at the option of the holders following the occurrence of

fundamental change as defined in the instruments governing the 1.375% Convertible Senior Notes due 2019

At any time prior to the close of business on the business day immediately preceding the maturity date holders may convert

all or any portion of their 1.375% Convertible Senior Notes due 2019 The 1.375% Convertible Senior Notes due 2019 are initially

convertible into shares of our common stock at conversion rate of 36.5297 shares for each $1000 principal amount of the notes

which represents an initial conversion price of approximately $27.37 per share and conversion premium of approximately 47%

based on the closing price of our common stock on January 29 2013 which was $18.62 per share This initial conversion rate

equates to 8401831 shares of our common stock The conversion rate is subject to adjustment upon the occurrence of certain

events including subdivisions and combinations of our common stock the issuance of stock dividends or certain rights options

or warrants capital stock indebtedness assets or cash dividends to all or substantially all holders of our common stock and certain

issuer tender or exchange offers The conversion rate will not however be adjusted for other events such as third party tender

or exchange offer or an issuance of common stock for cash or an acquisition that may adversely affect the trading price of the

notes or our common stock On conversion holders of the 1.375% Convertible Senior Notes due 2019 will not be entitled to

receive cash in lieu of shares of our common stock except for cash in lieu of fractional shares

We may not redeem the 1.375% Convertible Senior Notes due 2019 prior to November 2018 On or after November

2018 and prior to the stated maturity date we may at our option redeem all or part of the 1.375% Convertible Senior Notes due

2019 for cash price equal to 100% of the principal amount of the notes being redeemed plus accrued and unpaid interest to but

not including the redemption date If fundamental change as defined in the instruments governing the 1.375% Convertible

Senior Notes due 2019 occurs prior to the stated maturity date the holders may require us to purchase for cash all or any portion

of their 1.375% Convertible Senior Notes due 2019 at 100% of the principal amount of the notes plus accrued and unpaid interest

to but not including the fundamental change purchase date

The 1.375% Convertible Senior Notes due 2019 are fully and unconditionally guaranteedjointly
and severally by the Guarantor

Subsidiaries We used the $222.7 million in total net proceeds from the issuance of the 1.375% Convertible Senior Notes due

2019 together with the total net proceeds from concurrent underwritten public offering of our common stock which is described

in Note 17 Stockholders Equity for general corporate purposes including for investments in land and land development

The indenture governing the senior notes and the 1.375% Convertible Senior Notes due 2019 does not contain any financial

covenants Subject to specified exceptions
the indenture contains certain restrictive covenants that among other things limit our

ability to incur secured indebtedness or engage in sale-leaseback transactions involving property or assets above certain specified

value In addition the 1.375% Convertible Senior Notes due 2019 and all of the senior notes with the exception of the 1/4%

Senior Notes due 2015 and the 1/4% Senior Notes due 2018 contain certain limitations related to mergers consolidations and

sales of assets

As of November 30 2013 we were in compliance with the applicable terms of all our covenants under the Credit Facility

the senior notes the 1.375% Convertible Senior Notes due 2019 the indenture and the mortgages and land contracts due to land

sellers and other loans Our ability to access the Credit Facility for cash borrowings and letters of credit and our ability to secure

future debt financing depend in part on our ability to remain in such compliance Our inability to do so could make it more

difficult and expensive to maintain our current level of external debt financing or to obtain additional financing There are no

agreements
that restrict our payment of dividends other than to maintain compliance with the financial covenant requirements

under the Credit Facility which would restrict our payment of dividends if there is default under the Credit Facility existing at

the time of any such payment or if any such payment would result in such default
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Principal payments on senior notes mortgages and land contracts due to land sellers and other loans are due during each
year

endedNovember 30 as follows 2014 $8.8 million 201 5$204.7 million 2016 $0 2017 $262.0 million 2018 $299.3

million and thereafter $1.38 billion

Note 14 Fair Value Disclosures

ASC 820 provides framework for measuring the fair value of assets and liabilities under GAAP and establishes fair value

hierarchy that requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when

measuring fair value The fair value hierarchy can be summarized as follows

Level Fair value determined based on quoted prices in active markets for identical assets or liabilities

Level Fair value determined using significant observable inputs such as quoted prices for similar assets or liabilities or

quoted prices for identical or similar assets or liabilities in markets that are not active inputs other than quoted

prices that are observable for the asset or liability or inputs that are derived principally from or corroborated by

observable market data by correlation or other means

Level Fair value determined using significant unobservable inputs such as pricing models discounted cash flows or

similar techniques

Fair value measurements are used for inventories on nonrecurring basis when events and circumstances indicate the carrying

value is not recoverable The following table presents the fair value hierarchy and our assets measured at fair value on nonrecurring

basis for the years ended November 30 2013 and 2012 in thousands

Fair Value

November 30 November 30
Description Hierarchy 2013 2012

Long-lived assets held and used Level 1143 39851

Amounts represent the aggregate fair value for communities or land parcels where we recognized inventory impairment

charges during the period as of the date that the fair value measurements were made The carrying value for these communities

or land parcels may have subsequently increased or decreased from the fair value reflected due to activity that has occurred

since the measurement date

In accordance with the provisions of ASC 360 long-lived assets held and used with carrying value of $1.5 million were

written down to their fair value of $1.1 million during the year ended November 30 2013 resulting in inventory impairment

charges of $.4 million Long-lived assets held and used with carrying value of $68.0 million were written down to their fair

value of $39.9 million during the year ended November 30 2012 resulting in inventory impairment charges of $28.1 million

The fair values for long-lived assets held and used that were determined using Level inputs were primarily based on the

estimated future net cash flows discounted for inherent risk associated with each asset as described in Note Inventory Impairments

and Land Option Contract Abandonments The discount rates we used were impacted by the following at the time the calculation

was made the risk-free rate ofreturn expected risk premium based on estimated land development home construction and delivery

timelines market risk from potential future price erosion cost uncertainty due to land development or home construction cost

increases and other risks specific to the asset or conditions in the market in which the asset is located These factors were specific

to each affected community or land parcel and may have varied among communities or land parcels and may have varied over

time

Our financial instruments consist of cash and cash equivalents restricted cash senior notes the 1.375% Convertible Senior

Notes due 2019 and mortgages and land contracts due to land sellers and other loans Fair value measurements of financial

instruments are determined by various market data and other valuation techniques as appropriate When available we use quoted

market prices in active markets to determine fair value

The following table presents the fair value hierarchy carrying values and estimated fair values of our financial instruments

except those for which the carrying values approximate fair values in thousands
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November 30

2013 2012

Fair Value Carrying Estimated Carrying Estimated

Hierarchy Value Fair Value Value Fair Value

Financial Liabilities

Senior notes LeveI2 1906883 2069325 1670504 1831596

1.375% Convertible senior notes due February

2019 Level 230000 224825

The fair values of our senior notes and the 1.375% Convertible Senior Notes due 2019 are generally estimated based on quoted

market prices for these instruments The carrying values reported for cash and cash equivalents
restricted cash and mortgages

and land contracts due to land sellers and other loans approximate fair values

Note 15 Commitments and Contingencies

Commitments and contingencies include typical obligations ofhomebuilders for the completion of contracts and those incurred

in the ordinary course of business

Warranty We provide limited warranty on all of our homes The specific terms and conditions of our limited warranty

program vary depending upon the markets in which we do business We generally provide structural warranty of 10 years

warranty on electrical heating cooling plumbing and certain other building systems each varying from two to five years based

011 geographic market and state law and warranty of one year for other components of the home Our limited warranty program

is ordinarily how we respond to and account for homeowners requests to local division offices seeking repairs including claims

where we could have liability under applicable state statutes or tort law for defective condition in or damages to home

We estimate the costs that may be incurred under each limited warranty and record liability in the amount of such costs at

the time the revenue associated with the sale of each home is recognized Our primary assumption in estimating the amounts we

accrue for warranty costs is that historical claims experience is strong indicator of future claims experience Factors that affect

our warranty liability include the number of homes delivered historical and anticipated rates of warranty claims and cost per

claim We periodically assess the adequacy of our accrued warranty liability which is included in accrued expenses
and other

liabilities in our consolidated balance sheets and adjust the amount as necessary based on our assessment Our assessment includes

the review of our actual warranty costs incurred to identify trends and changes in our warranty claims experience and considers

our home construction quality and customer service initiatives and outside events While we believe the warranty liability currently

reflected in our consolidated balance sheets to be adequate unanticipated changes or developments in the legal environment local

weather land or environmental conditions quality of materials or methods used in the construction of homes or customer service

practices and the results of our investigation of and the repair efforts related to homes in central and southwest Florida affected

by water intrusion-related issues could have significant impact on our actual warranty costs in the future and such amounts could

differ from our current estimates

The changes in our warranty liability are as follows in thousands

Years Ended November 30

2013 2012 2011

Balance at beginning of year
47822 67693 93988

Warranties issued 14261 8416 4852

Payments
45338 19701 25024

Adjustments
31959 8586 6123

Balance at end of year
48704 47822 67693

The year-over-year
increase in the expense associated with warranties issued in 2013 and 2012 reflected higher housing

revenues in each of those years Additionally in 2013 we increased the warranty accrual rate per home based on our historical

claims experience

Adjustments in 2013 were comprised of charges associated with water intrusion-related issues in central and southwest Florida

while in 2012 favorable warranty adjustments were partly offset by such water intrusion-related charges In 2011 favorable

warranty adjustments were partly offset by the impact of our consolidation of previously
unconsolidated joint venture
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Central and Southwest Florida Claims During 2012 we received warranty claims from homeowners in certain of our

communities in central and southwest Florida that primarily involved framing stucco roofing and/or sealant matters on homes

we delivered between 2003 and 2009 many of which have resulted in water intrusion-related issues While we initially believed

these issues were isolated after additional investigation we determined in the fourth quarter of 2012 that more homes and

communities may have been affected Throughout 2013 we continued our investigation in an effort to identify the
scope

of the

issues to fully understand the causes and to address them as quickly and completely as possible and we encountered an evolving

and at times unexpected range
of varied and complex conditions and repairs As result during 2013 the number of identified

affected homes and our estimate of the total repair costs associated with those homes were revised upward In addition prior to

the second quarter of 2013 we were unable to estimate the number of similarly affected homes likely to be identified in the future

and the repair costs associated with those homes As our assessment process and our continued efforts to identify examine and

repair affected homes progressed during the second third and fourth quarters of 2013 we believed we had accumulated adequate

experience with these water intrusion-related issues to be able to reasonably estimate as of the end of each respective period the

number ofsimilarly affected homes that we believed were likely to be identified in the future and the probable repair costs associated

with such similarly affected homes in addition to revising the number of identified affected homes and our estimate of the repair

costs associated with such identified affected homes Based on the status of our ongoing investigation and repair efforts our

overall warranty liability at November 302013 included $28.9 million for estimated remaining repair costs associated with homes

in central and southwest Florida that have been identified as having water intrusion-related issues and estimated repair costs

associated with similarly affected homes in central and southwest Florida that we believe are likely to be identified in the future

As of November 30 2013 this amount encompasses what we believe is the probable overall cost of the repair effort remaining

before insurance and other recoveries However our actual costs to fully resolve repairs on affected homes could differ from the

overall costs we have estimated and the difference could be material to our consolidated financial statements

As of November 30 2013 we had identified total of 1464 affected homes requiring more than minor repairs and resolved

repairs on 754 of them During 2013 we paid $32.7 million to repair such homes As of November 30 2013 we had paid $36.7

million of the total estimated repair costs of $65.6 million associated with the affected homes that have been identified and similarly

affected homes that we believe are likely to be identified in the future Approximately half of the total estimated repair costs as

of November 30 2013 related to two attached-home communities We consider warranty-related repairs for homes to be resolved

when all repairs are complete and all repair costs are fully paid We anticipate resolving repairs on homes affected by the water

intrusion-related issues by the end of 2014

As discussed below largely due to the scope and nature of the water intrusion-related issues that we encountered we recorded

charges net of estimated probable recoveries during 2013 to increase our overall warranty liability for all of our previously

delivered homes that are covered under our limited warranty program including any such homes in central and southwest Florida

that have been identified as having water intrusion-related issues and similarly affected homes in central and southwest Florida

that we believe are likely to be identified in the future In addition to reflecting the remaining estimated repair costs associated

with homes in central and southwest Florida that have been identified as having water intrusion-related issues the charges recorded

in 2013 included estimated repair costs associated with similarly affected homes in central and southwest Florida that we believe

are likely to be identified in the future Our investigation and repair efforts in central and southwest Florida remain ongoing

While we have been able to make determination of the probable overall cost of the repair effort depending on the number of

additional affected homes that are identified and the actual costs we incur in future periods to repair identified affected homes we

may revise the estimated amount of our liability with respect to this matter which could result in an increase or decrease in our

overall warranty liability

As of November 30 2013 based on our investigation into the central and southwest Florida water intrusion-related issues

we believe it is probable that we will recover portion of our total estimated repair costs associated with affected homes from

various sources including subcontractors involved with the original construction of the homes and their insurers and our direct

insurers Our investigation into the water intrusion-related issues including the process of determining potentially responsible

parties and our efforts to obtain recoveries is ongoing and as result our estimate of probable recoveries may change as additional

information is obtained

Allegedly Defective Drywall Material Claims During the years ended November 30 2013 2012 and 2011 we paid $.5

million $2.9 million and $13.7 million respectively to repair homes identified as affected or potentially affected by allegedly

defective drywall manufactured in China These homes are located in Florida and were primarily delivered in 2006 and 2007
The drywall used in the construction of our homes is purchased and installed by subcontractors Our subcontractors obtained

drywall material from multiple domestic and foreign sources through late 2008 In late 2008 we directed our subcontractors to

obtain only domestically sourced drywall Based on the significantly reduced warranty claim rate on the issue only nominal

number of additional homes were identified in 2013 and 2012 as containing or potentially containing allegedly defective drywall

manufactured in China previous community-wide reviews we have conducted and the domestic sourcing of drywall material

since late 2008 we believe that we have identified substantially all affected homes and will receive at most only nominal additional

claims in future periods
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As of November 30 2013 we were defendant in two lawsuits relating to allegedly defective drywall manufactured in China

One ofthe lawsuits is an omnibus class action purportedly filed on behalf of numerous homeowners asserting claims for damages

against drywall manufacturers homebuilders and other parties in the supply chain of the allegedly defective drywall material

This class action is now in the process of being dismissed pursuant to final global settlement of claims approved in February

2013 by the federal court judge overseeing multidistrict litigation case In re Chinese ManufacturedDrywall Products Liability

Litigation MDL-2047 We were also defendant in one lawsuit brought in Florida state court by individual homeowners Except

for the Florida state court case the global settlement resolved all current claims against us including the remaining omnibus class

action and those that have been previously dismissed in which we were named as defendant and bars any future claims against

all participating defendants including us Our total obligation as participating defendant under the global settlement was

million which we paid on March 25 2013 We also expect to receive certain amounts under the global settlement in 2014 based

on repairs we made to homes of certain settlement class members The plaintiffs in the Florida state court case opted out of the

global settlement and we settled the case with those plaintiffs in the third quarter of 2013 The case was submitted to the court

for dismissal in the first quarter of 2014

Other Claims With respect to potential recoveries on claims regarding other homes previously delivered we have tendered

claims with responsible liability insurance carriers seeking reimbursement of costs we have incurred to make repairs and to handle

claims During 2012 we recognized insurance recoveries of $26.5 million as reduction to construction and land costs in our

consolidated statements of operations representing amounts we received from one of our insurance carriers for portion of the

claims we have tendered We intend to continue to undertake efforts including legal proceedings to obtain reimbursement from

various sources including subcontractors suppliers and their insurers for the costs we have incurred or expect to incur to investigate

and complete repairs and to defend ourselves in litigation Given uncertainties in the potential outcomes of these efforts we have

not recorded any amounts for potential future recoveries as of November 30 2013

Overall Warranty Liability Assessment In assessing our overall warranty liability at reporting date we evaluate the costs

for warranty-related items on combined basis for all of our previously
delivered homes that are under our limited warranty

program which would include any such homes in central and southwest Florida that have been identified as having water intrusion-

related issues and similarly affected homes in central and southwest Florida that we believe are likely to be identified in the future

In 2013 based on our assessment of our overall warranty liability we recorded adjustments to increase our warranty liability by

$32.0 million with corresponding charge to construction and land costs in our consolidated statements of operations The

adjustments reflected the remaining estimated repair costs associated with homes in central and southwest Florida that have been

identified as having water intrusion-related issues and the estimated repair costs associated with similarlyaffected homes in central

and southwest Florida that we believe are likely to be identified in the future net of estimated probable recoveries of such repair

costs and other adjustments

These adjustments which were made in each quarter of 2013 as our assessment process continued and we gained more

experience and knowledge of the scope
and nature of the water intrusion-related issues and the associated repair efforts and costs

were largely related to one attached-home community in Florida At this particular community we determined in each of the third

and fourth quarters
of 2013 that additional significant and previously unanticipated repair work would need to be undertaken and

that the costs for certain items including framing material and labor stucco and windows would be substantially higher than

previously expected The adjustments we made in 2013 also reflected the identification of 687 additional affected homes at other

communities in central and southwest Florida and our estimate of the total number of affected homes that we believe are likely

to be identified in the future

Depending on the number of additional affected homes in central and southwest Florida that are identified as having water

intrusion-related issues and the actual costs we incur in future periods to repair identified affected homes our estimate of costs

to repair similarly affected homes in central and southwest Florida that we believe are likely be identified in the future and/or

actual or estimated costs to repair homes affected by other issues including costs to provide affected homeowners with temporary

housing we may revise the amount of our estimated liability which could result in an increase or decrease in our overall warranty

liability Based on our investigation of these water intrusion-related issues we believe that our warranty liability is adequate to

cover the estimated probable
total repair costs on these affected homes similarly affected homes that we believe are likely to be

identified in the future and homes affected by other issues though we believe it is reasonably possible that our loss associated

with water intrusion-related issues could exceed the amount accrued as of November 30 2013 by up to $6 million

In 2012 and 2011 notwithstanding our actual or estimated remaining repair costs related to the allegedly defective drywall

material and water intrusion-related issues we had experienced
favorable trends in our actual warranty costs incurred for the

previous several years with respect to claims relating to other warranty-related items reflecting among other things our ongoing

focus on construction quality and customer service Based on our assessments of these and other relevant factors on combined

basis we determined that our overall warranty liability at the end ofeach year was sufficient to cover our overall warranty obligations

on previously delivered homes that are under our limited warranty program Additionally based on our assessment of the trends

in our warranty claims experience and taking into account the decrease in the overall number of homes we had delivered over the
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past several
years

before 2012 and the steady reduction in our estimated remaining repair costs and actual repair costs incurred

for homes identified as affected or potentially affected by the allegedly defective drywall we recorded favorable warranty

adjustments of $11.2 million in 2012 and $7.4 million in 2011 as reductions to construction and land costs in our consolidated

statements of operations in those periods However as of November 30 2012 based on our assessment of our overall warranty

liability on combined basis for all of our previously delivered homes that were under our limited warranty including the homes

identified as affected or potentially affected by the allegedly defective drywall and the increased number of homes potentially

affected by water intrusion-related issues we recorded an adjustment to increase our overall warranty liability by $2.6 million in

the fourth quarter of 2012 with corresponding charge to construction and land costs in our consolidated statements of operations

Guarantees In the normal course of our business we issue certain representations warranties and guarantees related to our

home sales and land sales that may be affected by Accounting Standards Codification Topic No 460 Guarantees Based on

historical evidence we do not believe any potential liability with respect to these representations warranties or guarantees would

be material to our consolidated financial statements

Self-Insurance We maintain and require the majority of our subcontractors to maintain general liability insurance including

construction defect and bodily injury coverage and workers compensation insurance These insurance policies protect us against

portion of our risk of loss from claims related to our homebuilding activities subject to certain self-insured retentions deductibles

and other
coverage limits We self-insure portion of our overall risk through the use of captive insurance subsidiary We also

maintain certain other insurance policies In Arizona California Colorado and Nevada our subcontractors general liability

insurance primarily takes the form of wrap-up policy where eligible subcontractors are enrolled as insureds on each project

Enrolled subcontractors contribute toward the cost of the insurance and agree to pay contractual amount in the future in the event

of claim related to their work For those enrolled subcontractors we absorb their general liability associated with the work

performed on our homes within the applicable projects as part of our overall general liability insurance and our self-insurance

through our captive insurance subsidiary We record expenses and liabilities based on the estimated costs required to cover our

self-insured retention and deductible amounts under our insurance policies and the estimated costs of potential claims and claim

adjustment expenses that are above our coverage limits or that are not covered by our insurance policies These estimated costs

are based on an analysis of our historical claims and industry data and include an estimate of construction defect claims incurred

but not yet reported

We engage third-party actuary that uses our historical claim and expense data as well as industry data to estimate our

liabilities related to unpaid claims claim adjustment expenses third-party recoveries and incurred but not yet reported claims for

the risks that we are assuming under our self-insurance These estimates are subject to uncertainty due to variety of factors the

most significant being the long period of time between the delivery of home to homebuyer and when structural warranty or

construction defect claim is made and the ultimate resolution of the construction defect claim Though state regulations vary
construction defect claims are reported and resolved over prolonged period of time which can extend for 10

years or longer As
result the majority of the estimated liability relates to incurred but not yet reported claims Because the majority of our estimated

liabilities relate to incurred but not yet reported claims adjustments related to individual existing claims generally do not

significantly impact the overall estimated liability Adjustments to our liabilities related to homes delivered in prior years are

recorded in the period in which change in our estimate occurs

The changes in our self-insurance liability are as follows in thousands

Years Ended November 30

2013 2012 2011

Balance at beginning of
year 93349 94823 95665

Self-insurance expense 8239 7894 7220

Payments net of recoveries 9374 10168 8062
Adjustments 800

Balance at end of year 92214 93349 94823

These expenses are included in selling general and administrative expenses and largely offset by contributions from

subcontractors participating in the wrap-up policy

Recoveries are reflected at the time we receive funds from subcontractors andlor their insurers

The projection of losses related to these liabilities requires actuarial assumptions that are subject to variability due to

uncertainties regarding construction defect claims relative to our markets and the types of product we build insurance industry

practices and legal or regulatory interpretations among other factors Key assumptions used in these estimates include claim
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frequencies seventies and settlement patterns
which can occur over an extended period of time In addition changes in the

frequency and severity of reported claims and the estimates to settle claims can impact the trends and assumptions used in the

actuarial analysis which could be material to our consolidated financial statements Due to the degree ofjudgment required and

the potential for variability in these underlying assumptions our actual future costs could differ from those estimated

PerJbrmance Bonds and Letters of Credit We are often required to provide to various municipalities and other government

agencies performance bonds and/or letters of credit to secure the completion of our projects
and/or in support

of obligations to

build community improvements such as roads sewers water systems and other utilities and to support similar development

activities by certain of our unconsolidated joint ventures At November 30 2013 we had $410.8 million of performance
bonds

and $41.5 million of letters of credit outstanding AtNovember 30 2012 we had $286.1 million of performance bonds and $41.9

million of letters of credit outstanding If any such performance bonds or letters of credit are called we would be obligated to

reimburse the issuer of the performance bond or letter of credit We do not believe that material amount of any currently

outstanding performance bonds or letters of credit will be called Performance bonds do not have stated expiration
dates Rather

we are released from the performance bonds as the underlying performance is completed The expiration dates of some letters of

credit issued in connection with community improvements coincide with the expected completion dates of the related projects or

obligations Most letters of credit however are issued with an initial term of one year
and are typically extended on year-to-

year
basis until the related performance obligations are completed

Land Option Contracts In the ordinary course of business we enter into land option contracts and other similarcontracts to

acquire rights to land for the construction of homes At November 30 2013 we had total deposits of $41 .7 million comprised of

$41.6 million of cash deposits and $.1 million of letters of credit to purchase land having an aggregate purchase price of $1.15

billion Our land option contracts and other similarcontracts generally do not contain provisions requiring our specific performance

Leases We lease certain property and equipment under noncancelable operating leases Office and equipment leases are

typically for terms of three to five years and generally provide renewal options for terms up to an additional five years
In most

cases we expect that leases that expire will be renewed or replaced by other leases with similar terms The future minimum rental

payments under operating leases which primarily consist of office leases having initial or remaining noncancelable lease terms

in excess of one year are as follows in thousands

Years Ending November 30

2014
7158

2015
5276

2016
3224

2017
1649

2018
1098

Thereafter
387

Total minimum lease payments
18792

Rental expense on our operating leases was $6.5 million in 2013 $5.5 million in 2012 and $6.7 million in 2011

Note 16 Legal Matters

Nevada Development Contract Litigation KB Nevada is defendant in case in the Eighth Judicial District Court in Clark

County Nevada entitled Las Vegas Development Associates LLC Essex Real Estate Partners LLC et al KB HOME Nevada

Inc In 2007 LVDA agreed to purchase from KB Nevada approximately 83 acres of land located near Las Vegas Nevada LVDA

subsequently assigned its rights to Essex KB Nevada and Essex entered into development agreement relating to certain major

infrastructure improvements LVDAs and Essexs complaint initially filed in 2008 alleged that KB Nevada breached the

development agreement and also alleged that KB Nevada fraudulently induced them to enter into the purchase and development

agreements LVDAs and Essexs lenders subsequently
filed related actions that were consolidated into the LVDA/Essex matter

The consolidated plaintiffs sought rescission of the agreements or in the alternative compensatory damages of $55 million plus

the Claimed Damages KB Nevada has denied the allegations and believes it has meritorious defenses to the consolidated plaintiffs

claims At November 19 2012 hearing the court denied all of the consolidated plaintiffs
motions for summary judgment on

their claims ln addition the court granted several of KB Nevadas motions for summary judgment eliminating among other of

the consolidated plaintiffs claims all claims for fraud negligent misrepresentation and punitive damages With the courts

decisions the only remaining claims against KB Nevada are for contract damages and rescission In August2013 the court granted

motions that further narrowed the scope of the Claimed Damages While the ultimate outcome is uncertain we believe it is
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reasonably possible that the loss in this matter could range from zero to approximately $55 million plus pre-judgment interest

which could be material to our consolidated financial statements KB Nevada believes it will be successful in defending against

the consolidated plaintiffs remaining claims and that the consolidated plaintiffs will not be awarded rescission or damages The

non-jury trial originally set for September 2012 was recently continued again until May 20 2014

Southern Calfornia Project Development Case On December 27 2011 the jury in case entitled Estancia Coastal LLC

KB HOME Coastal Inc et al returned verdict against KB HOME Coastal Inc wholly owned subsidiary of ours and us for

$9.8 million excluding legal fees and interest The case related to land option contract and construction agreement between

KB HOME Coastal Inc and the plaintiff Based on pre-trial analysis the verdict was not expected and we and KB HOME Coastal

Inc jointly filed motion for judgment notwithstanding the verdict and motion for new trial which were heard on May 18

2012 On May 23 2012 the trial court denied the motions and on June 2012.entered ajudgment in favor of the plaintiff in the

amount of $9.2 million plus pre-judgment interest of approximately $.9 million The judgment entered reflects an earlier payment

by us to the plaintiff of portion of the jurys award and does not include legal fees and costs and post-judgment interest We had

established an accrual for this matter based on our pre-judgment estimate of the probable loss However as result of the trial

courts decision and probable legal fees and costs award we recorded charge of $8.8 million in 2012 to increase the accrual for

this matter to $11.7 million On September 142012 following hearing the trial court awarded legal fees and costs to the plaintiff

of approximately $1.4 million In 2013 we recorded charges of $1.2 million to reflect additional post-judgment interest and made

partial payment of $3.0 million which reduced our accrual for this matter On December 16 2013 an appeals court reversed

in part the decision of the trial court In accordance with Accounting Standards Codification Topic No 855 Subsequent Events

we reflected this decision in our 2013 financial statements by reversing $8.2 million of the previously established accrual bringing

our accrual balance for this matter to $1.7 million as of November 30 2013 The charges recorded in 2013 and 2012 and the

reversal recorded in 2013 were included in selling general and administrative expenses in our consolidated statements ofoperations

Our accrual at November 30 2013 reflects our view of the probable outcome based on the current state of the judgment in the

matter

Other Matters In addition to the specific proceedings described above we are involved in other litigation and regulatory

proceedings incidental to our business that are in various procedural stages We believe that the accruals we have recorded for

probable and reasonably estimable losses with respect to these proceedings are adequate and that as of November 30 2013 it

was not reasonably possible that an additional material loss had been incurred in an amount in excess of the estimated amounts

already recognized on our consolidated financial statements We evaluate our accruals for litigation and regulatory proceedings

at least quarterly and as appropriate adjust them to reflect the facts and circumstances known to us at the time including

information regarding negotiations settlements rulings and other relevant events and developments the advice and analyses

of counsel and the assumptions and judgment of management Similar factors and considerations are used in establishing new

accruals for proceedings as to which losses have become probable and reasonably estimable at the time an evaluation is made

Based on our experience we believe that the amounts that may be claimed or alleged against us in these proceedings are not

meaningful indicator of our potential liability The outcome of any of these proceedings includingthe defense and other litigation-

related costs and expenses we may incur however is inherently uncertain and could differ significantly from the estimate reflected

in related accrual if made Therefore it is possible that the ultimate outcome of any proceeding if in excess of related accrual

or if no accrual had been made could be material to our consolidated financial statements

