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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

NVR, Inc.
Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)
         
  June 30, 2010   December 31, 2009 
  (unaudited)      
ASSETS        
         
Homebuilding:         

Cash and cash equivalents  $ 1,089,399  $ 1,248,689 
Marketable securities   175,000   219,535 
Receivables   15,011   7,995 
Inventory:         

Lots and housing units, covered under sales agreements with customers   340,577   337,523 
Unsold lots and housing units   55,871   73,673 
Land under development   17,000   — 
Manufacturing materials and other   7,253   7,522 

  
 
  

 
 

   420,701   418,718 
         

Assets related to consolidated variable interest entities   22,980   70,430 
Contract land deposits, net   71,389   49,906 
Property, plant and equipment, net   19,075   20,215 
Reorganization value in excess of amounts allocable to identifiable assets, net   41,580   41,580 
Other assets, net   240,394   258,659 
  

 
  

 
 

   2,095,529   2,335,727 
  

 
  

 
 

         
Mortgage Banking:         

Cash and cash equivalents   1,483   1,461 
Mortgage loans held for sale, net   244,313   40,097 
Property and equipment, net   821   446 
Reorganization value in excess of amounts allocable to identifiable assets, net   7,347   7,347 
Other assets   9,942   10,692 
  

 
  

 
 

   263,906   60,043 
  

 
  

 
 

 
Total assets  $ 2,359,435  $ 2,395,770 

  

 

  

 

 

See notes to condensed consolidated financial statements.

(Continued)
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NVR, Inc.
Condensed Consolidated Balance Sheets (Continued)

(in thousands, except share and per share data)
         
  June 30, 2010   December 31, 2009 
  (unaudited)      
LIABILITIES AND SHAREHOLDERS’ EQUITY        
         
Homebuilding:         

Accounts payable  $ 161,708  $ 120,464 
Accrued expenses and other liabilities   207,281   221,352 
Liabilities related to consolidated variable interest entities   —   65,915 
Customer deposits   69,344   63,591 
Other term debt   1,999   2,166 
Senior notes   —   133,370 
  

 
  

 
 

   440,332   606,858 
  

 
  

 
 

Mortgage Banking:         
Accounts payable and other liabilities   24,612   19,306 
Note payable   79,025   12,344 
  

 
  

 
 

   103,637   31,650 
  

 
  

 
 

Total liabilities   543,969   638,508 
  

 
  

 
 

         
Commitments and contingencies         
         
Shareholders’ equity:         

Common stock, $0.01 par value; 60,000,000 shares authorized; 20,559,671 shares issued as of both June 30,
2010 and December 31, 2009   206   206 

Additional paid-in-capital   914,585   830,531 
Deferred compensation trust — 158,894 and 265,278 shares of NVR, Inc. common stock as of June 30, 2010

and December 31, 2009, respectively   (27,582)   (40,799)
Deferred compensation liability   27,582   40,799 
Retained earnings   3,926,430   3,823,067 
Less treasury stock at cost — 14,635,123 and 14,609,560 shares at June 30, 2010 and December 31, 2009,

respectively   (3,025,755)   (2,896,542)
  

 
  

 
 

Total shareholders’ equity   1,815,466   1,757,262 
  

 
  

 
 

Total liabilities and shareholders’ equity  $ 2,359,435  $ 2,395,770 
  

 

  

 

 

See notes to condensed consolidated financial statements.
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NVR, Inc.
Condensed Consolidated Statements of Income

(in thousands, except per share data)
(unaudited)

                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Homebuilding:                 

Revenues  $ 946,972  $ 612,488  $ 1,524,353  $ 1,160,817 
Other income   2,110   1,750   4,479   4,289 
Cost of sales   (771,475)   (494,240)   (1,242,544)   (956,870)
Selling, general and administrative   (69,137)   (54,664)   (129,878)   (114,358)

  
 
  

 
  

 
  

 
 

Operating income   108,470   65,334   156,410   93,878 
Interest expense   (1,897)   (2,462)   (4,068)   (5,236)

  
 
  

 
  

 
  

 
 

Homebuilding income   106,573   62,872   152,342   88,642 
  

 
  

 
  

 
  

 
 

                 
Mortgage Banking:                 

Mortgage banking fees   17,532   12,943   30,365   23,213 
Interest income   1,492   611   2,248   1,195 
Other income   233   154   399   243 
General and administrative   (7,275)   (6,475)   (13,804)   (12,233)
Interest expense   (296)   (276)   (560)   (613)

  
 
  

 
  

 
  

 
 

Mortgage banking income   11,686   6,957   18,648   11,805 
  

 
  

 
  

 
  

 
 

                 
Income before taxes   118,259   69,829   170,990   100,447 
                 

Income tax expense   (46,983)   (28,403)   (67,627)   (41,033)
  

 
  

 
  

 
  

 
 

                 
Net income  $ 71,276  $ 41,426  $ 103,363  $ 59,414 
  

 

  

 

  

 

  

 

 

                 
Basic earnings per share  $ 11.64  $ 7.17  $ 16.96  $ 10.41 
  

 

  

 

  

 

  

 

 

                 
Diluted earnings per share  $ 11.13  $ 6.79  $ 16.15  $ 9.85 
  

 

  

 

  

 

  

 

 

                 
Basic average shares outstanding   6,123   5,777   6,095   5,710 
  

 

  

 

  

 

  

 

 

                 
Diluted average shares outstanding   6,405   6,101   6,402   6,032 
  

 

  

 

  

 

  

 

 

See notes to condensed consolidated financial statements.
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NVR, Inc.
Condensed Consolidated Statements of Cash Flows

(in thousands)
(unaudited)

         
  Six Months Ended June 30,  
  2010   2009  
Cash flows from operating activities:         

Net income  $ 103,363  $ 59,414 
Adjustments to reconcile net income to net cash used in operating activities:         
Depreciation and amortization   3,728   4,977 
Excess income tax benefit from exercise of stock options   (58,562)   (46,447)
Equity-based compensation expense   20,826   23,402 
Contract land deposit recoveries   (949)   (4,744)
Gain on sale of loans   (22,978)   (17,340)
Mortgage loans closed   (1,073,149)   (849,864)
Proceeds from sales of mortgage loans   895,491   813,476 
Principal payments on mortgage loans held for sale   330   429 
Net change in assets and liabilities:         

Increase in inventories   (1,983)   (60,000)
(Increase) decrease in contract land deposits   (19,256)   1,837 
(Increase) decrease in receivables   (6,169)   2,530 
Increase in accounts payable, accrued expenses and customer deposits   91,155   31,588 

Other, net   1,847   18,349 
  

 
  

 
 

Net cash used in operating activities   (66,306)   (22,393)
  

 
  

 
 

         
Cash flows from investing activities:         

Purchase of marketable securities   (150,000)   (708,362)
Redemption of marketable securities at maturity   194,535   50,000 
Investments in unconsolidated joint ventures   (2,000)   — 
Purchase of property, plant and equipment   (2,921)   (625)
Proceeds from the sale of property, plant and equipment   265   618 

  
 
  

 
 

Net cash provided by (used in) investing activities   39,879   (658,369)
  

 
  

 
 

         
Cash flows from financing activities:         

Net borrowings under notes payable and credit lines   66,514   52,340 
Redemption of senior notes   (133,370)   (27,950)
Purchase of treasury stock   (176,084)   — 
Excess income tax benefit from exercise of stock options   58,562   46,447 
Exercise of stock options   51,537   45,550 

  
 
  

 
 

Net cash (used in) provided by financing activities   (132,841)   116,387 
  

 
  

 
 

         
Net decrease in cash and cash equivalents   (159,268)   (564,375)
Cash and cash equivalents, beginning of period   1,250,150   1,147,643 

  
 
  

 
 

         
Cash and cash equivalents, end of period  $ 1,090,882  $ 583,268 

  

 

  

 

 

         
Supplemental disclosures of cash flow information:         
         

Interest paid during the period  $ 4,527  $ 5,262 
  

 

  

 

 

Income taxes paid, net of refunds  $ 9,710  $ (34,303)
  

 

  

 

 

         
Supplemental disclosures of non-cash activities:         

Investment in newly formed consolidated joint venture  $ (23,776)  $ — 
Change in net consolidated variable interest entities  $ —  $ (188)

See notes to condensed consolidated financial statements.

6



Table of Contents

NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

1. Basis of Presentation

     The accompanying unaudited, condensed consolidated financial statements include the accounts of NVR, Inc. (“NVR” or the “Company”) and its
subsidiaries and certain other entities in which the Company is deemed to be the primary beneficiary (see Note 2 to the accompanying financial statements).
Intercompany accounts and transactions have been eliminated in consolidation. The statements have been prepared in conformity with accounting principles
generally accepted in the United States of America (“GAAP”) for interim financial information and with the instructions to Form 10-Q and Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. Because the accompanying
condensed consolidated financial statements do not include all of the information and footnotes required by GAAP, they should be read in conjunction with
the financial statements and notes thereto included in the Company’s 2009 Annual Report on Form 10-K. In the opinion of management, all adjustments
(consisting only of normal recurring accruals except as otherwise noted herein) considered necessary for a fair presentation have been included. Operating
results for the three and six-month periods ended June 30, 2010 are not necessarily indicative of the results that may be expected for the year ending
December 31, 2010, or thereafter.

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

     For the three and six-month periods ended June 30, 2010 and 2009, comprehensive income equaled net income; therefore, a separate statement of
comprehensive income is not included in the accompanying financial statements.

2. Consolidation of Variable Interest Entities, Joint Ventures and Land Under Development

     Effective January 1, 2010, NVR adopted Statement of Financial Accounting Standards No. 167, Amendments to FASB Interpretation No. 46(R), as codified
in Accounting Standards Codification (“ASC”) 810, Consolidation, through Accounting Standards Update 2009-17 (“ASC 810”). This statement amends
FASB Interpretation 46R related to the consolidation of variable interest entities (“VIEs”), revises the approach to determining the primary beneficiary of a
VIE to be more qualitative in nature, and requires companies to more frequently reassess whether they must consolidate a VIE.

     Fixed Price Purchase Agreements

     NVR generally does not engage in the land development business. Instead, the Company typically acquires finished building lots at market prices from
various development entities under fixed price purchase agreements. The purchase agreements require deposits that may be forfeited if NVR fails to perform
under the agreement. The deposits required under the purchase agreements are in the form of cash or letters of credit in varying amounts, and typically range
up to 10% of the aggregate purchase price of the finished lots.

     NVR believes this lot acquisition strategy reduces the financial requirements and risks associated with direct land ownership and land development. NVR
may, at its option, choose for any reason and at any time not to perform under these purchase agreements by delivering notice of its intent not to acquire the
finished lots under contract. NVR’s sole legal obligation and economic loss for failure to perform under these purchase agreements is limited to the amount of
the deposit pursuant to the liquidated damage provisions contained within the purchase agreements. In other words, if NVR does not perform under a
purchase agreement, NVR loses only its deposit. None of the creditors of any of the development entities with which NVR enters fixed price purchase
agreements have recourse to the general credit of NVR. NVR generally does not have any specific performance obligations to purchase a certain number or
any of the lots, nor do we guarantee
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NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

completion of the development by the developer or guarantee any of the developers’ financial or other liabilities.

     NVR is not involved in the design or creation of any of the development entities from which we purchase lots under fixed price purchase agreements. The
developer’s equity holders have the power to direct 100% of the operating activities of the development entity. NVR has no voting rights in any of the
development entities. The sole purpose of the development entity’s activities is to generate positive cash flow returns to the equity holders. Further, NVR does
not share in any of the profit or loss generated by the project’s development. The profits and losses are passed directly to the developer’s equity holders.

     The deposit placed by NVR pursuant to our fixed price purchase agreement is deemed to be a variable interest in the respective development entities.
Therefore, the development entities with which NVR enters fixed price purchase agreements, including the joint venture limited liability corporations, as
discussed below, are evaluated for possible consolidation by NVR. An enterprise must consolidate a VIE when that enterprise has a controlling financial
interest in the VIE. An enterprise is deemed to have a controlling financial interest if it has i) the power to direct the activities of a variable interest entity that
most significantly impact the entity’s economic performance, and ii) the obligation to absorb losses of the VIE that could be significant to the VIE or the
rights to receive benefits from the VIE that could be significant to the VIE.

     We believe the activities that most significantly impact a development entity’s economic performance are the operating activities of the entity. Unless and
until a development entity completes finished building lots through the development process to be able to sell, the process of which the development entities’
equity investors bear the full risk, the entity does not earn any revenues. The operating development activities are managed solely by the development entity’s
equity investors.

     The development entities with which we contract to buy finished lots typically select the respective projects, obtain the necessary zoning approvals, obtain
the financing required with no support or guarantees from NVR, select who will purchase the finished lots and at what price, and manage the completion of
the infrastructure improvements, all for the purpose of generating a cash flow return to the development entity’s equity holders and all independent of NVR.
We possess no more than limited protective legal rights through the purchase agreement in the specific finished lots that we are purchasing, and we possess no
participative rights in the development entities. Accordingly, NVR does not have the power to direct the activities of a developer that most significantly
impact the developer’s economic performance. For this reason, NVR has concluded that it is not the primary beneficiary of the development entities with
which we enter fixed price purchase agreements, and therefore, we do not consolidate any of these VIEs.

     As of June 30, 2010, NVR controlled approximately 46,300 lots with deposits in cash and letters of credit totaling approximately $153,000 and $5,100,
respectively. As noted above, NVR’s sole legal obligation and economic loss for failure to perform under these purchase agreements is limited to the amount
of the deposit pursuant to the liquidated damage provisions contained within the purchase agreements and in very limited circumstances, specific performance
obligations, as follows:
     
  June 30, 2010 
Contract land deposits  $ 152,696 
Loss reserve on contract land deposits   (81,307)
  

 
 

Contract land deposits, net   71,389 
     
Contingent obligations in the form of letters of credit   5,091 
Contingent specific performance obligations (1)   6,403 
  

 
 

Total risk of loss  $ 82,883 
  

 

 

 

(1)  At June 30, 2010, the Company was committed to purchase 71 finished lots under specific performance obligations.
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NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

     Upon adoption of ASC 810, all of the assets and liabilities of consolidated VIEs at December 31, 2009 were deconsolidated, and there was no resultant
gain or loss.