Note 17 Stockholders Equity

Preferred Stock To help protect the benefits of our NOL built-in losses and tax credits from the impact of an ownership

change under Section 382 on January 22 2009 we adopted Rights Agreement between us and Computershare Shareowner

Services LLC successor to Mellon Investor Services LLC as rights agent dated as of that date the 2009 Rights Agreement
and we declared dividend distribution of one preferred share purchase right for each outstanding share of common stock that

was payable to stockholders of record as of the close ofbusiness on March 2009 Subject to the terms provisions and conditions

of the 2009 Rights Agreement if these rights become exercisable each right would initially represent the right to purchase from

us 1/100th of share of our Series Participating Cumulative Preferred Stock for purchase price of $85.00 the Purchase

Price If issued each fractional share of preferred stock would generally give stockholder approximately the same dividend

voting and liquidation rights as does one share of our common stock However prior to exercise right does not give its holder

any rights as stockholder including without limitation any dividend voting or liquidation rights The rights will not be exercisable

until the earlier ofa 10 calendar days after public announcement by us that
person or group has become an Acquiring Person

as defined under the 2009 Rights Agreement and 10 business days after the commencement of tender or exchange offer by

person or group
if upon consummation of the offer the

person or group would beneficially own 4.9% or more of our outstanding

common stock

Until these rights become exercisable the Distribution Date common stock certificates will evidence the rights and may
contain notation to that effect Any transfer of shares of our common stock prior to the Distribution Date will constitute transfer
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of the associated rights After the Distribution Date the rights may be transferred other than in connection with the transfer of

the underlying shares of our common stock If there is an Acquiring Person on the Distribution Date or person or group becomes

an Acquiring Person after the Distribution Date each holder of right other than rights that are or were beneficially owned by

an Acquiring Person which will be void will thereafter have the right to receive upon exercise of right and payment of the

Purchase Price that number of shares of our common stock having market value of two times the Purchase Price After the later

of the Distribution Date and the time we publicly announce that an Acquiring Person has become such our board of directors may

exchange the rights other than rights that are or were beneficially owned by an Acquiring Person which will be void in whole

or in part at an exchange ratio of one share of common stock per right subject to adjustment

At any time prior to the later of the Distribution Date and the time we publicly announce that an Acquiring Person becomes

such our board of directors may redeem all of the then-outstanding rights in whole but not in part at price of $.00 per right

subject to adjustment the Redemption Price The redemption will be effective immediately upon the board of directors action

unless the action provides that such redemption will be effective at subsequent time or upon the occurrence or nonoccurrence

of one or more specified events in which case the redemption will be effective in accordance with the provisions of the action

Immediately upon the effectiveness of the redemption of the rights the right to exercise the rights will terminate and the only right

of the holders of rights will be to receive the Redemption Price with interest thereon The rights issued pursuant to the 2009

Rights Agreement will expire on the earliest of the close of business on March 2019 the time at which the rights are

redeemed the time at which the rights are exchanged the time at which our board of directors determines that related

provision in our Restated Certificate of Incorporation is no longer necessary and the close of business on the first day of

taxable year of ours to which our board of directors determines that no tax benefits may be carried forward At our annual meeting

of stockholders on April 2009 our stockholders approved the 2009 Rights Agreement

Common Stock On January 29 2013 pursuant to the 2011 Shelf Registration we issued 6325000 shares of our common

stock par
value $1.00 per share in an underwritten public offering at price of $18.25 per share We used 6325000 shares of

treasury stock for the issuance and received net proceeds of $109.5 million after underwriting discounts commissions and

transaction expenses

In connection with the issuance of the 1.375% Convertible Senior Notes due 2019 which is discussed in Note 13 Mortgages

and Notes Payable we established common stock reserve account with our transfer agent to reserve the maximum number of

shares of our common stock potentially deliverable upon conversion to holders of the 1.375% Convertible Senior Notes due 2019

based on the terms of the instruments governing these notes Accordingly the common stock reserve account had balance of

12602735 shares at November 30 2013 The maximum number of shares would potentially be deliverable to holders only in

certain limited circumstances as set forth in the instruments governing the 1.375% Convertible Senior Notes due 2019

Effective July 18 2013 our board of directors amended the Director Plan to provide directors with one-time opportunity

to irrevocably elect to receive an equivalent value of shares of our common stock in lieu of the cash payments that are otherwise

due upon the settlement of their outstanding stock units under the terms of the Director Plan At that date there were total of

481554 outstanding stock units Concurrent with the amendment of the Director Plan our board of directors authorized the

repurchase of no more than 482000 shares of our common stock solely as necessary for director elections in respect of outstanding

stock units During the 2013 third quarter following the amendment of the Director Plan directors made irrevocable elections to

receive an aggregate of 478294 shares of our common stock upon the respective settlement of their outstanding stock units and

we repurchased through open market transactions such shares pursuant to the authorization at an aggregate price of $7.9 million

We do not anticipate any additional repurchases of our common stock pursuant to this board of directors authorization The

repurchased shares were apportioned to directors per their respective elections and the shares are subject to transfer restrictions

to the directors until the respective settlement of their applicable outstanding stock units which in most cases will occur upon

their leaving the board of directors The director elections changed only the method of settlement of the outstanding stock units

and did not change any of the other terms of these awards or impact the value to the directors As result of the directors elections

the relevant outstanding stock units became stock-settled awards which are accounted for as equity awards instead of cash-settled

liability awards thereby reducing the degree of variability in the expense associated with such stock units in future quarters

As of November 30 2013 we were authorized to repurchase 4000000 shares of our common stock under board-approved

share repurchase program We did not repurchase any of our common stock under this program in 2013 2012 or 2011 Any

resumption of such stock repurchases under this program or any other program will be at the discretion of our board of directors

Our board of directors declared four quarterly cash dividends of $0250 per
share of common stock in 2013 During 2012

our board of directors declared cash dividend of $0625 per share of common stock in the first quarter and quarterly dividends

of $.0250 per share of common stock in each of the second third and fourth quarters During 2011 our board of directors declared

four quarterly cash dividends of $.0625 per share of common stock All dividends declared during 2013 2012 and 2011 were

also paid during those years
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Treasury Stock We acquired $8.5 million and $1.8 million of our common stock in 2013 and 2012 respectively The common

stock acquired in 2013 was primarily related to director elections in respect of outstanding stock units under the Director Plan as

described above In addition portion of the common stock acquired in 2013 and all of the common stock acquired in 2012

consisted of previously issued shares delivered to us by employees to satisfy their withholding tax obligations on the vesting of

restricted stock awards or of forfeitures of previous restricted stock awards We did not acquire any shares of our common stock

in 2011 Treasury stock is recorded at cost Differences between the cost of treasury stock and the reissuance proceeds are recorded

to paid-in capital Thesetransactions are not considered repurchases underthe share repurchase program

Note 18 Accumulated Other Comprehensive Loss

The following table presents the changes in the balances of each component of accumulated other comprehensive loss in

thousands

Total

Accumulated

Other

Comprehensive
Postretirement Benefit Plan Adjustments Loss

Balance at November 30 2011 26152

Other comprehensive loss before reclassifications 4765

Amounts reclassified from accumulated other comprehensive loss 2959

Net current-period other comprehensive loss 1806

Balance at November 30 2012 27958

Other comprehensive income before reclassifications 7083

Amounts reclassified from accumulated other comprehensive loss 3359

Net current-period other comprehensive income 10442

Balance at November 30 2013 17516

The amounts presented in the table above do not include an income tax benefit or expense as any such impacts were fully

offset by deferred tax asset valuation allowances recorded in 2013 and 2012

The amounts reclassified from accumulated other comprehensive loss consisted of the following in thousands

Years Ended November 30

Details About Accumulated Other Comprehensive Loss Components 2013 2012 2011

Postretirement benefit plan adjustments

Amortization of net actuarial loss 1803 1403 595

Amortization of prior service cost 1556 1556 1556

Total reclassifications 3359 2959 2151

The accumulated other comprehensive loss components are included in the computation of net periodic benefit costs as further

discussed in Note 20 Postretirement Benefits

The estimated net actuarial loss and prior service cost expected to be amortized from accumulated other comprehensive loss

into net periodic benefit cost during 2014 are $.4 million and $1.6 million respectively

Note 19 Employee Benefit and Stock Plans

Most of our employees are eligible to participate in the KB Home 401k Savings Plan the 401k Plan under which

contributions by employees are partially matched by us The aggregate cost of the 401k Plan to us was $3.5 million in 2013
$2.6 million in 2012 and $2.8 million in 2011 The assets of the 401k Plan are held by third-party trustee The 401k Plan

participants may direct the investment of their funds among one or more of the several fund options offered by the 401k Plan

Effective May 2013 our common stock has been one of the investment choices available to participants Prior to May 2013
fund composed of units that reflected the market value of our common stock was one of the investment choices available to

participants As of November 30 2013 2012 and 2011 approximately 7% 7% and 4% respectively of the 401k Plans net
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assets were invested in our common stock or in the former unitized fund that reflected the market value of our common stock as

applicable

At our Annual Meeting of Stockholders held on April 12010 our stockholders approved the KB 1-tome 2010 Equity Incentive

Plan the 2010 Plan authorizing among other things the issuance of up to 3500000 shares of our common stock for grants

of stock-based awards to our employees non-employee directors and consultants This pool of shares includes all of the shares

that were available for grant as of April 2010 under our 2001 Stock Incentive Plan under which no new awards may be made

As result since April 2010 the 2010 Plan has been our only active equity compensation plan Under the 2010 Plan grants

of stock options and other similar awards reduce the 2010 Plans share capacity on 1-for-i basis and grants of restricted stock

and other similar full value awards reduce the 2010 Plans share capacity on 1.78-for-I basis In addition subject to the 2010

Plans terms and conditions stock-based award may also be granted under the 2010 Plan to replace an outstanding award granted

under another of our plans subject to the terms of such other plan with terms substantially identical to those of the award being

replaced

At our Annual Meeting of Stockholders held on April 2011 our stockholders approved an amendment to the 2010 Plan to

increase the number of shares of our common stock that may be issued under the 2010 Plan by an additional 4000000 shares

The 2010 Plan provides that stock options performance stock restricted stock and stock units may be awarded for periods

of up to 10 years The 2010 Plan also enables us to grant cash bonuses SARs and other stock-based awards As of November

30 2013 2012 and 2011 in addition to awards outstanding under the 2010 Plan we had awards outstanding under our Amended

and Restated 1999 Incentive Plan the 1999 Plan which provided for generally the same types of awards as the 2010 Plan We

also had awards outstanding under our Performance-Based Incentive Plan for Senior Management which provided for generally

the same types of awards as the 2010 Plan but stock option awards granted under this plan had terms of up to 15 years In addition

as of November 2012 and 2011 we had awards outstanding under our 1988 Employee Stock Plan which provided for generally

the same types of awards as the 2010 Plan but stock option awards granted under this plan had terms of up to 15 years

Stock Options Stock option transactions are summarized as follows

Years Ended November 30

2013 2012 2011

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Options Price Options Price Options Price

Options outstanding at

beginning of year
10105546 21.27 10160396 21.27 8798613 24.19

Granted 550000 16.63 30000 9.08 1716000 6.36

Exercised 118208 13.46 7494 13.93

Cancelled 5400 24.24 77356 17.96 354217 21.47

Options outstanding at end of

year
10531938 21.11 10105546 21.27 10160396 21.27

Options exercisable at end of

year
9414935 22.26 8533224 23.76 7142568 26.43

Options available for grant at

end of year
746043 1721847 2477219

The total intrinsic value of stock options exercised was $1.2 million for the year ended November 30 2013 and less than

million for the year
ended November 30 2012 There were no stock options exercised during the year

ended November 30 2011

The aggregate
intrinsic value of stock options outstanding was $32.3 million $18.2 million and $1.7 million at November 30

2013 2012 and 2011 respectively The intrinsic value of stock options exercisable was $25.5 million at November 30 2013 and

$7.8 million at November 30 2012 Stock options exercisable had no intrinsic value at November 30 2011 The intrinsic value

of stock option is the amount by which the market value of the underlying stock exceeds the price of the option

On October 2011 our president and chief executive officer was granted an award of performance-based stock options to

purchase an aggregate of 365000 shares of our common stock at the purchase price of $6.32 per
share The performance-based

stock options shall vest and become exercisable if there is determination by the management development and compensation

committee of our board of directors that the applicable performance goal as set forth in the applicable performance option

agreement has been satisfied and our president and chief executive officer does not experience termination of service prior to

the applicable dates described in that agreement In January 2013 the management development and compensation committee

determined that the performance component was satisfied therefore the full amount of options will vest and become exercisable
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once the required service component is completed In accordance with ASC 718 we used the Black-Scholes option-pricing model

to estimate the grant date fair value per performance-based stock option of $2.54

On October 2010 our president and chief executive officer was granted an award of performance-based stock options to

purchase an aggregate of 260000 shares of our common stock at the purchase price of $11.06 per share The performance-based

stock options shall vest and become exercisable if there is determination by the management development and compensation

committee of our board of directors that the applicable performance goal as set forth in the applicable performance option

agreement has been satisfied and our president and chief executive officer does not experience termination of service prior to

the applicable dates described in that agreement In accordance with ASC 718 we used the Black-Scholes option-pricing model

to estimate the grant date fair value per performance-based stock option of $4.59

Stock options outstanding and stock options exercisable at November 30 2013 are 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 $10.54 1693165 6.43 7.8 1126162 6.42

$10.55 to $14.96 1968424 12.09 5.6 1968424 12.09

$14.97 to $20.08 2717523 17.47 6.2 2167523 17.68

$20.09 to $33.92 2019721 27.36 4.1 2019721 27.36

$33.93 to $69.63 2133105 39.81 4.4 2133105 39.81

6.32to$69.63 10531938 21.11 5.6 9414935 22.26 5.2

The weighted average grant date fair value of stock options granted in 2013 2012 and 2011 was $6.96 $4.18 and $2.56

respectively The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-pricing

model with the following assumptions

Years Ended November 30

2013 2012 2011

Risk-free interest rate 1.3% .7% .9%

Expected volatility factor 52.3% 65.6% 65.6%

Expected dividend yield .6% 1.9% 3.9%

Expected term years years years

The risk-free interest rate assumptionis determined based on observed interest rates appropriate for the expected term of our

stock options The expected volatility factor is based on combination of the historical volatility of our common stock and the

implied volatility of publicly traded options on our stock The expected dividend yield assumption is based on our history of

dividend payouts The expected term of employee stock options is estimated using historical data

Our stock-based compensation expense
related to stock option grants was $2.3 million in 2013 $5.0 million in 2012 and $5.9

million in 2011 As ofNovember 302013 there was $3.4 million oftotal unrecognized stock-based compensation expense related

to unvested stock option awards This
expense

is expected to be recognized over weighted average period of 1.8 years

We record proceeds from the exercise of stock options as additions to common stock and paid-in capital The tax shortfalls

of $.7 million in 2013 $.3 million in 2012 and $1.0 million in 2011 resulting from the cancellation of stock awards were reflected

in paid-in capital In 20132012 and 2011 in accordance with the cash flow classification requirements ofASC 718 the consolidated

statement of cash flows reflected no excess tax benefit associated with the exercise of stock options

Other Stock-Based Awards From time to time we grant restricted stock to various employees as compensation benefit

During the restriction periods these employees are entitled to vote and to receive cash dividends on such shares The restrictions

imposed with respect to the shares granted generally lapse over periods of three years
if certain conditions are met
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Restricted stock transactions are summarized as follows

Years Ended November 30

2013 2012 2011

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

beginning
of

year
229724 15.81 338912 15.03 402477 15.09

Granted 88000 17.50 207617 16.23

Vested 91312 15.18 176135 14.25 10930 13.49

Cancelled 6784 17.24 140670 15.44 52635 15.44

Outstanding at end of
219628 16.23 229724 15.81 338912 15.03

As of November 30 2013 we had $3.5 million of total unrecognized compensation cost related to restricted stock awards

that will be recognized over weighted average period of approximately three years

On October 10 2013 we granted PSUs to certain employees Each PSU grant corresponds to target amount of our common

stock the Award Shares Each PSU entitles the recipient to receive grant of between 0% and 200% of the recipients Award

Shares and will vest based on our achieving over three-year period commencing on December 12013 and ending on November

30 2016 specified levels of average return on equity performance and revenue growth relative to peer group
of high-

production public homebuilding companies subject to the recipients continued employment with us through and including the

date on which the management development and compensation committee of our board of directors determines performance for

each of the measures The grant date fair value of each such PSU was $16.63

On November 2012 we granted PSUs to certain employees Each PSU grant corresponds to target amount of Award

Shares Each PSU entitles the recipient to receive grant of between 0% and 200% of the recipients Award Shares and will vest

based on our achieving over three-year performance period commencing on December 2012 and ending on November 30

2015 specified levels ofa average return on equity performance and revenue growth relative to peer group ofhigh-production

public homebuilding companies subject to the recipients continued employment with us through and including the date on which

the management development and compensation committee of our board of directors determines performance for each of the

measures The grant date fair value of each such PSU was $16.23

PSU transactions are summarized as follows

Years Ended November 30

2013 2012

Weighted Weighted

Average Average

per Share per Share

Grant Date Grant Date

Shares Fair Value Shares Fair Value

Outstanding at beginning of year 227049 16.23

Granted 158000 16.63 227049 16.23

Vested

Cancelled
________________ ________________ ________________ _______________

Outstanding at end of year 385049 16.39 227049 16.23

The number of shares of our common stock actually granted to recipient if any when PSU vests will depend on the degree

of achievement of the applicable performance measures during the applicable three-year performance period The PSUs have no

dividend or voting rights during the performance period Compensation cost for PSUs is initially estimated based on target

performance achievement and adjusted as appropriate throughout the performance period Accordingly future compensation costs

associated with outstanding PSUs may increase or decrease based on the probability of our achievement with respect to the

applicable performance measures At November 30 2013 we had $7.3 million of total unrecognized compensation cost related

to unvested PSUs which is expected to be recognized over weighted-average period of approximately three years
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In 2009 and 2008 we granted phantom shares to various employees In 2008 we also granted SARs to various employees

These cash-settled awards have been accounted for as liabilitiesin our consolidated financial statements Each phantom share

represented the right to receive cash payment equal to the closing price of our common stock on the applicable vesting date

Each SAR represents right to receive cash payment equal to the positive difference if any between the grant price and the

market value of share of our common stock on the date of exercise The phantom shares vested in full at the end of three years

while the SARs vested in equal annual installments over three years There were no phantom shares outstanding as of November

30 2013 and 2012 and 5556 phantom shares outstanding as of November 30 2011 At November 30 2013 and 2012 we had

29939 SARs outstanding which are fully vested and will expire in July 2017

We recognized total compensation expense of $3.4 million in 2013 $1.7 million in 2012 and $1.2 million in 2011 related to

restricted stock PSUs phantom shares and SARs

Grantor Stock Ownership Trust On August 27 1999 we established grantor stock ownership trust the Trust into which

certain shares repurchased in 2000 and 1999 were transferred The Trust administered by third-party trustee holds and distributes

the shares of common stock acquired to support certain employee compensation and employee benefit obligations under our

existing stock option plan the 401k Plan and other employee benefit plans The existence of the Trust has no impact on the

amount of benefits or compensation that is paid under these plans

For financial reporting purposes the Trust is consolidated with us and therefore any dividend transactions between us and

the Trust are eliminated Acquired shares held by the Trust remain valued at the market price on the date of purchase and are

shown as reduction to stockholders equity in the consolidated balance sheets The difference between the Trust share value and

the market value on the date shares are released from the Trust is included in paid-in capital Common stock held in the Trust is

not considered outstanding in the computations of earnings loss per share The Trust held 10501844 and 10615934 shares of

common stock at November 30 2013 and 2012 respectively The trustee votes shares held by the Trust in accordance with voting

directions from eligible employees as specified in trust agreement with the trustee

Note 20 Postretirement Benefits

We have supplemental non-qualified unfunded retirement plan the KB Home Retirement Plan effective as of July 11

2002 pursuant to which we have offered to pay supplemental pension benefits to certain designated individuals consisting of

current and former employees in connection with their retirement The plan was closed to new participants in 2004 In connection

with the plan we have purchased cost recovery
life insurance contracts on the lives of the designated individuals The insurance

contracts associated with the plan are held by trust established as part of the plan to implement and carry out the provisions of

the plan and to finance the benefits offered under the plan The trust is the owner and beneficiary of such insurance contracts

The amount of the insurance coverage under the contracts is designed to provide sufficient funds to cover all costs of the plan if

assumptions made as to employment term mortality experience policy earnings and other factors are realized The cash surrender

value of these insurance contracts was $47.4 million at November 30 2013 and $42.4 million at November 30 2012 In 2013

2012 and 2011 we paid $1.1 million $.5 million and $.1 million respectively in benefits under the plan to eligible former

employees

We also have an unfunded death benefit plan the KB Home Death Benefit Only Plan implemented on November 2001

for certain designated individuals consisting of current and former employees The plan was closed to new participants in 2004

In connection with the plan we have purchased cost recovery life insurance contracts on the lives of the designated individuals

The insurance contracts associated with the plan are held by trust established as part of the plan to implement and carry out the

provisions of the plan and to finance the benefits offered under the plan The trust is the owner and beneficiary of such insurance

contracts The amount of the insurance coverage under the contracts is designed to provide sufficient funds to cover all costs of

the plan if assumptions made as to employment term mortality experience policy earnings and other factors are realized The

cash surrender value of these insurance contracts was $16.2 million at November 30 2013 and $14.8 million at November 30

2012 We have not paid out any benefits under the plan

The net periodic benefit cost of our postretirement benefit plans for the year ended November 30 2013 was $6.9 million

which included service costs of$l.5 million interest costs of $2.1 million amortization of unrecognized loss of$l.8 million and

amortization of prior service costs of $1.5 million The net periodic benefit cost of these plans for the year ended November 30

2012 was $6.6 million which included service costs of$1.3 million interest costs of $2.3 million amortization of unrecognized

loss of$ 1.4 million and amortization of priorservice costs of$ 1.6 million For the year ended November 302011 the net periodic

benefit cost ofthese plans was $5.5 million which included service costs of$ 1.2 million interest costs of $2.3 million amortization

of unrecognized loss of $.6 million and amortization of prior service costs of $1.5 million partly offset by other income of $.l

million The liabilities related to these plans were $56.3 million at November 30 2013 and $60.9 million at November 30 2012

and are included in accrued expenses and other liabilities in the consolidated balance sheets For the years ended November 30

2013 and 2012 the discount rates we used for the plans were 4.4% and 3.3% respectively
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Benefit payments under our postretirement benefit plans are expected to be paid during each year
ended November 30 as

follows 2014 $1.4 million 2015 $1.8 million 2016 $2.4 million 2017 $2.6 million 2018 $2.9 million and for

the five years ended November 30 2023 $18.9 million in the aggregate

Note 21 SupplementalDisclosure to Consolidated Statements of Cash Flows

The following are supplemental disclosures to the consolidated statements of cash flows in thousands

Years Ended November 30

2013 2012 2011

Summary of cash and cash equivalents at the end of the year

Homebuilding 530095 524765 415050

Financial services 2428 923 3024

Total 532523 525688 418074

Supplemental disclosure of cash flow information

Interest paid net of amounts capitalized 64520 65541 48038

Income taxes paid
800 826 335

Income taxes refunded 61 22342 213

Supplemental disclosure of noncash activities

Cost of inventories acquired through seller financing 27600 53625

Increase decrease in consolidated inventories not owned 4798 19803 8354

Acquired property securing note receivable 40000

Issuance of stock under stock-based compensation plans 8346

Note 22 Supplemental Guarantor Information

Our obligations to pay principal premium if any and interest under our senior notes and the 1.375% Convertible Senior

Notes due 2019 and borrowings if any under the Credit Facility are guaranteed on joint and several basis by the Guarantor

Subsidiaries The guarantees are full and unconditional and the Guarantor Subsidiaries are 100% owned by us Pursuant to the

terms of the indenture governing our senior notes and the 1.375% Convertible Senior Notes due 2019 and the terms of the Credit

Facility Guarantor Subsidiary will be automatically and unconditionally released and discharged from its guaranty of our senior

notes the 1.375% Convertible Senior Notes due 2019 and the Credit Facility if such Guarantor Subsidiary ceases to be significant

subsidiary as defined by Rule 1-02 of Regulation S-X using 5% rather than 10% threshold provided that the assets of our

non-guarantor subsidiaries do not in the aggregate exceed 10% of an adjusted measure of our consolidated total assets so long as

all guarantees by such Guarantor Subsidiary of any other of our or our subsidiaries indebtedness are terminated at or prior to the

time of such release We have determined that separate full financial statements of the Guarantor Subsidiaries would not be

material to investors and accordingly supplemental financial information for the Guarantor Subsidiaries is presented

The supplemental financial information for all periods presented below reflects the relevant subsidiaries that were Guarantor

Subsidiaries as of November 30 2013 The format of the condensed consolidating financial statements has been revised for the

periods previously reported in our annual reports to retrospectively reflect the transfer of certain of our subsidiaries from non-

guarantor subsidiaries to guarantor subsidiaries as result of such subsidiaries becoming guarantor subsidiaries during 2013 and

the following elective reclassifications which relate solely to transactions between KB Home corporate
and its subsidiaries

the reclassification of KB Home corporate guarantor and non-guarantor intercompany interest which had previously been

included in interest expense to separate line item with corresponding offsets in the consolidating adjustments column ii the

reclassification of guarantor and non-guarantor intercompany receivables and payables which had previously been presented on

net basis with corresponding offsets in the consolidating adjustments column iii the reclassification of the net intercompany

funding activity of KB Home corporate which was previously included in cash flows provided by used in financing activities

to cash flows from investing activities with corresponding offsets in the consolidating adjustments column and iv the

reclassification of dividends received by KB Home corporate from its subsidiaries to cash provided by used in operating activities

Such dividends were previously included in net cash provided by used in financing activities This revised presentation of the

condensed consolidating financial statements had no impact or effect on our consolidated financial statements for any periods

presented including our consolidated statements of operations consolidated statements of comprehensive income loss

consolidated balance sheets and consolidated statements of cash flows
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Condensed Consolidating Statement of Operations

in thousands

768 18 792

5199

117180 495

_____________
2007

_____________ _____________
2007

583 39103 10341 28179

10184
_____________

10184

583 39103 157 38363

1500 100 1600

40546 40546
_____________

39963 40603 57 40546 39963

Year Ended November 30 2013

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

2036340 60790 2097130

2036340

1692525

60545 180344

60545 163471

48638

44561

2084978

1737086

Revenues

Homebuilding

Revenues

Construction and land costs

Selling general and administrative

expenses

Operating income loss

Interest income

Interest expense

Intercompany interest

Equity in loss of unconsolidated joint

ventures

Homebuilding pretax income loss

Financial services pretax income

Total pretax income loss

Income tax benefit

Equity in net income of subsidiaries

Net income loss

14919 255808

10842 92084

143902

203096

86411

86411

62690
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Condensed Consolidating Statement of Operations

in thousands

Revenues

Homebuilding

Revenues

Construction and land costs

Selling general and administrative

expenses

Operating income loss

Interest income

Interest expense

Intercompany interest

Equity in loss of unconsolidated joint

ventures

Homebuilding pretax loss

Financial services pretax income

Total pretax loss

Income tax benefit

Equity in net loss of subsidiaries

Net loss

1506333

1291877

42099

40168

480 13 25

Year Ended November 30 2012

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

1506333 53782 1560115

1548432

1332045

60101 163266 13276 236643

60101 51190 11345 20256

518

127291 5365 62852 69804

176977 114286 161 62852

394 394

68842 11159 89936

10883 10883

9935 68842 276 79053

2500 17500 20100

51518 51518

58953 51342 176 51518 58953

100
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Condensed Consolidating Statement of Operations

in thousands

Year Ended November 30 2011

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

Revenues 1262453 53413 1315866

Homebuilding

Revenues 1262453 43109 1305562

Construction and land costs 1108572 48708 1157280

Selling general and administrative

expenses 52784 151916 15891 220591

Loss on loan guaranty 30765 30765

Operating loss 52784 28800 21490 103074

Interest income 715 48 108 871

Interest expense IQ068 3007 1038 62833 49204

Intercompany interest 162025 97623 1569 62833

Equity in income loss of

unconsolidated joint ventures
_____________

55840 55839

Homebuilding pretax loss 112 185222 21912 207246

Financial services pretax income 26078 26078

Total pretax income loss 112 185222 4166 181168

Income tax benefit 2300 100 2400

Equity in net loss of subsidiaries 178656 178656

Net income loss 178768 182922 4266 178656 178768
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Condensed Consolidating Statements of Comprehensive Income Loss

in thousands

Net income loss

Other comprehensive loss

Postretirement benefit plan adjustments

Other comprehensive loss

Comprehensive income loss

Year Ended November 30 2013

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

39963 40603 57 40546 39963

Year Ended November 30 2012

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

58953 51342 176 51518 58953

Year Ended November 30 2011

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

178768 182922 4266 178656 178768

3495 3495

3495 3495

182263 182922 4266 178656 182263

Net income loss

Other comprehensive income

Postretirement benefit plan adjustments

Other comprehensive income

Comprehensive income loss

Net loss

Other comprehensive loss

Postretirement benefit plan adjustments

Other comprehensive loss

Comprehensive loss

10442 10442

10442 10442

50405 40603 57 40546 50405

1806

1806

60759 51342 176 51518

1806

1806

60759
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Condensed Consolidating Balance Sheet

in thousands

Assets

November 30 2013

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

Homebuilding

Cash and cash equivalents

Restricted cash

Receivables

Inventories

Investments in unconsolidated

joint ventures

Other assets

Financial services

Intercompany receivables

Investments in subsidiaries

Total assets

Liabilities and stockholders equity

Homebuilding

Accounts payable accrued expenses and

other liabilities

Mortgages and notes payable

Financial services

Intercompany payables

Stockholders equity

41906

1472 74186

530095

41906

75749

2298577

476847 41316 11932

91

2263034 35543

130192 130192

97647 9072 357 107076

617872 2517800 47923 3183595

10040 10040

2129729 117829 2247558

39955
______________ ______________

39955
______________

2787556 2517800 175792 2287513 3193635

117875 292220 94363 504458

2111773 38725 2150498

2229648 330945 94363 2654956

2593 2593

21822 2186855 38881 2247558

536086 39955 39955 536086

Total liabilities and stockholders equity 2787556 2517800 175792 2287513 3193635
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Condensed Consolidating Balance Sheet

in thousands

Assets

November 30 2012

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

Homebuilding

Cash and cash equivalents

Restricted cash

Receivables

Inventories

Investments in unconsolidated

joint ventures

Other assets

Financial services

Intercompany receivables

Investments in subsidiaries

Total assets

Liabilities and stockholders equity

Homebuilding

Accounts payable accrued expenses and

other liabilities

Mortgages and notes payable

457007 54205 13553

42362

524765

42362

64821

1706571

121 64504 196

1688301 18270

116793 6881 123674

85901 15980 6831
_____________

95050

585391 1939783 32069 2557243

4455 4455

1559.712 122580 1682292

38479
_____________ _____________

38479
_____________

2183582 1939783 159104 1720771 2561698

134314 221611 102964 458889

1645394 77421 1722815

1779708 299032 102964 2181704

3188 3188Financial services

Intercompany payables

Stockholders equity

Total liabilities and stockholders equity

27068 1640751 14473

376806
_______________

38479

2183582 1939783 159104

1682292

38479 376806

1720771 2561698
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Condensed Consolidating Statement of Cash Flows

in thousands

Cash flows from investing activities

Contributions to unconsolidated joint

ventures

Purchases of property and equipment

Intercompany

Net cash used in investing activities

Cash flows from financing activities

Change in restricted cash

Proceeds from issuance of debt

Payment of debt issuance costs

Repayment of senior notes

Payments on mortgages and land

contracts due to land sellers and other

loans

Proceeds from issuance of common

stock net

Issuance of common stock under

employee stock plans

Payments of cash dividends

Stock repurchases

Intercompany

Net cash provided by financing activities

Net increase decrease in cash and cash

equivalents

Cash and cash equivalents at beginning of

year

Net cash provided by used in operating

activities

net

Year Ended November 30 2013

KB home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

4695 441236 6945 443486

9368 4991 14359

519 1491 381 2391

517703 517703

518222 10859 5372 517703 16750

456 456

680000 680000

16525 16525

225394 225394

66296 66296

109503 109503

2181 2181

8366 8366

8488 8488

505502 12201 517703

533367 439206 12201 517703 467071

19840 12889 116 6835

457007 54205 14476 525688

Cash and cash equivalents at end of
year 476847 41316 14360 532523
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Cash flows from investing activities

Return of investments in contributions

to unconsolidated joint ventures

Purchases of property and equipment

Intercompany

Net cash provided by used in investing

activities

Cash flows from financing activities

Change in restricted cash

Proceeds from issuance of debt

Payment of debt issuance costs

Repayment of senior notes

Payments on mortgages and land

contracts due to land sellers and other

loans

Issuance of common stock under

employee stock plans

Payments of cash dividends

Stock repurchases

Intercompany

Net cash provided by used in financing

activities

Net increase decrease in cash and cash

equivalents

Cash and cash equivalents at beginning of

year

22119

694831

12445

592645

22119

694831

12445

592645

26298

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 operating activities 11033 4943 18641 34617

net

1922

175 1540

933 989

34 1749

5137 5137

4962 382 967 5137 760

26298

593 593

10599 10599

1799 1799

22915 28052 5137

100055 3383 28052 5137 73757

116050 1942 10378 107614

340957 52263 24854 418074

Cash and cash equivalents at end of year 457007 54205 14476 525688
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Condensed Consolidating Statement of Cash Flows

in thousands

Year Ended November 30 2011

KB Home Guarantor Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total

Net cash provided by used in operating

activities 9443 355165 1823 347545

Cash flows from investing activities

Return of investments in contributions

to unconsolidated joint ventures 78619 11359 67260
Proceeds from sale of operating property 80600 80600

Sales purchases of property and

equipment net 200 649 607 242
Intercompany 349081 349081

_____________
Net cash provided by used in investing

activities 349281 1332 11966 349081 13098

Cash flows from financing activities

Change in restricted cash 24239 26757 50996

Repayment of senior notes 100000 100000

Payments on mortgages and land

contracts due to land sellers and other

loans 3397 89461 3397 89461
Issuance of common stock under

employee stock plans 1796 1796

Payments of cash dividends 19240 19240
Intercompany 443698 94617 349081

Net cash provided by used in financing

activities 89808 380994 98014 349081 155909
Net increase decrease in cash and cash

equivalents 429646 27161 87871 490356
Cash and cash equivalents at beginning of

year 770603 25102 112725 908430

Cash and cash equivalents at end of
year 340957 52263 24854 418074
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Note 23 Quarterly Results unaudited

The following tables present our consolidated quarterly results for the years ended November 302013 and 2012 in thousands

except per
share amounts

First Quarter Second Quarter Third Quarter Fourth Quarter

2013

Revenues 405219 524406 548974 618531

Grossprofits
61119 80772 101829 113282

Pretax income loss 12358 4173 26578 28316

Net income loss 12458 2973 27278 28116

Earnings loss per share

Basic .16 .04 .32 .33

Diluted .l6 .04 .30 .31

2012

Revenues 254558 302852 424504 578201

Grossprofits
21891 49118 72439 81631

Pretax income loss 45402 28636 7439 2424

Net income loss 45802 24136 3261 7724

Earnings loss per
share

Basic .59 .31 .04 .10

Diluted .59 .31 .04 .10

Gross profits in the first second third and fourth quarters of 2013 included charges of $1.6 million $15.9 million $5.9

million and $8.5 million respectively associated with water intrusion-related repairs at certain of our communities in central and

southwest Florida Gross profits in the second quarter of 2013 also included land option contract abandonment charges of $.3

million In addition gross profits in the fourth quarter of 2013 included land option contract abandonment charges of $2.9 million

and inventory impairment charges of 5.4 million

Gross profits in the first second third and fourth quarters of 2012 included inventory impairment charges of $6.6 million

$9.9 million $6.4 million and $5.2 million respectively In addition gross profits in the second quarter
of 2012 included favorable

warranty adjustments of$ 11.2 million and insurance recoveries of $10.0 million gross profits in the third quarter of 2012 included

insurance recoveries of $16.5 million and gross profits in the fourth quarter of 2012 included an unfavorable warranty adjustment

of $2.6 million and land option contract abandonment charges of 5.4 million

Pretax income in the fourth quarter of 2013 included the reversal of previously established accrual of $8.2 million due to

favorable court decision In the second quarter of 2012 the pretax loss included an $8.8 million charge associated with an

unfavorable court decision related to the same matter as the favorable court decision in 2013

Quarterly and year-to-date computations of per
share amounts are made independently Therefore the sum of per

share

amounts for the quarters 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 balance sheets of KB Home as of November 30 2013 and 2012 and the

related consolidated statements of operations comprehensive income loss stockholders equity and cash flows for each of the

three years in the period ended November 30 2013 These financial statements are the responsibility of the Companys

management Our responsibility is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance with the standards ofthe Public Company Accounting Oversight Board United States

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements

are free of material misstatement An audit includes examining on test basis evidence supporting the amounts and disclosures

in the financial statements An audit also includes assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that our audits provide reasonable

basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the consolidated financial

position of KB Home at November 30 2013 and 2012 and the consolidated results of its operations and its cash flows for each

of the three years
in the period ended November 30 2013 in conformity with U.S generally accepted accounting principles

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States

KB Homes internal control over financial reporting as of November 30 2013 based on criteria established in Internal Control

Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 1992 Framework
and our report dated January 24 2014 expressed an unqualified opinion thereon

Los Angeles California

January 242014
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Item CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL

DISCLOSURE

None

Item 9A CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We have established disclosure controls and procedures to ensure that information we are required to disclose in the reports

we file or submit under the Securities and Exchange Act of 1934 is recorded processed summarized and reported within the time

periods specified in the SECs rules and forms and accumulated and communicated to management inclading the President and

ChiefExecutive Officer the Principal Executive Officer and Executive Vice President and ChiefFinancial Officer the Principal

Financial Officer as appropriate to allow timely decisions regarding required disclosure Under the supervision and with the

participation of senior management including our Principal Executive Officer and Principal Financial Officer we evaluated our

disclosure controls and procedures as such term is defined under Rule 13a-15e promulgated
under the Securities Exchange Act

of 1934 Based on this evaluation our Principal Executive Officer and Principal Financial Officer concluded that our disclosure

controls and procedures were effective as of November 30 2013

lnternal Control Over Financial Reporting

Managements Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting as such

term is defined in Rule 3a- 15f under the Securities and Exchange Act of 1934 Under the supervision and with the participation

of senior management including our Principal Executive Officer and Principal Financial Officer we evaluated the effectiveness

of our internal control over financial reporting based on the framework in Internal Control-Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission in 1992 Based on the evaluation under that framework

and applicable SEC rules our management concluded that our internal control over financial reporting was effective as of

November 30 2013

Ernst Young LLP the independent registered public accounting firm that audited our consolidated financial statements

included in this annual report has issued its report on the effectiveness of our internal control over financial reporting as of

November 30 2013

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of KB Home

We have audited KB Homes internal control over financial reporting as of November 30 2013 based on criteria established

in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission

1992 Framework the COSO criteria KB Homes management is responsible for maintaining effective internal control over

financial reporting and for its assessment of the effectiveness of internal control over financial reporting included in the

accompanying Managements Annual Report on Internal Control Over Financial Reporting Our responsibility
is to express an

opinion on the companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control

over financial reporting was maintained in all material respects Our audit included obtaining an understanding of internal control

over financial reporting assessing the risk that material weakness exists testing and evaluating the design and operating

effectiveness of internal control based on the assessed risk and performing such other procedures as we considered necessary in

the circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally

accepted accounting principles companys internal control over financial reporting includes those policies and procedures that

pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions

of the assets of the company provide reasonable assurance that transactions are recorded as necessary to permit preparation

of financial statements in accordance with generally accepted accounting principles and that receipts and expenditures of the

company are being made only in accordance with authorizations of management and directors of the company and provide
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reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the companys

assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also

projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because

of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

In our opinion KB Home maintained in all material respects effective internal control over financial reporting as of

November 30 2013 based on the COSO criteria

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States

the consolidated balance sheets of KB Home as of November 30 2013 and 2012 and the related consolidated statements of

operations comprehensive income loss stockholders equity and cash flows for each of the three years in the period ended

November 30 2013 and our report dated January 24 2014 expressed an unqualified opinion thereon

Los Angeles California

January 24 2014

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal control over financial reporting during the quarter ended November 30 2013 that

have materially affected or are reasonably likely to materially affect our internal control over financial reporting

Item 9B OTHER INFORMATION

None

PART III

Item 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item for executive officers is set forth under Executive Officers of the Registrant in Part

Except as set forth below the other information called for by this item will be included under the captions Corporate Governance

and Board Matters and Election of Directors in our Proxy Statement for the 2014 Annual Meeting of Stockholders the 2014

Proxy Statement which will be filed with the SEC not later than March 30 2014120 days after the end of our fiscal year and

is incorporated herein by reference

Ethics Policy

We have adopted an Ethics Policy for our directors officers including our principal executive officer principal financial

officer and principal accounting officer and employees The Ethics Policy is available on our investor relations website at

www.investor.kbhome.com Stockholders may request free copy of the Ethics Policy from

KB Home

Attention Investor Relations

10990 Wilshire Boulevard

Los Angeles California 90024

10 231-4000

investorrelations@kbhome.com

Within the time period required by the SEC and the New York Stock Exchange we will post on our investor relations website

any
amendment to our Ethics Policy and any waiver applicable to our principal executive officer principal financial officer or

principal accounting officer or persons performing similar functions and our other executive officers or directors
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Corporate Governance Principles

Equity compensation plans not approved by stockholders

Total

stock

We have adopted Corporate Governance Principles which are available on our investor relations website Stockholders may

request free copy of the Corporate Governance Principles from the address phone number and email address set forth above

under Ethics Policy

Item 11 EXECUTIVE COMPENSATION

The information required by this item will be included under the captions Corporate Governance and Board Matters and

Executive Compensation in the 2014 Proxy Statement and is incorporated 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 included under the caption Ownership of KB Home Securities in the 2014

Proxy Statement and is incorporated herein by reference except for the information required by Item 201d of Regulation S-K

which is provided below

The following table presents information as of November 30 2013 with respect to shares of our common stock that may be

issued under our 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

eEercise of Weighted-average compensation plans

outstanding options exercise price of excluding common

warrants and outstandingoptions shares reflected In

rights warrants and rights columna

Plan category

Equity compensation plans approved by stockholders 10531938 21.11 746043

10531938 21.11 746043

Represents our current compensation plan for our non-employee directors that provides for grants of deferred common stock

units or stock options These stock units and options are described in the Director Compensation section of our 2014 Proxy

Statement which is incorporated herein As discussed in Note 17 Stockholders Equity in the Notes to Consolidated Financial

Statements in this report our board of directors amended the Director Plan in 2013 to provide directors with one-time

opportunity to irrevocably elect to receive an equivalent value of shares of our common stock in lieu of the cash payments

that are otherwise due upon the settlement of their outstanding stock units under the terms of the Director Plan Therefore

we consider the non-employee directors compensation plans as having no available capacity to issue shares of our common

Item 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by this item will be included under the captions Corporate Governance and Board Matters and

Other Matters in the 2014 Proxy Statement and is incorporated herein by reference

Item 14 PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item will be included under the caption Independent Auditor Fees and Services in the 2014

Proxy Statement and is incorporated herein by reference
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PART LV

Item 15 EXHIBITS FINANCIAL STATEMENT SCHEDULES

Financial Statements

Reference is made to the index set forth on page 67 of this Annual Report on Form 10-K

Financial Statement Schedules

Financial statement schedules have been omitted because they are not applicable or the required information is

provided in the consolidated financial statements or notes thereto

Exhibits

Exhibit

Number Description

3.1 Restated Certificate of Incorporation as amended filed as an exhibit to our Current Report on Form 8-K dated

April 2009 File No 001-09 195 is incorporated by reference herein

3.2 By-Laws as amended and restated on April 2007 filed as an exhibit to our Quarterly Report on Form 10-Q

for the quarter ended February 28 2007 File No 001-09195 is incorporated by reference herein

4.1 Rights Agreement between us and Mellon Investor Services LLC as rights agent dated January 22 2009 filed

as an exhibit to our Current Report on Form 8-K/A dated January 28 2009 File No 001-09195 is incorporated

by reference herein

4.2 Indenture and Supplemental Indenture relating to 3/4% Senior Notes due 2014 among us the Guarantors and

Sun Trust Bank Atlanta each dated January 28 2004 filed as exhibits to our Registration Statement

No 333-114761 on Form S-4 are incorporated by reference herein

4.3 Third Supplemental Indenture relating to our Senior Notes by and between us the Guarantors named therein

the Subsidiary Guarantor named therein and SunTrust Bank dated as of May 2006 filed as an exhibit to our

Current Report on Form 8-K dated May 2006 File No 001-09 195 is incorporated by reference herein

4.4 Fourth Supplemental Indenture relating to our Senior Notes by and between us the Guarantors named therein

and U.S Bank National Association dated as of November 2006 filed as an exhibit to our Current Report on

Form 8-K dated November 13 2006 File No 00 1-09195 is incorporated by reference herein

4.5 Fifth Supplemental Indenture dated August 17 2007 relating to our Senior Notes by and between us the

Guarantors and the Trustee filed as an exhibit to our Current Report on Form 8-K dated August 22 2007 File

No 001-09 195 is incorporated by reference herein

4.6 Sixth Supplemental Indenture dated as of January 30 2012 relating to our Senior Notes by and between us the

Guarantors and the Trustee filed as an exhibit to our Current Report on Form 8-K dated February 2012 File

No 001-09 195 is incorporated by reference herein

4.7 Seventh Supplemental Indenture dated as of January 11 2013 relating to our Senior Notes by and among us
the Guarantors and the Trustee filed as an exhibit to our Current Report on Form 8-K dated January 11 2013

File No 001-09 195 is incorporated by reference herein

4.8 Specimen of 3/4% Senior Notes due 2014 filed as an exhibit to our Registration Statement No 333-11476

on Form S-4 is incorporated by reference herein

4.9 Specimen of 7/8% Senior Notes due 2015 filed as an exhibit to our Current Report on Form 8-K dated

December 15 2004 File No 001-09195 is incorporated by reference herein

4.10 Form of officers certificates and guarantors certificates establishing the terms of the 7/8% Senior Notes due

2015 filed as an exhibit to our Current Report on Form 8-K dated December 15 2004 File No 001-09195 is

incorporated by reference herein

4.11 Specimen of 1/4% Senior Notes due 2015 filed as an exhibit to our Current Report on Form 8-K dated June

2005 File No 001-09195 is incorporated by reference herein

4.12 Form of officers certificates and guarantors certificates establishing the terms of the 1/4% Senior Notes due

2015 filed as an exhibit to our Current Report on Form 8-K dated June 2005 File No 001-09195 is

incorporated by reference herein
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Exhibit

Number Description

4.13 Specimen of 1/4% Senior Notes due 2015 filed as an exhibit to our Current Report on Form 8-K dated June 27

2005 File No 001-09 195 is incorporated by reference herein

4.14 Form of officers certificates and guarantors certificates establishing the terms of the 1/4% Senior Notes due

2015 filed as an exhibit to our Current Report on Form 8-K dated June 27 2005 File No 001-09195 is

incorporated by reference herein

4.15 Specimen of 1/4% Senior Notes due 2018 filed as an exhibit to our Current Report on Form 8-K dated April

2006 File No 001-09195 is incorporated by reference herein

4.16 Form of officers certificates and guarantors certificates establishing the terms of the 1/4% Senior Notes due

2018 filed as an exhibit to our Current Report on Form 8-K dated April 2006 File No 001-09195 is

incorporated by reference herein

4.17 Specimen of 9.100% Senior Notes due 2017 filed as an exhibit to our Current Report on Form 8-K dated July

30 2009 File No 001-09 195 is incorporated by reference herein

4.18 Form of officers certificates and guarantors certificates establishing the terms of the 9.100% Senior Notes due

2017 filed as an exhibit to our Current Report on Form 8-K dated July 30 2009 File No 001-09195 is

incorporated by reference herein

4.19 Specimen of 8.00% Senior Notes due 2020 filed as an exhibit to our Current Report on Form 8-K dated February

2012 File No 001-09195 is incorporated by reference herein

4.20 Form of officers certificates and guarantors certificates establishing the terms of the 8.00% Senior Notes due

2020 filed as an exhibit to our Current Report on Form 8-K dated February 2012 File No 001-09195 is

incorporated by reference herein

4.21 Specimen of 7.50% Senior Notes due 2022 filed as an exhibit to our Current Report on Form 8-K dated July

31 2012 File No 001-09195 is incorporated by reference herein

4.22 Form of officers certificates and guarantors certificates establishing the terms of the 7.50% Senior Notes due

2022 filed as an exhibit to our Current Report on Form 8-K dated July 31 2012 File No 001-09195 is

incorporated by reference herein

4.23 Form of officers certificate and guarantors officers certificates establishing the form and terms of the 1.375%

Convertible Senior Notes due 2019 filed as an exhibit to our Current Report on Form 8-K dated January 29

2013 File No 001-09195 is incorporated by reference herein

4.24 Form of 1.375% Convertible Senior Notes due 2019 filed as an exhibit to our Current Report on Form 8-K dated

January 29 2013 File No 001-09195 is incorporated by reference herein

4.25 Form of supplemental officers certificate and guarantors officers certificates establishing the form and terms

of the 1.375% Convertible Senior Notes due 2019 filed as an exhibit to our Quarterly Report on Form 10-Q for

the quarter ended February 28 2013 File No 001-09195 is incorporated by reference herein

4.26 Eighth Supplemental Indenture dated as of March 12 2013 by and among us the Guarantors party thereto the

Additional Guarantors named therein and U.S Bank National Association as Trustee filed as an exhibit to our

Quarterly Report on Form l0-Q for the quarter ended May 31 2013 File No 001-09195 is incorporated by

reference herein

4.27 Specimen of 7.00% Senior Notes due 2021 filed as an exhibit to our Current Report on Form 8-K dated October

29 2013 File No 001-09195 is incorporated by reference herein

4.28 Form of officers certificates and guarantors
certificates establishing the terms of the 7.00% Senior Notes due

2021 filed as an exhibit to our Current Report on Form 8-K dated October 29 2013 File No 001-09195 is

incorporated by reference herein

10.1 Kaufman and Broad Inc Executive Deferred Compensation Plan effective as ofJuly 11 1985 filed as an exhibit

to our 2007 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.2 Amendment to Kaufman and Broad Inc Executive Deferred Compensation Plan for amounts earned or vested

on or after January 2005 effective January 2009 filed as an exhibit to our 2008 Annual Report on Form 10-

File No 001-09 195 is incorporated by reference herein

10.3 KB Home 1988 Employee Stock Plan as amended and restated on October 2008 filed as an exhibit to our

2008 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein
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Exhibit

Number Description

10.4 Kaufman and Broad Home Corporation Directors Deferred Compensation Plan established effective as of July

27 1989 filed as an exhibit to our 2007 Annual Report on Form 10-K File No 001-09 195 is incorporated by

reference herein

10.5 KB Home Performance-Based Incentive Plan for Senior Management as amended and restated on October

2008 filed as an exhibit to our 2008 Annual Report on Form 10-K File No 001-09195 is incorporated by

reference herein

10.6 Form of Stock Option Agreement under KB Home Performance-Based Incentive Plan for Senior Management

filed as an exhibit to our 1995 Annual Report on Form 10-K File No 001-09195 is incorporated by reference

herein

KB Home 1998 Stock Incentive Plan as amended and restated on October 2008 filed as an exhibit to our

2008 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.8 KB Home Directors Legacy Program as amended January 1999 filed as an exhibit to our 1998 Annual Report

on Form 10-K File No 001-09195 is incorporated by reference herein

10.9 Trust Agreement between Kaufman and Broad Home Corporation and Wachovia Bank N.A as Trustee dated

as of August 27 1999 filed as an exhibit to our 1999 Annual Report on Form 10-K File No 001-09195 is

incorporated by reference herein

10.10 Amended and Restated KB Home 1999 Incentive Plan as amended and restated on October 2008 filed as an

exhibit to our 2008 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.11 Form of Non-Qualified Stock Option Agreement under our Amended and Restated 1999 Incentive Plan filed as

an exhibit to our 2011 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.12 Form of Restricted Stock Agreement under our Amended and Restated 1999 Incentive Plan filed as an exhibit

to our 2011 Annual Report on Form 10-K File No 00 1-09195 is incorporated by reference herein

10.13 KB Home 2001 Stock Incentive Plan as amended and restated on October 2008 filed as an exhibit to our

2008 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.14 Form of Stock Option Agreement under our 2001 Stock Incentive Plan filed as an exhibit to our 2011 Annual

Report on Form 10-K File No 00 1-09195 is incorporated by reference herein

10.15 Form of Stock Restriction Agreement under our 2001 Stock Incentive Plan filed as an exhibit to our 2011 Annual

Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.16 KB Home Nonqualified Deferred Compensation Plan with respect to deferrals prior to January 2005 effective

March 2001 filed as an exhibit to our 2001 Annual Report on Form 10-K FileNo 001-09195 is incorporated

by reference herein

10.17 KB Home Nonqualified Deferred Compensation Plan with respect to deferrals on and after January 2005

effective January 2009 File No 001-09195 filed as an exhibit to our 2008 Annual Report on Form 10-K is

incorporated by reference herein

10.18 KB Home Change in Control Severance Plan as amended and restated effective January 2009 filed as an

exhibit to our 2008 Annual Report on Form 10-K File No 00 1-09195 is incorporated by reference herein

10.19 KB Home Death Benefit Only Plan filed as an exhibit to our 2001 Annual Report on Form 10-K File No
001-09 195 is incorporated by reference herein

10.20 Amendment No to the KB Home Death Benefit Only Plan effective as of January 12009 filed as an exhibit

to our 2008 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.21 KB Home Retirement Plan as amended and restated effective January 2009 filed as an exhibit to our 2008

Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.22 Employment Agreement of Jeffrey Mezger dated February 28 2007 filed as an exhibit to our Current Report

on Form 8-K dated March 2007 File No 001-09195 is incorporated by reference herein

10.23 Amendment to the Employment Agreement of Jeffrey Mezger dated December 24 2008 filed as an exhibit

to our 2008 Annual Report on Form 10-K File No 00 1-09195 is incorporated by reference herein

10.24 Form of Stock Option Agreement under the Employment Agreement between us and Jeffrey Mezger dated as

of February 28 2007 filed as an exhibit to our Current Report on Form 8-K dated July 18 2007 File No

001-09195 is incorporated by reference herein
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Exhibit

Number Description

10.25 Form of Stock Option Agreement under the Amended and Restated 1999 Incentive Plan for stock option grant

to Jeffrey Mezger filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended August 31

2007 File No 001-09 195 is incorporated by reference herein

10.26 Policy Regarding Stockholder Approval ofCertain Severance Payments adopted July 102008 filed as an exhibit

to our Current Report on Form 8-K dated July 152008 File No 001-09195 is incorporated by reference herein

10.27 KB Home Executive Severance Plan filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter

ended August 31 2008 File No 001-09195 is incorporated by reference herein

10.28 Form of Fiscal Year 2009 Phantom Shares Agreement filed as an exhibit to our Current Report on Form 8-K

dated October 2008 File No 001-09195 is incorporated by reference herein

10.29 KB Home Annual Incentive Plan for Executive Officers filed as AttachmentC to our Proxy Statement on Schedule

14A for the 2009 Annual Meeting of Stockholders File No 001-09195 is incorporated by reference herein

10.30 Amendment to Trust Agreement by and between KB Home and Wachovia Bank N.A dated August 24 2009

filed as an exhibit to our Quarterly Report on Form 0-Q for the quarter ended August 31 2009 File No

001-09195 is incorporated by reference herein

10.31 Form of Indemnification Agreement filed as an exhibit to our Current Report on Form 8-K dated April 2010

File No 001-09 195 is incorporated by reference herein

10.32 KB Home 2010 Equity IncentivePlan filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter

ended February 28 2010 File No 001-09195 is incorporated by reference herein

10.33 Form of Stock Option Award Agreement under the KB Home 2010 Equity Incentive Plan filed as an exhibit to

our Current Report on Form 8-K dated July 20 2010 File No 001-09 195 is incorporated by reference herein

10.34 Form of Restricted Stock Award Agreement under the KB Home 2010 Equity Incentive Plan filed as an exhibit

to our Current Report on Fonn 8-K dated July 202010 File No 001-09195 is incorporated by reference herein

10.35 Form of Fiscal Year 2011 Restricted Cash Award Agreement filed as an exhibit to our Current Report on Form

8-K dated October 13 2010File No 001-09195 is incorporated by reference herein

10.36 KB Home 2010 Equity Incentive Plan Stock Option Agreement for performance stock option grant to Jeffrey

Mezger filed as an exhibit to our 2010 Annual Report on Form 10-K File No 001-09195 is incorporated by

reference herein

10.37 Amendment to the KB Home 2010 Equity Incentive Plan filed as an exhibit to our Quarterly Report on Form

10-Q for the quarter ended February 28 2011 File No 001-09195 is incorporated by reference herein

10.38 Executive Severance Benefit Decisions filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter

ended February 28 2011 File No 001-09195 is incorporated by reference herein

10.39 Consensual agreement effective June 10 2011 filed as an exhibit to our Quarterly Report on Form lO-Q for the

quarter ended August 31 2011 File No 001-09195 is incorporated by reference herein

10.40 Form of 2010 Equity Incentive Plan Performance Cash Award Agreement filed as an exhibit to our Current

Report on Form 8-K dated October 12 2011 File No 001-09195 is incorporated by reference herein

10.41 KB Home 2010 Equity Incentive Plan Stock Option Agreement for performance stock option grant to Jeffrey

Mezger filed as an exhibit to our 2011 Annual Report on Form 10-K File No 001-09195 is incorporated by

reference herein

10.42 Form of KB Home 2010 Equity Incentive Plan Performance-Based Restricted Stock Unit Award Agreement

filed as an exhibit to our 2012 Annual Report on Form 10-K File No 001-09195 is incorporated by reference

herein

10.43 KB Home 2010 Equity Incentive Plan Performance-Based Restricted Stock Unit Award Agreement for

performance-based restriŁted stock unit award to Jeffrey Mezger filed as an exhibit to our 2012 Annual Report

on Form 10-K File No 00 1-09195 is incorporated by reference herein

10.44 Form of KB Home 2010 Equity Incentive Plan Restricted Stock Unit Award Agreement filed as an exhibit to

our 2012 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

124



Exhibit

Number Description

10.45 Revolving Loan Agreement dated as of March 12 2013 among us the banks party thereto and Citibank N.A
as Administrative Agent filed as an exhibit to our Quarterly Report on Form l0-Q for the quarter ended May