     Joint Ventures

     On a limited basis, we also obtain finished lots using joint venture limited liability corporations (“JVs”). All JVs are typically structured such that we are a
non-controlling member and are at risk only for the amount we have invested. We are not a borrower, guarantor or obligor on any debt of the JVs. We enter
into a standard fixed price purchase agreement to purchase lots from these JVs, and as a result have a variable interest in these JVs.

     At June 30, 2010, we had an aggregate investment totaling approximately $3,400 in four separate JVs, all of which are non-performing and as a result, we
had recorded an impairment reserve equal to our total investment due to our determination that our investment was not recoverable. We do not expect to
obtain any lots from any of those four JVs in future periods. In addition, at June 30, 2010, we have an aggregate investment totaling approximately $46,000 in
three performing JVs that are expected to produce approximately 1,200 finished lots. At June 30, 2010, we had additional funding commitments in the
aggregate totaling $7,000 to two of the three performing JVs. We have determined that we are not the primary beneficiary of the four non-performing JVs and
two of the performing JVs because NVR and the respective JV partner share power. We have concluded that we are the primary beneficiary of the remaining
performing JV because we have the controlling financial interest in the JV. The condensed balance sheet at June 30, 2010 of the consolidated JV is as follows:
     
  June 30, 2010 
Cash  $ 39 
Land under development   22,941 
  

 
 

Total assets   22,980 
  

 

 

     
Equity   22,980 
  

 
 

Total liabilities and equity  $ 22,980 
  

 

 

     Land Under Development

     During the second quarter of 2010, NVR directly acquired a raw parcel of land zoned for its intended use for $17,000 that it will develop into 155 finished
lots for use in its homebuilding operations. Based on current market conditions, NVR may, on a very limited basis, directly acquire additional raw parcels to
develop into finished lots. See the Overview section of Item 2, Management’s Discussion and Analysis of Financial Condition and Results of Operations
included herein for additional discussion.

3. Contract Land Deposits

     During the three-month period ended June 30, 2010, the Company incurred pre-tax impairment charges on contract land deposits of approximately $970.
For the six-month period ended June 30, 2010, the Company recognized a net pre-tax recovery of approximately $950 of contract land deposits previously
determined to be uncollectible. During the three and six-month periods ended June 30, 2009, the Company recognized a pre-tax recovery of approximately
$4,500 and $4,700, respectively, of contract land deposits
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NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

previously determined to be uncollectible. The contract land deposit asset is shown net of a $81,300 and $89,500 impairment valuation allowance at June 30,
2010 and December 31, 2009, respectively.

4. Earnings per Share

     The following weighted average shares and share equivalents are used to calculate basic and diluted earnings per share for the three and six months ended
June 30, 2010 and 2009:
                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Weighted average number of shares outstanding used to calculate basic

EPS                 
   6,123,000   5,777,000   6,095,000   5,710,000 
                 
Dilutive Securities:                 
Stock options and restricted share units   282,000   324,000   307,000   322,000 
  

 
  

 
  

 
  

 
 

                 
Weighted average number of shares and share equivalents used to calculate

diluted EPS   6,405,000   6,101,000   6,402,000   6,032,000 
  

 

  

 

  

 

  

 

 

     The assumed proceeds used in the treasury method for calculating NVR’s diluted earnings per share includes the amount the employee must pay upon
exercise, the amount of compensation cost attributed to future services and not yet recognized, and the amount of tax benefits that would be credited to
additional paid-in capital assuming exercise of the option or vesting of the restricted share unit. The assumed amount credited to additional paid-in capital
equals the tax benefit from the assumed exercise of stock options or the assumed vesting of restricted share units after consideration of the intrinsic value
upon assumed exercise or vesting less the actual stock-based compensation expense to be recognized in the income statement from 2006 and future periods.

     Options issued under equity benefit plans to purchase 435,548 and 434,206 shares of common stock during the three and six months ended June 30, 2010,
and options issued under equity benefit plans to purchase 317,363 and 337,455 shares of common stock during the three and six months ended June 30, 2009,
were not included in the computation of diluted earnings per share because the effect would have been anti-dilutive.

5. Stock-Based Compensation Expense

     The Company’s Shareholders approved the 2010 Equity Incentive Plan (“2010 Equity Plan”) at the May 4, 2010 Annual Meeting. The 2010 Equity Plan
authorizes the Company to issue non-qualified stock options (“Options”) and restricted share units (“RSUs”) to key management employees, including
executive officers and Board members, to acquire up to an aggregate 700,000 shares of the Company’s common stock. Of the 700,000 aggregate shares
available to issue, up to 240,000 may be granted in the form of RSUs.

     During the second quarter of 2010, the Company issued 150,104 RSUs and 278,143 Options from the 2010 Equity Plan, and 130,787 Options from the
2000 broadly-Based Stock Option Plan. The RSUs vest as to 50% of the underlying shares on each of December 31, 2011 and 2012, based on continued
employment or continued service as a Director, as applicable. The Options were granted at an exercise price equal to the closing price of the Company’s
common stock on the New York Stock Exchange on the day prior to the date of grant. The Options granted vest 50% on each of December 31, 2013 and
2014, based solely on continued employment or continued service as a Director, as applicable. The Options expire 10 years from the date of grant.

     To estimate the grant-date fair value of its stock options, the Company uses the Black-Scholes option-pricing model. The Black-Scholes model estimates
the per share fair value of an option on its date of grant
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NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)

based on the following factors: the option’s exercise price; the price of the underlying stock on the date of grant; the estimated dividend yield; a “risk-free”
interest rate; the estimated option term; and the expected volatility. For the “risk-free” interest rate, the Company uses a U.S. Treasury Strip due in a number
of years equal to the option’s expected term. NVR has concluded that its historical exercise experience is the best estimate of future exercise patterns to
determine an option’s expected term. To estimate expected volatility, NVR analyzed the historic volatility of its common stock over a period equal to the
option’s expected term. The fair value of the Options granted during the second quarter of 2010 was estimated on the grant date using the Black-Scholes
option-pricing model based on the following assumptions:
     
  Options  
Estimated option life  5.07 years
Risk free interest rate (range)   1.92% - 2.61%
Expected volatility (range)   37.22% - 38.26%
Expected dividend rate   0.00%
Weighted average grant-date fair value per share of options granted  $ 257.98 

     In accordance with ASC Topic 718, Compensation-Stock Compensation, the fair value of the non-vested equity shares is measured as if they were vested
and issued on the grant date. Additionally, under ASC 718, service only restrictions on vesting of non-vested equity shares are not reflected in the fair value
calculation at the grant date. As a result, the fair value of the RSUs was the closing price of the Company’s common stock on the day immediately preceding
the date of grant. The weighted average fair value of the RSUs granted in the second quarter of 2010 was $702.94 per share.

     Compensation cost for Options and RSUs is recognized on a straight-line basis over the requisite service period for the entire award (from the date of grant
through the period of the last separately vesting portion of the grant). For the recognition of equity-based compensation, the RSUs are treated as a separate
award from the Options. Compensation cost is recognized within the income statement in the same expense line as the cash compensation paid to the
respective employees. ASC 718 also requires the Company to estimate forfeitures in calculating the expense related to stock-based compensation and requires
that the compensation costs of stock-based awards be recognized net of estimated forfeitures. Total stock based compensation expense, net of forfeitures,
recognized during the three months ended June 30, 2010 and 2009 was $15,148 and $11,634, respectively, and for the six months ended June 30, 2010 and
2009 was $20,826 and $23,402, respectively.

     As of June 30, 2010, the total unrecognized compensation cost for all outstanding Options and RSUs equals approximately $204,600, net of estimated
forfeitures. The unrecognized compensation cost will be recognized over each grant’s applicable vesting period with the latest vesting date being
December 31, 2015. The weighted-average period over which the unrecognized compensation will be recorded is equal to approximately 2.64 years.

     The following table provides additional information relative to NVR’s stock-based compensation plans for the period ended June 30, 2010:
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NVR, Inc.
Notes to Condensed Consolidated Financial Statements

(dollars in thousands except per share data)
         
      Weighted  
      Average  
      Exercise  
Stock Options  Options   Price  
Outstanding at beginning of period   999,142  $ 342.08 
Granted   426,235   703.03 
Exercised   (236,410)   218.00 
Forfeited   (15,992)   503.54 
Expired   (62)   759.00 
  

 
  

 
 

Outstanding at end of period   1,172,913  $ 496.03 
  

 
  

 
 

Exercisable at end of period   432,739  $ 282.77 
  

 
  

 
 

     The table above does not include the 150,104 RSUs granted in the current year, which were issued at a $0 exercise price. All RSUs granted in the current
year are outstanding as of June 30, 2010, and none of the RSUs are exercisable as of June 30, 2010.

6. Marketable Securities

     As of June 30, 2010 the Company held marketable securities totaling $175,000. These securities, which are debt securities issued by U.S. government
agencies, are classified by the Company as held to maturity and are measured at amortized cost. The contractual maturities of the Company’s marketable
securities as of June 30, 2010 are as follows:
     
  June 30, 2010 
Within one year  $ 75,000 
After one year through five years   100,000 
  

 
 

Total marketable securities  $ 175,000 
  

 

 

7. Excess Reorganization Value

     Reorganization value in excess of identifiable assets (“excess reorganization value”) is an indefinite life intangible asset that was created upon NVR’s
emergence from bankruptcy on September 30, 1993. Based on the allocation of the reorganization value, the portion of the reorganization value which was
not attributed to specific tangible or intangible assets has been reported as excess reorganization value, which is treated similarly to goodwill. Excess
reorganization value is not subject to amortization. Rather, excess reorganization value is subject to an impairment assessment on an annual basis or more
frequently if changes in events or circumstances indicate that impairment may have occurred. Because excess reorganization value was based on the
reorganization value of NVR’s entire enterprise upon bankruptcy emergence, the impairment assessment is conducted on an enterprise basis based on the
comparison of NVR’s total equity compared to the market value of NVR’s outstanding publicly-traded common stock. The Company completed the annual
assessment of impairment during the first quarter of 2010 and determined that there was no impairment of excess reorganization value.

8. Income Taxes

     As of January 1, 2010, the Company had approximately $31,636 (on a net basis) of unrecognized tax benefits, which would decrease income tax expense if
recognized. The Company recognizes interest related to unrecognized tax benefits as a component of income tax expense. As of January 1, 2010, the
Company had a total of $22,149 of accrued interest for unrecognized tax benefits on its balance sheet. Based on its historical
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experience in dealing with various taxing authorities, the Company has found that it is the administrative practice of these authorities to not seek penalties
from the Company for the tax positions the Company has taken on its returns, related to its unrecognized tax benefits. Therefore, the Company does not
accrue penalties for the positions in which it has an unrecognized tax benefit. However, if such penalties were to be accrued, they would be recorded as a
component of income tax expense. With few exceptions, the Company is no longer subject to income tax examinations for years prior to 2006.

9. Shareholders’ Equity

     A summary of changes in shareholders’ equity is presented below:
                             
      Additional           Deferred   Deferred     
  Common   Paid-In   Retained   Treasury   Comp.   Comp.     
  Stock   Capital   Earnings   Stock   Trust   Liability   Total  
Balance, December 31, 2009  $ 206  $ 830,531  $ 3,823,067  $ (2,896,542)  $ (40,799)  $ 40,799  $ 1,757,262 
                             
Net income   —   —   103,363   —   —   —   103,363 
Deferred compensation activity   —   —   —   —   13,217   (13,217)   — 
Purchase of common stock for

treasury   —   —   —   (176,084)   —   —   (176,084)
Stock-based compensation   —   20,826   —   —   —   —   20,826 
Tax benefit from stock options

exercised and deferred
compensation distributions   —   58,562   —   —   —   —   58,562 

Proceeds from stock options
exercised   —   51,537   —   —   —   —   51,537 

Treasury stock issued upon
option exercise   —   (46,871)   —   46,871   —   —   — 

  
 

Balance, June 30, 2010  $ 206  $ 914,585  $ 3,926,430  $ (3,025,755)  $ (27,582)  $ 27,582  $ 1,815,466 
  

 

     The Company repurchased approximately 262,000 shares of its common stock during the six months ended June 30, 2010. The Company settles option
exercises by issuing shares of treasury stock to option holders. Shares are relieved from the treasury account based on the weighted average cost basis of
treasury shares acquired. Approximately 236,400 options to purchase shares of the Company’s common stock were exercised during the six months ended
June 30, 2010.

10. Product Warranties

     The Company establishes warranty and product liability reserves (“warranty reserve”) to provide for estimated future expenses as a result of construction
and product defects, product recalls and litigation incidental to NVR’s homebuilding business. Liability estimates are determined based on management’s
judgment, considering such factors as historical experience, the likely current cost of corrective action, manufacturers’ and subcontractors’ participation in
sharing the cost of corrective action, consultations with third party experts such as engineers, and discussions with our general counsel and outside counsel
retained to handle specific product liability cases. The following table reflects the changes in the Company’s warranty reserve during the three and six months
ended June 30, 2010 and 2009:
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  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Warranty reserve, beginning of period  $ 65,082  $ 64,306  $ 64,417  $ 68,084 
Provision   14,452   4,613   22,673   7,652 
Payments   (9,353)   (8,061)   (16,909)   (14,878)
  

 
  

 
  

 
  

 
 

Warranty reserve, end of period  $ 70,181  $ 60,858  $ 70,181  $ 60,858 
  

 

  

 

  

 

  

 

 

11. Segment Disclosures

     The following disclosure includes four homebuilding reportable segments that aggregate geographically the Company’s homebuilding operating segments,
and the mortgage banking operations presented as a single reportable segment. The homebuilding reportable segments are comprised of operating divisions in
the following geographic areas:

Homebuilding Mid Atlantic - Virginia, West Virginia, Maryland, and Delaware
Homebuilding North East - New Jersey and eastern Pennsylvania
Homebuilding Mid East - Kentucky, New York, Ohio, western Pennsylvania and Indiana
Homebuilding South East - North Carolina, South Carolina, Florida and Tennessee

     Homebuilding profit before tax includes all revenues and income generated from the sale of homes, less the cost of homes sold, selling, general and
administrative expenses, and a corporate capital allocation charge. The corporate capital allocation charge eliminates in consolidation, is based on the
segment’s average net assets employed, and is charged using a consistent methodology in the years presented. The corporate capital allocation charged to the
operating segment allows the Chief Operating Decision Maker to determine whether the operating segment’s results are providing the desired rate of return
after covering the Company’s cost of capital. The Company records charges on contract land deposits when it is determined that it is probable that recovery of
the deposit is impaired. For segment reporting purposes, impairments on contract land deposits are charged to the operating segment upon the determination
to terminate a finished lot purchase agreement with the developer, or to restructure a lot purchase agreement resulting in the forfeiture of the deposit.
Mortgage banking profit before tax consists of revenues generated from mortgage financing, title insurance and closing services, less the costs of such
services and general and administrative costs. Mortgage banking operations are not charged a capital allocation charge.