31 2013 File No 001-09195 is incorporated by reference herein

10.46 Amended and Restated KB Home Non-Employee Directors Compensation Plan effective July 18 2013 filed

as an exhibit to our Quarterly Report on Form l0-Q for the quarter ended August 312013 FileNo 001-09195
is incorporated by reference herein

10.471 First Amendment to the Revolving Loan Agreement dated as of November 192013 among us the banks party

thereto and Citibank N.A as Administrative Agent

12.11 Computation of Ratio of Earnings to Fixed Charges

211 Subsidiaries of the Registrant

231 Consent of Independent Registered Public Accounting Firm

31.11 Certification of Jeffrey Mezger President and Chief Executive Officer of KB Home Pursuant to Section 302

of the Sarbanes-Oxley Act of 2002

31.21 Certification of Jeff Kaminski Executive Vice President and Chief Financial Officer of KB Home Pursuant

to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Jeffiey Mezger President and Chief Executive Officer of KB Home Pursuant to 18 U.S.C

Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2t Certification of Jeff Kaminski Executive Vice President and Chief Financial Officer of KB Home Pursuant

to 18 U.S.C Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

1011 The following materials from KB Homes Annual Report on Form 10-K for the year ended November 302013
formatted in eXtensible Business Reporting Language XBRL Consolidated Statements of Operations for

the years ended November 30 2013 2012 and 2011 Consolidated Statements of Comprehensive Income

Loss for the Years Ended November 30 2013 2012 and 2011 Consolidated Balance Sheets as ofNovember

302013 and 2012 Consolidated Statements of Stockholders Equity for the years ended November 302013
2012 and 2011 Consolidated Statements of Cash Flows for the years ended November 30 2013 2012 and

2011 and the Notes to Consolidated Financial Statements

Management contract or compensatory plan or arrangement in which executive officers are eligible to participate

Document filed with this Form 10-K

125



SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the registrant has duly caused

this report to be signed on its behalf by the undersigned thereunto duly authorized

KB Home

By Is JEFF KAMINSKI

Jeff Kaminski

Executive Vice President and Chief Financial Officer

Date January 24 2014

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by the following

persons on behalf of the registrant and in the capacities and on the dates indicated

Si2nature

Is JEFFREY MEZGER

Jeffrey Mezger

Is JEFF KAMINSKI

Jeff Kaminski

Is WILLIAM HOLLINGER

William Hollinger

Is STEPHEN BOLLENBACH

Stephen Bollenbach

Is BARBARA ALEXANDER

Barbara Alexander

Is TIMOTHY FINCHEM

Timothy Finchem

Is THOMAS GILLIGAN

Thomas Gilligan

Is KENNETH JASTROW II

Kenneth Jastrow II

Is ROBERT JOHNSON

Robert Johnson

Is MELISSA LORA

Melissa Lora

Is MICHAEL MCCAFFERY

Michael McCaffery

Is LUIS NOGALES

Luis Nogales

Tifie
Da

Director President and January 24 2014

Chief Executive Officer

Principal Executive Officer

Executive Vice President and January 24 2014

Chief Financial Officer

Principal Financial Officer

Senior Vice President and January 24 2014

ChiefAccounting Officer

Principal Accounting Officer

Chairman of the Board and Director January 24 2014

Director January 24 2014

Director January 24 2014

Director January 24 2014

Director January 24 2014

Director January 24 2014

Director January 24 2014

Director January 24 2014

Director January 24 2014
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LIST OF EXHIBITS FILED

Sequential

Exhibit Page

Number Description Number

3.1 Restated Certificate of Incorporation as amended filed as an exhibit to our Current Report on

Form 8-K dated April 2009 File No 001-09195 is incorporated by reference herein

3.2 By-Laws as amended and restated on April 2007 filed as an exhibit to our Quarterly Report on

Form 10-Q for the quarter ended February 28 2007 File No 001-09195 is incorporated by

reference herein

4.1 Rights Agreement between us and Mellon Investor Services LLC as rights agent dated January 22

2009 filed as an exhibit to our Current Report on Form 8-K/A dated January 28 2009 File No

001-09195 is incorporated by reference herein

4.2 Indenture and Supplemental Indenture relating to 3/4% Senior Notes due 2014 among us the

Guarantors and Sun Trust Bank Atlanta each dated January 28 2004 filed as exhibits to our

Registration Statement No 333-114761 on Form S-4 are incorporated by reference herein

4.3 Third Supplemental Indenture relating to our Senior Notes by and between us the Guarantors

named therein the Subsidiary Guarantor named therein and SunTrust Bank dated as of May

2006 filed as an exhibit to our Current Report on Form 8-K dated May 32006 FileNo.001-09195

is incorporated by reference herein

4.4 Fourth Supplemental Indenture relating to our Senior Notes by and between us the Guarantors

named therein and U.S Bank National Association dated as of November 2006 filed as an

exhibit to our Current Report on Form 8-K dated November 13 2006 File No 001-09195 is

incorporated by reference herein

4.5 Fifth Supplemental Indenture dated August 17 2007 relating to our Senior Notes by and between

us the Guarantors and the Trustee filed as an exhibit to our Current Report on Form 8-K dated

August 22 2007 File No 001-09 195 is incorporated by reference herein

4.6 Sixth Supplemental Indenture dated as of January 30 2012 relating to our Senior Notes by and

between us the Guarantors and the Trustee filed as an exhibit to our Current Report on Form 8-

dated February 2012 File No 001-09195 is incorporated by reference herein

4.7 Seventh Supplemental Indenture dated as of January 112013 relating to our Senior Notes by and

among us the Guarantors and the Trustee filed as an exhibit to our Current Report on Form 8-K

dated January 11 2013 File No 001-09195 is incorporated by reference herein

4.8 Specimen of 3/4% Senior Notes due 2014 filed as an exhibit to our Registration Statement

No 333-1 14761 on Form S-4 is incorporated by reference herein

4.9 Specimen of 7/8% Senior Notes due 2015 filed as an exhibit to our Current Report on Form 8-

dated December 15 2004 File No 001-09195 is incorporated by reference herein

4.10 Form ofofficers certificates and guarantors certificates establishing the terms of the 7/8% Senior

Notes due 2015 filed as an exhibit to our Current Report on Form 8-K dated December 15 2004

File No 001-09195 is incorporated by reference herein

4.11 Specimen of 1/4% Senior Notes due 2015 filed as an exhibit to our Current Report on Form 8-

dated June 2005 File No 001-09195 is incorporated by reference herein

4.12 Form ofofficers certificates and guarantors certificates establishing the terms of the 1/4% Senior

Notes due 2015 filed as an exhibit to our Current Report on Form 8-K dated June 2005 File

No 001-09195 is incorporated by reference herein

4.13 Specimen of 1/4% Senior Notes due 2015 filed as an exhibit to our Current Report on Form 8-

dated June 27 2005 File No 001-09 195 is incorporated by reference herein

4.14 Form of officers certificates and guarantors certificates establishing the terms of the 1/4% Senior

Notes due 2015 filed as an exhibit to our Current Report on Form 8-K dated June 27 2005 File

No 001-09195 is incorporated by reference herein

4.15 Specimen of 1/4% Senior Notes due 2018 filed as an exhibit to our Current Report on Form 8-

dated April 2006 File No 001-09195 is incorporated by reference herein
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Sequential

Exhibit Page

Number Description
Number

4.16 Form of officers certificates and guarantors certificates establishing the terms of the 1/4% Senior

Notes due 2018 filed as an exhibit to our Current Report on Form 8-K dated April 2006 File

No 001-09195 is incorporated by reference herein

4.17 Specimen of 9.100% Senior Notes due 2017 filed as an exhibit to our Current Report on Form 8-

dated July 30 2009 File No 001-09195 is incorporated by reference herein

4.18 Form ofofficers certificates and guarantors certificates establishing the terms ofthe 9.100% Senior

Notes due 2017 filed as an exhibit to our Current Report on Form 8-K dated July 30 2009 File

No 001-09195 is incorporated by reference herein

4.19 Specimen of 8.00% Senior Notes due 2020 filed as an exhibit to our Current Report on Form 8-

dated February 2012 File No 001-09195 is incorporated by reference herein

4.20 Form of officers certificates and guarantors certificates establishing the terms of the 8.00% Senior

Notes due 2020 filed as an exhibit to our Current Report on Form 8-K dated February 2012

File No 001-09 195 is incorporated by reference herein

4.21 Specimen of 7.50% Senior Notes due 2022 filed as an exhibit to our Current Report on Form 8-

dated July 31 2012 File No 001-09195 is incorporated by reference herein

4.22 Form of officers certificates and guarantors certificates establishing the terms of the 7.50% Senior

Notes due 2022 filed as an exhibit to our Current Report on Form 8-K dated July 31 2012 File

No 001-09 195 is incorporated by reference herein

4.23 Form of officers certificate and guarantors officers certificates establishing the form and terms

of the 1.375% Convertible Senior Notes due 2019 filed as an exhibit to our Current Report on

Form 8-K dated January 29 2013 File No 001-09195 is incorporated by reference herein

4.24 Form of 1.375% Convertible Senior Notes due 2019 filed as an exhibit to our Current Report on

Form 8-K dated January 29 2013 File No 00 1-09195 is incorporated by reference herein

4.25 Form of supplemental officers certificate and guarantors officers certificates establishing the form

and terms of the 1.375% Convertible Senior Notes due 2019 filed as an exhibit to our Quarterly

Report on Form lO-Q for the quarter ended February 282013 FileNo 001-09195 is incorporated

by reference herein

4.26 Eighth Supplemental Indenture dated as of March 122013 by and among us the Guarantors party

thereto the Additional Guarantors named therein and U.S Bank National Association as Trustee

filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended May 31 2013 File

No 001-09 195 is incorporated by reference herein

4.27 Specimen of 7.00% Senior Notes due 2021 filed as an exhibit to our Current Report on Form 8-

dated October 29 2013 File No 001-09195 is incorporated by reference herein

4.28 Form of officers certificates and guarantors certificates establishing the terms of the 7.00% Senior

Notes due 2021 filed as an exhibit to our Current Report on Form 8-K dated October 29 2013

File No 001-09 195 is incorporated by reference herein

10.1 Kaufman and Broad Inc Executive Deferred Compensation Plan effective as of July 11 1985

filed as an exhibit to our 2007 Annual Report on Form 10-K FileNo 001-09195 is incorporated

by reference herein

10.2 Amendment to Kaufman and Broad Inc Executive Deferred Compensation Plan for amounts

earned or vested on or after January 2005 effective January 2009 filed as an exhibit to our

2008 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.3 KB Home 1988 Employee Stock Plan as amended and restated on October 2008 filed as an

exhibit to our 2008 Annual Report on Form 10-K FileNo.001-09195 is incorporated by reference

herein

10.4 Kaufman and Broad Home Corporation Directors Deferred Compensation Plan established

effective as of July 27 1989 filed as an exhibit to our 2007 Annual Report on Form 10-K File

No 001-09195 is incorporated by reference herein
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Sequential

Exhibit Page

Number Description Number

KB Home Performance-Based Incentive Plan for Senior Management as amended and restated

on October 2008 filed as an exhibit to our 2008 Annual Report on Form 10-K File No
001-09 195 is incorporated by reference herein

10.6 Form of Stock Option Agreement under KB Home Performance-Based Incentive Plan for Senior

Management filed as an exhibit to our 1995 Annual Report on Form 10-K File No 001-09 195

is incorporated by reference herein

10.7 KB Home 1998 Stock Incentive Plan as amended and restated on October 2008 filed as an

exhibit to our 2008 Annual Report on Form 10-K File No.001-09195 is incorporated by reference

herein

10.8 KB Home Directors Legacy Program as amended January 1999 filed as an exhibit to our 1998

Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.9 Trust Agreement between Kaufman and Broad Home Corporation and Wachovia Bank N.A as

Trustee dated as of August 27 1999 filed as an exhibit to our 1999 Annual Report on Form 10-

File No 001-09195 is incorporated by reference herein

10.10 Amended and Restated KB Home 1999 Incentive Plan as amended and restated on October

2008 filed as an exhibit to our 2008 Annual Report on Form 10-K File No 001-09195 is

incorporated by reference herein

10.11 Form of Non-Qualified Stock Option Agreement under our Amended and Restated 1999 Incentive

Plan filed as an exhibit to our 2011 Annual Report on Form 10-K File No 001-09195 is

incorporated by reference herein

10.12 Form of Restricted Stock Agreement under our Amended and Restated 1999 Incentive Plan filed

as an exhibit to our 2011 Annual Report on Form 10-K File No 001-09 195 is incorporated by

reference herein

10.13 KB Home 2001 Stock Incentive Plan as amended and restated on October 2008 filed as an

exhibit to our 2008 Annual Report on Form 10-K FileNo 001-09195 is incorporated by reference

herein

10.14 Form of Stock Option Agreement under our 2001 Stock Incentive Plan filed as an exhibit to our

2011 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.15 Form of Stock Restriction Agreement under our 2001 Stock Incentive Plan filed as an exhibit to

our 2011 Annual Report on Form 10-K File No 001-09 195 is incorporated by reference herein

10.16 KB Home Nonqualified Deferred Compensation Plan with respect to deferrals prior to January

2005 effective March 2001 filed as an exhibit to our 2001 Annual Report on Form 10-K File

No 001-09 195 is incorporated by reference herein

10.17 KB Home Nonqualified Deferred Compensation Plan with respect to deferrals on and afler

January 2005 effective January 2009 File No 001-09195 filed as an exhibit to our 2008

Annual Report on Form 10-K is incorporated by reference herein

10.18 KB Home Change in Control Severance Plan as amended and restated effective January 2009

filed as an exhibit to our 2008 Annual Report on Form 10-K FileNo 001-09195 is incorporated

by reference herein

10.19 KB Home Death Benefit Only Plan filed as an exhibit to our 2001 Annual Report on Form 10-K

File No 001-09 195 is incorporated by reference herein

10.20 Amendment No to the KB Home Death Benefit Only Plan effective as of January 2009 filed

as an exhibit to our 2008 Annual Report on Form 10-K File No 00 1-09195 is incorporated by

reference herein

10.21 KB Home Retirement Plan as amended and restated effective January 2009 filed as an exhibit

to our 2008 Annual Report on Form 10-K FileNo.001-09195 is incorporated by reference herein

10.22 Employment Agreement of Jeffrey Mezger dated February 28 2007 filed as an exhibit to our

Current Report on Form 8-K dated March 2007 File No 001-09195 is incorporated by

reference herein
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10.23 Amendment to the Employment Agreement of Jeffrey Mezger dated December 24 2008 filed

as an exhibit to our 2008 Annual Report on Form 10-K File No 001-09 195 is incorporated by

reference herein

10.24 Form of Stock Option Agreement under the Employment Agreement between us and Jeffrey

Mezger dated as of February 28 2007 filed as an exhibit to our Current Report on Form 8-K dated

July 18 2007 File No 001-09 195 is incorporated by reference herein

10.25 Form of Stock Option Agreement under the Amended and Restated 1999 Incentive Plan for stock

option grant to Jeffrey Mezger filed as an exhibit to our Quarterly Report on Form 10-Q for the

quarter ended August 31 2007 File No 001-09195 is incorporated by reference herein

10.26 Policy Regarding Stockholder Approval of Certain Severance Payments adopted July 10 2008

filed as an exhibit to our Current Report on Form 8-K dated July 15 2008 File No 001-09195

is incorporated by reference herein

10.27 KB Home Executive Severance Plan filed as an exhibit to our Quarterly Report on Form l0-Q for

the quarter ended August 31 2008 File No 001-09195 is incorporated by reference herein

10.28 Form of Fiscal Year 2009 Phantom Shares Agreement filed as an exhibit to our Current Report on

Form 8-K dated October 2008 File No 001-09 195 is incorporated by reference herein

10.29 KB Home Annual Incentive Plan for Executive Officers filed as Attachment to our Proxy

Statement on Schedule 4A for the 2009 Annual Meeting of Stockholders File No 001-09195

is incorporated by reference herein

10.30 Amendment to Trust Agreement by and between KB Home and Wachovia Bank N.A dated

August 24 2009 filed as an exhibit to our Quarterly Report on Form 0-Q for the quarter ended

August 31 2009 File No 001-09195 is incorporated by reference herein

10.31 Form of Indemnification Agreement filed as an exhibit to our Current Report on Form 8-K dated

April 2010 File No 001-09195 is incorporated by reference herein

10.32 KB Home 2010 Equity Incentive Plan filed as an exhibit to our Quarterly Report on Form l0-Q

for the quarter ended February 28 2010 FileNo 001-09195 is incorporated by reference herein

10.33 Form of Stock Option Award Agreement under the KB Home 2010 Equity Incentive Plan filed as

an exhibit to our Current Report on Form 8-K dated July 20 2010 File No 001-09195 is

incorporated by reference herein

10.34 Form of Restricted Stock Award Agreement under the KB Home 2010 Equity Incentive Plan filed

as an exhibit to our Current Report on Form 8-K dated July 20 2010 File No 00 1-09195 is

incorporated by reference herein

10.35 Form of Fiscal Year 2011 Restricted Cash Award Agreement filed as an exhibit to our Current

Report on Form 8-K dated October 13 2010 File No 001-09195 is incorporated by reference

herein

10.36 KB Home 2010 Equity Incentive Plan Stock Option Agreement for performance stock option grant

to Jeffrey Mezger filed as an exhibit to our 2010 Annual Report on Form 10-K File No

00 1-09195 is incorporated by reference herein

10.37 Amendment to the KB Home 2010 Equity Incentive Plan filed as an exhibit to our Quarterly Report

on Form l0-Q for the quarter ended February 28 2011 File No 001-09195 is incorporated by

reference herein

10.38 Executive Severance Benefit Decisions filed as an exhibit to our Quarterly Report on Form 0-Q

for the quarter ended February 28 2011 File No 001-09195 is incorporated by reference herein

10.39 Consensual agreement effective June 10 2011 filed as an exhibit to our Quarterly Report on Form

10-Q for the quarter
ended August 31 2011 File No 001-09195 is incorporated by reference

herein

10.40 Form of 2010 Equity Incentive Plan Performance Cash Award Agreement filed as an exhibit to

our Current Report on Form 8-K dated October 12 2011 File No 001-09 195 is incorporated by

reference herein
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10.41 KB Home 2010 Equity Incentive Plan Stock Option Agreement for performance stock option grant

to Jeffrey Mezger filed as an exhibit to our 2011 Annual Report on Form 10-K File No

001-09195 is incorporated by reference herein

10.42 Form of KB Home 2010 Equity Incentive Plan Performance-Based Restricted Stock Unit Award

Agreement filed as an exhibit to our 2012 Annual Report on Form 10-K File No 001-09195 is

incorporated by reference herein

10.43 KB Home 2010 Equity Incentive Plan Performance-Based Restricted Stock Unit Award Agreement

for performance-based restricted stock unit award to Jeffrey Mezger filed as an exhibit to our

2012 Annual Report on Form 10-K File No 001-09195 is incorporated by reference herein

10.44 Form of KB Home 2010 Equity Incentive Plan Restricted Stock Unit Award Agreement filed as

an exhibit to our 2012 Annual Report on Form 10-K File No 001-09195 is incorporated by

reference herein

10.45 Revolving Loan Agreement dated as of March 12 2013 among us the banks party thereto and

Citibank N.A as Administrative Agent filed as an exhibit to our Quarterly Report on Form 10-

for the quarter ended May 31 2013 File No 001-09 195 is incorporated by reference herein

10.46 Amended and Restated KB Home Non-Employee Directors Compensation Plan effective July 18

2013 filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended August 31

2013 File No 001-09195 is incorporated by reference herein

0.47 First Amendment to the Revolving Loan Agreement dated as of November 19 2013 among us

the banks party thereto and Citibank N.A as Administrative Agent

12.1 Computation of Ratio of Earnings to Fixed Charges

21t Subsidiaries of the Registrant

23t Consent of Independent Registered Public Accounting Firm

31.1 Certification of Jeffrey Mezger President and Chief Executive Officer of KB Home Pursuant

to Section 302 of the Sarbanes-Oxley Act of 2002

31 .2t Certification ofJeffJ Kaminski Executive Vice President and ChiefFinancial Officer of KB Home

Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Jeffrey Mezger President and Chief Executive Officer of KB Home Pursuant

to 18 U.S.C Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2t Certification ofJeffJ Kaminski Executive Vice President and ChiefFinancial Officer of KB Home

Pursuant to 18 U.S.C Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley

Act of 2002

101 The following materials from KB Homes Annual Report on Form 10-K for the year ended

November 30 2013 formatted in eXtensible Business Reporting Language XBRL
Consolidated Statements of Operations for the years ended November 3020132012 and 2011

Consolidated Statements of Comprehensive Income Loss for the Years Ended November 30

2013 2012 and 2011 Consolidated Balance Sheets as of November 30 2013 and 2012

Consolidated Statements of Stockholders Equity for the
years

ended November 3020132012

and 2011 Consolidated Statements of Cash Flows for the
years

ended November 30 2013

2012 and 2011 and the Notes to Consolidated Financial Statements

Management contract or compensatory plan or arrangement in which executive officers are eligible to participate

Document filed with this Form 10-K
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STOCKHOLDER INFORMATION

2013 2012

High Low High Low

DIVIDEND DATA

KB Home declared and paid quarterly cash dividends

of $.0250 per common share in 2013 KB Home

declared and paid quarterly cash dividends of $.0625

per common share in the first quarter of 2012 and

$.0250 per common share in the second third and fourth

quarters of 2012

ANNUAL STOCKHOLDERS MEETING

The 2014 Annual Stockholders meeting will be held on

Thursday April 2014 at KB Homes headquarters at

900 a.m Pacific Time

STOCK EXCHANGE LISTING

KB Homes common stock is traded on the New York

Stock Exchange The ticker symbol is KBH

TRANSFER AGENT AND REGISTRAR

Computershare Inc

250 Royal Street

Canton Massachusetts 02021

888 667-7640

computershare.com/investor

INDEPENDENT REGISTERED

PUBLIC ACCOUNTING FIRM

Ernst Young LLP

FORM 10-K

KB Homes 2013 Annual Report on Form 10-K filed

with the Securities and Exchange Commission may be

obtained without charge by written request to the

investor contact below It is also available online at

investor.kbhome.com

HEADQUARTERS
KB Home

10990 Wilshire Boulevard

Los Angeles California 90024

310231-4000

310 23 1-4222 facsimile

Location and community information

kbhome.com

888 KB-HOMES

INVESTOR CONTACT

Katoiya Marshall

Senior Manager Investor Relations

KB Home

10990 Wilshire Boulevard

Los Angeles California 90024

310 231-4000

investorrelations@kbhome.com

BONDHOLDER SERVICES

U.S Bank Corporate Trust Services

1349 Peachtree Street NW
Two Midtown Plaza Suite 1050

Mail Exchange EX-GA-ATPT

Atlanta Georgia 30309

404 898-8822

usbank.com

COMMON STOCK PRICES

First Quarter

Second Quarter

Third Quarter

Fourth Quarter

$20.04

25.14

22.49

18.98

$13.86

18.21

15.57

15.48

$12.91 6.17

13.12 6.77

11.25 6.46

17.30 10.89

Los Angeles California
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KB HOME
10990 Wilshire Boulevard

Los Angeles Calfornia 90024

310 231-4000

February 21 2014

Dear Fellow Stockholder

SEC
Mail Processing

Section

iE

W6Sh OtDC
404

Your directors and officers join me in inviting you to attend the 2014 Annual Meeting of Stockholders of KB Home at

900 a.m Pacific Time on Thursday April 2014 at our corporate office in Los Angeles California

At our 2014 Annual Meeting we will consider the following items of business

Items of Business

Elect ten directors each to serve for
one-year term

Advisory vote to approve
named executive officer compensation

Approve the KB Home 2014 Equity Incentive Plan

Ratify the appointment of our independent registered public accounting firm

Board Recommendation

FOR

FOR

FOR

FOR

You can find more information on these items of business in the attached Notice of 2014 Annual Meeting of Stockholders and

Proxy Statement Your vote is very important and we encourage you to vote via the Internet by telephone or by mail as soon

as possible to ensure that your vote is counted

Following the formal business at the 2014 Annual Meeting we will discuss our 2013 fiscal year results

We look forward to seeing you on April

Sincerely

JEFFREY MEZGER

President and ChiefExecutive Officer
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What is the purpose of this Proxy Statement

Your Board of lirectois the Bo ird is furnishing this

Proxy Statement to you to solicit your pioxy lbr ow 2014

Annual Me ting Fhe items of msincss for the meeting ate

deserib in the aecompanyulg Notice 2014 Annual Meeting

ut Stuckhuldci his Proxy Staremcnt flLUiflS infoimauon to

help decide hoss you want your sFaies to he voted We

anticipate that this Proxy Statement and lot proxy or
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Who can vote
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employees who hold unexereise corn non stock options under

our employee equity compensation plan Accordingly total
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We fo loss ii umber leading orate vrrnance practices and have done so for several ars

Sit cc 20 ssc have had an indpendei Nor Executne hairman of the Hot
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Role of the Board of Dire tors
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man at busine arid to assure that the long4erm

rntcr sts of our stockholders arc being served fIre Board
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rip uratron By laws and Cur pornO
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orpor ioserrranr Pi ins ipl without any chances

Fthks Policy

all of ow drrctcr and ci uplayecs to llvw

the hr dicst threal standards ss hen re resenting KB lowe

in our ntercsts In this end all
ernp ovees including our
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Board Membership

As of the date of this Proxy Statement the Board has

des en mcmlx is Except fbr Mr Mezge our Presider arid

Chief Executive Officer CF no director us KB Home

employee

Board Committees

Fhe lloard has three st mndirig oninnttees

udit arid Complranee tire And it orrrnrr tee

Management Devc lopment arid Ct rr pensation the
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Board Meetings and Attendance

he Board arid its Committees hold regular nreetrrrgs on
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toekholder meetings All directors se vu rg atm tire twc
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All ot 4mm Gm idp ink ot excep nir EO arid are eleekd annually u5d1 indian iy vote umdamd

Our sti mtlrm Boa onmrmnittcc are entirely eonnpo ed ofmndependent directors
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1ircctor Plan stock options and Stock units vest ic year afir the date of grant and except dcscnhrd helo under the

ado Director qurty Based Compensation iranted Before the 2010 2011 Dircctoi Year Dircctor P1 in stock options hay

10
year term nonemp1oycc director cannot exercise estcd Diiector Plan stock options until the director has nief the non

employee director stock ownership requ rement 01 earlier has left the Board Vested stok options held by an ii employcc

director must bc exercised haforc the cnd of the stock options rcspectivc term or ii earlier hctbre the thurd anni\ersaiy of the

date the non-emplovce director leaves thc Board ion employee director can elect to rcccrvc 1irecior 1-lan stock unit payout

upon icaving thc Board or the direc or has mct thc non cnrployec dii ector stock oss ncrshrp rcquircment immed atcly aitci

Itic one-ye it vesting date oi at spccilred datc after the stock units vest but befhic di dncctoi airs 11w Florrd lire non

cinployce director stock owner-lap requ rc meat described hr low undcr the hc iding Stud Owner lip Requircments

Director hquityBased Compensation Granted Before the 201th201l Director Year

ndci the Dncc or Plan stock options granted to our non employee drrcctors before th 010 11 iiectc Ycir are hilly

vested have 15 year term and must be exercised before each option term expires oi itcarlier ithn ie cai of thc dali

non employer director leas is the Board rnd any stock units so granted is ill be Paid out only upon ii cmployec du cc tor

Icaving the Boaid retlccting in each casc the terms rdcr wInch thcsc tions wcrc originally granted

NonFxecutrse Chairman of the Board Retainer

Mr Bollerib-ich paid annual cash etainer ofS 500 000 for his si rviee is ihi Non xi utivi hirman ot th B4rd

may keep any tamer payment if removed fiom the Board without cause

nth mnifrcalron Agreements

base cntemed into agreements with eich of our non-employee dii ectois thai piovidc them with md munilicarron and

advancement of expenses to supplemen what is provded under our cmtificate ot Incorpoiitiori nd rirsrir rice policics sribje

to cci tim requneni nts arid limitations

pay the non employee directors expenses including travel accommodations and meals fbi itteirdi ig ISo rd md 13oad

oinmittec meetings md our annual meet ups
of stockholders at other mcliv itics related our busnies

Iirertor ompensation During Fiscal Year 2013

Fces Earned or Stock Option All Other

Paid in Cash Awards Awards Compensation Iotal

Namta $b $Xe $c $d
Ms Alexand 67500 6/500 891 9l

Mr Bohlenbach 3004fl0 141500 00 5l863
Mr inchrem 159500 7500 21 199 18 199
Pr jillrgan 900 67 0r 6/500