     In addition to the corporate capital allocation and contract land deposit impairments discussed above, the other reconciling items between segment profit
and consolidated profit before tax include unallocated corporate overhead (including all management incentive compensation), equity-based compensation
expense, consolidation adjustments and external corporate interest expense. NVR’s overhead functions, such as accounting, treasury, human resources, etc.,
are centrally performed and the costs are not allocated to the Company’s operating segments. Consolidation adjustments consist of such items necessary to
convert the reportable segments’ results, which are predominantly maintained on a cash basis, to a full accrual basis for external financial statement
presentation purposes, and are not allocated to the Company’s operating segments. Likewise, equity-based compensation expense is not charged to the
operating segments. External corporate interest expense is primarily comprised of interest charges on the Company’s outstanding Senior Notes and working
capital line borrowings and is not charged to the operating segments because the charges are included in the corporate capital allocation discussed above.

     Following are tables presenting revenues, segment profit and segment assets for each reportable segment, with reconciliations to the amounts reported for
the consolidated enterprise, where applicable:
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  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Revenues:                 

Homebuilding Mid Atlantic  $ 560,105  $ 379,361  $ 899,574  $ 721,116 
Homebuilding North East   84,962   57,143   149,119   110,518 
Homebuilding Mid East   194,736   113,982   319,725   206,092 
Homebuilding South East   107,169   62,002   155,935   123,091 
Mortgage Banking   17,532   12,943   30,365   23,213 

  
 
  

 
  

 
  

 
 

Total consolidated revenues  $ 964,504  $ 625,431  $ 1,554,718  $ 1,184,030 
  

 

  

 

  

 

  

 

 

                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Profit:                 

Homebuilding Mid Atlantic  $ 77,058  $ 46,978  $ 114,918  $ 78,885 
Homebuilding North East   6,173   5,096   11,928   8,323 
Homebuilding Mid East   21,382   8,049   32,316   12,744 
Homebuilding South East   9,956   3,952   11,013   6,475 
Mortgage Banking   12,537   7,659   19,965   13,209 

  
 
  

 
  

 
  

 
 

Total segment profit   127,106   71,734   190,140   119,636 
  

 
  

 
  

 
  

 
 

Contract land deposit recovery (1)   5,510   8,908   7,518   10,461 
Equity-based compensation expense (2)   (15,148)   (11,634)   (20,826)   (23,402)
Corporate capital allocation (3)   17,953   15,699   32,433   30,395 
Unallocated corporate overhead (4)   (16,290)   (9,262)   (36,969)   (24,331)
Consolidation adjustments and other   929   (3,244)   2,573   (7,270)
Corporate interest expense   (1,801)   (2,372)   (3,879)   (5,042)

  
 
  

 
  

 
  

 
 

Reconciling items sub-total   (8,847)   (1,905)   (19,150)   (19,189)
  

 
  

 
  

 
  

 
 

Consolidated income before taxes  $ 118,259  $ 69,829  $ 170,990  $ 100,447 
  

 

  

 

  

 

  

 

 

         
  June 30,  
  2010   2009  
Assets:         

Homebuilding Mid Atlantic  $ 474,937  $ 457,233 
Homebuilding North East   52,710   62,422 
Homebuilding Mid East   90,182   100,873 
Homebuilding South East   48,389   50,238 
Mortgage Banking   256,559   134,447 
  

 
  

 
 

Total segment assets   922,777   805,213 
  

 
  

 
 

Consolidated variable interest entities (5)   —   65,990 
Cash and cash equivalents   1,089,399   582,157 
Marketable securities   175,000   658,362 
Deferred taxes   182,557   196,636 
Intangible assets   48,927   48,927 
Contract land deposit reserve   (81,307)   (132,544)
Consolidation adjustments and other   22,082   12,344 
  

 
  

 
 

Reconciling items sub-total   1,436,658   1,431,872 
  

 
  

 
 

Consolidated assets  $ 2,359,435  $ 2,237,085 
  

 

  

 

 

 

(1)  This item represents changes to the contract land deposit impairment reserve, which is not allocated to the reportable segments.
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(2)  The increase in equity-based compensation expense in the second quarter of 2010 compared to the same period of 2009 is attributable to the granting of

non-qualified stock options (“Options”) and restricted share units (“RSUs”) in the second quarter of 2010 (see Note 5 of the Notes to the Condensed
Consolidated Financial Statements). In the six-month period, the increase in equity-based compensation expense related to the second quarter grants is
offset due to a significant number of outstanding options, primarily within the 2000 Broadly-based Stock Option Plan, becoming fully vested on
December 31, 2009, and thus fully expensed.

 

(3)  This item represents the elimination of the corporate capital allocation charge included in the respective homebuilding reportable segments. The
corporate capital allocation charge is based on the segment’s monthly average asset balance, and is as follows for the periods presented:

                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Homebuilding Mid Atlantic  $ 11,869  $ 10,436  $ 21,664  $ 20,010 
Homebuilding North East   1,672   1,710   3,222   3,261 
Homebuilding Mid East   2,661   2,179   4,737   4,242 
Homebuilding South East   1,751   1,374   2,810   2,882 
  

 
  

 
  

 
  

 
 

Total  $ 17,953  $ 15,699  $ 32,433  $ 30,395 
  

 

  

 

  

 

  

 

 

 
(4)  The increase in unallocated corporate overhead in both the three and six-month periods is primarily attributable to an increase in management incentive

costs as the prior year incentive plan was limited to a payout of 50% of the maximum bonus opportunity, while the current year has no similar
limitation.

 

(5)  The decrease in consolidated variable interest entities (“VIEs”) is attributable to the adoption of amended ASC 810, which resulted in the
deconsolidation in 2010 of all VIEs consolidated in 2009. See Note 2 for additional discussion of VIEs.

12. Fair Value

     Financial Instruments

     Except as otherwise noted here, NVR believes that insignificant differences exist between the carrying value and the fair value of its financial instruments.
On June 15, 2010, the Company redeemed upon maturity, the outstanding 5% Senior Notes due 2010 (“Senior Notes”) at par. As of December 31, 2009, the
carrying value of the Senior Notes was $133,370, and the estimated fair value, which is based on a quoted market price, was $134,829.

     Derivative Instruments and Mortgage Loans Held for Sale

     In the normal course of business, NVR’s mortgage banking segment enters into contractual commitments to extend credit to buyers of single-family homes
with fixed expiration dates. The commitments become effective when the borrowers “lock-in” a specified interest rate within time frames established by
NVR. All mortgagors are evaluated for credit worthiness prior to the extension of the commitment. Market risk arises if interest rates move adversely between
the time of the “lock-in” of rates by the borrower and the sale date of the loan to a broker/dealer. To mitigate the effect of the interest rate risk inherent in
providing rate lock commitments to borrowers, the Company enters into optional or mandatory delivery forward sale contracts to sell whole loans and
mortgage-backed securities to broker/dealers. The forward sale contracts lock in an interest rate and price for the sale of loans similar to the specific rate lock
commitments. NVR does not engage in speculative or trading derivative activities. Both the rate lock commitments to borrowers and the forward sale
contracts to broker/dealers are undesignated derivatives and, accordingly, are marked to fair value through earnings. At June 30, 2010, there were contractual
commitments to extend credit to borrowers
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aggregating approximately $162,034 and open forward delivery contracts aggregating approximately $373,512.

     GAAP assigns a fair value hierarchy to the inputs used to measure fair value. Level 1 inputs are quoted prices in active markets for identical assets and
liabilities. Level 2 inputs are inputs other than quoted market prices that are observable for the asset or liability, either directly or indirectly. Level 3 inputs are
unobservable inputs. The fair value of the Company’s rate lock commitments to borrowers and the related input levels includes, as applicable:

 i)  the assumed gain/loss of the expected resultant loan sale (level 2);

 ii)  the effects of interest rate movements between the date of the rate lock and the balance sheet date (level 2); and

 iii) the value of the servicing rights associated with the loan (level 2).

     The assumed gain/loss considers the amount that the Company has discounted the price to the borrower from par for competitive reasons and the excess
servicing to be received or buydown fees to be paid upon securitization of the loan. The excess servicing and buydown fees are calculated pursuant to
contractual terms with investors. To calculate the effects of interest rate movements, the Company utilizes applicable published mortgage-backed security
prices, and multiplies the price movement between the rate lock date and the balance sheet date by the notional loan commitment amount. The Company sells
all of its loans on a servicing released basis, and receives a servicing released premium upon sale. Thus, the value of the servicing rights, which averaged 143
basis points of the loan amount as of June 30, 2010, is included in the fair value measurement and is based upon contractual terms with investors and varies
depending on the loan type. The Company assumes an approximate 7% fallout rate when measuring the fair value of rate lock commitments. Fallout is
defined as locked loan commitments for which the Company does not close a mortgage loan and is based on historical experience.

     The fair value of the Company’s forward sales contracts to broker/dealers solely considers the market price movement of the same type of security
between the trade date and the balance sheet date (level 2). The market price changes are multiplied by the notional amount of the forward sales contracts to
measure the fair value.

     Mortgage loans held for sale are recorded at fair value when closed, and thereafter are carried at the lower of cost or fair value, net of deferred origination
costs, until sold. The fair value of loans held for sale of $244,313 included in the accompanying condensed consolidated balance sheet has been increased by
$6,374 from the aggregate principal balance of $237,939.

     The undesignated derivative instruments are included in the accompanying condensed consolidated balance sheet as follows:
       
  Balance  Fair  
  Sheet  Value  
  Location  June 30, 2010 
Derivative Assets:       
Rate Lock Commitments  NVRM - Other assets  $ 2,709 
  

 
 

 

 

       
Derivative Liabilities:       

Forward Sales Contracts  
NVRM - Accounts payable 
and other liabilities  $ 5,422 
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     The unrealized gain or loss from the change in the fair value measurements is included in earnings as a component of mortgage banking fees in the
accompanying condensed consolidated statements of income as follows:
                         
      Assumed   Interest           Total Fair  
  Notional or   Gain (Loss)  Rate   Servicing  Security   Value  
  Principal   From Loan  Movement  Rights   Price   Adjustment 
  Amount   Sale   Effect   Value   Change   Gain/(Loss) 
Rate lock commitments  $ 162,034  $ (756)  $ 1,356  $ 2,109      $ 2,709 
Forward sales contracts  $ 373,512               (5,422)   (5,422)
Mortgages held for sale  $ 237,939   (1,131)   4,100   3,405       6,374 
      

 
  

 
  

 
  

 
  

 
 

                         
Total Fair Value Measurement, June 30, 2010       (1,887)   5,456   5,514   (5,422)   3,661 
                         
Less: Fair Value Measurement, December 31, 2009       (788)   (2,501)   2,187   2,445   1,343 
      

 
  

 
  

 
  

 
  

 
 

                         
Total Fair Value Adjustment for the six-month

period ended June 30, 2010      $ (1,099)  $ 7,957  $ 3,327  $ (7,867)  $ 2,318 
      

 

  

 

  

 

  

 

  

 

 

     The fair value measurement will be impacted in the future by the change in the value of the servicing rights and the volume and product mix of the
Company’s closed loans and locked loan commitments.

13. Debt

     On June 15, 2010, the Company redeemed upon maturity, $133,370 in outstanding 5% Senior Notes due 2010 (“Senior Notes”) at par. The Company has
no Senior Notes outstanding as of June 30, 2010.

     NVR’s wholly owned mortgage banking subsidiary, NVR Mortgage Finance, Inc. (“NVRM”), provides for its mortgage origination activities through a
revolving mortgage repurchase facility (the “Repurchase Facility”). The Repurchase Facility provides for loan purchases up to $100,000, subject to certain
sublimits. In addition, the Repurchase Agreement provides for an accordion feature under which NVRM may request that the aggregate commitments under
the Repurchase Agreement be increased to an amount up to $125,000. The Repurchase Agreement expires on August 3, 2010.

     At June 30, 2010, there was approximately $79,000 outstanding under the Repurchase Facility, which is included in Mortgage Banking “Note payable” in
the accompanying condensed consolidated financial statement. Amounts outstanding under the Repurchase Facility are collateralized by the Company’s
mortgage loans held for sale, which are included in assets in the June 30, 2010 balance sheet in the accompanying condensed consolidated financial
statements. As of June 30, 2010, there were no borrowing base limitations under the Repurchase Facility. There are several restrictions on purchased loans,
including that they cannot be sold to others, they cannot be pledged to anyone other than the agent, and they cannot support any other borrowing or
repurchase agreement.

      On July 30, 2010, the Company entered into the Second Amendment to the Master Repurchase Agreement (the “Amended Repurchase Agreement”),
extending the term of the Repurchase Facility to August 2, 2011. Terms and conditions of the Amended Repurchase Agreement are consistent with those in
the expiring Repurchase Facility. The Amended Repurchase Agreement is attached as Exhibit 10.6 to this 
Form 10-Q.

14. Commitments and Contingencies

     On July 18, 2007, former and current employees filed lawsuits against the Company in the Court of Common Pleas in Allegheny County, Pennsylvania
and Hamilton County, Ohio, in Superior Court in Durham County, North Carolina, and in the Circuit Court in Montgomery County, Maryland, and on July
19, 2007 in the Superior Court in New Jersey, alleging that the Company incorrectly classified its sales and marketing
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representatives as being exempt from overtime wages. These lawsuits are similar in nature to another lawsuit filed on October 29, 2004 by another former
employee in the United States District Court for the Western District of New York. The complaints seek injunctive relief, an award of unpaid wages, including
fringe benefits, liquidated damages equal to the overtime wages allegedly due and not paid, attorney and other fees and interest, and where available, multiple
damages. The suits were filed as purported class actions. However, while a number of individuals have filed consents to join and assert federal claims in the
New York action, none of the groups of employees that the lawsuits purport to represent have been certified as a class. The lawsuits filed in Ohio,
Pennsylvania, Maryland, New Jersey and North Carolina have been stayed pending further developments in the New York action.

     The Company believes that its compensation practices in regard to sales and marketing representatives are entirely lawful and in compliance with two
letter rulings from the United States Department of Labor (“DOL”) issued in January 2007. The two courts to most recently consider similar claims against
other homebuilders have acknowledged the DOL’s position that sales and marketing representatives were properly classified as exempt from overtime wages
and the only court to have directly addressed the exempt status of such employees concluded that the DOL’s position was valid. Accordingly, the Company
has vigorously defended and intends to continue to vigorously defend these lawsuits. Because the Company is unable to determine the likelihood of an
unfavorable outcome of this case, or the amount of damages, if any, the Company has not recorded any associated liabilities in the accompanying condensed,
consolidated balance sheets.

     In June 2010, the Company received a Request for Information from the United States Environmental Protection Agency (the “EPA”) pursuant to
Section 308 of the Clean Water Act. The request seeks information about storm water discharge practices in connection with homebuilding projects
completed or underway by the Company. The Company has informed the EPA that it will cooperate with this request. At this time, the Company cannot
predict the outcome of this inquiry, nor can it reasonably estimate the potential costs that may be associated with its eventual resolution.

     In April 2010, NVRM received a Report of Examination (“ROE”) from the Office of the Commissioner of Banks of the State of North Carolina reporting
certain findings that resulted from the Commissioner’s examination of selected files relating to loans originated by NVRM in North Carolina between
August 1, 2006 and August 31, 2009. The ROE alleged that certain of the loan files reflected violations of North Carolina and/or U.S. lending or consumer
protection laws. The ROE requested that NVRM correct or otherwise address the alleged violations and in some instances requested that NVRM undertake an
examination of all of its other loans in North Carolina to determine whether similar alleged violations may have occurred, and if so, to take corrective action.
NVRM responded to the ROE by letter dated June 10, 2010, contesting the findings and allegations, providing factual information to correct certain of the
findings, and refuting the Commissioner’s interpretation of applicable law. The Commissioner has not yet responded to NVRM’s letter. Accordingly, while
the outcome of the matter is currently not determinable, NVR does not expect resolution of the matter to have a material adverse effect on the Company’s
financial position.

     NVR and its subsidiaries are also involved in various other litigation arising in the ordinary course of business. In the opinion of management, and based
on advice of legal counsel, this litigation is not expected to have a material adverse effect on the financial position or results of operations of NVR. Legal
costs incurred in connection with outstanding litigation are expensed as incurred.

15. Recent Accounting Pronouncements

     In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets, as codified in ASC 860, Transfers and Servicing, which
changes the conditions for reporting a transfer of a
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portion of a financial asset as a sale and requires additional year-end and interim disclosures. ASC 860 was effective for the Company beginning January 1,
2010. The adoption of ASC 860 did not have a material impact on the Company’s financial statements.

     In January 2010, the FASB issued Accounting Standards Update (“ASU”) No. 2010-06, Fair Value Measurements and Disclosures (Topic 820) —
Improving Disclosures about Fair Value Measurements, which amends ASC 820 to require the disclosure of additional information related to fair value
measurement and provide clarification to existing requirements for fair value measurement disclosure. ASU 2010-06 was effective for the Company
beginning January 1, 2010. The Company’s disclosures conform to the requirements of ASU 2010-06. Refer to Note 11 for additional discussion of fair value
measurements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
  (dollars in thousands)

Forward-Looking Statements

     Some of the statements in this Form 10-Q, as well as statements made by us in periodic press releases or other public communications, constitute
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934. Certain, but not necessarily all, of such forward-looking statements can be identified by
the use of forward-looking terminology, such as “believes,” “expects,” “may,” “will,” “should,” or “anticipates” or the negative thereof or other comparable
terminology. All statements other than of historical facts are forward looking statements. Forward looking statements contained in this document include
those regarding market trends, NVR’s financial position, business strategy, the outcome of pending litigation, projected plans and objectives of management
for future operations. Such forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause the actual results or
performance of NVR to be materially different from future results, performance or achievements expressed or implied by the forward-looking statements.
Such risk factors include, but are not limited to the following: general economic and business conditions (on both a national and regional level); interest rate
changes; access to suitable financing by NVR and NVR’s customers; competition; the availability and cost of land and other raw materials used by NVR in its
homebuilding operations; shortages of labor; weather related slow-downs; building moratoriums; governmental regulation; fluctuation and volatility of stock
and other financial markets; mortgage financing availability; and other factors over which NVR has little or no control. NVR undertakes no obligation to
update such forward-looking statements, except as required by law. For additional information regarding risk factors, see Part I, Item 1A of our Form 10-K
for the year ended December 31, 2009 and Part II, Item 1A of this Report.

     Unless the context otherwise requires, references to “NVR”, “we”, “us” or “our” include NVR and its subsidiaries.

Results of Operations for the Three and Six Months Ended June 30, 2010 and 2009

Overview

     Our primary business is the construction and sale of single-family detached homes, townhomes and condominium buildings, all of which are primarily
constructed on a pre-sold basis. To fully serve customers of our homebuilding operations, we also operate a mortgage banking and title services business. We
primarily conduct our operations in mature markets. Additionally, we generally grow our business through market share gains in our existing markets and by
expanding into markets contiguous to our current active markets. Our four homebuilding reportable segments consist of the following regions:
     
  Mid Atlantic:  Maryland, Virginia, West Virginia and Delaware
  North East:  New Jersey and eastern Pennsylvania
  Mid East:  Kentucky, New York, Ohio, western Pennsylvania and Indiana
  South East:  North Carolina, South Carolina, Tennessee and Florida

     Our lot acquisition strategy is predicated upon avoiding the financial requirements and risks associated with direct land ownership and development.
Historically, we have not engaged in land development to obtain finished lots for use in our homebuilding operations. Instead, we have acquired finished lots
at market prices from various third party land developers pursuant to fixed price purchase agreements. These purchase agreements require deposits, typically
ranging up to 10% of the aggregate purchase price of the finished lots, in the form of cash or letters of credit that may be forfeited if we fail to perform under
the purchase agreement. This strategy has allowed us to maximize inventory turnover, which we believe enables us to minimize market risk and to operate
with less capital, thereby enhancing rates of return on equity and total capital.
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     Our continued success is contingent upon our ability to control an adequate supply of finished lots on which to build and on our developers’ ability to
timely deliver finished lots to meet the sales demands of our customers. However, the current economic conditions and the continued downturn of the
homebuilding industry have exerted pressure on our developers’ ability to obtain acquisition and development financing or to raise equity investments to
finance land development activity, potentially constraining our supply of finished lots. This pressure has necessitated that in certain specific strategic
circumstances we deviate from our historical lot acquisition strategy and engage in joint venture arrangements with land developers or directly acquire raw
ground zoned for its intended use for development. Once we acquire control of any raw ground, we will determine whether to sell the raw parcel to a
developer and enter into a fixed price purchase agreement with the developer to purchase the finished lots, or whether we will hire a developer to develop the
land on our behalf. While joint venture arrangements and direct land development activity are not our preferred method of acquiring finished building lots, we
may enter additional transactions in the future on a limited basis where there exists a compelling strategic or prudent financial reason to do so. We expect,
however, to continue to acquire substantially all of our finished lot inventory using fixed price purchase agreements with forfeitable deposits.

     As of June 30, 2010, we controlled approximately 46,300 lots under purchase agreements with deposits in cash and letters of credit totaling approximately
$153,000 and $5,100, respectively, and approximately 1,200 additional lots through joint ventures. Included in the number of controlled lots are
approximately 10,200 lots for which we have recorded a contract land deposit impairment reserve of $81,300 as of June 30, 2010. See Note 3 to the
condensed consolidated financial statements included herein for additional information regarding contract land deposits. Further, as of June 30, 2010, we had
approximately $17,000 in land under development, all of which was acquired during the current quarter, that once fully developed will result in 155 lots.

     In addition to constructing homes primarily on a pre-sold basis and utilizing what we believe is a conservative lot acquisition strategy, we focus on
obtaining and maintaining a leading market position in each market we serve. This strategy allows us to gain valuable efficiencies and competitive advantages
in our markets, which we believe contributes to minimizing the adverse effects of regional economic cycles and provides growth opportunities within these
markets.

Overview of the Current Business Environment

     The current home sales environment remains challenging. Homebuyer confidence continues to be negatively impacted by the economic downturn,
concerns regarding unemployment (which remains at historically high rates), as well as the weakness of home values. In addition, the housing market is still
characterized by high levels of existing and new homes available for sale driven by slowed demand and high foreclosure rates. The stabilization we had begun
to experience towards the end of 2009 and into the first quarter of 2010 has been negatively impacted by the expiration of the federal homebuyer tax credit as
of April 30, 2010. To qualify for the tax credit, purchasers were required to enter into a sales contract prior to April 30, 2010. After April 30, new home sales
experienced sharp declines, providing evidence that rather than increasing overall demand, the tax credit may have merely accelerated existing demand. The
current home sales environment also continues to be adversely impacted by a restrictive mortgage lending environment that has made it more difficult for our
customers to obtain mortgage financing.

     In addition to the sales contract deadline noted above, purchasers intending to qualify for the tax credit were also subject to an initial settlement deadline of
June 30, 2010. This initial settlement deadline had a significant impact on our second quarter financial results, as we experienced a 63% increase in the
number of units settled in the current quarter compared to the same quarter in the prior year and a 74% increase from the first quarter of the current year. Due
to the increase in settlements, consolidated revenues for the second quarter of 2010 totaled approximately $964,504, a 54% increase from the second quarter
of 2009. Additionally, net income and diluted earnings per share in the current quarter increased approximately 72% and 64%, respectively, compared to the
second quarter of 2009. Gross profit margins within our homebuilding
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business decreased to 18.5% in the second quarter of 2010 as compared to 19.3% in the second quarter of 2009. The decrease in gross profit margins is
primarily attributable to the 2009 second quarter being favorably impacted by the recovery of approximately $4,500, or 73 basis points, of contract land
deposits previously determined to be uncollectible.

     We expect to continue to experience pressure on sales and selling prices over at least the next several quarters in all of our markets despite historically low
mortgage rates and reduced housing prices, as significant economic uncertainties remain. However, we believe that we are well positioned to take advantage
of opportunities that may arise due to the strength of our balance sheet and liquidity. As of June 30, 2010, our cash and cash equivalents and marketable
securities balances totaled approximately $1,266,000. During the current quarter, we redeemed our 5% Senior Notes due 2010, totaling $133,370, upon their
maturity on June 15, 2010. In addition, we repurchased approximately $176,100 of our common stock during the quarter.

Homebuilding Operations

     The following table summarizes the results of operations and other data for the consolidated homebuilding operations:
                 
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2010   2009   2010   2009  
Revenues  $ 946,972  $ 612,488  $ 1,524,353  $ 1,160,817 
Cost of Sales  $ 771,475  $ 494,240  $ 1,242,544  $ 956,870 
Gross profit margin percentage   18.5%  19.3%  18.5%  17.6%
Selling, general and administrative  $ 69,137  $ 54,664  $ 129,878  $ 114,358 
Settlements (units)   3,345   2,048   5,264   3,821 
Average settlement price  $ 283.0  $ 298.6  $ 289.5  $ 303.3 
New orders (units)   2,559   2,728   5,499   5,154 
Average new order price  $ 309.6  $ 294.8  $ 297.4  $ 288.7 
Backlog (units)           3,766   4,497 
Average backlog price          $ 315.3  $ 296.2 

Consolidated Homebuilding — Three Months Ended June 30, 2010 and 2009

     Homebuilding revenues increased 55% for the second quarter of 2010 from the same period in 2009 as a result of a 63% increase in the number of units
settled, offset partially by a 5% decrease in the average settlement price quarter over quarter. As previously mentioned in the Overview section, purchasers
intending to qualify for the tax credit were subject to an initial settlement deadline of June 30, 2010. This initial settlement deadline contributed significantly
to the increase in the number of units settled quarter over quarter. Subsequent to June 30, 2010, the federal homebuyer tax credit settlement deadline was
extended to September 30, 2010. This extension will not impact settlements in our third quarter. Additionally, the quarter over quarter variance in settlements
was partially attributable to the negative impact on the second quarter 2009 settlements of the sharp economic decline that occurred in the fourth quarter of
2008 and which continued into the first quarter of 2009.