90000 6/500 67500 18 818

Mr Johnson 81250 7500 67500 181

Ms Lora 17/500 67500 168 61 887

Mr McCaffcmy l6500 67 500 186 251 32
Sir Nog-nles

____
00 67500 00 16 238 16

Mr Wood is as elected to the Board om inuary 2014 id theretbi clii not sd vi on tin Boai cli in um 211 ise ii

year Prim uant tithe Dircetom Plan Jo tire remain ing period ot the 2013 2014 Dmrecroi Year which curls on the ale of urn

014 Animal Meeting Mr Wood will he paid 82 00 in cash
consmsiing ofpm ratd Br id and Sudit ornnmtt

retainers In additiomi upon irs electron to ihe Board Mi Wood was granted 930 stock umnts aid 271 stock optic us based

in c-ic Ii ese on piorated grant dr value of 816 875

hi Lajried or Paid in ath hese miourits represent payments of Board arid tloird Committee meiateci retain is has omi

the dccli ins of mon employee direr tots to receive such reiai sers mu cash rather thran in Dimeetom Plrmni stocl nmmmts lie

amnotmnt shown Jo Mr Bollenbach also includes his Nomi lxeemmtive Chairman of the Board rctammmer

5/ock 4mm arc/s and Opt/air Au arc/s he se amnourmis iepreseni the aggregate giant date farm value thc iiecroi P111 ork

unit and snuck option awrrds giamited to our non eniployee directors dmmring our 013 fiscal yeam do rpmmted in ieermrdamiee

with Aecouritmng Standa ds odilicatmoni lopmc Nt 718 onpeniauon S/u ompc nsa/ion SSC 718 di erihed

in Note 19 mployce Bend and Sto Plans in tIre Notes to the onsolidatcd mn neial Stitement mi our Annual Repom

except estim tcs of Prteiture lated ti iI\ bncu ciiu couuditmumms has heemm chism aided loss arc mlr
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Beneficial Owners of More Than ive Percent of Our Common Stock

he followinp table shows each stocl holder know to us ol February 14 2014 to burr dually own ne thnn Irse
percent

ol our common stock

Amount and Nature
Name and Addrcss of Beneficial Owner Beneficial OwnershIp Percent oft lass

RlackRoek Inc et al 962 749 11 5ob
10 1at SttCL NL Yu N\ 100

KB lom irantor Stock Owner slip rust 11 501 14 1110
Pr elk Insti utronal Reti nrr ni rod rust xrentry Benefit

One West Fourth Street Winston 1cm North ar olina 7/101

MR It and dward Johnson 3d 189 O9 11 oh
Devonshire St ect Boston rssachusr tts 109

Odes Assrt Mr raeelnr nt Group ltd /8 ho oh
12 pp Grosenor Street ondon nited Ku dora 1k 2ND

he \anpuud Group Inc 04 143 0%h
100 Vatguaud Blvd Thdvrm PA i935

hr stock 001dm rnlhrnatron us ha ed solely on an nmendmrnt to Schedule 30 dated Januiry 201 that Ella kRoek

mr parent holdup anpany filed with the SI to report it henelieral ownership Of the reported amount BLur kR.ock
Inc snbsidiau irs olleetis el had sole oti rp power as to 38 35 shares and had ole dispr suti pon as to 96 1749

shares md sub idrary BlaekRock rind Advisors henefir ally on ned more than So 01 our outstand sharrs

These benelir ml ownership and pea cat of lass figures are Iron the respective Sr hedule 141 filnut by the Ii red

beneficial rn lets and reflect their speetive determinations as of trcemnbcu 31 013

hr iSO holds the shares
pur tnt itt ust agreement with Wells largo 13nk as trustee Both the ISO and

tIre trustee disclaim be umefur rd owne ship of the shares Inder Ib trust agreement our employees rs Ito hold rrrrcx uris

omrnr stoc options rrnrk tin en ployec equ ty compensation plans deterni in the voting of the iSO har es hr

numhr of iSO shares that airy on cnrploy cc can durr ct the vot of depends on how rnmny elierhlc employ ees uhmrt

voting in tructions to the trustee Employees who are also directors cannot ote iSO sharr theref it Mr Me er
cannot direct th vote of try iSO shares If all eligihlr nploycr submit votinJ mnsturretrons icr othcr NI Os cnur rlruect

the vote of the following amounts oh CiSOl hairs Mr Karnrnskr S04 /5 Mr Womam 832161 Mr Puaw 40 1257 and

Mr lollmnger 1256 and all cur ent ever utrve officers as group xc1udmn Mr Mcgeu 916 24

he stock holdm ig information us based solely on an arnene meal to Schedule 130 thtcd chruary 13 2014 that MR
parent holding conrupany frlerl witl the 5FF Ic report the benrefierrl ownership of FMR 11 and Mr ldward lohnsor

3d MR chairrnrn Of the reported amount Firlclity Management Research Company ide
luty in urrvcstn crut

uds user to various rnvestiuerrt companies and air FMR 11 subsidiary beneficially owns 8774609 sharr.s Far Ii of dwand
Johnson 3d ann MR thron Ii its rontuol of udchr and the varnou ins estnrr nt companies sole drspr itive

poner as to th 8774609 shares an has sOc votrnk posscr as to 300 shares Fidelity srtes its bend crallv onned shares

unrler guidelines established by such ii eslment companies Boards of Ii ustecs Iidr lity Seleet SelcctCo air

MR subsidiary and rut ins estnient adviser to various investment companies benrfic ially on irs 31 4611 shares and

each nit dnarri Jolmson 3d aurd MR rrough its ontuol of SeleetC and the vu uous rnve smrent corrìp muds has

sole dispositise posr en as to these shares Stratef ic Advrsers Inc an MR 110 subsidiary and an rnrvr strnr nit arhvisem to

individuals beneficially ov irs 300 shares

The stock holding rnfor rrrrtiomr us baserl solelJ on Schedule 130 nb ited January 714 th it Ode Asset Manager rent

Group td pdtenrt holding company and iris esirnerrt adviser filed iih the S1 to
idl

ott its beneficial owner ship Of the

reported irounui Odey Asset Man Igerneirt non ltd had shaued votine pOSt ci and slraie disposrtrve rot 278310
hares uth Odey \sset Manipennenr 1111 Odev lloldines AG ann Mr Crispin 10ev he shrrrres

rep csr.nt hroldrng of

Odes Asset rnagcmcnt dir the henrelrt of its investment ads usury lmenls Or cv Asset Marergeune 110
irirurp

is liii

in iniging nrr.rrrher of Odry Asset Managenrent LI Odey Iloldin gs AG is the sole stoekholdet ol Od Asset

Management Group tO amid Mu On is the so stockholder ofOrley holdings stIr ol tires rsons disclar as
beneficial on neuslup of the shares except to the extent ol its or Iris mwcrurriauv unterest therein

Ire stock holding info runt on is his solely or Schcdul 130 nI ited Fehmuar1 211 rlrtt ant mar Group lire an

ins estrrre nt ads iser to arinrius investment compa rids VCi filed with tire SI to neport its benefre ml ownership Of the

reported runonu it VOl had snrle votin poster is te hI 944/ shrrrc had sole drsposmrrr power tm 49 908 shares rid

brad shared drsposrtive xiwer as to 115 347 shares Vanguard uducuary rust ompan md Varrfuaud Iris estnreuits

Prrsirr Ira td each VC1 srihsuriuai ids berrcfrcialll own II S34 arrd 100 shares
uespecl rvelv
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developnw at to tacilit ste and drive uti ie growth md to fund the retirement of over $215 million in aggregate principal

amount of certain of our outstanding sr nioi notes due in and 2015

With or ietuin to full year piofitability fur the first time snce 2006 stiong results on siumber of other financial and

operational metrics and SR that was the third highest in our eer group our Os compensation in 201 was as 101 oWS

No change in base salaiy

Based on abos taig and outstr nding perft imanee at 80% fbi inulmbased annual cash incentive payout of 1$ of

las tthC payout amount whit 1i WOs bluw us potea tat maximum amount under the zO 13 riseal year piogiam and

oi til equity awaids ith tI niajoi ity of value co misting of PSUs that vest subjm to three sear pci formance

achievements and the balance ii stock optu that only have value if our stock price uses

In this CDA we first pros ide
ninary Slot lrolder Lngagernr nt on Our Frecutis Conzpcnsatioai Program Inring

2J highlighting some of the key stockholder focused aspects of our program We then further discuss our 0l3 beal Yeai

inaneial 11cm/I and Pai Outcomes ft flowed by the Jixccutn compensation lecision Mob mg and Other Compensation
Policies that apply with respect our executives compensation and benefits finally we pros ide an ovi niew of the

Semi once /iange in oiil ol and Pos1 /ermmnati Irrangemnents available to our exeeutiv es

Stockholder Engagement on Our Executive onipensation Program During 2013

011 we continued our longstandmg practice ofpIoactive engagement muir our stockhofdeis to discuss our

executive ompensation progiani and other
gos cm slice matters ARe we published our 013 Proxy Statenment ow

executis officers ri othci senior cx cutmses conducted cool macace calls and other scussion with holders of ovc 40 of

our outstanding shai es entitled to vote at out 2011 Annual Meeting to solicit then views on several adjustments we
iple nented to our cxecutisc omnperis non and benefits pr grains 1w our Ni foi both 2012 and 2013 Based on our

dialogue with stockholders we felt th djustments were svcll received and we eonsideied tIme cOnstruct ye leedhick of our

stockholdc in sessing otenimal additional adjustments to the programs as noted below

he key adjus nients included but vs crc not limo ted to the Ibilowing

nore ttueture md foiniula driven design for the annual incentive program in 2013 compared to prior years

with the inajomitv of NLO air rual neentise payouts determined anlelv by two financial metrics measure of

pi uax income and total revenues and tie balance of payouts determined by mix ofopuational performance

itcms and ndividual cxecuris performance all subject to the equirement that we generate ccii sin level of pretax

income lot arty payouts to be made

Greater rise of per in iancmahased Iongtem incentives including performancmabased restricted stock units that

of lied balanced set of abs dote and rela ive per ortnmnce measures and go ifs aligned with out business goals

received overwliehnnig support or out NI Os 2012 fiscal year compensation lions our stockholders at our 201

Annual Meeting with over 96% of flit shaies of out common stock present or represenud and entitled vote the

matter voting in tavor if ormi Ivisory te proposal We and the ompetisalmon ommmttce consider that outcome as

einlorcmng the vs in which we desmgnd our pet fbrmance di iven exec utive cotapemisatmon and benefits progranis telating to

out 013 fiscal yen as ssell as our amid tIme vompensation Commmnecs mntende appmoach to implementing them As result

we used similar structure fur both the long mci ru ii centiv gr nts that were made to our NI Os in October 2013 and out

2014 fiscal eai iti ual mncetitiv progma fom our Ni Os as outlined below

In addition ou engagement with stockholders mm 2013 led ums to review and update our cxccutive stock osvniershmp

ouidelinc is describ bc low ritidet the headitig Equity Stock Ownem
limp Policy whit Ii we believe strengthetit the

alignment four cxeeuriv es intemests vs mmli those of rut stockholders En addition to time changes we ha implemented to our

meeutiv
compensatioti amid henef its prc gratni over the mst two yeats we have long adhercd to the folk vs mng stockholdem

focused com mpensati vi policies progratir arid piacti es

omitted Perquisites We pr vs ide few pci quismtes to ow Vo Vemi Jar Gross nejits Itr ffi II out Board

Os mid senmor exeti iv es Perqumates are linatcd io appiovcd policy tlt no officer oi employee who is marco

rclocat on assistance to rcci ttmt certa new bites market on is promoted after April 011 will receive the tax

competitive supplemc mital medical and deterred gross up payment benefit undem oui 2001 Change mi

compemisation piograms amid certa ii dcath melatcd otitrol Severance Oats the It PImni tIl conmnectmoii

hcmicits arid fot very few crirrent seniom executives with such hiring or proinotmomi Consistent with dims policy

participation in ietmiemiiei plan that was closed iii 200 since April 2011 we have riot extent ed the benefit oi

do mot pmov ide uis alIt vvance reiinhrmrseniemits fur any other tax restoi tion benefit to any newly hired om

pe somial autom fuiles tutomobmle ft el cards and or promoted officers or etnployees onto any other officer on

in tirance tax
prepmma mon or finamicial estate ph nnmng employee vvho would have been elmgthle to meceive it

rviccs under the terms of the It Plan oi otherwise
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all giants olequ based ands and their terms Ihe policy does not permit any delegation of granting authority to our

management he grant date of any equity based awaid will he the dale on which the Compensation Conunittee ot the Boud
met to approxe the giant unless nritten resolutior sets later date ftc exercise puce of any stock option award will not be

less than the closing price of uu common stock on the NYSF on the grant date

ReeoveryQ lindeu us icnt Agreement our 10 must repay certain bonus md incentive oi equity

based compensation he receises if we required to rcstate out financial statements as tesult of his nusconduet consistent

with Section 104 of the irhanes Oxley ct ot200 We will ilso recoup incentive based compensation to the cxteni it tpnietl

under the Dodd rank Act and
any rules regulations and listing standards issued undei that act

lax rnijljyations oourefiveConpnsation Pgrz Secti rn 162m of the ode geneiallv disallows tax

dcduetion fbr coi upeusalion over 51 ml lion paid our highest paid executives unless it is qualifying pcrforinance based

compensation We geneiallv design ii compensation plans in order to mamtaui federal lax deductibility fbi executive

eompensauori under Section 162m of the Code and the Compensation Committee considers the potential Section 02m
impact when appi oving rht compensation patd to NJTOs lhe oniperisation Corrunuttee however will

approve

onip nsation that uris not be deductible undem Section 162n of the Code where it believes it is in oui and oui stockholders

best interests to do so

Other Bencis lie majority of our heilth and aelfare benefits are made available to all lull time employees including oui

Os During dl as tn yeat past out Nf Os also reeervc cc iinburseinenc bar qualified outoCpocket medical dentsl and

vision expenses that xceed amounts payable under our standard medical dental rind vision plans In addition in 201 certain

of oum NI Os and other eniployees participated in our Deferred Compensation Plan as desciibed below under the headme

Retirement Programs These benefits ite offered to attract key executive talent and to promote retention We provided

relocation benefits to Messrs Kammnski and Woian in connec ion with recruiting them in 2010 as described below in the

Summary otnpcnsa ion Iahlc Other an those descuihed mu the fhiegomg sentences and the additional items dcscruhed below

under the he idin1 Death llencfits arid Rctirerncnt Progr ur we rIo not provide arty additional benefits or perquisites to

out NI Os oi other senior exec rmnives do riot prc side any allowances or reimbursements tom pemsonal automobiles

automobile fuel card and or insurauice tax prepara ion om financial/estate planning services

14rnnrJkatiojrAretmnents We have entered into agreements with each of our NI Os and certain other senroc executives

thct pros ide them wmtmi inc enmnificatmon cud advancement olexpenses to supplement what us provided under ocuu cut fieate of

Ineom poratu ri and insurance policies ject to certain require rents and limitations

Severance Change in Control and PosC Fermination rrangements

SeveraineAnargments Mi Mezgt ms muploymuent Agreemcnt provides Inn with certain sexerincc benefits and all of

our eumient NLOs paiticip ite ni our xc utuve Ses rrnee Ph winch
pins ides certain severance benefits Ibm non change in

control situations ranging 10 to times salary and bonus depending on participants intc nnal semnority Icc el lhese

sevei curie arrangements am discussed further below undem the Potential Paynients upon Eei mnmnmtiomi of lniploymnent

or haimpe mc oritrol In considermnp our stockholders approc al of arc advisory pmoposal iii 2008 we adopted pcilicy undcm

which we will obt mmmi stockholder approcal hefbre paying sevemanee benefits to an executive olTieei under futurc severance

arraqoemer tin erias crt 09 linac the urri of tIre cxeecitive of Peer then urcnt base salaty and toigec hccmmus uture

sec eranee arrangemeucts do riot mncludc amrangements existing at the time rye adopted the pof icy or that we assume om acqcmirc

unless in each case the sevema ice amman encent is changed in manner that rnatermally increases its sevcratrce benefits

in nntroIArragçyzents nec 2001 rye have maintained the IC Plan that upon change in control pros mdc

participants cc itfm cc tam ccc anee relatc paymeuits aecelem ated vestmng of
equity arvards and cull vesting in any benefits undem

cur Death Benefit nly lair if partiei ant also participates ii thrt plamm he lC Plan is intended to enable amid encocirmge
nut iran igemnemut fiacus its attention oi obtamning the best possible result fbi our stockholders ni change in contrcd to

piornote urmanragen emit continuity and to pros ide income profeetmon in the event of mnvolunt cry loss of employment In additmom

if we expeniemice change iii control the resting is accelerated ban any unrestcd benefits under our Defer ed bomupensation
Plan arid our Retirement Plan each of rich is dmscu sed below amid under certain of our employee benefit plans including our

C9ditty coinhcrtsatc ti plnrts he 1tYnneu to wInch each of our NIOs may he entitled upon changr in coutrot an fumtheu

dmsccmssed hc low iden the heading Potc mitral Paymirents Ipon Iermuinatmcinr of Emnploynuent or hane mm Control

Death Jetts Our Drath llenefit Oily Plan in which Messms Mezgen Praw and Ffollinrgem pamticipate pros ides death

hr mcclii to tIre pam ipant designated he ref mcmanv of 51 mullion plus an additional tax restomatmori anrocmnt mflmcment to pry taxes

on the benefit and the additional anrmountl We cIosed the Death Benefit Only Planc to new pirticiparts gmnming in 2004 Mi
Praw

ftmlly vested in the death benefit clum ing his prec nocus service with us as fulhtnurie employee arid only term life insuramice
ith $750 000 bencef it level piyablc 10 an execcutuce designaned beneficiaries has been made available to mncomine eligible

executives We maintain tIns ten mu lite irwumanee enefit firm Messrs Karrcinski amid Woramn We also maintain 5400 00 life

insurance death hcnefit for designated beneficiaries olMr Mezger
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Other haij in control and Lngponwnt minatioji Pvisions he indis idual awai agiecmc its govci ning

outstsndift urn cstc common stock tions pros ide lbr ac clerakd scsting pon ch gc in mntrol rod
up trrcmcnt is

dc1nrd undci th sgrcenicnls ftc individual assard
agrceniLn oveuiing outstanding trrctcd stock lWcudS piovid to

accelr ated vesting upon change iii nti ol as defined under the api Cr mcnts ftc indivi lual ass aid
igi

cements oosernnig

outstanding PI awaids pros ide for
pi ra1a vestinp ii the icr ipient retires under certain circumstances

pros ided that payout

if at is delaed until dir pci ormanec period is conipleted En addit on di feicnt piovisrons govern
thc length tn Ic

nti ipane his to cxercie common stork option titer termination of his or her emploment dep ding ipon thL reason for

tet nutrition arid die
pat

tieulai
apr cn mit or xaniple in the case of termination empioy men ir earn the tone

exercise in is be Innited Os days In the case of retirement the parti ipant may hays until the cnd romrnon st

option original tcrm ni ss inch to excicise

Our Deterred ompcrrs tion Plan and tirenicnt Flair side for Lull vestng of her cf its in the scot oft change conti ol

as that term is dcfrr cd under the plans Ire Retirem nt Plan further pros ides that partrr ipant is ill nninediatcly cccii the

tuai nI valur as sp ailed under thr etircincnt Plan of the partiripant plan benef its in the cvcnt of ehansr ii co itr ii

he Rereinent Ian als prosides for estrng and ump stun payment of the as tuarial Our of Ilir till Rcti enir et P1 in benet

in the rsent of ath

Our Death Benefit Plan provides in thr vent oft change in control is defined in the p1 is distribntion of an

insuranc coritiart to at rot sufficient to pay the death enetit it the participant any tmme helors Oti uyi

additi ml tax restoi atic ou 01 ic cot to pay rxcs cause by the distribution tire insur aitce ontr act and rite idditrorir

amount We also maui is life inst rairr pohc es that pay benefits to lhe designated beneficiaries ol certain of on Ni Os

upon their Ic iths sri it Os eider the heading eath Benefits

foil is in oss yn wc may he icqur ed tsr makr undcm us enployiri or terniinatron air chair Uc in

con iol sec oar suit tie cu on Nov nbci 30 II onie mit ir the arid Iootn ii have

rtnnd up to th hole numb

Is

Vi at 1mg in noia is
at at Vt arm in in ea

it ao Ii an

Ut eta

isü 1091

ion iii t0O

ion 1130 14

Pst

Sos tqu it

536.0

iluintli Uqi iattti

itiroi 001 Pho

Sestedlete cO

0100 ii 15

In no

Ic illiS ii

Vo in

.0111 30

rot tOI 256 9403 20 19124 in 161 27 966ri 40288 183 327 626 211 5453 i2i

As described those under the hen Ii
ng rnplon ci \greemnent arid ripe in ontrol eveianr Pi in if

yincn ts slur connection witi hange inn control nrc subject to rxcise taxo under hcetnon SOD of the ide Se ssiil

cay Mr Mei an rrddntron il annomn it so that hi atler tax enefits are tIre samnc as though no cxci max had been apptn

We deter mined hows that we mId not ne to pay airy such rddrtmonal amount to Mr per it

exper reirr

change in control Or puipo ot ii Irnplo nrc it \greernent amid the IC Plait oi Novennt ci 01 based oin tIre

toll twin inn rjor assnnmptk nis st ck optiorrs issunred pr nd oin based on rn suine mIne lies applmeahl

exereis pmnces arid other equity ass aids valued assuming fair in iket value of 517 ii pa irs nt or acceler itd

me Sing urine based equity valued using Ii as Rep Scctnorr 2800 rid nfl acer Ic ued paso cit ol

Retirement P10 benefits id as em tgc hon is am trim fiscal yeam ondin Nosenrher 30 Sf Nn rrnhr 30 3011
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Severance bascd on multiple of tinies eurient innual base salary plus mnual bonus paid lot liscal eats ending

oveniher 30 p012 Novembe 30 2011 and Novembe 30 010 as provided by th xeeutive Sever mce II in

Seveianee based on multiple of times ann taliied base salary plus annual bonus paid for fiscal ye rs endine

Novei ibet 30 2012 Nos emb 30 201 and November 30 10 as provided by the Ian

1quitv iw iu lnc using the
prii ii oni or nnion ctoef as ot os nhr 30 013 is hteh was SI suii is the

PSI ra 01ed to Mr Ka nit ski in 13 would have no vilne as tie applicable pet lcrrnance pci iod mid no havc tarted

by Nos mber 30 201

ci ssuines Mi Kiniinsl 01 PSi ire irned in in amount equal to his target award lie value ineludc dividend

equivalent units credited Ihiough Nos ember 30 201

Mr uninski is ill ful vest in his nvestecl matching eon ribution of 18 04 upon chmange in control oi hi death or

disability lie amounts would not paid out until his termination ofeniploytnent

In addition to out mate hint conti ihr lions delerrc compensation dances include Mm Kanmnskm ftrrals and irmun

on those deferrals in the am iount of 37 008

Assum is make ms ii hi eontri hon for dieal antI dental benefits in the ar iounl of apnmov in itelv
per

inonih

lot -1 nonili
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Seset stce ha ed rn multiple of Otiutes curtelit annual base sal ty plus annuil 130 iS paid iii fisc ii illS coded

embet 31 20 md Nos ernbe 2011 as pi os ided by the IN utis Ses cram Plan Mr Pi mws bonus ioi 201

inc iudc his consultiimg hon is of 43333 nid
110 rated bonus fo seis ice as In officer of 5101 000

Ses eran bas on multiple ol times annu ilii base salary plus ainsual bonus paid Rr floe ii yeats coding

Nosember 30 and Nt emb 80 011 as ptovided by the Plan Mr Piaw bonus foi 20 Includes hi

cot si loop bonus oh 5133 333 and io iated bonus for sei vice as an ollicet of $100 000

quits ward ilued us op the
pit

of ow con mon stock as of Novembet 30 201 wInch was 517 53 As limes the

PM ts printed 10 Mr P1 iw in 2013 55 uld he ii value as ihe applicable pet l3rni inc pci tod would not has started

Noveinbct 30 0i

\s5umcS unde these scenarios that Mr Praw mill ition would be eonsideted retirt ment undei tel ins of the

applicable iwat agreement hei ci Me Ins sto optic no would become inline iatelv cxci cioabk and Mi Pi ass ss ould

te eis PlO ited pc rtion one third oHns 01 PM based on his mouths of seivice thiough November 30 014 and

orii acm perloin armee through the id ol the per lornianee cycle Actual perlorma lee is projected to ie nIt in shams

wrned at Irgel lie me arn un ludes Its id nd equus alent units proleeted tho uhh hebruauy 1016

snme Mr Prosy 201 PSI ale cai ned iii ai amount equal to his talget aw ad The alue includes divide 14 equivalent

colt cu ajIted through eaiher 014

Mr Piaw design ited benefletai ies mild be en itled to ice ewe an estimated death benefit of $1 90960 $1 000 000

benefit plus $Q09 60 toi inc ane ixs upon his death The pies alt valuc of the beimeilt as of Novembei 30 70131

approxnmately $8 190 based on 01 disco irit liicior rid tile 2114 IRS Moitahty Optional mblned male female

tables to hR expectancy 4onsistent with tat and inortility tables ised ibr AM valuations

Valu ale cstim fled based on cash surrender values of life nsuuanee policies is of Novembet 30 201 of $612 830 and

inc anc tax iestoiation am lint of 56 12228

Assume we make 1101 this conti ihutions br me al mumd ntai belle fits ill thc am ui ot ipproximately $20S4 pet month

for 74w rflhs
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Mr llollingei designa ed benelica ries would be entukd to receive an estimated death benefit of 909M07 000000

benefit plus 09 607 for income taxes upon Ins death Fl
present value of the benefits ss of November 30 20 is

appi oxnn itely
S68 949 rsed on 50100 disc ount ratc ar the 20 IRS Mortality Optional Oombnied in Ic fmale

tables for lri expectancy consisten with rates md mortal ty tables used br ASO 71 aluxtions

Values ue estiniatcd msc in cash surrender sc lues fhfe insurance policies as ofNosernhcr 30 0l ol S47 80 mud

rnconie tax restoration amount of $4967 17

Assumes we wake monthl contributions medical and dental benefits in the amount of approxnmu ti Iv Si pr month

FM 18 rriontlrs

Pursuant Sectiox 14A tlic Sccw flies xchane Act of 1934 we are seeking an ads isory vote horn our sto klrolders to

ipprove oui Nt 2013 fiscal year mipeusatron We intend to oiler this norm binding ads rsoiy vote at car Ii of our innual

meetings \S and the Roar we Iconic ow stockholders views on our FOs conipcnsatu arid sec this ads iso vote as one

ss ry for stockholders to pros ide feedback

Although it is not binding we and the Board will mrefirlly nsrdcr the outcome of this ads isory vote consistent with the

st jute rest of ill stoeklrokfer

J\i our 2013 An mual Meeting the advisory vote to approve our NFOs 2012 fiscal year compensation rcccrs ed 96 of votes

cast in tavor We an the ornpcnsatron omnritte rew this outcome and the positive feedhick we received from ow direct

rrgmgerncut with stockhcildcr in 2013 on orri exeerrtrvc coinpensatio and benefits programs as rcrirbbrcing the mm ry ire which

sign the progr mrs as svll as our mud the ormipe usatnorm Conmrnittecs intended mppnoach to irupler meriting mlmcn

In partrcr far substauti ml portion of the annual and long term incentive psyotits to our NFOs iii onrr 01 fiscal yeu

qerired and smere scd or tIme hicvcn cut of specific performance ge als With onrr rctrurm to full year profitability fin the first

time mmmcc 7006 strong results on number other frnarecral and opcratrorial metrics and that was time thuird hrghet in our

peer group ow en ripe nsatron in 2013 was as follow

No chance in base salary

Based on ibove target and outstanding perform mice an 80% formula based annual cash rnccrrtrs pryorrt of 181 70 of

his target your amonrrmt which rs below Ins potential naxirnu aneonrnf under the 701 fiscal ar progiinm arid

onmg turn equity awn ds rib fir
remajon ity oh vahre consrstmg of PSils that vest subject to fIerce scar perl rrnanice

achievement arid ti balance rim stock optrorm that unify have value if our stock price rises

We he his thrt our 2013 rse year conep rmsatron ed that of our nib NFOs is vs elf alrgnicd svrth form ii

In ormsiderinmg this rids my vote we cnmcourauc wi to read tIme ornpermsation Discussion end Anal sr time compensation

rules mud tIre nan tive diseussnonm set tw Ii above nm this Proxy Statcrnc nr or additional details mm our executis conmmt cusatiore

arid berm fits programs aimd the 01 fiscal year compensation pair to our ID arid other NI Os

Sdvisory Vote

At tIme 201 Arm ml Meeting we are seeking vote on tIme fidlosvrirg resolution

RI 501 Vi 13 thrt tIme stock molders of KB Ronnie appu ye on arm advisory basis thee compensation panel to its named exeeutrv

01 ncers ems disclosed pursmnant to time conm eflsationm dis losurc renles oh the Secun nties amid xc Imauge ornnmrssnorm iiicludmnek the

ompcnmsatmon SC Li iOu anmd Analysrs eoimmpcnw tie tables anmd rmarratmve drscussionm set forth above urede ibe lmcadmng

xectntive ornpensatnorm

oting Staridam

hthmough tIme on Ic nmc of thee mote on thins item of business us riot brndnnmg on us or tIre Board thee advr ory esolertnonm will he

considered approved based upore tIme aftnnimeatnvc vote oh major ty of slmaics oLoun conmmonm struck present on represented amid

ermtrtled to vote the nm at tIme 2114 Ammnmmn ml Meeting As arm lv sony vote it is riot intended to have ammy urme mpplnc mtionm on

cficct for or on bchmihf of KB Ionic or rts stockholders outside of thee 201 Aunmual Mectmnmi except as pcrnmmitted by tIme Board