     Gross profit margins in the quarter ended June 30, 2010 decreased compared to the second quarter of 2009 due to the 2009 second quarter being favorably
impacted by the recovery of approximately $4,500, or 73 basis points, of contract land deposits previously determined to be uncollectible. In addition, gross
profit margins were negatively impacted by continuing pressure on selling prices in prior quarters leading to the aforementioned 5% decrease in the average
settlement price quarter over quarter. We expect to continue to experience gross profit margin pressure over at least the next several quarters due to significant
market uncertainties as discussed in the Overview section above.
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     The number of new orders, net of cancellations (“new orders”) for the second quarter of 2010 decreased 6% compared to the second quarter of 2009, while
the average sales price of new orders increased 5% quarter over quarter. The decline in new orders was driven primarily by the April 30, 2010 expiration of
the federal homebuyer tax credit, which we believe generated urgency for certain homebuyers intending to qualify for the tax credit, pulling sales forward into
the first quarter of 2010. In addition, the tax credit expiration led to a decline in our percentage of first-time homebuyers during the current quarter. We expect
new orders to be negatively impacted over the next several months due to the lingering impact of the federal homebuyer tax credit. The increase in the
average price of new orders was attributable to a product mix shift away from our attached products to our detached product which generally sell at higher
price points.

     Selling, general and administrative (“SG&A”) expenses in the second quarter of 2010 increased by 26% compared to the second quarter of 2009, but as a
percentage of revenue decreased to 7% from 9% quarter over quarter. The increase in SG&A expenses was attributable primarily to an approximate $3,800
increase in management incentive costs as prior year incentive plans were limited to payouts of 50% of incentive earned. In addition, stock-based
compensation costs increased approximately $3,300 in the second quarter of 2010 compared to the same period in 2009 due to the grant of non-qualified
stock options and restricted share units under the 2010 Equity Incentive Plan which was approved by our shareholders at the May 2010 Annual Meeting (see
Note 5 in the accompanying condensed consolidated financial statements for additional discussion of stock-based compensation and the 2010 Equity
Incentive Plan). Finally, SG&A expenses were also impacted by an approximate $3,800 increase in selling and marketing costs quarter over quarter due to the
difficult selling conditions in the current quarter and to an increase in the average number of active communities to 373 communities in the second quarter of
2010 from 356 communities in the same period in 2009.

Consolidated Homebuilding — Six Months Ended June 30, 2010 and 2009

     Homebuilding revenues increased 31% for the six months ended June 30, 2010 compared to the same period in 2009 as a result of a 38% increase in the
number of units settled, offset partially by a 5% decrease in the average settlement price period over period. The number of units settled increased in all of our
markets period over period. These increases are primarily attributable to the aforementioned impact of the federal homebuyer tax credit’s June 30, 2010
settlement deadline. Average settlement prices were negatively impacted primarily by a 4% lower average price of homes in the beginning backlog entering
2010 compared to the same period in 2009.

     Gross profit margins in the first six months of 2010 increased approximately 90 basis points compared to the first six months of 2009 primarily due to the
negative impact on the 2009 results of the sharp decline in overall economic conditions that occurred in the fourth quarter of 2008 and which continued into
the first quarter of 2009. In addition, gross profit margins in 2010 were favorably impacted by cost control measures within our purchasing and production
operations. Despite these favorable results period over period, we expect to continue to experience gross profit margin pressure over at least the next several
quarters due to significant market uncertainties as discussed in the Overview section above.

     The number of new orders for the first six months of 2010 increased 7% compared to the same period in 2009, while the average sales price of new orders
increased 3% period over period. The increase in new orders was driven primarily by higher new orders in the first quarter of 2010, due to the April 30, 2010
expiration of the federal homebuyer tax credit. We believe that the expiration of the tax credit generated urgency for certain homebuyers intending to qualify
for the tax credit, pulling sales forward into the first quarter of 2010. As a result, we experienced the aforementioned 6% decrease in new orders in the second
quarter of 2010 compared to the second quarter of 2009. We expect new orders to be negatively impacted over the next several months due to the lingering
impact of the federal homebuyer tax credit. The increase in the average price of new orders was attributable to a product mix shift away from our attached
products to our detached product which generally sell at higher price points.
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     SG&A expenses in the first six months of 2010 increased 14% compared to the same period of 2009, but as a percentage of revenue decreased to 9% from
10%, period over period. The increase in SG&A expenses was primarily attributable to an approximate $8,300 increase in management incentive costs as
prior year incentive plans were limited to payouts of 50% of incentive earned. In addition, SG&A expenses were impacted by an approximate $4,100 increase
in selling and marketing costs period over period due to the difficult selling conditions in the second quarter of 2010 and to an increase in the average number
of active communities to 366 communities in the first six months of 2010 from 357 communities in the same period in 2009.

     Backlog units and dollars were 3,766 and $1,187,599, respectively, as of June 30, 2010 compared to 4,497 and $1,332,056 as of June 30, 2009. The
decrease in backlog units was primarily attributable to the increased settlement activity for the six-month period ended June 30, 2010 as discussed above.
Backlog dollars were negatively impacted by the decrease in backlog units.

     Backlog, which represents homes sold but not yet settled with the customer, may be impacted by customer cancellations for various reasons that are
beyond our control, such as failure to obtain mortgage financing, inability to sell an existing home, job loss, or a variety of other reasons. In any period, a
portion of the cancellations that we experience are related to new sales that occurred during the same period, and a portion are related to sales that occurred in
prior periods and therefore appeared in the opening backlog for the current period. Expressed as the total of all cancellations during the period as a percentage
of gross sales during the period, our cancellation rate was approximately 11% and 14% in the first six months of 2010 and 2009, respectively. During the most
recent four quarters, approximately 5% of a reporting quarter’s opening backlog cancelled during the fiscal quarter. We can provide no assurance that our
historical cancellation rates are indicative of the actual cancellation rate that may occur in 2010. See “Risk Factors” in Part I, Item 1A of our Form 10-K for
the year ended December 31, 2009 and Part II, Item 1A of this Report.

Reportable Segments

     Homebuilding profit before tax includes all revenues and income generated from the sale of homes, less the cost of homes sold, SG&A expenses, and a
corporate capital allocation charge determined at the corporate headquarters. The corporate capital allocation charge eliminates in consolidation, is based on
the segment’s average net assets employed, and is charged using a consistent methodology in the periods presented. The corporate capital allocation charged
to the operating segment allows the Chief Operating Decision Maker to determine whether the operating segment’s results are providing the desired rate of
return after covering our cost of capital. We record charges on contract land deposits when we determine that it is probable that recovery of the deposit is
impaired. For segment reporting purposes, impairments on contract land deposits are generally charged to the operating segment upon the determination to
terminate a finished lot purchase agreement with the developer or to restructure a lot purchase agreement resulting in the forfeiture of the deposit. We evaluate
our entire net contract land deposit portfolio for impairment each quarter. For additional information regarding our contract land deposit impairment analysis,
see the Critical Accounting Policies section within this Management Discussion and Analysis. For presentation purposes below, the contract land deposit
reserve at June 30, 2010 and 2009 has been allocated to the respective year’s reportable segments to show contract land deposits on a net basis. The net
contract land deposit balances below also include $5,091 and $5,445 at June 30, 2010 and 2009, respectively, of letters of credit issued as deposits in lieu of
cash. The following table summarizes certain homebuilding operating activity by segment for the three and six months ended June 30, 2010 and 2009:
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  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2010   2009   2010   2009  
Mid Atlantic:                 
Revenues  $ 560,105  $ 379,361  $ 899,574  $ 721,116 
Settlements (units)   1,672   1,057   2,607   1,985 
Average settlement price  $ 335.0  $ 358.9  $ 345.0  $ 363.3 
New orders (units)   1,303   1,421   2,694   2,624 
Average new order price  $ 367.5  $ 353.5  $ 358.9  $ 345.8 
Backlog (units)           1,950   2,415 
Average backlog price          $ 377.4  $ 350.1 
Gross profit margin  $ 110,931  $ 76,378  $ 178,072  $ 137,324 
Gross profit margin percentage   19.8%  20.1%  19.8%  19.0%
Segment profit  $ 77,058  $ 46,978  $ 114,918  $ 78,885 
New order cancellation rate   9.5%  14.4%  8.7%  14.9%
Inventory:                 

Sold inventory          $ 218,264  $ 271,581 
Unsold lots and housing units          $ 30,980  $ 24,020 

Unsold inventory impairments  $ 223  $ 728  $ 261  $ 1,097 
Contract land deposits, net          $ 56,869  $ 25,319 
Total lots controlled           27,016   23,813 
Total lots reserved           6,552   9,846 
Contract land deposit impairments  $ 1,327  $ 2,241  $ 1,327  $ 3,306 
Average active communities   169   172   165   172 
                 
North East:                 
Revenues  $ 84,962  $ 57,143  $ 149,119  $ 110,518 
Settlements (units)   282   197   502   381 
Average settlement price  $ 301.3  $ 290.1  $ 297.0  $ 290.1 
New orders (units)   219   246   479   481 
Average new order price  $ 332.0  $ 278.4  $ 317.8  $ 281.8 
Backlog (units)           302   403 
Average backlog price          $ 336.2  $ 279.9 
Gross profit margin  $ 12,381  $ 10,673  $ 23,842  $ 19,112 
Gross profit margin percentage   14.6%  18.7%  16.0%  17.3%
Segment profit  $ 6,173  $ 5,096  $ 11,928  $ 8,323 
New order cancellation rate   16.1%  13.1%  14.9%  13.5%
Inventory:                 

Sold inventory          $ 37,199  $ 43,252 
Unsold lots and housing units          $ 4,235  $ 1,812 

Unsold inventory impairments  $ 27  $ 509  $ 297  $ 550 
Contract land deposits, net          $ 6,489  $ 5,596 
Total lots controlled           3,548   3,238 
Total lots reserved           456   1,143 
Contract land deposit impairments  $ 3,689  $ 60  $ 3,689  $ 69 
Average active communities   34   38   34   37 
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  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2010   2009   2010   2009  
Mid East:                 
Revenues  $ 194,736  $113,982  $ 319,725  $ 206,092 
Settlements (units)   922   533   1,487   946 
Average settlement price  $ 211.0  $ 212.1  $ 214.9  $ 216.0 
New orders (units)   749   746   1,628   1,447 
Average new order price  $ 227.5  $ 215.7  $ 216.9  $ 213.2 
Backlog (units)           1,101   1,232 
Average backlog price          $ 226.4  $ 217.3 
Gross profit margin  $ 35,011  $ 19,528  $ 57,289  $ 34,806 
Gross profit margin percentage   18.0%  17.1%  17.9%  16.9%
Segment profit  $ 21,382  $ 8,049  $ 32,316  $ 12,744 
New order cancellation rate   11.9%  12.2%  10.6%  13.6%
Inventory:                 

Sold inventory          $ 58,597  $ 69,375 
Unsold lots and housing units          $ 12,256  $ 7,672 

Unsold inventory impairments  $ 192  $ 152  $ 258  $ 152 
Contract land deposits, net          $ 8,274  $ 5,947 
Total lots controlled           10,370   11,284 
Total lots reserved           1,892   3,105 
Contract land deposit impairments  $ 94  $ 1,609  $ 180  $ 1,822 
Average active communities   110   98   109   99 
                 
South East:                 
Revenues  $ 107,169  $ 62,002  $ 155,935  $ 123,091 
Settlements (units)   469   261   668   509 
Average settlement price  $ 228.5  $ 237.6  $ 233.4  $ 241.8 
New orders (units)   288   315   698   602 
Average new order price  $ 244.5  $ 230.3  $ 233.9  $ 227.2 
Backlog (units)           413   447 
Average backlog price          $ 244.1  $ 237.2 
Gross profit margin  $ 17,786  $ 10,862  $ 25,473  $ 20,325 
Gross profit margin percentage   16.6%  17.5%  16.3%  16.5%
Segment profit  $ 9,956  $ 3,952  $ 11,013  $ 6,475 
New order cancellation rate   19.3%  13.7%  13.4%  13.9%
Inventory:                 

Sold inventory          $ 25,019  $ 28,889 
Unsold lots and housing units          $ 6,742  $ 5,159 

Unsold inventory impairments  $ 261  $ 140  $ 275  $ 140 
Contract land deposits, net          $ 4,848  $ 1,362 
Total lots controlled           6,544   5,977 
Total lots reserved           1,278   3,255 
Contract land deposit impairments  $ 1,255  $ 504  $ 1,255  $ 520 
Average active communities   60   48   58   49 
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Mid Atlantic

Three Months Ended June 30, 2010 and 2009

     The Mid Atlantic segment had an approximate $30,100 increase in segment profit in the three months ended June 30, 2010 compared to the same period in
2009. The increase in segment profit was driven by an increase of approximately $180,700, or 48%, in revenues quarter over quarter due primarily to a 58%
increase in the number of units settled, offset partially by a 7% decrease in the average settlement price. The increase in units settled was primarily
attributable to completing settlements prior to the federal homebuyer tax credit’s original settlement deadline of June 30, 2010 to ensure homebuyers qualified
for the tax credit. In addition, the number of units settled was favorably impacted by a 13% higher backlog unit balance entering the second quarter of 2010
compared to the same period in 2009. The Mid Atlantic segment’s gross profit margin percentage for the second quarter of 2010 remained relatively flat with
gross profit margins in the same period in 2009, despite the 7% decrease in the average settlement price quarter over quarter, as the result of cost control
measures implemented in prior periods and lower average lot costs quarter over quarter.

     Segment new orders for the second quarter of 2010 decreased 8% from the same period in 2009. The segment’s average sales price of new orders
increased 4% in the quarter compared to the second quarter of 2009. The decline in new orders was driven primarily by the April 30, 2010 expiration of the
federal homebuyer tax credit, which we believe generated urgency for certain homebuyers intending to qualify for the tax credit, pulling sales forward into the
first quarter of 2010. The increase in the average price of new orders was attributable to a product mix shift away from our attached products to our detached
product which generally sell at higher price points.

Six Months Ended June 30, 2010 and 2009

     The Mid Atlantic segment had an approximate $36,000 increase in segment profit in the six months ended June 30, 2010 compared to the same period in
2009. Revenues increased approximately $178,500, or 25%, for the six months ended June 30, 2010 from the prior year period on a 31% increase in the
number of units settled, offset partially by a 5% decrease in the average settlement price. The increase in units settled was attributable entirely to the second
quarter activity as discussed above. The decrease in the average settlement price was primarily attributable to a 3% lower average price of homes in the
beginning backlog period over period. The segment’s gross profit margin percentage increased to 19.8% in 2010 from 19.0% in 2009. Gross profit margins
were favorably impacted primarily by cost control measures taken in prior quarters, reducing material and land costs, as well as personnel costs. In addition,
gross profit margins were favorably impacted by lower contract land deposit impairment charges in the 2010 period of $1,327, or 15 basis points, compared to
$3,306, or 46 basis points, in the same period in 2009.

     Segment new orders and the average sales price of new orders for the six-month period ended June 30, 2010 increased approximately 3% and 4%,
respectively, compared to new orders and the average sales price in the prior year period. The number of new orders were favorably impacted by the urgency
created for certain homebuyers of the expiring federal homebuyer tax credit and by a stabilization of home values in many of the markets within the Mid
Atlantic segment in 2010, favorably impacting homebuyer confidence. In addition, new orders were favorably impacted by a decrease in the cancellation rate
in the first six months of 2010 to 9% from 15% during the same period of 2009. Although sales were higher year over year, we believe that the expiration of
the federal homebuyer tax credit attributed to the aforementioned 8% second quarter decline in new orders and expect the lingering effects of the tax credit’s
expiration to negatively impact new orders over the next several months.

     Backlog units and dollars decreased approximately 19% and 13%, respectively, period over period. The decrease in backlog units was primarily
attributable to the increased settlement activity for the six-month period ended June 30, 2010. Backlog dollars were negatively impacted by the decrease in
backlog units, offset partially by an 8% increase in the average price of homes in ending backlog, due primarily to the
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aforementioned 4% increase in the average selling price for new orders in the second quarter of 2010 compared to the same period in 2009.

North East

Three Months Ended June 30, 2010 and 2009

     The North East segment had an approximate $1,100 increase in segment profit in the three months ended June 30, 2010 compared to the same period in
2009. The increase in segment profit was driven by an increase of approximately $27,800, or 49%, in revenues quarter over quarter due to a 43% increase in
the number of units settled and a 4% increase in the average settlement price. The increase in units settled was primarily attributable to completing settlements
prior to the federal homebuyer tax credit’s settlement deadline of June 30, 2010 to ensure homebuyers qualified for the tax credit. Gross profit margins
decreased to 14.6% in 2010 from 18.7% in 2009. Gross profit margins were negatively impacted primarily by higher contract land deposit impairment
charges in the 2010 quarter of $3,689, or 434 basis points, compared to $60, or 10 basis points, in the second quarter of 2009.

     Segment new orders decreased 11% in the second quarter of 2010 compared to the same period in the prior year, while the average new order sales price
for the second quarter of 2010 increased 19% from the same period in 2009. The decline in new orders was driven primarily by the April 30, 2010 expiration
of the federal homebuyer tax credit, which we believe generated urgency for certain homebuyers intending to qualify for the tax credit, pulling sales forward
into the first quarter of 2010. The average new order selling price was favorably impacted by a product mix shift away from our attached products to our
detached product which generally sell at higher price points.

Six Months Ended June 30, 2010 and 2009

     The North East segment had an approximate $3,600 increase in segment profit in the six-month period ended June 30, 2010 compared to the same period
in 2009. Revenues increased approximately $38,600, or 35%, for the six-month period ended June 30, 2010 from the prior year period. Revenues increased
due to a 32% increase in the number of units settled and a 2% increase in the average settlement price period over period. The increase in units settled was
primarily attributable to completing settlements prior to the federal homebuyer tax credit’s settlement deadline of June 30, 2010 to ensure homebuyers
qualified for the tax credit. In addition, settlements were favorably impacted by a 7% higher beginning backlog entering 2010 compared to the same period in
2009. Gross profit margins decreased to 16.0% in the first six months of 2010 from 17.3% in the same period 2009. The decrease in gross margins was
attributable primarily to higher contract land deposit impairment charges in the 2010 period of $3,689, or 247 basis points, compared to the 2009 period of
$69, or 6 basis points, offset partially by the favorable impact of cost control measures implemented in prior periods.

     Segment new orders for the six-month period ended June 30, 2010, were flat compared to the same period in 2009, while the average sales price of new
orders increased 13% period over period. New orders in the current year were impacted by the expiration of the federal homebuyer tax credit and will
continue to be impacted by the lingering effects of the federal homebuyer tax credit over the next several months. The average sales price of new orders has
been favorably impacted by a product mix shift away from our attached products to our detached product which generally sell at higher price points.

     Backlog units and dollars decreased approximately 25% and 10%, respectively, period over period. The decrease in backlog units was primarily
attributable to the increased settlement activity for the six-month period ended June 30, 2010. Backlog dollars were negatively impacted by the decrease in
backlog units, offset partially by a 20% increase in the average price of homes in ending backlog, due primarily to the aforementioned 19% increase in the
average selling price for new orders in the second quarter of 2010 compared to the same period in 2009.

29



Table of Contents

Mid East

Three Months Ended June 30, 2010 and 2009

     The Mid East segment had an approximate $13,300 increase in segment profit in the three months ended June 30, 2010 compared to the same period in
2009. The increase in segment profit was driven by an increase of approximately $80,800, or 71% in revenues quarter over quarter due to a 73% increase in
the number of units settled. The increase in units settled was primarily attributable to completing settlements prior to the federal homebuyer tax credit’s
settlement deadline of June 30, 2010 to ensure homebuyers qualified for the tax credit. In addition, the number of units settled was favorably impacted by a
25% higher backlog unit balance entering the second quarter of 2010 compared to the same period in 2009. Gross profit margins increased to 18.0% in the
second quarter of 2010 from 17.1% in the same period of 2009, primarily due to lower contract land deposit impairment charges in the second quarter of 2010
of $94, or 5 basis points, compared to $1,609, or 141 basis points in the second quarter of 2009.

     Segment new orders were flat in the second quarter of 2010 compared to the same period in 2009, and the average sales price increased 5% quarter over
quarter. New orders in the current quarter were favorably impacted by a 12% increase in the average number of active communities quarter over quarter, and
by the 36 new orders in the current quarter in Indianapolis, which began operations in the fourth quarter of 2009. These favorable variances were offset by the
impact of the April 30, 2010 expiration of the federal homebuyer tax credit, which we believe generated urgency for certain homebuyers intending to qualify
for the tax credit, pulling sales forward into the first quarter of 2010. As a result, we experienced a 15% decline in new orders within the segment from the
first quarter to the second quarter of the current year.

Six Months Ended June 30, 2010 and 2009

     The Mid East segment had an approximate $19,600 increase in segment profit in the six-month period ended June 30, 2010 compared to the same period
in 2009. The increase in segment profit was driven by an increase of approximately $113,600, or 55%, in revenues for the six months ended June 30, 2010
compared to the same period in the prior year due to a 57% increase in the number of units settled period over period. The increase in units settled was
primarily attributable to completing settlements prior to the federal homebuyer tax credit’s settlement deadline of June 30, 2010 to ensure homebuyers
qualified for the tax credit. In addition, settlements were favorably impacted by a 31% higher beginning backlog entering 2010 compared to the same period
in 2009. Gross profit margins increased to 17.9% in the first six months of 2010 from 16.9% in the same period of 2009. The increase in gross margins was
attributable primarily to the lower contract land deposit impairment charges in the 2010 period of $180, or 6 basis points, compared to the 2009 period of
$1,822, or 88 basis points, coupled with the favorable impact of cost control measures implemented in prior periods.

     Segment new orders and the average sales price of new orders for the six-month period ended June 30, 2010 increased approximately 13% and 2%,
respectively, compared to new orders and the average sales price in the same period in the prior year. New orders were favorably impacted by a 9% increase
in the average number of active communities period over period, and by the 120 new orders in the current year in Indianapolis, which began operations in the
fourth quarter of 2009. In addition, new orders were favorably impacted by a reduction in cancellation rates in the segment to 11% in 2010 from 14% in the
same period of 2009. Although sales were higher year over year, we believe that the expiration of the federal homebuyer tax credit attributed to the
aforementioned 15% decline in new orders from the first quarter to the second quarter of 2010 and we expect the lingering effects of the tax credit’s
expiration to negatively impact new orders over the next several months.

     Backlog units and dollars decreased approximately 11% and 7%, respectively, year over year. The decrease in backlog units was primarily attributable to
the increased settlement activity for the six-month period ended June 30, 2010. Backlog dollars were negatively impacted by the decrease in backlog units.
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South East

Three Months Ended June 30, 2010 and 2009

     The South East segment had an approximate $6,000 increase in segment profit in the three months ended June 30, 2010 compared to the same period in
2009. The increase in segment profit was driven by an increase of approximately $45,200, or 73%, in revenues quarter over quarter due to an 80% increase in
the number of units settled, offset partially by a 4% decrease in the average settlement price. The increase in units settled was primarily attributable to
completing settlements prior to the federal homebuyer tax credit’s settlement deadline of June 30, 2010 to ensure homebuyers qualified for the tax credit. In
addition, the number of units settled was favorably impacted by a 51% higher backlog unit balance entering the second quarter of 2010 compared to the same
period in 2009. Gross profit margins decreased to 16.6% in the second quarter of 2010 from 17.5% in the same period in 2009. Gross profit margins were
negatively impacted by the lower average settlement prices and by higher contract land deposit impairment charges of $1,255, or 117 basis points, in the
second quarter of 2010, compared to $504, or 81 basis points in the second quarter of 2009.

     Segment new orders during the second quarter of 2010 decreased 9% from the same period in 2009, while the average new order sales price increased by
6% quarter over quarter. Segment new orders declined despite a 26% increase in the average number of active communities quarter over quarter, driven in
part by the opening of new communities in the Orlando, FL and Raleigh, NC markets, in which we began operations in the third quarter of 2009. The decline
in new orders was driven primarily by the April 30, 2010 expiration of the federal homebuyer tax credit, which we believe generated urgency for certain
homebuyers intending to qualify for the tax credit, pulling sales forward into the first quarter of 2010. As a result, new orders within the segment declined
30% from the first quarter to the second quarter of the current year. The increase in the average selling price of new orders is partially attributable to the new
orders in the Raleigh market which are at higher price points than the average selling prices in the other markets within the South East segment. In addition,
the average selling price was favorably impacted by a community mix shift to higher priced communities as the expiring federal homebuyer tax credit has a
lesser impact on the sales of the higher priced products.

Six Months Ended June 30, 2010 and 2009

     The South East segment had an approximate $4,500 increase in segment profit in the six-month period ended June 30, 2010 compared to the same period
in 2009. The increase in segment profit was driven by an increase of approximately $32,800, or 27%, in revenues for the six months ended June 30, 2010
from the prior year period due to a 31% increase in the number of units settled, offset partially by a 4% decrease in the average settlement price period over
period. The increase in units settled was primarily attributable to completing settlements prior to the federal homebuyer tax credit’s settlement deadline of
June 30, 2010 to ensure homebuyers qualified for the tax credit. In addition, settlements were favorably impacted by a 8% higher beginning backlog entering
2010 compared to the same period in 2009. The decrease in the average settlement price is primarily attributable to a 6% lower average price of units in
backlog entering 2010 compared to the same period in 2009. Gross profit margins remained relatively flat in the comparable periods as the negative impact of
the 4% decline in the average settlement price and higher contract land deposit impairment charges of $1,255, or 80 basis points, in 2010 compared to $520,
or 42 basis points in 2009 were offset by the favorable impact of cost control measures implemented in prior periods.

     Segment new orders and the average sales price of new orders for the six-month period ended June 30, 2010 increased approximately 16% and 3%,
respectively, compared to new orders and the average sales price in the same period in the prior year. New orders were favorably impacted by a 20% increase
in the average number of active communities period over period, and by the 64 new orders in the current year in the Orlando, FL and Raleigh, NC markets, in
which we began operations in the third quarter of 2009. Although sales were higher year over year, we believe that the expiration of the federal homebuyer
tax credit attributed to the aforementioned 30% decline in new orders from the first quarter to the second quarter of 2010 and we expect
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the lingering effects of the tax credit’s expiration to negatively impact new orders over the next several months.

     Backlog units and dollars decreased approximately 8% and 5%, respectively, year over year. The decrease in backlog units was primarily attributable to the
increased settlement activity for the six-month period ended June 30, 2010. Backlog dollars were negatively impacted by the decrease in backlog units.

Homebuilding Segment Reconciliations to Consolidated Homebuilding Operations

     In addition to the corporate capital allocation and contract land deposit impairments discussed above, the other reconciling items between homebuilding
segment profit and homebuilding consolidated profit before tax include unallocated corporate overhead (which includes all management incentive
compensation), equity-based compensation expense, consolidation adjustments and external corporate interest expense. Our overhead functions, such as
accounting, treasury, human resources, etc., are centrally performed and the costs are not allocated to our operating segments. Consolidation adjustments
consist of such items to convert the reportable segments’ results, which are predominantly maintained on a cash basis, to a full accrual basis for external
financial statement presentation purposes, and are not allocated to our operating segments. Likewise, equity-based compensation expense is not charged to the
operating segments. External corporate interest expense is primarily comprised of interest charges on our outstanding senior notes and working capital line
borrowings and is not charged to the operating segments because the charges are included in the corporate capital allocation discussed above.
                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Homebuilding Consolidated Gross Profit:                 

Homebuilding Mid Atlantic  $ 110,931  $ 76,378  $ 178,072  $ 137,324 
Homebuilding North East   12,381   10,673   23,842   19,112 
Homebuilding Mid East   35,011   19,528   57,289   34,806 
Homebuilding South East   17,786   10,862   25,473   20,325 
Consolidation adjustments and other   (612)   807   (2,867)   (7,620)
  

 
  

 
  

 
  

 
 

Segment gross profit  $ 175,497  $118,248  $ 281,809  $ 203,947 
  

 

  

 

  

 

  

 

 

                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Homebuilding Consolidated Profit Before Tax:                 

Homebuilding Mid Atlantic  $ 77,058  $ 46,978  $ 114,918  $ 78,885 
Homebuilding North East   6,173   5,096   11,928   8,323 
Homebuilding Mid East   21,382   8,049   32,316   12,744 
Homebuilding South East   9,956   3,952   11,013   6,475 
Reconciling items:                 
Contract land deposit impairments (1)   5,510   8,908   7,518   10,461 
Equity-based compensation expense (2)   (14,297)   (10,932)   (19,509)   (21,998)
Corporate capital allocation (3)   17,953   15,699   32,433   30,395 
Unallocated corporate overhead (4)   (16,290)   (9,262)   (36,969)   (24,331)
Consolidation adjustments and other   929   (3,244)   2,573   (7,270)
Corporate interest expense   (1,801)   (2,372)   (3,879)   (5,042)

  
 
  

 
  

 
  

 
 

Reconciling items sub-total   (7,996)   (1,203)   (17,833)   (17,785)
  

 
  

 
  

 
  

 
 

Homebuilding consolidated profit before taxes  $ 106,573  $ 62,872  $ 152,342  $ 88,642 
  

 

  

 

  

 

  

 

 

 

(1)  This item represents changes to the contract land deposit impairment reserve, which is not allocated to the reportable segments.
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(2)  The increase in equity-based compensation expense in the second quarter of 2010 compared to the same period of 2009 is attributable to the granting of
non-qualified stock options (“Options”) and restricted share units (“RSUs”) in the second quarter of 2010 (see Note 5 of the Notes to the Condensed
Consolidated Financial Statements). In the six-month period, the increase in equity-based compensation expense related to the second quarter grants is
offset due to a significant number of outstanding options, primarily within the 2000 Broadly-based Stock Option Plan, becoming fully vested on
December 31, 2009, and thus fully expensed.