\our Board reconrnmends arm advisory te FOR the resolution above to approve named execmrtuve fReer compensation
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When cm sider np the number of sh trc to he autl orized fbi zuint under the 20 Plan the Compensat vi mmiitt

reviee among other things the potriitial luti our stockholders is measuicd by the burn rate md oxerhang proje tcd

futume sham usage and piojeeted future forfeitures ftc projected Ilituri usage of shares for long kim entive ais irds and

projected future fomfeitures indcr the 201 Plan isere reviewed under scnarios based vaiiety of tsuripuons 1ue to the

inhemeni unpredictability of iFe undei lying assumptions as ssell as competitive eonsideiarions sve not make these

projections or the assum Oons public iii en the assumptions ftc up to ft million shames ix nlable undei the 2114 Plan IL

ombmnatiori ix ith the approximately 60 000 emaminp shares os ailable oi print undei hr 2010 Plan md an sha es ma hieh are

subject to outstandmg awards ur oem me 2i in Plan that subsequently expire or ate canceled lb kited tendered ma mihhel to

sarisfv tax withholding obliations with ix speet to hall value awards om settled fbi casl expect to Ui iv our equity

compensation needs hr two to three annual grant cycles Ihe nnpensation ommittee will considei stoekholdei lilutiori

mon ether faetom ineludiri the objectives of our erfoimanc based compensation program lesei ibed above inanaun

giants of the share under th 2014 Plar

Sunminary of the 2014 Plan

lie purpose of the 201 liar is to tr let motivate and retain the services of empk yees consultants uid non ci WI yc

directors by enabling then to participatc ii our growth and finam cml suer ess through equity based and oilier inec ntive ama aids

and to align their mdiv dual ink ests with our stoekholdc is rntei ests lie 201 Plan ma ill bce owe die 1rve only upon appior

by on lock okkrs

Si of the Sharr Pool Suhie to equitable adjristments the aggregate rrumbei of shares of our ommo stork ma Inch may be

anthonied for grant nder the 2014 Plan is the sum of million sliai es and ii army shares wInch ar am ailable fbr giant

under the 20 Plai es of the effective date of the 014 Plan and iii any shares svliich are subject to outstanding ass ird unde

the 2010 Plan that subsequently expire or ire canceled forfeited tendered om ma ithheld to satisfy tax mm itliholding oblmoations

with respect to frill value awa ds or settled hi cash Ins pool of shares may be used for all types of isv itch undc fun tible

pool fom mula fom mum provides that the authoria share hr ut will be reduced by one share foi very one share subject

to stock option at ft settled SAR or otl er similar aix aid and 18 shares fbr
every one share

srihj et to matr meted sin

aixard or other simi ar frill malt ammards he numb of shares ii include appioximatels 641 000 slu rc intended to be sed

if our non employee di ectors so consent to replace cci Lvii cash settled lmrector Plan awards held by ur mini employee

diecto ma ith stock scttlcd awa Is to lecl rcduce the muriabality in tlic cxpcu associat smith such mmmv its in the lrmtuic

ket Ii rrn 1014 Plan authories tie onrpensation Con mittee or if our Board detemmines anothcm omnnttec of

independent dii ectors of the Board which in cithcr ease we will refer to in this pioposal as the Comnnmittcc to grant immards

oihem wise adnnmstei and uterpret the 1014 Plan rid any award agreements and genemal progrmrrns adopted thereunder 11

Plan also ineorpom ates broad
range of other icacluig cor ip na muon amid govem namuce term ineleiding the fol loaviriri

No Repricings ithout Stockholder Approval lie 2014 Plan proluhits witho LI stocisholdei appiov ho the

amendment of any stock option oi \R to edt cc its exercise pi
ic amid tIme cancellation of stock odtmon or SAR in

cxc hammge ham msh or ton any other ward that is low eve ieisc price or that pmovidcs additional valere to the hr Ide of

stock optmoiu in bAR award

In tiieMoney tran1 xcepm or certa mm ipl Icc went awarc1s pemiaroed unJe th 2014 Play tIe 7014 lai

prohibits the grm it of toek options or SAR with an exer rse price less than the fair ivan aloe if share of our

eomniuon stock on the elate of grant

imited Delegation lhc onunmttc
mummy only delegate mmdininistm ative actions tuid the 14 Ph our offic en am

iLi no event ay any officer be cfclcaated time authority rant or imnend awards

Reissuance Restrictions Shares that are tendered oi withheld to satisfy the excrcrs price of an awaicl oi to coaei tax

mvithholcfing ibhigatiomis awards other than full vakme ass ards mummy riot he used again for new rUnty

Limitations on Grants Subject to equitable adjustments permitted by the tem ms of thc 7014 Plan and the limit with

respect to awards to mmmi employee dnicetots desermbcd below the maxniuuumn mium er of shares with mespeet to ma Inch om

OI imuore aim aids niay lie granted to any one person in mvn yeai us 10 nullmon lie nu xrmuum amoemnt of cash that ni

be paid to army one person ni gim em year ma ith sped tel ne or more pentonnanc ha ed awards 10 million

pros ded that matamni nepla emuent mards
lid ill ttecb under the 011 Plan will not cotnmm agamst the Ruc nmig uiaxrn nm

indmvucltmal share ant uicf cash pay nent Iinnmits lhc aggme mate grant date fair value cit ill award tmantedi to my ire

employee dmmector dummnp any five ml ye in may riot exceed nnlhion piomided that certain repia elnent aim aid

pci wiPed under the 2014 Plan amid cash retamne or meet nug fees oi ama ards granted in ieer of such is mctamrier di

miueeting fees ma ill not count agamnst th Innit

lip/b/lilt All ennphoyccs mion employ directors amid eonsu tanits of KB Home amid its affilnates arc iiemble to rye

ama ards undcm the 1014 lan as terminuec by the omnmmttec or tIme Board \s of the dmmte of this Proxy State incur ave have ten

mmmi employee directoms amid approximately 1450 employees and const It ints maho ale eligible to paitic patc in the 014 Pla



in it

rift

Is

SSUJ th

wins

4CI 01ST KiT
.1 ii tiil

it 551 II

ft Co mitt $K at bin tic inmi aria at

tub Of iantokummtlttyp iun di mc

Iv lb .uft allias atittlios ci if kat
14Pn ab ciii th sn titnsck riled md Iottc.t tnt

ah.Stfl lbL as htitw Ru vail ran

Ii 11

Ta

it

Tat

.tn cttxL
ut
Ii
ti

IL
wti tt

ad

100

It tin

rut pt.olawvd

ii tO APsa prstaai

flit it

PLan It

ii ii cup

j5i

tiP nit
it it

lint

it

lttSt

ii Lii

ya
eVt

I.i

ii Li alt

IV

it usa

ItS
lb iii

itt

lo art

tl

Iv

it

ci

14

1% 1t drgqnu ii

i.c itt pct Mi basdawand lillowato asab acidest.tntaoato

fl

Ia it

ii kc

4t

Isti ii is

niahdc pa to aqahtsha 111 ii sot It tus

dsulsxl iS OiIfllOIOtI sc taaccut tin

is Lb at .t it Llstiktr nginc.d

irci ti so annst tat St

it lv lit mi ill ircludi at lit aiact

botanic 11214 oc.k tonhast ii ibq yondtl

c.qtaei alput tort emaIl byth 1i tilt it
cli ay rattdxnst ttcac at iotkpiwrsaiI

It

1S%9U1 fat tUit0fli1flfl tit tinaileta taut

Ia alit ot lv twit rca nt..aach aann t.s rabt

us Cc ltiot it sn lcaamtaiuinsu at 10 xalcvnonc
11 nt atc iÆuauci intuit Iii itd ct dpca tuft unes

flat iii ctt vi at admit ist tua sat

at at c1abL mtr .c II kd taiL Pa otlie shut of
ul sit

dvha.atzn dbul nral tint udct asbutao will

01

ai xii

1st

It uatI iii adlynlta antit tO tat Uwc di alit it

in on alex4i ardtk tc4t t.n.t pa Ii nbuc shiro

ut.a bans ta onnor cnali itanoiL 11 Ii

lit 0l41LmaL tub ksshanIO os tLhaum P1 to Ia

at at st it rttcr .k.tc.ania 41 lb

a.bvyo Ic lb annv ta olta aat

if KISS nct lit Ithaat an no orta

alit pi ii dtaorswtlotinthtasllaflt.fl at

as Un iii tan tputt in pa at bat

ci na sat st fit dii 4pI abl tan toadit

ti Ofl 1K 1s1 it nat cI Mb liii SI si

yt irt oUt staycmdiaon at sPa it ci it ri

ktLiIt.u$httaIoLre It udencl as in it that

itS di bdcntdtlu oonr into ca It qpat

If

ids

itta

flat

as

Ii car

as

if tiLtya agaynatclhast iolstkva tt

or dfu dc raponata mitt ianua tsr

yb piutcanth xmcf abbia iS lxii uaaavaucs

vad dat aua mc.rh tans lot 00 icm ii ac.nnlaiaatuo tith an

hat pa na not ns tnrna bacdn Ia ltd ockaaut 1St

IILfl tj Va%1a il IIj iii bit

Ira nut Iaarirth ant tad ubpc lb

Ic ii Is Iii .avadt taneci itt sc Idi

ay bc txtent net xparaiaon Ca ic.cI ataun alt taut ci alt sUit taint Li

li it JrcI uk list sstllaol 411 ptansvihnstt

all itd alt Iv at ii bit rat

au n4ui tc.id cdoiwthbdItosat1 asimad it pact iii

avd id tul ilcsadsantLaistda at avuuatsyshtr
II kin em nina nwhIaI yv taiataalykcuui4c

II

III

it



Pci forrnance Irsrd Compematioc Awards may be granted to employees who are covered employee undei Section

162 in of the Code that are intended to he performance based compensation so as to preserve the tax deductibility of the

awards for federal ncome tax puiposes hese performance based awards may be cithci equity or cash awards or

combination of both Eolders are only en itled to receive payment for Section 162m performance based award for any giver

performance period to the extent that pimestablished performance goals set by the ornmittce arc satislic hesc pr

established pcrformance goals must he based on one or more of the following peifiMmance criteria which are the criteria we
will use for our Annual Incentive Plan for bxecutive Officers and may he calculated or described on CiA \P or non AAI
basis as app icable

Income/Loss eg operating income/loss LBI or similar measures net income/loss earnings/loss per share iesiduil

or economic earnings

Cash Flow operating cash flow total cash flow LB BA cash flow in excess of cost of capitsl or residual cash

tlow cash flow return on investmc it and cash flow sufficient to achieve financial ratios or speciti cash balance

Returns g. on rerenues ins estr rents assets capital oi equity

Working Capital wor king capital divided by revenues

Margins variable margin profits divider by revemics gioss margins or margins divided by revcnues

iquidity total or net debt bt reduction debhto capital debt4o fBI FDA and other
liquidriv ruins

Revenues Cost Initiative and Stock Price Metrics revenues stock puce total slockholdei ret in expenses ost

structure improvements and costs ivided by revenues or other metrics

Strategic Metrics markel share custonu satisfactian employee satisfaction/turnover dcvelo iment service

quality unit volume orders backk traffic mes delivered cancellation rates productivity operating efficiency

inventory management community count goals related to acquisitions dir estitures or other transactions and goals

related to Kflnxt ope utional busira ss model inciples including goals based on pci employee peuhome delivered or

other basis

With respect to particular performance based awards the Co nnnttee is pernutted to make ccrtam equitable and objectively

determinable adjustments to the perfornra ice goals provided that any awards that ire intended to quilify as performance

based compensation must be made in acordance wi lithe requ reinents of Section 162m of the ode Upon certification of

achievcrrient ofth per ormance goals for particular pcrfbrmance peuod set forth in an award that is ii tended to qualify is

performance based compensation the omiruttce may reduce or eliminate but not increase the amount specified in the

original award Generally holder of performance iased award must he employed by or providing services to us throughout

an applicable performance peiiod in order to be eligible to recerse any payment pursuant to an award that is intended to qualify

as pci foi mance based compens rtion

Payr rent flethods Holderr may satisi any paymert obligations associated with rwards with cish or check shares

of our common stock issuable pursuant to the award held for sufficient period of time and without cix urnbrarw es arid

having fair in irkel value equal to the required payment or Ci other acceptable property or legal consideration as determined

by the ommittee

Trans f/rabuliry No award may be tiansferred othe than to certain permitted tiarisferces by will or the laws or descent am
distribution or vvith the consent of the Committee pusuant to domestic relations order

Adjustments quitable adjustments to he terms of the 2014 Plan arid any awards will be made as necessa to reflect any
stock splits spiiuotfs extraordinary stock dividends ci similar transactions In the event of change of ownership the vest rig

of an award will not automatically accelerste provided however that the omrnittec may provide for any of the following

actions the acquirer or survrr ing entitJ will he required to assume the award or substitute compaiahle awrrd the

vesting of all or an portion of the award will accelerate to the time immediately prior to the consummation of the change oh

ovvncrship arid or all or airy ortmorr of the award ncluding any unvested poition will be purchased fu in the case of air

option or SAR cash in an amount equal to the excess of the aggregate fair rnuket value of tUe shirts su8jmt to the awmmd to be

purchased oven the
aggregate exercise price br such shares net ottax withholding rind ii in the case rt my other awmrd such

consideration as the Committee ray in go faith detcrmmnc to be equitable tinder the circumstances

Substitute 4mrard FIre 2014 Plan permits substitute awards to be granted or issued if we assume or substitute or cxc hrrmgc

ass ards under the 2014 Plan for asvards on the right or obhigata make future awards granted by another company wnnether in

connection svith merger combination consolidation acquisitio on other corporate transaction ci tarn equmiable exceptions

apply to the terms ol the 2014 Plan in ordcr to facilitate the issua ice of such awards Jo the extent permitted by applicable law

or NYSF rules substitute awards will not reduce the number of shares authoriied grant under thc 2014 Plan or nidividual

award grant linnmts or be added back to the authoriied share pool

lmendment and 7ermination The Board or the Co rinrittec may terminate amend or modify the 2014 Pfamm However thc

additional approval of our ckholders he requmrd narease the number ef share nun comnor stock valablc
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Ii 1st ui 11 scrved our wdepcndent icp stci ad public accounting finn lot out 2011 and 012 Ii cal
year

Scivice pr vided by inst Young IL and related fcs in each of out last two fiscal yesis wuc as follows

e0
20il 2012

\udit ccs

And lated lets

ax ct

ff1 Oiht P115

135

bEau es ____ l099% 04

In ea Ii of our 213 arid 0l fiscal ye is audit fee included an annual consolidaU financial statcinci audit audits of our

Ii ian ial sluices subsidiary tad audit srvices peribrined in connection with our compliance with Section 404 ol the Sarbanes

O\l Act of 2002 Audit rclated lees included 401k Savings Plan audits and accounting consultations

PruApprosal Policy

lie Audil onnmttc has established policy that icquires it to prenppiove all sers es our nut ip
ii indcpcndent

icgist tell public ac ounting lam provides to us including iudit seis ice audit tel ited services tax sets ic arid othu

pcii tittcd nonaudit scrvices In most casts the Audit onimitte piu ipproves each specific service md conespondu fcc

iniou it lot the sets cc In addition undcr the policy the Audit Comm lIce has pie approved our chief acu untuig fficcr

1w ctional equivalent to aulhoiie the perform inec certain types or categories of seisices up to specific fec hunts aid has

Iegatcd to Ott Audit mu tiec haim tIe iuthotity to pit ippmovc scuices subject to specific pci erip genient
hinni

pioved all audit set vices provided by Faust Young III during our 701 fiscal year in accordance smith tlus policy
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Admission to the 2014 Annual Meetin2 Only stockholders on February 2014 authorized proxy holders of such

stockholders and invited guests of the Board may attend the 2014 Annual Meeting Both an admission ticket and picture

identification such as valid drivers license or passport will be required to attend the meeting professional business dress

code will be observed To obtain an admission ticket to the meeting please send your written request to William Tony

Richelieu Corporate Secretary KB Home 10990 Wilshire Boulevard Los Angeles California 90024 All requests must be

received on or before Friday March 21 2014 and include the following information

If you are stockholder of record copy of form of proxy or voting instruction form or Notice showing your

name and address If you are appointing an authorized proxy representative also include the representatives name

mailing address and contact telephone number and copy of the signed legal proxy

If you are beneficial stockholder copy of brokerage account voting instruction form showing your name and

address or broker letter verifying record date ownership p4 copy of brokerage account statement showing your

KB Home stock ownership on the record date

In your request please include the address where your admission ticket should be mailed and any special assistance needs

Stockholder Proposals for Our 2015 Annual Meeting of Stockholders To be included in the proxy statement and form

of proxy for our 2015 Annual Meeting we must receive no later than October 24 2014 any proposal of stockholder intended

to be presented at that meeting Furthei the Board-designated proxies for that meeting will use their discretionary voting

authority with respect to any proposal presented at the meeting by stockholder who does not provide us with written notice of

the proposal on or prior to January 2015
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ANNEX RECONCILIATION OF NON-GAAP FINANCIAL MEASURE

This Proxy Statement contains information about financial measure Adjusted Pretax Income which is not calculated

in accordance with generally accepted accounting principles GAAP We believe this non-GAAP financial measure is

relevant and useful for purposes of this Proxy Statement in understanding our 2013 fiscal year performance in relation to the

annual incentive payouts the Compensation Committee approved for our NEOs as described above under the heading 2013

Fiscal Year Annual Incentives and Bonus Payments However because Adjusted Pretax Income is not calculated in accordance

with GAAP it may not be completely comparable to other homebuilding companies and therefore should not be considered in

isolation or as an alternative to measures prescribed by GAAP Rather Adjusted Pretax Income should be used to supplement

il most directly comparable GAAP financial measure in order to provide greater understanding of our performance and 2013

fiscal year annual incentive payouts to our NEOs

The following table reconciles our total pretax income calculated in accordance with GAAP to Adjusted Pretax Income

dollars in thousands

For the fiscal year ending

November 30 2013

Total pretax income

Add Incentive compensation expense

Add Variable compensation expense

Add Inventory impairments and land option contract abandonment charges

Add Loss on the early extinguishment of debt

Adjusted Pretax Income

38363

19297

3615

3581

10448

75304

Adjusted Pretax Income is non-GAAP financial measure which is calculated as our total pretax income excluding incentive

compensation expense variable compensation expense inventory impairments and land option contract abandonment charges

and our loss on the early extinguishment of debt recorded in our 2013 fiscal year The Compensation Committee approved our

loss on the early extinguishment of debt as an extraordinary item to be excluded in determining the applicable pretax income

performance for
purposes

of our 2013 fiscal year
annual incentive program For Adjusted Pretax Income the most directly

comparable GAAP financial measure is pretax income
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KB HOME
2014 EQUITY INCENTIVE PLAN

ARTICLE

PURPOSE

The
purpose

of the KB Home 2014 Equity Incentive Plan the Plan is to attract motivate and retain the

services of Employees Non-Employee Directors and Consultants by enabling them to participate in the growth and

financial success of KB Home the Company and to align their individual interests to those of the Companys

stockholders

ARTICLE

DEFINITION AND CONSTRUCTION

Wherever the following terms are used in the Plan they shall have the meanings specified below

Affiliate shall mean person or entity that directly or indirectly controls or is controlled by or is

under common control with the Company

Award shall mean as the case may be grant under the Plan of Options Restricted Stock

Restricted Stock Units Performance Awards Stock Payments or Stock Appreciation Rights

Award Agreement shall mean any written notice terms and conditions contract or other instrument

or document evidencing an Award including in electronic form which shall contain any terms and conditions with

respect to the Award as the Committee shall determine consistent with the Plan and any applicable Program

Award Limit shall mean with respect to Awards payable in Shares or in cash as the case may be

the respective limit set forth in Section 4.5

Board shall mean the Board of Directors of the Company

Change of Ownership shall be deemed to have occurred if any of the following has occurred

any one person or more than one person acting as group acquires ownership of stock of the Company that together

with stock held by such person or group constitutes more than 50% of the total fair market value or total voting power

of the stock of the Company as determined in accordance with Section 1.409A-3i5v of the Treasury Regulations

provided that if person or group is considered either to own more than 50% of the total fair market value or total

voting power of the stock of the Company or to own more than the market value or total voting power specified in

below and such person or group acquires additional stock of the Company the acquisition of additional stock by such

person or group shall not be considered to cause Change of Ownership any one person or more than one

person acting as group acquires or has acquired during the 12-month period ending on the date of the most recent

acquisition by such person or persons ownership of stock of the Company possessing 30% or more of the total voting

power of the stock of the Company as determined in accordance with Section 1.409A-3i5vi of the Treasury

Regulations provided that if person or group is considered to possess 30% or more of the total voting power of the

stock of the Company and such person or group acquires additional stock of the Company the acquisition of

additional stock by such person or group shall not be considered to cause Change of Ownership majority of

the members of the Board is replaced during any 12-month period by directors whose appointment or election is not

endorsed by majority of the members of the Board before the date of the appointment or election as determined in

accordance with Section .409A-3i5vi of the Treasury Regulations any one person or more than one person

acting as group acquires or has acquired during the 12-month period ending on the date of the most recent

acquisition by such person or persons assets from the Company that have total gross fair market value equal to or

more than 40% of the total gross fair market value of all of the assets of the Company immediately before such

acquisition or acquisitions as determined in accordance with Section .409A-3i5vii of the Treasury Regulations

provided that transfer of assets shall not be treated as Change of Ownership when such transfer is made to an

entity that is controlled by the stockholders of the Company as determined in accordance with Section 1.409A-3i5

viiB of the Treasury Regulations or the Companys stockholders approve liquidation or dissolution of the

Company

Code shall mean the Internal Revenue Code of 1986 as amended from time to time together with

the Treasury Regulations and official guidance promulgated by the U.S Department of Treasury



Committee shall mean the Management Development and Compensation Committee of the Board

or another committee of the Board designated by the Board that consists solely of Directors meeting the qualifications

described in Section 12.1

Common Stock shall mean the common stock of the Company par value $1.00 per share

10 Company StockAdministrator shall mean the stock administrator of the Company or such other

person or entity designated by the Committee or his her or its office as applicable whether or not employed by the

Company

11 Consultant shall mean any consultant or advisor engaged to provide services to the Company or

any Affiliate that qualifies as consultant or advisor under the instructions for use of Form S-8 Registration

Statement

12 Covered Employee shall mean any Employee who is or who the Committee believes may become
covered employee within the meaning of Section 162m of the Code

13 Director shall mean member of the Board

14 Effective Date shall mean the date the Plan is first approved by the Companys stockholders in

accordance with the requirements of the Companys by-laws the applicable Securities Exchange and Sections 162m
and 422 of the Code

15 Eligible Individual shall mean any person who is an Employee Consultant or Non-Employee

Director as determined by the Committee or the Board

16 Employee shall mean any officer or other employee as determined in accordance with Section

340 1c of the Code of the Company or of any Affiliate

17 Equity Restructuring shall mean nonreciprocal transaction between the Company and its

stockholders such as stock dividend stock split spin-off rights offering or recapitalization through large

nonrecurring cash dividend that affects the Shares or other securities of the Company or the Share price or the price

of other securities and results upon its implementation in change in the per-Share value of the Shares underlying

outstanding Awards

18 Exchange Act shall mean the Securities Exchange Act of 1934

19 Fair Market Value shall mean as of any given date the value of Share determined as follows

If the Common Stock is listed on any Securities Exchange its Fair Market Value shall be

the closing sales price for Share as quoted on such Securities Exchange for such date or if there is no closing sales

price for Share on the date in question the closing sales price for Share on the last preceding date for which such

quotation exists as reported by The Wall Street Journal or such other source whether in print or electronic as the

Committee deems reliable

If the Common Stock is not listed on any Securities Exchange but the Common Stock is

regularly quoted by recognized securities dealer its Fair Market Value shall be the mean of the high bid and low

asked prices for such date or if there are no high bid and low asked prices for Share on such date the high bid and

low asked prices for Share on the last preceding date for which such information exists as reported by The Wall

Street Journal or such other source whether in print or electronic as the Committee deems reliable or

If the Common Stock is neither listed on any Securities Exchange nor regularly quoted by

recognized securities dealer its Fair Market Value shall be established by the Committee in good faith

20 Full Value Award shall mean any Award other than an Option ii Stock Appreciation Right

or iiiany other Award for which the Holder must pay the intrinsic value existing as of the date of grant whether

directly or by forgoing right to receive payment from the Company or any Affiliate as condition to exercising or

receiving payment under it

21 Greater Than 10% Stockholder shall mean an individual then owning within the meaning of

Section 424d of the Code more than 10% of the total combined voting power of all classes of stock of the Company
or any subsidiary corporation as defined in Section 424t of the Code or parent corporation as defined in Section

424e of the Code thereof

22 Holder shall mean person
who has been granted an Award



23 Incentive Stock Option shall mean an Option that is intended to qualify as an incentive stock

option and conforms to the applicable provisions of Section 422 of the Code

24 Non-Employee Director shall mean Director of the Company who is not an Employee

25 J/on-Qualf led Stock Option shall mean an Option that is not an Incentive Stock Option

26 Option shall mean right to purchase Shares at specified exercise price granted under Article

An Option shall be either Non-Qualified Stock Option or an Incentive Stock Option provided however that Options

granted to Non-Employee Directors and Consultants shall only be Non-Qualified Stock Options

27 Performance Award shall mean cash bonus award stock bonus award performance award or

incentive award that is paid in cash Shares or combination of both awarded under Section 9.1

28 Performance-Based Compensation shall mean any compensation that is intended to qualify as

performance-based compensation as described in Section 62m4C of the Code

29 Performance Criteria shall mean the criteria that the Committee selects for an Award for purposes

of establishing the Performance Goal or Performance Goals for Performance Period The Performance Criteria that

shall be used to establish Performance Goals are limited to the following income/loss e.g operating income/loss

EBIT or similarmeasures net income/loss earnings/loss per share residual or economic earnings ii cash flow

e.g operating cash flow total cash flow EBITDA cash flow in excess of cost of capital or residual cash flow cash

flow return on investment and cash flow sufficient to achieve financial ratios or specified cash balance iiireturns

e.g on revenues investments assets capital or equity iv working capital e.g working capital divided by

revenues margins e.g variable margin profits divided by revenues gross margins or margins divided by

revenues vi liquidity e.g total or net debt debt reduction debt-to-capital debt-to-EBIT and other liquidity

ratios vii revenues cost initiative and stock price metrics e.g revenues stock price total stockholder return

expenses cost structure improvements and costs divided by revenues or other metrics provided that any of the

foregoing in through vii may be calculated or described on GAAP or non-GAAP basis and viii strategic

metrics e.g market share customer satisfaction employee satisfaction /turnover/development service quality unit

volume orders backlog traffic homes delivered cancellation rates productivity operating efficiency inventory

management community count goals related to acquisitions divestitures or other transactions and goals related to

KBnxt operational business model principles including goals based on per-employee per-home delivered or other

basis

30 Performance Goals shall mean for Performance Period one or more goals established in writing

by the Committee for the Performance Period based upon one or more Performance Criteria Depending on the

Performance Criteria used to establish such Performance Goals the Performance Goals may be expressed in terms of

overall Company performance either independently or as compared to one or more companies performance of

specific subsidiaries or business units either independently or as compared to one or more companies subsidiaries or

business units or otherwise as determined by the Committee If the Committee believes in its sole discretion that an

equitable adjustment to any Performance Goal is advisable in light of new developments or circumstances the

Committee may provide for one or more objectively determinable adjustments Such adjustments may include or arise

from one or more of the following items related to change in accounting principle ii items relating to financing

or capital market activities iiiexpenses for restructuring or productivity initiatives iv other non-operating items

items related to acquisitions vi items attributable to the business operations of any entity acquired by the

Company during the Performance Period vii items related to the disposal of business or segment of business

viii items related to discontinued operations that do not qualif as segment of business under applicable

accounting standards ix items attributable to any stock dividend stock split combination or exchange of stock

occurring during the Performance Period any other items of significant income or expense which are determined

to be appropriate adjustments xi items relating to unusual or extraordinary corporate transactions events or

developments xii items related to amortization of acquired intangible assets xiii items that are outside the scope of

the Companys core on-going business activities xiv items related to acquired in-process research and development

xv items relating to changes in tax laws xvi items relating to major licensing or partnership arrangements xvii

items relating to asset impairment charges xviii items relating to gains or losses for litigation arbitration and

contractual settlements or xix items relating to any other unusual or nonrecurring events or changes in applicable

laws or business conditions For all Awards intended to qualify as Performance-Based Compensation such

determinations shall be made within the time prescribed by and otherwise in compliance with Section 162m of the

Code

31 Performance Period shall mean one or more periods of time which may be of varying and

overlapping durations as the Committee may select over which the attainment of one or more Performance Goals will

be measured for the purpose of determining Holders right to and the payment of Performance Award