 

(3)  This item represents the elimination of the corporate capital allocation charge included in the respective homebuilding reportable segments. The
corporate capital allocation charge is based on the segment’s monthly average asset balance, and is as follows for the periods presented:

                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Homebuilding Mid Atlantic  $ 11,869  $ 10,436  $ 21,664  $ 20,010 
Homebuilding North East   1,672   1,710   3,222   3,261 
Homebuilding Mid East   2,661   2,179   4,737   4,242 
Homebuilding South East   1,751   1,374   2,810   2,882 
  

 
  

 
  

 
  

 
 

Total  $ 17,953  $ 15,699  $ 32,433  $ 30,395 
  

 

  

 

  

 

  

 

 

 

(4)  The increase in unallocated corporate overhead in both the three and six-month periods is primarily attributable to an increase in management incentive
costs as the prior year incentive plan was limited to a payout of 50% of the maximum bonus opportunity, while the current year has no similar
limitation.

Mortgage Banking Segment

Three and Six Months Ended June 30, 2010 and 2009

     We conduct our mortgage banking activity through NVR Mortgage Finance, Inc. (“NVRM”), a wholly owned subsidiary. NVRM focuses exclusively on
serving the homebuilding segment’s customer base.
                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2010   2009   2010   2009  
Loan closing volume:                 

Total principal  $ 706,551  $ 487,618  $ 1,124,593  $ 914,912 
  

 

  

 

  

 

  

 

 

                 
Loan volume mix:                 

Adjustable rate mortgages   4%  1%  3%  1%
  

 

  

 

  

 

  

 

 

Fixed-rate mortgages   96%  99%  97%  99%
  

 

  

 

  

 

  

 

 

                 
Operating Profit:                 

Segment Profit  $ 12,537  $ 7,659  $ 19,965  $ 13,209 
Equity-based compensation expense   (851)   (702)   (1,317)   (1,404)
  

 
  

 
  

 
  

 
 

Mortgage banking income before tax  $ 11,686  $ 6,957  $ 18,648  $ 11,805 
  

 

  

 

  

 

  

 

 

                 
Capture rate:   90%  92%  90%  91%
  

 

  

 

  

 

  

 

 

                 
Mortgage Banking Fees:                 

Net gain on sale of loans  $ 13,049  $ 9,776  $ 22,978  $ 17,340 
Title services   4,377   3,087   7,058   5,694 
Servicing fees   106   80   329   179 
  

 
  

 
  

 
  

 
 

  $ 17,532  $ 12,943  $ 30,365  $ 23,213 
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     Loan closing volume for the three months ended June 30, 2010 increased 45% from the same period in 2009. The 2010 increase is primarily attributable to
a 51% increase in the number of units closed. The increase in unit volume was partially offset by a 4% decrease in the average loan amount. Loan closing
volume for the six months ended June 30, 2010 increased 23% from the same period in 2009. This increase is primarily attributable to a 27% increase in the
number of units closed. The increase in unit volume was partially offset by a 3% decrease in the average loan amount. The unit increases for the three and six
months ending June 30, 2010 primarily reflect the aforementioned increases in the number of homes that our homebuilding segment settled compared to the
same periods in 2009. The decrease in the average loan amounts for both the three and six month periods ending June 30, 2010 are primarily attributable to
the aforementioned decrease in the homebuilding segment’s average settlement price.

     Segment profit for the three months ended June 30, 2010, increased approximately $4,900 from the same period for 2009. The increase is primarily due to
a net increase in mortgage banking fees attributable to the aforementioned increase in closing volume.

     Segment profit for the six months ended June 30, 2010 increased approximately $6,800 from the same period for 2009. The increase is primarily due to a
net increase in mortgage banking fees attributable to the previously mentioned increase in closing volume. Segment profit for the six months ended June 30,
2010 was also favorably impacted by an approximate $1,100 increase in interest income. This increase in interest income was attributable to the
aforementioned closing volume increase and to the change in the loan sale distribution channels (as discussed below). General and administrative expenses
for the six month period ended June 30, 2010 increased approximately $1,700 compared to the same period in 2009, due primarily to a 15% increase in
headcount and an increase in management incentive costs.

     During the three month period ended June 30, 2010, NVRM changed its loan sale distribution channels in order to obtain a better financial execution.
While the changed distribution method results in us holding loans in inventory for a longer period, loans are still generally sold within 30 days of the loan
closing date. This change, in conjunction with the aforementioned significant June closing volume, resulted in a significant increase in the mortgages held for
sale balance included in the condensed consolidated balance sheet for June 30, 2010 compared to previous quarters.

     NVRM is dependent on our homebuilding segment’s customers for business. As new orders and selling prices of the homebuilding segment decline,
NVRM’s operations will also be adversely affected. In addition, the mortgage segment’s operating results may be adversely affected in future periods due to
the continued tightening and volatility of the credit markets.

Liquidity and Capital Resources

     We fund our operations from cash flows provided by our operating activities and a short-term credit facility. In the six month period ended June 30, 2010,
net cash used for operating activities was $66,306. Cash was provided by homebuilding operations, which was offset by an increase in our mortgage loans
held for sale at June 30, 2010, due to the significant June closing activity within our mortgage banking segment and a change in our loan sales distribution
channels as previously discussed in Management’s Discussion and Analysis for the mortgage banking segment. The presentation of operating cash flows was
also reduced by $58,562, which is the amount of the excess tax benefit realized from the exercise of stock options during the year and credited directly to
additional paid in capital.

     Net cash provided by investing activities was $39,879 for the period ended June 30, 2010, which primarily resulted from the redemption at maturity, or
upon being called, $194,535 of marketable securities, offset partially by $150,000 in purchases of marketable securities, during the period. The marketable
securities, which are debt securities issued by United States government agencies, are classified as held to maturity securities and have maturities from our
date of purchase of 15 or fewer months.
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     Net cash used by financing activities was $132,841 for the period ended June 30, 2010. During the six months ended June 30, 2010, we repurchased
approximately 262,000 shares of our common stock at an aggregate purchase price of $176,084 under our ongoing common stock repurchase program,
discussed below. In addition, we redeemed all of our outstanding 5% Senior Notes due 2010, totaling $133,370, upon their maturity on June 15, 2010. Stock
option exercise activity during the period ended June 30, 2010, provided $51,537 in exercise proceeds, and we realized $58,562 in excess income tax benefits
from stock option exercises. We also increased borrowings under the mortgage repurchase facility by $66,514 based on current borrowing needs.

     In addition to our homebuilding operating activities, we also utilize a short-term unsecured working capital revolving credit facility (the “Facility”) to
provide for working capital cash requirements. The Facility provides for borrowings up to $300,000, subject to certain borrowing base limitations.
Outstanding amounts under the Amended Facility bear interest at either (i) the prime rate or (ii) the London Interbank Offering Rate (“LIBOR”) plus
applicable margin as defined within the Facility. Up to $150,000 of the Facility is currently available for issuance in the form of letters of credit, of which
$14,320 was outstanding at June 30, 2010. There were no direct borrowings outstanding under the Facility as of June 30, 2010 and there were no borrowing
base limitations reducing the amount available to us for borrowings. We are currently evaluating whether we will replace the Facility when it expires on
December 6, 2010, with another working capital credit agreement.

     Our mortgage banking segment provides for its mortgage origination and other operating activities using cash generated from operations as well as a
revolving mortgage repurchase facility (the “Repurchase Agreement”). The Repurchase Agreement is used to fund NVRM’s mortgage origination activities,
and provides for loan purchases up to $100,000, subject to certain sublimits. In addition, the Repurchase Agreement provides for an accordion feature under
which NVRM may request that the aggregate commitments under the Repurchase Agreement be increased to an amount up to $125,000. The Repurchase
Agreement expires on August 3, 2010.

     Advances under the Repurchase Agreement carry a Pricing Rate based on the Libor Rate plus the Libor Margin, or at NVRM’s option, the Balance Funded
Rate, as these terms are defined in the Repurchase Agreement. The Repurchase Agreement contains various affirmative and negative covenants. The negative
covenants include among others, certain limitations on transactions involving acquisitions, mergers, the incurrence of debt, sale of assets and creation of liens
upon any of its Mortgage Notes. Additional covenants include (i) a tangible net worth requirement, (ii) a minimum tangible net worth ratio, (iii) a minimum
net income requirement, and (iv) a minimum liquidity requirement, all of which we were compliant with at June 30, 2010. As of June 30, 2010, there was
approximately $79,000 outstanding under the Repurchase Agreement. There were no borrowing base limitations as of June 30, 2010. The average Pricing
Rate on outstanding balances at June 30, 2010 was 4.08%.

      On July 30, 2010, NVRM entered into the Second Amendment to the Master Repurchase Agreement (the “Amended Repurchase Agreement”), extending
the term of the Repurchase Agreement to August 2, 2011. Terms and conditions of the Amended Repurchase Agreement are consistent with those in the
expiring Repurchase Agreement. The Amended Repurchase Agreement is attached as Exhibit 10.6 to this Form 10-Q.

     In addition to funding growth in our homebuilding and mortgage operations, we historically have used a substantial portion of our excess liquidity to
repurchase outstanding shares of our common stock in the open market and in privately negotiated transactions. This ongoing repurchase activity is conducted
pursuant to publicly announced Board authorizations, and is typically executed in accordance with the safe harbor provisions of Rule 10b-18 under the
Securities Exchange Act of 1934, as amended. In addition, the Board resolutions authorizing us to repurchase shares of our common stock specifically
prohibit us from purchasing shares from our officers, directors, Profit Sharing/401K Plan Trust or Employee Stock Ownership Plan Trust. We believe the
repurchase program assists us in accomplishing our primary objective, increasing shareholder value. See Part II, Item 2 of this Form 10-Q for disclosure of
the status of current repurchase authorizations. We expect to continue to repurchase shares of our common stock from time to time subject to market
conditions and available excess liquidity.
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     We believe that internally generated cash and borrowings available under credit facilities and the public debt and equity markets will be sufficient to
satisfy near and long term cash requirements for working capital in both our homebuilding and mortgage banking operations.

Critical Accounting Policies

     General

     The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America (“GAAP”) requires us
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting periods. We continually evaluate the estimates we use to prepare
the consolidated financial statements and update those estimates as necessary. In general, our estimates are based on historical experience, on information
from third party professionals, and other various assumptions that are believed to be reasonable under the facts and circumstances. Actual results could differ
materially from those estimates made by management.

     Homebuilding Inventory

     The carrying value of inventory is stated at the lower of cost or market value. Cost of lots and completed and uncompleted housing units represent the
accumulated actual cost of the units. Field construction supervisors’ salaries and related direct overhead expenses are included in inventory costs. Interest
costs are not capitalized into inventory. Upon settlement, the cost of the unit is expensed on a specific identification basis. Cost of manufacturing materials is
determined on a first-in, first-out basis.

     Sold inventory is evaluated for impairment based on the contractual selling price compared to the total estimated cost to construct. Unsold inventory is
evaluated for impairment by analyzing recent comparable sales prices within the applicable community compared to the costs incurred to date plus the
expected costs to complete. Any calculated impairments are recorded immediately.

     Contract Land Deposits

     We purchase finished lots under fixed price purchase agreements that require deposits that may be forfeited if we fail to perform under the contract. The
deposits are in the form of cash or letters of credit in varying amounts and represent a percentage of the aggregate purchase price of the finished lots.

     We maintain an allowance for losses on contract land deposits that reflects our judgment of the present loss exposure in the existing contract land deposit
portfolio at the end of the reporting period. To analyze contract land deposit impairments, we utilize a loss contingency analysis that is conducted each
quarter. In addition to considering market and economic conditions, we assess contract land deposit impairments on a community-by-community basis
pursuant to the purchase contract terms, analyzing, as applicable, current sales absorption levels, recent sales’ gross profit, the dollar differential between the
contractual purchase price and the current market price for lots, a developer’s financial stability, a developer’s financial ability or willingness to reduce lot
prices to current market prices, and the contract’s default status by either us or the developer along with an analysis of the expected outcome of any such
default.