32 Permitted Transferee shall mean with respect to Holder any person entitled to use Form S-8

Registration Statement to exercise Awards originally granted to the Holder and to sell Shares issued pursuant to

Awards originally granted to the Holder

33 Program shall mean any program adopted by the Committee pursuant to the Plan containing terms

and conditions intended to govern one or more specific types of Awards and/or the manner in which they may be

granted

34 QDRO shall mean domestic relations order as defined by the Code or Title of the Employee

Retirement Income Security Act of 1974 as amended from time to time or the regulations or official guidance

promulgated thereunder

35 Restricted Stock shall mean Shares awarded under Article that are subject to certain restrictions

and may be subject to risk of forfeiture or repurchase

36 Restricted Stock Units shall mean the right to receive Shares or the value of Shares awarded under

Section 9.3

37 Retirement shall mean an Employees severance from employment with the Company and its

Affiliates for any reason other than leave of absence termination for cause death or disability at such time as the

Employees age and years of service with the Company and its Affiliates equals at least 65 or more provided that the

Employee is then at least 55
years

of age The Company shall have the sole right to determine whether an Employees

severance from employment constitutes Retirement

38 Securities Act shall mean the Securities Act of 1933

39 Securities Exchange shall mean the New York Stock Exchange or any other securities exchange

national market system or automated quotation system on which the Shares are listed quoted or traded

40 Shares shall mean shares of Common Stock

41 Stock Appreciation Right shall mean stock appreciation right as described and granted under

Article 10

42 Stock Payment shall mean payment in the form of Shares or right to purchase Shares

however denominated or described as part of bonus deferred compensation or other arrangement in any such case

awarded under Section 9.2

43 Substitute Award shall mean Awards granted or Shares issued by the Company in assumption of

or in substitution or exchange for awards previously granted or the right or obligation to make future awards in each

case by company acquired by the Company or any Subsidiary or with which the Company or any Subsidiary

combines

44 Termination of Service shall mean

As to Consultant the time when the engagement of Holder as Consultant to the

Company or an Affiliate is terminated for any reason with or without cause including without limitation by

resignation discharge death or retirement but excluding terminations where the Consultant simultaneously

commences or remains in employment or service with the Company or any Affiliate

As to Non-Employee Director the time when Holder who is Non-Employee Director

ceases to be Director for any reason with or without cause including without limitation termination by

resignation failure to be elected death or retirement but excluding terminations where the Holder simultaneously

commences employment or service with the Company or any Affiliate

As to an Employee the time when the employee-employer relationship between Holder

and the Company or any Affiliate is terminated for any reason with or without cause including without limitation

termination by resignation discharge death disability or retirement but excluding terminations where the Holder

simultaneously commences or remains in employment or service with the Company or any Affiliate

The Committee in its sole discretion shall determine the effect of all matters and questions relating

to Terminations of Service including without limitation the question of whether Termination of Service resulted

from discharge for cause and all questions of whether particular leaves of absence constitute Termination of

Service provided however that with respect to Incentive Stock Options unless the Committee otherwise provides in

the terms of the Program Award Agreement or otherwise leave of absence change in status from an employee to an

independent contractor or other change in the employee-employer relationship shall constitute Termination of

Service only if and to the extent that any such event interrupts employment for the
purposes of Section 422a2 of the



Code For purposes
of the Plan Holders employee-employer relationship or consultancy relationship shall be

deemed to be terminated in the event that the Affiliate employing or contracting with such Holder ceases to remain an

Affiliate following any merger sale of stock or other corporate transaction or event including without limitation

spin-oft

Notwithstanding the foregoing with respect to any Award that constitutes deferred compensation

subject to the requirements of Section 409A of the Code Termination of Service shall be deemed to have occurred

upon separation from service within the meaning of Section 409A of the Code as determined in accordance with

Section 1.409A-lh of the Treasury Regulations provided that for Holder who provides services to the Company

as an Employee separation from service shall be deemed to occur when the Holder has experienced termination of

employment with the Company and the facts and circumstances indicate that the Holder and the Company reasonably

anticipate that either no further services will be performed by the Holder for the Company after certain date or

the level of bona fide services the Holder will perform for the Company after certain date whether as an

Employee or as an independent contractor will permanently decrease to no more than 20% of the average level of

bona fide services performed by the Holder whether as an Employee or an independent contractor over the

immediately preceding 36-month period or the full period of services performed for the Company if the Holder has

been performing
services for less than 36 months and ii for Holder who provides services to the Company as an

independent contractor separation from service shall be deemed to occur upon expiration or termination of all

contracts under which services are performed by the Holder for the Company provided that such expiration or

termination constitutes good-faith and complete severing of the contractual relationship between the Holder and the

Company and provided further that for Holder who provides services to the Company as both an Employee and an

independent contractor separation from service shall generally not occur until the Holder has ceased providing

services for the Company as both an Employee and an independent contractor pursuant to clauses and iiof this

sentence For purposes of determining whether separation from service has occurred services performed for the

Company shall include services performed both for the Company and for any other corporation that is member of the

same controlled group as the Company under Section 14b of the Code or any other trade or business such as

partnership that is under common control with the Company as determined under Section 14c of the Code in each

case as modified by Section .409A- h3 of the Treasury Regulations and substituting at least 50 percent for at

least 80 percent each place it appears in Section 1563a of the Code or Section l.4l4c-2 of the Treasury

Regulations

45 Treasury Regulations shall mean the final temporary and proposed regulations promulgated by the

U.S Department of the Treasury under the Code as such regulations may be amended from time to time

ARTICLE

SHARES SUBJECT TO THE PLAN

3.1 Number of Shares

Subject to adjustment as provided in Section 3.1b and Section 13.2 the aggregate number

of Shares which may be authorized for grant under the Plan is the sum of Four Million Eight Hundred Thousand

4800000 Shares and ii any Shares which as of the Effective Date are available for grant under the Companys

2010 Equity Incentive Plan and iiiany Shares which are as of the Effective Date subject to awards under the

Companys 2010 Equity Incentive Plan and which subsequently expire or are canceled forfeited tendered or withheld

to satisfy tax withholding obligations in respect of full value awards or settled for cash Any Share that is subject to an

Award that could be settled with Shares and is not Full Value Award shall be deducted from this limit at the ratio of

one Share for every one Share subject to the Award Any Share that is subject to Full Value Award that could

be settled with Shares shall be deducted from this limit at the ratio of 1.78 Shares for every one Share subject to the

Award After the Effective Date no new awards may be granted under the 2010 Equity Incentive Plan but any awards

under the 2010 Equity Incentive Plan that are outstanding as of the Effective Date shall continue to be subject to the

terms and conditions of the 2010 Equity Incentive Plan

If an Award expires or is canceled forfeited or settled for cash in whole or in part the

Shares subject to such Award shall to the extent of such expiration cancellation forfeiture or cash settlement again be

available as Shares authorized for grant under the Plan in accordance with Section 3.1d below Shares tendered by

Holder or withheld by the Company to satisfy any tax withholding obligation with respect to Full Value Award shall

again be available as Shares authorized for grant
under the Plan in accordance with Section 3.1d below

Notwithstanding anything to the contrary contained herein Shares tendered by Holder or withheld by the Company

in payment of the exercise price of an Award or to satisfy any tax withholding obligation with respect to an Award that

is not Full Value Award shall not be available as Shares authorized for grant under the Plan



To the extent permitted by applicable law or the requirements of the Securities Exchange

Substitute Awards shall not reduce the Shares authorized for grant under the Plan or the limitations on grants to

Participant under Section 4.5 nor shall Shares subject to Substitute Award be added to the Shares available for

Awards under the Plan as provided in paragraph above Additionally in the event that company acquired by the

Company or any Affiliate or with which the Company or any Affiliate combines has shares available under pre

existing plan approved by stockholders and not adopted in contemplation of such acquisition or combination the

shares available for grant pursuant to the terms of such pre-existing plan as adjusted to the extent appropriate using

the exchange ratio or other adjustment or valuation ratio or formula used in such acquisition or combination to

determine the consideration payable to the holders of common stock of the entities party to such acquisition or

combination may be used for Awards under the Plan and shall not reduce the Shares authorized for grant under the

Plan provided that Awards using such available shares shall not be made after the date awards could have been made

under the terms of the pre-existing plan absent the acquisition or combination and shall only be made to individuals

who were not employed by or providing services to the Company or its Affiliates immediately prior to such acquisition

or combination

Each Share that again becomes available for grant pursuant to this Section 3.1 shall be

added back as one Share if such Share was subject to an Award other than Full Value Award and ii as 1.78

Share if such Share was subject to Full Value Award

3.2 Stock Distributed Any Shares distributed pursuant to an Award may consist in whole or in part of

authorized and unissued Common Stock treasury Common Stock or Common Stock purchased on the open market

ARTICLE

GRANTING OF AWARDS

4.1 Participation The Committee may from time to time select from among all Eligible Individuals

those to whom an Award shall be granted

4.2 AwardAgreement Each Award shall be evidenced by an Award Agreement Award Agreements shall

contain such terms and conditions as may be determined by the Committee that are not inconsistent with the Plan

including any terms and conditions that are necessary for Awards to comply with or be exempt from the requirements

of Section 409A of the Code Award Agreements evidencing Awards intended to qualify as Performance-Based

Compensation shall contain such terms and conditions as may be
necessary

to meet the applicable provisions of

Section 162m of the Code Award Agreements evidencing Incentive Stock Options shall contain such terms and

conditions as may be necessary to meet the applicable provisions of Section 422 of the Code

4.3 Programs The Board or the Committee may from time to time establish Programs pursuant to the

Plan An Award Agreement evidencing an Award granted pursuant to any Program shall comply with the terms and

conditions of such Program and the Plan

4.4 Limitations Applicable to Section 16 Persons Notwithstanding any other provision of the Plan the

Plan any Award granted to any individual who is then subject to Section 16 of the Exchange Act and any applicable

Program shall be subject to any additional limitations set forth in any applicable exemptive rule under Section 16 of

the Exchange Act including Rule 6b-3 of the Exchange Act and any amendments thereto that are requirements for

the application of such exemptive rule To the extent permitted by applicable law the Plan and each Program and

Award shall be deemed amended to the extent necessary to conform to such applicable exemptive rule

4.5 Fiscal Year Award Limit Notwithstanding any provision in the Plan to the contrary and subject to

Section 13.2 and the terms of this Section 4.5 with respect to Non-Employee Director the maximum aggregate

number of Shares with respect to one or more Awards that may be granted to any one person during any fiscal year of

the Company shall be One Million 1000000 and the maximum aggregate amount of cash that may be paid to any

one person during any fiscal year of the Company with respect to one or more Performance Awards payable in cash

shall be Ten Million Dollars $10000000 provided however that any Award granted pursuant to Section 11.7 shall

not count against such fiscal year limits To the extent required by Section 162m of the Code Shares subject to

Awards that are canceled shall continue to be counted against the Award Limit specified in the preceding sentence

Notwithstanding any provision in the Plan to the contrary the aggregate grant date fair value computed as of the date

of grant in accordance with applicable financial accounting rules of all Awards granted to any Non-Employee Director

during any fiscal year of the Company shall not exceed One Million Dollars $1000000 provided however that any

Award granted pursuant to Section 11.7 any cash retainer or meeting fee paid or provided for service on the Board or

any committee thereof or any Award granted in lieu of any such cash retainer or meeting fee shall not count against

such fiscal year limit



4.6 At- Will Employment Nothing in the Plan any Program or any Award Agreement shall confer upon

any Holder any right to be employed by or to serve as Director or Consultant for the Company or any Affiliate or to

continue in such employment or service or shall interfere with or restrict in any way the rights of the Company and

any Affiliate which rights are hereby expressly reserved to discharge any Holder at any time for any reason

whatsoever with or without cause and with or without notice or to terminate or change all other terms and conditions

of employment or engagement except to the extent expressly provided otherwise in written agreement between the

Holder and the Company or any Affiliate

4.7 Stand-Alone and Tandem Awards Awards granted pursuant to the Plan may in the sole discretion of

the Committee be granted either alone in addition to or in tandem with any other Award granted pursuant to the

Plan Awards granted in addition to or in tandem with other Awards may be granted either at the same time as or

subject to the requirements of Section 409A of the Code at different time from the grant of such other Awards

ARTICLE

PERFORMANCE-BASED COMPENSATION

5.1 Purpose The Committee in its sole discretion may determine at the time an Award is granted

whether such Award is intended to qualify as Performance-Based Compensation If the Committee in its sole

discretion decides to grant such an Award to an Eligible Individual that is intended to qualify as Performance-Based

Compensation then the provisions of this Article shall control over any contrary provision contained in the Plan

The Committee may in its sole discretion grant Awards to other Eligible Individuals that are based on Performance

Criteria or Performance Goals but that do not satisfy the requirements of this Article and that are not intended to

qualify as Performance-Based Compensation

5.2 Applicability The grant of an Award to an Eligible Individual for particular Performance Period

shall not require the grant of an Award to such Eligible Individual in any subsequent Performance Period or entitle

such Eligible Individual to any such grant and the grant of an Award to any one Eligible Individual shall not require

the grant of an Award to any other Eligible Individual in such period or in any other period or entitle any such other

Eligible Individual to any such grant

5.3 Types of Awards Notwithstanding anything in the Plan to the contrary the Committee may grant

any Award to Covered Employee in manner intended to qualify as Performance-Based Compensation including

without limitation Restricted Stock for which the restrictions lapse upon the attainment of specified Performance

Goals and any Performance Awards described in Article that vest or become exercisable or payable upon the

attainment of one or more specified Performance Goals

5.4 Procedures with Respect to Performance-Based Awards To the extent necessary to comply with the

requirements of Section 62m4C of the Code with respect to any Award granted to one or more Covered

Employees and that is intended to qualify as Performance-Based Compensation no later than 90 days following the

commencement of any Performance Period or such earlier time as may be required under Section 162m of the

Code the Committee shall in writing designate one or more Eligible Individuals select the Performance

Criteria applicable to the Performance Period establish objective Performance Goals and amounts of such Awards

as applicable which may be earned for such Performance Period based on the Performance Criteria and specify an

objective relationship between the Performance Criteria and the Performance Goals and the amounts of such Awards

as applicable to be earned by each Covered Employee for such Performance Period Following the completion of each

Performance Period the Committee shall certify in writing whether and the extent to which the applicable

Performance Goals have been achieved for such Performance Period In determining the amount earned or payable

under such Awards to the extent provided under any applicable Program or Award Agreement the Committee shall

have the right to reduce or eliminate but not to increase the amount earned or payable at given level of performance

to take into account additional factors that the Committee may deem relevant including without limitation the

assessment of individual or Company performance for the Performance Period

5.5 Payment of Performance-Based Awards Unless otherwise provided in the applicable Program or

Award Agreement as to an Award that is intended to qualify as Performance-Based Compensation the Holder must be

employed by the Company or an Affiliate throughout the Performance Period Unless otherwise provided in the

applicable Performance Goals Program or Award Agreement Holder shall be eligible to receive payment pursuant to

such Awards for Performance Period only if and to the extent the Performance Goals for such period are achieved

5.6 Additional Limitations Notwithstanding any other provision of the Plan and except as otherwise

determined by the Committee any Award that is granted to Covered Employee and is intended to qualify as

Performance-Based Compensation shall be subject to any additional limitations set forth in Section 162m of the

Code that are requirements for qualification as Performance-Based Compensation and the Plan any applicable

Program and the Award Agreement shall be deemed amended to the extent necessary to conform to such requirements



ARTICLE

GRANTING OF OPTIONS

6.1 Granting of Options to Eligible Individuals The Committee is authorized to grant Options to

Eligible Individuals on such terms and conditions as it may determine that are not inconsistent with the Plan provided

however that no Option shall be granted to any Employee or Consultant of an Affiliate unless the Company is an

eligible issuer of service recipient stock with respect to such
person

within the meaning of Section 409A of the

Code

6.2 Qual/ication of Incentive Stock Options No Incentive Stock Option shall be granted to any person

who is not an Employee of the Company or any subsidiary corporation of the Company as defined in Section 4240
of the Code No person who is Greater Than 10% Stockholder may be granted an Incentive Stock Option unless

such Incentive Stock Option conforms to the applicable provisions of Section 422 of the Code Any Incentive Stock

Option granted under the Plan may be modified by the Committee with the consent of the Holder to disqualify such

Option from treatment as an incentive stock option under Section 422 of the Code To the extent that the aggregate

Fair Market Value of Shares with respect to which incentive stock options within the meaning of Section 422 of the

Code but without regard to Section 422d of the Code are exercisable for the first time by Holder during any

calendar year under the Plan and all other plans of the Company and any subsidiary or parent corporation thereof

each as defined in Section 424f and of the Code respectively exceeds $100000 the Options shall be treated as

Non-Qualified Stock Options to the extent required by Section 422 of the Code The requirements set forth in the

preceding sentence shall be applied by taking Options and other incentive stock options into account in the order in

which they were granted and the Fair Market Value of Shares shall be determined as of the time the respective

instruments were granted Subject to adjustment as provided in Section 3.1b and Section 13.2 no more than One

Million Seven Hundred and Fifty Thousand 1750000 Shares may be issued pursuant to the exercise of Incentive

Stock Options granted under the Plan

6.3 Option Exercise Price The exercise price per Share subject to each Option shall be set by the

Committee but shall not be less than 100% of the Fair Market Value of Share on the date the Option is granted or

on the date the Option is modified extended or renewed for purposes of Section 409A of the Code or as to an

Incentive Stock Option Section 424h of the Code In addition in the case of Incentive Stock Options granted to

Greater Than 10% Stockholder such price shall not be less than 110% of the Fair Market Value of Share on the date

the Option is granted or the date the Option is modified extended or renewed for purposes of Section 424h of the

Code

6.4 Option Term The term of each Option shall be set by the Committee in its sole discretion
however that the term shall not be more than ten 10 years from the date the Option is granted or five years from

the date an Incentive Stock Option is granted to Greater Than 10% Stockholder The Committee shall determine the

time period including the time period following Termination of Service during which Holder has the right to

exercise the vested Options which time period may not extend beyond the term of the Option

6.5 Option Vesting The Committee shall determine the period of time and other conditions that must be

satisfied before the Holders right to exercise an Option in whole or in part shall vest Such vesting may be based on

service with the Company or an Affiliate any of the Performance Criteria or any other criterion or condition

determined by the Committee No portion of an Option that cannot be exercised at the Holders Termination of Service

shall thereafter become exercisable

6.6 Substitute Awards Notwithstanding the foregoing provisions of this Article to the contrary in the

case of an Option that is Substitute Award the price per share of the shares subject to such Option may be less than

the Fair Market Value per share on the date of grant provided that the excess of the aggregate Fair Market Value

as of the date such Substitute Award is granted of the shares subject to the Substitute Award over the aggregate

exercise price thereof does not exceed the excess of the aggregate Fair Market Value as of the time immediately

preceding the transaction giving rise to the Substitute Award such Fair Market Value to be determined by the

Committee of the shares of the predecessor entity that were subject to the grant assumed or substituted for by the

Company over the aggregate exercise price of such shares and that the grant of the Substitute Award otherwise

satisfies the requirements of Section .409A-1b5vD of the Treasury Regulations or in the case of an Incentive

Stock Option Section 1.424-1a of the Treasury Regulations

6.7 Substitution of Stock Appreciation Rights The Committee may provide in the applicable Prograni or

the Award Agreement evidencing the grant of an Option that the Committee in its sole discretion shall have the right

to substitute Stock Appreciation Right for such Option at any time prior to or upon exercise of such Option

provided that such Stock Appreciation Right shall be exercisable with respect to the same number of Shares for which



such substituted Option would have been exercisable and such Stock Appreciation Right shall have the same exercise

price and the same remaining vesting schedule and term as such Option

ARTICLE

EXERCISE OF OPTIONS

7.1 Partial Exercise An exercisable Option may be exercised in whole or in part However an Option

shall not be exercisable with respect to fractional shares and the Committee may require that by the terms of the

Option partial exercise must be with respect to minimum number of Shares

7.2 Manner of Exercise All or portion of an exercisable Option shall be deemed exercised upon

delivery of all of the following to the Company Stock Administrator

written or electronic notice complying with the applicable rules established by the

Company Stock Administrator stating that the Option or portion thereof is exercised The notice must be signed in

writing or electronically by the Holder or other person then entitled to exercise the Option or such portion of the

Option

Such representations and documents as the Company Stock Administrator in its sole

discretion deems necessary or advisable to effect compliance with all applicable laws and regulations and the rules of

any applicable Securities Exchange The Company Stock Administrator may in its sole discretion also take whatever

additional actions it deems appropriate to effect such compliance including without limitation placing legends on

share certificates and issuing stop-transfer notices to agents
and registrars

In the event that the Option shall be exercised by any person other than the Holder who is

permitted to exercise the Option in accordance with Section 11.3 appropriate proof of the right of such person to

exercise the Option as determined in the sole discretion of the Company Stock Administrator and

Full payment of the exercise price and applicable withholding taxes to the Company for the

Shares with respect to which the Option or portion thereof is exercised in manner permitted by Section 11.1 and

11.2

7.3 NotifIcation Regarding Disposition The Holder shall give the Company Stock Administrator

prompt written or electronic notice of any disposition of Shares acquired by exercise of an Incentive Stock Option

which occurs within two years from the date of granting including the date the Option is modified extended or

renewed for purposes of Section 424h of the Code such Option to such Holder or one year after the transfer of

such shares to such Holder

ARTICLE

AWARD OF RESTRICTED STOCK

8.1 Award of Restricted Stock

The Committee is authorized to grant Restricted Stock to Eligible Individuals and shall

determine such terms and conditions including the restrictions applicable to each Award of Restricted Stock that are

not inconsistent with the Plan and may impose such conditions on the issuance of such Restricted Stock as it deems

appropriate

The Committee shall establish the purchase price if any and form of payment for

Restricted Stock provided however that if purchase price is charged such purchase price shall be no less than the

par
value of the Shares to be purchased unless otherwise permitted by applicable state law In all cases legal

consideration shall be required for each issuance of Restricted Stock

8.2 Rights as Stockholders Subject to Section 8.4 upon the grant of Restricted Stock Award the

Holder shall have unless otherwise provided in the terms of the applicable Award Agreement all the rights of

stockholder with respect to the Shares subject to the Award subject to the restrictions in the applicable Program or in

his or her Award Agreement including the right to receive all dividends and other distributions paid or made with

respect to the Shares provided however that if the lifting or lapsing of the restrictions on an Award of Restricted

Stock is subject to satisfaction of one or more Performance Goals the Holder shall not be entitled to receive dividends

or other distributions with respect to the Shares subject to the Award unless and until each of the applicable

Performance Goals has been satisfied at which time declared and accrued but unpaid dividends and distributions from

and after the date of grant of the Award shall become payable to the Holder as soon as practicable

8.3 Restrictions All Shares of Restricted Stock including any Shares received by Holders thereof with

respect to Shares of Restricted Stock as result of stock dividends stock splits or any other form of recapitalization

shall under the terms of the applicable Program or Award Agreement be subject to such restrictions and vesting



requirements as the Committee shall provide Such restrictions may include without limitation restrictions concerning

voting rights and transferability and such restrictions may lapse separately or in combination at such times and

pursuant to such circumstances or based on such criteria as selected by the Committee including without limitation

criteria based on the Holders duration of employment or service with the Company or its Affiliates applicable

Performance Criteria Company performance or individual performance Restricted Stock may not be sold or

encumbered until all applicable restrictions are satisfied terminated or expire

8.4 Repurchase or Forfeiture of Restricted Stock If no purchase price was paid by Holder in cash or

property for grant of Restricted Stock upon Termination of Service the Holders rights in any Shares of Restricted

Stock then subject to restrictions shall terminate and such Shares of Restricted Stock shall be surrendered to the

Company and cancelled without consideration If purchase price was paid by Holder in cash or property for grant

of Restricted Stock upon Termination of Service the Company shall have the right to repurchase from the Holder the

Shares of Restricted Stock then subject to restrictions at cash price per Share equal to the purchase price paid by the

Holder in cash or property for such Shares of Restricted Stock or such other amount as may be specified under the

applicable Program or in the applicable Award Agreement

8.5 Cert /lcates for Restricted Stock Restricted Stock granted pursuant to the Plan may be evidenced in

such manner as the Company Stock Administrator shall determine Certificates book entries or electronic registration

evidencing shares of Restricted Stock must include an appropriate legend referring to the terms conditions and

restrictions applicable to such Restricted Stock and the Company may in it sole discretion retain physical possession

of any stock certificate until such time as all applicable restrictions lapse

8.6 Section 83b Election If Holder makes an election under Section 83b of the Code to be taxed

with respect to the Restricted Stock as of the date of transfer of the Restricted Stock rather than as of the date or dates

upon which the Holder would otherwise be taxable under Section 83a of the Code the Holder shall be required to

deliver copy of such election to the Company promptly after filing such election with the Internal Revenue Service

ARTICLE

AWARD OF PERFORMANCE AWARDS STOCK
PAYMENTS AND RESTRICTED STOCK UNITS

9.1 Performance Awards

The Committee is authorized to grant Performance Awards to any Eligible Individual and

to determine such terms and conditions that are not inconsistent with the Plan and whether such Performance Awards

shall be Performance-Based Compensation The number of Shares subject to Performance Award and the value of

Performance Award may be linked to any one or more of the Performance Criteria or other specific criteria determined

by the Committee in each case on specified date or dates or over any period or periods determined by the

Committee Performance Awards may be paid in cash Shares or both as determined by the Committee

Without limiting Section 9.1a the Committee may grant Performance Awards to any

Eligible Individual in the form of cash bonus payable upon the attainment of objective Performance Goals or such

other criteria whether or not objective which are established by the Committee in each case on specified date or

dates or over any period or periods determined by the Committee Any such bonuses paid to Holder that are

intended to be Performance-Based Compensation shall be based upon objectively determinable bonus formulas

established in accordance with the provisions of Article

9.2 Stock Payments The Committee is authorized to make Stock Payments to any Eligible Individual

and to determine such terms and conditions that are not inconsistent with the Plan The number or value of Shares of

any Stock Payment shall be determined by the Committee and may be based upon one or more Performance Criteria or

any other specific criteria including service to the Company or any Affiliate determined by the Committee Shares

underlying Stock Payment that is subject to vesting schedule or other restrictions conditions or criteria set by the

Committee will not be issued until the restrictions conditions or criteria have been satisfied Unless otherwise

provided in the applicable Award Agreement Holder of Stock Payment shall have no rights as Company
stockholder with respect to such Stock Payment until such time as the Stock Payment has vested and the Shares

underlying the Award have been issued to the Holder Stock Payments may but are not required to be made in lieu of

base salary bonus fees or other cash compensation otherwise payable to such Eligible Individual

9.3 Restricted Stock Units The Committee is authorized to grant Restricted Stock Units to any Eligible

Individual The number and terms and conditions of Restricted Stock Units shall be determined by the Committee

which shall not be inconsistent with the Plan The Committee shall specify the date or dates on which the Restricted

Stock Units shall become fully vested and nonforfeitable and may specify such vesting restrictions conditions or



criteria as it deems appropriate including without limitation conditions based on one or more Performance Criteria or

other specific criteria including service to the Company or any Affiliate in each case on specified date or dates or

over any period or periods as the Committee determines The Company Stock Administrator shall specify or permit

the Holder to elect the conditions and dates upon which the Shares underlying the Restricted Stock Units that shall be

issued if applicable subject to the requirements of Section 409A of the Code Restricted Stock Units may be paid in

cash Shares or both as determined by the Committee On the distribution dates the Company shall issue to the

Holder one unrestricted fully transferable Share or the Fair Market Value of one such Share in cash for each vested

and nonforfeitable Restricted Stock Unit

9.4 Term The term of Performance Award Stock Payment award and/or Restricted Stock Unit award

shall be set by the Committee in its sole discretion

9.5 Exercise or Purchase Price The Committee may establish an exercise or purchase price for

Performance Award Shares distributed as part of Stock Payment or Shares distributed pursuant to Restricted

Stock Unit Award

9.6 Dividend Equivalents Dividend equivalents may be granted by the Committee based on dividends

declared on the Common Stock to be credited as of dividend payment dates during the period between the date an

Award is granted and the date such Award vests is exercised is distributed or expires as determined by the

Committee Such dividend equivalents shall be converted to cash or additional shares of Common Stock by such

formula and at such time and subject to such limitations as may be determined by the Committee

ARTICLE 10

AWARD OF STOCK APPRECIATION RIGHTS

10.1 Grant of Stock Appreciation Rights

The Committee is authorized to grant Stock Appreciation Rights to Eligible Individuals on

such terms and conditions as it may determine that are not inconsistent with the Plan provided however that no Stock

Appreciation Right shall be granted to any Employee or Consultant of an Affiliate unless the Company is an eligible

issuer of service recipient stock with respect to such person within the meaning of Section 409A of the Code

Stock Appreciation Right shall entitle the Holder or other person entitled to exercise the

Stock Appreciation Right to exercise all or specified portion of the Stock Appreciation Right to the extent then

exercisable pursuant to its terms and to receive from the Company an amount determined by multiplying the

difference obtained by subtracting the exercise price of the Stock Appreciation Right from the Fair Market Value of

Share on the date of exercise of the Stock Appreciation Right and multiplying the difference if positive by the

number of Shares with respect to which the Stock Appreciation Right shall have been exercised subject to any

limitations the Committee may impose Except as described in Section 10.1c below the exercise price of each Stock

Appreciation Right shall be set by the Committee but shall not be less than 100% of the Fair Market Value of Share

on the date the Stock Appreciation Right is granted or on the date the Stock Appreciation Right is modified extended

or renewed for purposes of Section 409A of the Code

Notwithstanding the foregoing provisions of Section 10.1b to the contrary in the case of

Stock Appreciation Right that is Substitute Award the exercise price of such Stock Appreciation Right may be less

than 100% of the Fair Market Value of Share on the date of grant provided that the excess of the aggregate Fair

Market Value as of the date such Substitute Award is granted of the Shares subject to the Substitute Award over

the aggregate exercise price thereof does not exceed the excess of the aggregate fair market value as of the time

immediately preceding the transaction giving rise to the Substitute Award such fair market value to be determined by

the Committee of the shares of the predecessor entity that were subject to the grant assumed or substituted for by the

Company over the aggregate exercise price of such shares and that the grant of the Substitute Award otherwise

satisfies the requirements of Section .409A- b5vD of the Treasury Regulations

10.2 Stock Appreciation Right Term The term of each Stock Appreciation Right shall be set by the

Committee in its sole discretion provided however that the term shall not be more than ten 10 years
from the date

the Stock Appreciation Right is granted The Committee shall determine the time period including the time period

following Termination of Service during which the Holder has the right to exercise vested Stock Appreciation

Right which time period may not extend beyond the term of the Stock Appreciation Right

10.3 Stock Appreciation Right Vesting The Committee shall determine the period of time and other

conditions that must be satisfied before the Holders right to exercise Stock Appreciation Right in whole or in part

shall vest Such vesting may be based on service with the Company or an Affiliate any of the Performance Criteria or

any other criterion or condition determined by the Committee No portion of Stock Appreciation Right that cannot

be exercised at the Holders Termination of Service shall thereafter become exercisable



10.4 Manner of Exercise All or portion of an exercisable Stock Appreciation Right shall be deemed

exercised upon delivery of all of the following to the Company Stock Administrator or such other
person or entity

designated by the Committee or his her or its office as applicable

written or electronic notice complying with the applicable rules established by the

Company Stock Administrator stating that the Stock Appreciation Right or portion thereof is exercised The notice

must be signed in writing or electronically by the Holder or other
person

then entitled to exercise the Stock

Appreciation Right or such portion of the Stock Appreciation Right

Such representations and documents as the Company Stock Administrator in its sole

discretion deems necessary or advisable to effect compliance with applicable laws and regulations The Company
Stock Administrator may in its sole discretion also take whatever additional actions it deems appropriate to effect

such compliance and

In the event that the Stock Appreciation Right shall be exercised pursuant to this Section

10.4 by any person or persons
other than the Holder appropriate proof of the right of such person or persons to

exercise the Stock Appreciation Right

10.5 Payment Payment of the amounts payable with respect to Stock Appreciation Rights pursuant to

this Article 10 shall be in cash Shares based on their Fair Market Value as of the date the Stock Appreciation Right is

exercised or combination of both as determined by the Committee less the applicable withholding taxes

ARTICLE 11

ADDITIONAL TERMS OF AWARDS

11.1 Payment The Committee shall determine the methods by which payments by any Holder with

respect to any Awards granted under the Plan shall be made including without limitation cash or check Shares

including in the case of payment of the exercise price of an Award Shares issuable pursuant to the exercise of the

Award or Shares not subject to any pledge or security interest and held for such period of time as may be required by

the Committee in each case having Fair Market Value on the date of delivery equal to the aggregate payments

required delivery of written or electronic notice that the Holder has placed market sell order with broker with

respect to Shares then issuable upon exercise or vesting of an Award and that the broker has been directed to pay
sufficient portion of the net proceeds of the sale to the Company in satisfaction of the aggregate payments required

provided that payment of such proceeds is then made to the Company upon settlement of such sale or other

property or legal consideration acceptable to the Committee The Committee shall also determine the methods by

which Shares shall be delivered or deemed to be delivered to Holders Notwithstanding any other provision of the

Plan to the contrary no Holder who is Director or an executive officer of the Company within the meaning of

Section 13k of the Exchange Act shall be permitted to make payment with respect to any Awards granted under the

Plan or continue any extension of credit with respect to such payment with loan from the Company or loan

arranged by the Company to the extent it would violate Section 13k of the Exchange Act

11.2 Tax Withholding The Company and any Affiliate shall have the authority and the right to deduct or

withhold or require Holder to remit to the Company an amount sufficient to satisfy federal state local and foreign

taxes including the Holders FICA or employment tax obligation required by law to be withheld with respect to any
taxable event concerning Holder arising as result of the Plan The Committee may in its sole discretion and in

satisfaction of the foregoing requirement allow Holder to elect to have the Company withhold Shares otherwise

issuable under an Award or allow the surrender of Shares The number of Shares which may be so withheld or

surrendered shall be limited to the number of Shares which have Fair Market Value on the date of withholding or

repurchase equal to the aggregate amount of such liabilities not to exceed the minimum statutory withholding rates for

federal state local and foreign income tax and payroll tax purposes that are applicable to such supplemental taxable

income The Company Stock Administrator shall determine the Fair Market Value of the Shares consistent with

applicable provisions of the Code for tax withholding obligations due in connection with broker-assisted cashless

Option exercise or Stock Appreciation Right exercise involving the sale of Shares to pay the Option or Stock

Appreciation Right exercise price or any tax withholding obligation

11.3 Transferability ofAwards

Except as otherwise provided in Section 11.3b

No Award under the Plan may be sold pledged assigned or transferred in any

manner other than to Permitted Transferee by will or the laws of descent and distribution or subject to the consent of

the Committee pursuant to QDRO unless and until and to the extent such Award has been exercised or the Shares

underlying such Award have been issued and all restrictions applicable to such Shares have lapsed



ii No Award or interest or right therein shall be liable for the debts contracts or

engagements of the Holder or the Holders successors in interest or shall be subject to disposition by transfer

alienation anticipation pledge hypothecation encumbrance assignment or any other means whether such disposition

be voluntary or involuntary or by operation of law by judgment levy attachment garnishment or any other legal or

equitable proceedings including bankruptcy and any attempted imposition of liability thereon or disposition thereof

shall be null and void and of no effect except to the extent that such disposition is permitted hereunder and

iii During the lifetime of the Holder only the Holder or the personal representative

of an incompetent Holder may exercise an Award or any portion thereof granted to such Holder under the Plan

unless it has been disposed of pursuant to QDRO in which case the beneficiary of the QDRO may exercise the

Award after the death of the Holder any exercisable portion of an Award may be exercised by Permitted Transferee

but only prior to the time when such portion expires or becomes unexercisable under the Plan or the applicable

Program or Award Agreement

Notwithstanding Section 11.3a the Committee in its sole discretion and subject to such

terms and conditions as it may impose may permit Holder to transfer an Award other than an Incentive Stock Option

to any one or more Permitted Transferees subject to any state federal local or foreign tax and securities laws

applicable to transferable Awards

Holder may in the manner determined by the Committee designate Permitted

Transferee to exercise the rights of the Holder as his or her beneficiary and to receive any distribution with respect to

any Award upon the Holders death Such person shall be subject to all terms and conditions of the Plan and any

Program or Award Agreement applicable to the Holder except to the extent the Plan the Program the Award

Agreement or applicable law otherwise provide and to any additional restrictions deemed necessary or appropriate by

the Committee If the Holder is married and resides in community property state designation of person
other than

the Holders spouse as his or her beneficiary with respect to more than 50% of the Holders interest in the Award shall

not be effective without the prior written or electronic consent of the Holders spouse Subject to the foregoing

beneficiary designation may be changed or revoked by Holder at any time provided the change or revocation is filed

with the Committee prior to the Holders death If no beneficiary has been designated in this manner or the beneficiary

does not survive the Holder the rights of the Holder shall be exercisable by the Holders executor or administrator

11.4 Conditions to Issuance of Shares

Notwithstanding anything herein to the contrary the Company shall not be required to issue

or deliver any certificates or make any book entries evidencing Shares pursuant to the exercise or vesting of any

Award unless and until the Board or the Committee has determined with advice of counsel that the issuance of such

Shares is in compliance with all applicable laws and regulations and if applicable the requirements of any Securities

Exchange and the Shares are covered by an effective registration statement or applicable exemption from registration

In addition to the terms and conditions provided herein the Board or the Committee may require that Holder make

such reasonable covenants agreements and representations as the Board or the Committee in its discretion deems

advisable in order to comply with any such laws regulations or requirements

All certificates evidencing Shares delivered pursuant to the Plan and all Shares issued

pursuant to book entry procedures are subject to any stop-transfer orders and other restrictions as the Committee or the

Company Stock Administrator deems necessary or advisable to comply with applicable laws and regulations and the

rules of any Securities Exchange

The Company Stock Administrator shall have the right to require any Holder to comply

with any timing or other restrictions with respect to the settlement vesting distribution or exercise of any Award

including window-period limitation as may be imposed in the sole discretion of the Company Stock Administrator

or because of any other requirement arising from compliance with any applicable laws or regulations as determined

by the Company Stock Administrator in its sole discretion

No fractional Shares shall be issued and the Company Stock Administrator shall determine

in its sole discretion whether cash shall be given in lieu of fractional Shares or whether such fractional Shares shall be

eliminated by rounding

Notwithstanding any other provision of the Plan unless otherwise determined by the

Company Stock Administrator or required by any applicable laws or regulations the Company shall not deliver to any

Holder certificates evidencing Shares issued in connection with any Award and instead such Shares shall be recorded

in the books of the Company or as applicable its transfer agent or the Company Stock Administrator

11.5 Forfeiture Provisions Pursuant to its general authority to determine the terms and conditions

applicable to Awards under the Plan the Committee shall have the right to provide in the terms or conditions of



Programs or Awards made under the Plan or in any policy with respect to the recovery or recoupment of compensation

or benefits in the event of financial restatements or the occurrence of other events that are inconsistent with the

payment of compensation as determined by the Committee or to require Holder to agree by separate written or

electronic instrument that ai any proceeds gains or other economic benefit actually or constructively received by

the Holder upon any receipt or exercise of the Award or upon the receipt or resale of any Shares underlying the Award

must be paid to the Company and ii the Award shall terminate and any unexercised portion of the Award whether or

not vested shall be forfeited if bi Termination of Service occurs prior to specified date or within specified

time period following receipt or exercise of the Award ii the Holder at any time or during specified time period

engages
in any activity in competition with the Company or which is inimical contrary or harmful to the interests of

the Company as further defined by the Committee iiithe Holder incurs Termination of Service for cause as
such term is defined in the sole discretion of the Committee or as set forth in written agreement relating to such

Award between the Company and the Holder or iv the Companys financial results are restated and such proceeds

gains or other economic benefit actually or constructively received by the Holder would have been lower had they

been calculated based on such restated results

11.6 Prohibition on Repricing Except as provided in Section 13.2 the Committee shall not without the

approval of the stockholders of the Company authorize the amendment of any outstanding Option or Stock

Appreciation Right to reduce its exercise price except with respect to any Substitute Award or ii cancel any

outstanding Option or Stock Appreciation Right in exchange for cash or another Award that has lower exercise price

or that provides additional value to the Holder except with respect to any Substitute Award

11.7 Permitted Replacement Awards The Committee shall have the authority without the approval of the

stockholders of the Company to amend any outstanding Award or any award granted under another Company plan

subject to the terms of such other plan to increase the exercise price or to cancel and replace an Award or any award

granted under another Company plan subject to the terms of such other plan with the grant of an Award having an

exercise price that is greater than or equal to the original price per
share and/or having vesting schedule and term equal

to the remaining vesting schedule and term of the Award or award granted under another Company plan being

replaced

ARTICLE 12

ADMINISTRATION

12.1 Committee The Committee shall administer the Plan except as otherwise permitted herein and

shall consist solely of two or more Non-Employee Directors appointed by and holding office at the pleasure of the

Board each of whom is intended to qualify as non-employee director as defined by Rule 6b-3 of the Exchange

Act or any successor rule an outside director for
purposes

of Section 162m of the Code and an independent

director under the rules of any Securities Exchange provided that any action taken by the Committee shall be valid

and effective whether or not members of the Committee at the time of such action are later determined not to have

satisfied the requirements for membership set forth in this Section 12.1 or otherwise provided in any charter of the

Committee

12.2 Duties and Powers of Committee It shall be the duty of the Committee to conduct the general

administration of the Plan in accordance with its provisions subject to the Committees power to delegate duties under

Section 12.6 The Committee shall have the power to interpret the Plan the Program and any Award Agreement and

to adopt such rules for the administration interpretation and application of the Plan as are not inconsistent therewith

to interpret amend or revoke any such rules and to amend any Program or Award Agreement in any manner not

inconsistent with the Plan provided that the rights of the Holder of an Award that is the subject of any such Program or

Award Agreement are not affected adversely by such amendment unless the consent of the Holder is obtained or such

amendment is otherwise permitted under Section 13.9 Any such Award under the Plan need not be the same with

respect to each Holder Any such interpretations and rules with respect to Incentive Stock Options shall be consistent

with the provisions of Section 422 of the Code In its sole discretion the Board may at any time and from time to time

exercise any and all rights and duties of the Committee under the Plan except with respect to matters which under Rule

6b-3 under the Exchange Act Section 162m of the Code or the rules of any Securities Exchange require otherwise

12.3 Action by the Committee Unless otherwise established by the Board or in any charter of the

Committee majority of the Committee shall constitute quorum and the acts of majority of the members present at

any meeting at which quorum is present and acts approved in writing by all members of the Committee in lieu of

meeting shall be deemed the acts of the Committee for
purposes

of the Plan Each member of the Committee is

entitled to in good faith rely or act upon any report or other information furnished to that member by any officer or

other employee of the Company or any Affiliate the Companys independent certified public accountants or any

compensation consultant attorney or other professional retained by the Company to assist in the administration of the

Plan



12.4 Authority of Committee Subject to any specific designation in the Plan or any applicable Program

the Committee has the exclusive power authority and sole discretion to

Designate Eligible Individuals to receive Awards

Determine the type or types of Awards to be granted to each Eligible Individual

Determine the number of Awards to be granted and the number of Shares to which an

Award will relate

Determine the terms and conditions of any Award granted pursuant to the Plan including

but not limited to the exercise price grant price or purchase price any Performance Criteria any restrictions or

limitations on the Award any schedule for vesting lapse of forfeiture restrictions or restrictions on the exercisability

of an Award and accelerations or waivers thereof and any provisions related to non-competition and recapture of gain

on an Award based in each case on such considerations as the Committee in its sole discretion determines

Ietermine whether to what extent and pursuant to what circumstances an Award may

be settled in or the exercise price of an Award may be paid in cash Shares other Awards or other property subject to

the requirements of Section 409A of the Code or ii an Award may be canceled forfeited or surrendered

Prescribe the form of each Award Agreement which need not be identical for each Holder

Decide all other matters that must be determined in connection with an Award

Establish adopt or revise any rules and regulations as it may deem necessary or advisable

to administer the Plan

Interpret the terms of and any matter arising pursuant to the Plan any Program or any

Award Agreement and

Make all other decisions and determinations that may be required pursuant to the Plan or as

the Committee deems necessary or advisable to administer the Plan

12.5 Decisions Binding The Committees interpretation of the Plan any Awards granted pursuant to the

Plan any Program any Award Agreement and all decisions and determinations by the Committee with respect to the

Plan are final binding and conclusive on all parties

12.6 Delegation ofAuthority The Board or Committee may from time to time delegate to

committee of one or more members of the Board the authority to grant or amend Awards and to committee of one

or more members of the Board or to one or more officers of the Company the authority to take administrative actions

pursuant to Article 12 provided that any delegation of authority shall only be permitted to the extent it is permissible

under Section 162m of the Code applicable securities laws the rules of any applicable Securities Exchange and any

Company policy governing the grant of equity-based
awards Any delegation hereunder shall be subject to the

restrictions and limits that the Board or Committee specifies at the time of such delegation and the Board may at any

time rescind the authority so delegated or appoint new delegate At all times the delegatee appointed under this

Section 12.6 shall serve in such capacity at the pleasure of the Board and the Committee

ARTICLE 13

MISCELLANEOUS PROVISIONS

13.1 Amendment Suspension or Termination of the Plan Except as otherwise provided in this Section

13.1 the Plan and any Award Agreement may be wholly or partially amended or otherwise modified suspended or

terminated at any time or from time to time by the Board or the Committee However without approval of the

Companys stockholders no action of the Committee may except as provided in Section 13.2 increase the limits

imposed in Section 3.1 on the maximum number of Shares that may be issued under the Plan ii take any action

described in Section 11.6 above iii materially modify the requirements for eligibility to participate in the Plan iv

materially increase the benefits accruing to participants in the Plan or take any other action that requires the

approval of the Companys stockholders under the rules of any applicable Securities Exchange Except as provided in

Section 13.9 no amendment suspension or termination of the Plan shall without the consent of the Holder adversely

affect the rights of the Holder under any Award theretofore granted to such Holder unless the Award itself otherwise

expressly so provides

13.2 Changes in Common Stock or Assets of the Company Acquisition or Liquidation of the Company

and Other Corporate Events



In the event of any stock dividend stock split combination or exchange of shares merger

consolidation or other distribution other than normal cash dividends of Company assets to stockholders or any other

change affecting the Shares or the Share price other than an Equity Restructuring the Committee shall make equitable

adjustments if any to reflect such change with respect to the aggregate number and kind of securities that may be

issued under the Plan including but not limited to adjustments of the limitations in Section 3.1 on the maximum

number and kind of securities that may be issued under the Plan adjustments of the Award Limit and adjustments of

the manner in which securities subject to Full Value Awards will be counted ii the number and kind of securities or
other property subject to outstanding Awards iii the terms and conditions of any outstanding Awards including

without limitation any applicable performance targets or criteria with respect thereto and iv the grant or exercise

price per share for any outstanding Awards under the Plan

In the event of any transaction or event described in Section 13.2a or any unusual or

nonrecurring transactions or events affecting the Company any Affiliate of the Company or the financial statements of

the Company or any Affiliate or of changes in applicable laws regulations or accounting principles the Committee in

its sole discretion and on such terms and conditions as it deems appropriate either by the terms of the Award or by

action taken prior to the occurrence of such transaction or event and either automatically or upon the Holders request

is hereby authorized to take any one or more of the following actions whenever the Committee determines that such

action is appropriate in order to prevent dilution or enlargement of the benefits or potential benefits intended to be

made available under the Plan or with respect to any Award under the Plan to facilitate such transactions or events or

to give effect to such changes in laws regulations or principles

To provide for either termination of any such Award in exchange for an

amount of cash if any equal to the amount that would have been attained upon the exercise of such Award or

realization of the Holders rights and for the avoidance of doubt if as of the date of the occurrence of the transaction

or event described in this Section 13.2 the Committee determines in good faith that no amount would have been

attained upon the exercise of such Award or realization of the Holders rights then such Award may be terminated by

the Company without payment or the replacement of such Award with other rights or property selected by the

Committee in its sole discretion having an aggregate value not exceeding the amount that could have been attained

upon the exercise of such Award or realization of the Holders rights had such Award been currently exercisable or

payable or fully vested

ii To provide that such Award be assumed by the successor or survivor corporation

or parent or subsidiary thereof or shall be substituted for by similaroptions rights or awards covering the stock of

the successor or survivor corporation or parent or subsidiary thereof with appropriate adjustments as to the number

and kind of shares and prices

iii To make adjustments in the number and type of securities or other property

subject to outstanding Awards and in the number and kind of outstanding Restricted Stock and/or in the terms and

conditions of including the grant or exercise price and the criteria included in outstanding Awards and Awards

which may be granted in the future

iv To provide that such Award shall be exercisable or payable or fully vested with

respect to all Shares covered thereby notwithstanding anything to the contrary in the Plan or the applicable Program or

Award Agreement and/or

To provide that the Award cannot vest be exercised or become payable after such

event

In connection with the occurrence of any Equity Restructuring and notwithstanding

anything to the contrary in Sections 13.2a and 13.2b

The number and type of securities subject to each outstanding Award and the

exercise price or grant price thereof if applicable shall be equitably adjusted and/or

ii The number and kind of securities that may be issued under the Plan pursuant to

new Awards shall be equitably adjusted

The Committee may in its sole discretion include such further provisions and limitations in

any Award Program Award Agreement or certificate or book-entry evidencing Shares as it may deem equitable and in

the best interests of the Company that are not inconsistent with the provisions of the Plan

No adjustment or action described in this Section 13.2 or in any other provision of the Plan

any applicable Program or the Award Agreement shall be authorized to the extent that such adjustment or action would

cause such Award to violate the requirements of Section 409A of the Code With respect to any Award which is granted



to Covered Employee and is intended to qualify as Performance-Based Compensation no adjustment or action

described in this Section 13.2 or in any other provision of the Plan any applicable Program or the Award Agreement

shall be authorized to the extent that such adjustment or action would cause such Award to fail to so qualify as

Performance-Based Compensation unless the Committee determines that the Award should not so qualify No

adjustment or action described in this Section 13.2 or in any other provision of the Plan shall be authorized to the

extent that such adjustment or action would cause the Plan to violate Section 422b of the Code unless the

Committee determines that Options granted under the Plan are not to qualify as incentive stock options

Furthermore no such adjustment or action shall be authorized to the extent such adjustment or action could result in

short-swing profits liability under Section 16 or violate the exemptive conditions of Rule 6b-3 unless the Committee

determines that the Award is not to comply with such exemptive conditions

The existence of the Plan any Program any Award Agreement and any Awards granted

hereunder shall not affect or restrict in any way the right or power of the Company or the stockholders of the Company

to make or authorize any adjustment recapitalization reorganization or other change in the Companys capital

structure or its business any merger or consolidation of the Company any issue of stock or of options warrants or

rights to purchase stock or of bonds debentures preferred or prior preference stocks whose rights are superior to or

affect the Common Stock or the rights thereof or which are convertible into or exchangeable for Common Stock or the

dissolution or liquidation of the Company or any sale or transfer of all or any part of its assets or business or any

other corporate act or proceeding whether of similarcharacter or otherwise

In the event of any pending stock dividend stock split combination or exchange of shares

merger consolidation or other distribution other than normal cash dividends of Company assets to stockholders or

any other change affecting the Shares or the Share price including any Equity Restructuring for reasons of

administrative convenience the Company in its sole discretion may refuse to permit the exercise of any Award during

period of thirty 30 days prior to the consummation of any such transaction

Without limiting the generality of the foregoing the vesting of an Award will

automatically accelerate upon the occurrence of Change of Ownership provided however the Committee may

determine that upon the occurrence of Change of Ownership the acquirer or surviving entity shall be required to

assume an Award or substitute comparable award with respect to the equity of the acquirer or surviving entity ii the

vesting of all or any portion of the Award will accelerate to the time immediately prior to the consummation of the

Change of Ownership or in the case of an Option or Stock Appreciation Right all or any portion of the Award shall

become immediately exercisable so that the Holder will have the opportunity to exercise the Award or portion thereof

immediately prior to consummation of the Change of Ownership and/or iii all or any portion of the Award including

any unvested portion should the Committee so determine shall be purchased for in the case of an Option or Stock

Appreciation Right cash in an amount equal to the excess of the aggregate Fair Market Value of the Shares subject to

the Award to be purchased over the aggregate exercise price for such Shares net of tax withholding and in the case

of any other Award such consideration as the Committee may in good faith determine to be equitable under the

circumstances provided furthei that any determination of the Committee in this regard shall comply with Sections

409A and 424 of the Code

13.3 No Stockholder Rights Except as otherwise provided herein Holder shall have none of the rights

of stockholder with respect to Shares subject to any Award until the Holder becomes the record owner of such

Shares

13.4 Paperless Administration In the event that the Company Stock Administrator establishes for the

Company or using the services of third party an automated system for the documentation granting or exercise of

Awards such as system using an internet website or interactive voice response then the paperless documentation

granting or exercise of Awards by Holder may be permitted through the use of such an automated system

13.5 Effect of Plan upon Other Compensation Plans The adoption of the Plan shall not affect any other

compensation or incentive plans in effect for the Company or any Affiliate except as described in Section 3.1a above

with respect to the Companys 2010 Equity Incentive Plan Nothing in the Plan shall be construed to limit the right of

the Company or any Affiliate to establish any other forms of incentives or compensation for Employees Directors

or Consultants of the Company or any Affiliate or to grant or assume options or other rights or awards otherwise

than under the Plan in connection with any proper corporate purpose including without limitation the grant or

assumption of options in connection with the acquisition by purchase lease merger consolidation or otherwise of the

business stock or assets of any corporation partnership limited liability company firm or association

13.6 Compliance with Laws The Plan the granting and vesting of Awards under the Plan and the

issuance and delivery of Shares and the payment of money under the Plan or under Awards granted or awarded under

the Plan are subject to compliance with all applicable laws and regulations the rules of any Securities Exchange and



to such approvals by any listing regulatory or governmental authority as may in the opinion of counsel for the

Company be necessary or advisable in connection therewith Any securities delivered under the Plan shall be subject

to such restrictions and the person acquiring such securities shall if requested by the Company provide such

assurances and representations to the Company as the Company may deem necessary or desirable to assure

compliance with all applicable legal requirements To the extent permitted by applicable law the Plan any Program

and any Awards granted or awarded hereunder shall be deemed amended to the extent necessary to conform to such

laws rules and regulations

13.7 Titles and Headings References to Sections of the Code the Securities Act or Exchange Act The

titles and headings of the Sections in the Plan are for convenience of reference only and in the event of any conflict

the text of the Plan rather than such titles or headings shall control References to sections of the Code the Securities

Act or the Exchange Act shall include any amendment or successor thereto

13.8 Governing Law The Plan any Program and any agreements hereunder shall be administered

interpreted and enforced under the internal laws of the State of Delaware without regard to conflicts of laws thereof

13.9 Section 409A

To the extent that the Committee determines that any Award granted under the Plan is

subject to Section 409A of the Code the Program pursuant to which such Award is granted and the Award Agreement

evidencing such Award shall incorporate the terms and conditions required by Section 409A of the Code To the extent

applicable the Plan the Program and any Award Agreements shall be interpreted in accordance with Section 409A of

the Code Notwithstanding any provision of the Plan or the applicable Program or Award Agreement to the contrary

in the event that following the Effective Date the Committee determines that any Award may be subject to Section

409A of the Code the Committee may adopt such amendments to the Plan and the applicable Program and Award

Agreement or adopt other policies and procedures including amendments policies and procedures with retroactive

effect or take any other actions that the Administrator determines are necessary or appropriate to exempt the

Award from Section 409A of the Code and/or preserve the intended tax treatment of the benefits provided with respect

to the Award or ii comply with the requirements of Section 409A of the Code and related Department of Treasury

guidance and thereby avoid the application of any penalty taxes under such Section

If at the time of Holders separation from service within the meaning of Section 409A

of the Code such Holder is specified employee within the meaning of Section 409A of the Code as

determined annually by the Committee in accordance with the methodology specified by resolution of the Board or the

Committee and in accordance with Section .409A- 1i of the Treasury Regulations and ii the Committee shall

make good-faith determination that an amount payable pursuant to an Option or Award constitutes deferred

compensation within the meaning of Section 409A of the Code the payment of which is required to be delayed

pursuant to the six-month delay rule set forth in Section 409A of the Code in order to preserve
the tax treatment

intended for such payment or to avoid additional tax interest or penalties under Section 409A of the Code then the

Company shall not pay such amount on the otherwise scheduled payment date but shall instead pay it on the first

business day after such six-month period Such amount shall be paid without interest unless otherwise determined by

the Committee in its sole discretion or as otherwise provided in any applicable agreement between the Company and

the relevant Holder

The Holder shall be solely responsible and liable for the satisfaction of all taxes interest

and penalties that may be imposed on such Holder or for such Holders account in connection with any Award

including any taxes interest and penalties under Section 409A of the Code and neither the Company nor its

Affiliates shall have any obligation to reimburse indemnif or otherwise hold such Holder harmless from any or all of

such taxes interest or penalties

13.10 No Rights to Awards No Eligible Individual or other person shall have any claim to be granted any

Award pursuant to the Plan and neither the Company nor the Committee is obligated to treat Eligible Individuals

Holders or any other persons uniformly

13.11 Unfunded Status ofAwards The Plan is intended to be an unfunded plan for incentive

compensation With respect to any payments not yet made to Holder pursuant to an Award nothing contained in the

Plan or any Program or Award Agreement shall give the Holder any rights that are greater than those of general

creditor of the Company or any Affiliate

13.12 IndemnfIcation To the extent allowable pursuant to applicable law each member of the Committee

or of the Board shall be indemnified and held harmless by the Company from any loss cost liability or expense
that

may be imposed upon or reasonably incurred by such member in connection with or resulting from any claim action

suit or proceeding to which he or she may be party or in which he or she may be involved by reason of any action or



failure to act pursuant to the Plan and against and from any and all amounts paid by him or her in satisfaction of

judgment in such action suit or proceeding against him or her The foregoing right of indemnification shall not be

exclusive of any other rights of indemnification to which such persons may be entitled pursuant to the Companys

Certificate of Incorporation or Bylaws as matter of law or otherwise or any power that the Company may have to

indemnify them or hold them harmless

13.13 Term The ability to grant new awards under this Plan shall terminate on the tenth 0th anniversary

of the Effective Date
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