     Our analysis is focused on whether we can sell houses profitably in a particular community in the current market with which we are faced. Because we
don’t own the finished lots on which we had placed a contract land deposit, if the above analysis leads to a determination that we can’t sell homes profitably
at the current contractual lot price, we then determine whether we will elect to default under the contract, forfeit our deposit and terminate the contract, or
whether we will attempt to restructure the lot purchase contract, which may require us to forfeit the deposit to obtain contract concessions from a developer.
We also assess whether an impairment is present due to collectability issues resulting from a developer’s non-performance because of financial or other
conditions.
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     Although we consider the allowance for losses on contract land deposits reflected on the June 30, 2010 balance sheet to be adequate (see Note 3 to the
accompanying condensed consolidated financial statements), there can be no assurance that this allowance will prove to be adequate over time to cover losses
due to unanticipated adverse changes in the economy or other events adversely affecting specific markets or the homebuilding industry.

     Intangible Assets

     Reorganization value in excess of identifiable assets (“excess reorganization value”) is an indefinite life intangible asset that was created upon our
emergence from bankruptcy on September 30, 1993. Based on the allocation of our reorganization value, the portion of our reorganization value which was
not attributed to specific tangible or intangible assets has been reported as excess reorganization value, which is treated similarly to goodwill. Excess
reorganization value is not subject to amortization. Rather, excess reorganization value is subject to an impairment assessment on an annual basis or more
frequently if changes in events or circumstances indicate that impairment may have occurred. Because excess reorganization value was based on the
reorganization value of our entire enterprise upon bankruptcy emergence, the impairment assessment is conducted on an enterprise basis based on the
comparison of our total equity compared to the market value of our outstanding publicly-traded common stock. We do not believe that excess reorganization
value is impaired at this time. However, changes in strategy or continued adverse changes in market conditions could impact this judgment and require an
impairment loss to be recognized if our book value, including excess reorganization value, exceeds the fair value.

     Warranty/Product Liability Accruals

     Warranty and product liability accruals are established to provide for estimated future costs as a result of construction and product defects, product recalls
and litigation incidental to our business. Liability estimates are determined based on our judgment considering such factors as historical experience, the likely
current cost of corrective action, manufacturers’ and subcontractors’ participation in sharing the cost of corrective action, consultations with third party
experts such as engineers, and evaluations by our General Counsel and outside counsel retained to handle specific product liability cases. Although we
consider the warranty and product liability accrual reflected on the June 30, 2010 balance sheet to be adequate (see Note 10 to the accompanying condensed
consolidated financial statements), there can be no assurance that this accrual will prove to be adequate over time to cover losses due to increased costs for
material and labor, the inability or refusal of manufacturers or subcontractors to financially participate in corrective action, unanticipated adverse legal
settlements, or other unanticipated changes to the assumptions used to estimate the warranty and product liability accrual.

     Equity-Based Compensation Expense

     Compensation costs related to our stock based compensation plans are recognized within our income statement. The costs recognized are based on the
grant date fair value. Compensation cost for share-based grants is recognized on a straight-line basis over the requisite service period for the entire award
(from the date of grant through the period of the last separately vesting portion of the grant).

     We calculate the fair value of our non-publicly traded, employee stock options using the Black-Scholes option-pricing model. While the Black-Scholes
model is a widely accepted method to calculate the fair value of options, its results are dependent on input variables, two of which, expected term and
expected volatility, are significantly dependent on management’s judgment. We have concluded that our historical exercise experience is the best estimate of
future exercise patterns to determine an option’s expected term. To estimate expected volatility, we analyze the historical volatility of our common stock over
a period equal to the option’s expected term. Changes in management’s judgment of the expected term and the expected volatility could have a material effect
on the grant-date fair value calculated and expensed within the income statement. In addition, we are required to estimate future grant forfeitures when
considering the amount of stock-based
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compensation costs to record. We have concluded that our historical forfeiture rate is the best measure to estimate future forfeitures of equity-based
compensation grants. However, there can be no assurance that our future forfeiture rate will not be materially higher or lower than our historical forfeiture
rate, which would affect the aggregate cumulative compensation expense recognized.

Item 3. Quantitative and Qualitative Disclosure About Market Risk

     There have been no material changes in our market risks during the six months ended June 30, 2010. For additional information regarding market risk, see
our Annual Report on Form 10-K for the year ended December 31, 2009.

Item 4. Controls and Procedures

     As of the end of the period covered by this report, an evaluation was performed under the supervision and with the participation of our management,
including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures
pursuant to Exchange Act Rule 13a-15. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that the design and
operation of these disclosure controls and procedures were effective. There have been no changes in our internal control over financial reporting in the last
fiscal quarter that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

     On July 18, 2007, former and current employees filed lawsuits against us in the Court of Common Pleas in Allegheny County, Pennsylvania and Hamilton
County, Ohio, in Superior Court in Durham County, North Carolina, and in the Circuit Court in Montgomery County, Maryland, and on July 19, 2007 in the
Superior Court in New Jersey, alleging that we incorrectly classified our sales and marketing representatives as being exempt from overtime wages. These
lawsuits are similar in nature to another lawsuit filed on October 29, 2004 by another former employee in the United States District Court for the Western
District of New York. The complaints seek injunctive relief, an award of unpaid wages, including fringe benefits, liquidated damages equal to the overtime
wages allegedly due and not paid, attorney and other fees and interest, and where available, multiple damages. The suits were filed as purported class actions.
However, while a number of individuals have filed consents to join and assert federal claims in the New York action, none of the groups of employees that the
lawsuits purport to represent have been certified as a class. The lawsuits filed in Ohio, Pennsylvania, Maryland, New Jersey and North Carolina have been
stayed pending further developments in the New York action.

     We believe that our compensation practices in regard to sales and marketing representatives are entirely lawful and in compliance with two letter rulings
from the United States Department of Labor (“DOL”) issued in January 2007. The two courts to most recently consider similar claims against other
homebuilders have acknowledged the DOL’s position that sales and marketing representatives were properly classified as exempt from overtime wages and
the only court to have directly addressed the exempt status of such employees concluded that the DOL’s position was valid. Accordingly, we have vigorously
defended and intend to continue to vigorously defend these lawsuits. Because we are unable to determine the likelihood of an unfavorable outcome of this
case, or the amount of damages, if any, we have not recorded any associated liabilities in the accompanying condensed, consolidated balance sheets.

     In June, 2010, we received a request for Information from the United States Environmental Protection Agency (the “EPA”) pursuant to Section 308 of the
Clean Water Act. The request seeks information about storm water discharge practices in connection with our homebuilding projects completed or underway.
We have informed the EPA that we will cooperate with this request. At this time, we can not predict the outcome
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of this inquiry, nor can we reasonably estimate the potential costs that may be associated with its eventual resolution.

     In April 2010, NVR’s wholly owned subsidiary, NVR Mortgage Finance, Inc., received a Report of Examination (“ROE”) from the Office of the
Commissioner of Banks of the State of North Carolina reporting certain findings that resulted from the Commissioner’s examination of selected files relating
to loans originated by us in North Carolina between August 1, 2006 and August 31, 2009. The ROE alleged that certain of the loan files reflected violations of
North Carolina and/or U.S. lending or consumer protection laws. The ROE requested that we correct or otherwise address the alleged violations and in some
instances requested that we undertake an examination of all of our other loans in North Carolina to determine whether similar alleged violations may have
occurred, and if so, to take corrective action. We responded to the ROE by letter dated June 10, 2010, contesting the findings and allegations, providing
factual information to correct certain of the findings, and refuting the Commissioner’s interpretation of applicable law. The Commissioner has not yet
responded to our letter. Accordingly, while the outcome of the matter is currently not determinable, we do not expect resolution of the matter to have a
material adverse effect on our financial position.

     We are also involved in various other litigation arising in the ordinary course of business. At this time, this litigation is not expected to have a material
adverse effect on our financial position or results of operations.

Item 1A. Risk Factors

     There has been no material change to the risk factors as previously disclosed in our Form 10-K for the fiscal year ended December 31, 2009 in response to
Part I, Item 1A of such Form 10-K.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
             (Dollars in thousands, except per share data)

     We had one repurchase authorization outstanding during the quarter ended June 30, 2010. On July 31, 2007 (“2007 Authorization”), we publicly
announced the board of directors’ approval for us to repurchase up to an aggregate of $300,000 of our common stock in one or more open market and/or
privately negotiated transactions. The 2007 Authorization does not have an expiration date. We repurchased the following shares of our common stock during
the second quarter of 2010:
         
        Maximum Number
      Total Number of  (or Approximate
      Shares Purchased  Dollar Value) of
  Total Number Average  as Part of Publicly Shares that May Yet
  of Shares  Price Paid  Announced Plans  Be Purchased Under

Period  Purchased  per Share  or Programs  the Plans or Programs
April 1 - 30, 2010       —       —       —  $226,280
May 1 - 31, 2010  10,000  $647.10  10,000  $219,809
June 1 - 30, 2010  251,973  $673.14  251,973  $  50,196
  

 
 

 
 

 
 

 

Total (1)  261,973  $672.15  261,973  $  50,196
  

 
 

 
 

 
 

 

 

(1)  In July 2010, we purchased an additional 76,969 shares, fully utilizing the 2007 Authorization.

     On July 29, 2010, the Board of Directors approved a repurchase authorization providing us authorization to repurchase up to an aggregate of $300,000 of
our common stock in one or more open market and/or privately negotiated transactions.
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Item 6. Exhibits

     (a) Exhibits:
   
10.1*

 
The NVR, Inc. 2010 Equity Incentive Plan. Filed as exhibit 10.1 to NVR’s Form S-8 filed on May 4, 2010 and incorporated herein by
reference.

   
10.2*

 
The Form of Non-Qualified Stock Option Agreement (Management grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as
exhibit 10.1 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.

   
10.3*

 
The Form of Non-Qualified Stock Option Agreement (Director grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as exhibit
10.2 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.

   
10.4*

 
The Form of Restricted Share Units Agreement (Management grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as exhibit
10.3 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.

   
10.5*

 
The Form of Restricted Share Units Agreement (Director grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as exhibit 10.4
to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.

       
10.6

 
Second Amendment to Master Repurchase Agreement dated July 30, 2010 among U.S. Bank National Association, as Agent and a
Buyer, the other Buyers party hereto and NVR Mortgage Finance, Inc., as Seller. Filed herewith.  

   

   
31.1  Certification of NVR’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Filed herewith.
   
31.2  Certification of NVR’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Filed herewith.
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Certification of NVR’s Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
Filed herewith.

   
101.INS  XBRL Instance Document
   
101.SCH  XBRL Taxonomy Extension Schema Document
   
101.CAL  XBRL Taxonomy Extension Calculation Linkbase Document
   
101.DEF  XBRL Taxonomy Extension Definition Linkbase Document
   
101.LAB  XBRL Taxonomy Extension Label Linkbase Document
   
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document

 

*  Exhibit is a management contract or compensatory plan or arrangement.
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SIGNATURE

     Pursuant to the requirements 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.
     
August 2, 2010 NVR, Inc.

  

 By:  /s/ Dennis M. Seremet   
  Dennis M. Seremet  

  Senior Vice President, Chief Financial Officer
and Treasurer  
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Exhibit     
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10.1*

 
The NVR, Inc. 2010 Equity Incentive Plan. Filed as exhibit 10.1 to NVR’s Form S-8 filed on May 4, 2010 and incorporated herein
by reference.  

   

       
10.2*

 
The Form of Non-Qualified Stock Option Agreement (Management grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed
as exhibit 10.1 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.  

   

       
10.3*

 
The Form of Non-Qualified Stock Option Agreement (Director grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as
exhibit 10.2 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.  

   

       
10.4*

 
The Form of Restricted Share Units Agreement (Management grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as
exhibit 10.3 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.  

   

       
10.5*

 
The Form of Restricted Share Units Agreement (Director grants) under the NVR, Inc. 2010 Equity incentive Plan. Filed as exhibit
10.4 to NVR’s Form 8-K filed on May 6, 2010 and incorporated herein by reference.  

   

       
10.6

 
Second Amendment to Master Repurchase Agreement dated July 30, 2010 among U.S. Bank National Association, as Agent and a
Buyer, the other Buyers party hereto and NVR Mortgage Finance, Inc., as Seller. Filed herewith.  

   

       
31.1  Certification of NVR’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Filed herewith.     
       
31.2  Certification of NVR’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Filed herewith.     
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Certification of NVR’s Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002. Filed herewith.  

   

       
101.INS  XBRL Instance Document     
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*  Exhibit is a management contract or compensatory plan or arrangement.
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Exhibit 10.6

Execution Copy

SECOND AMENDMENT TO 
MASTER REPURCHASE AGREEMENT

     THIS SECOND AMENDMENT TO MASTER REPURCHASE AGREEMENT (this “Amendment”), dated as of July 30, 2010, is made and entered into
among NVR MORTGAGE FINANCE, INC., a Virginia corporation (the “Seller”), U.S. BANK NATIONAL ASSOCIATION, as agent (in such capacity, the
“Agent”) and a Buyer, and the other Buyers (the “Buyers”).

RECITALS:

     A. The Seller and the Buyers are parties to a Master Repurchase Agreement dated as of August 5, 2008, as amended by a First Amendment to Master
Repurchase Agreement dated as of August 5, 2009 (the “Repurchase Agreement”).

     B. The Seller and the Buyers now desire to extend the term of the Repurchase Agreement to August 2, 2011, and to amend certain provisions of the
Repurchase Agreement as set forth herein.

AGREEMENT:

     In consideration of the premises herein and other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, all
parties hereto agree as follows:

     Section 1. Definitions. Capitalized terms used and not otherwise defined in this Amendment have the meanings specified in the Repurchase Agreement.

     Section 2. Amendments. The Repurchase Agreement is hereby amended as follows:

     2.1 Definitions. Section 1.2 of the Repurchase Agreement is hereby amended as follows:

     (a) The definitions of “Conforming Mortgage Loan,” “Pre-FAS 133 Net Income,” “Pricing Rate,” “Qualifying Balances,” “Termination Date,” and
“Wet Loan” are amended and restated in their respective entireties as follows:

     “Conforming Mortgage Loan” means a conventional first-priority Single-family Loan that is either (i) FHA insured, (ii) VA guaranteed,
(iii) guaranteed or provided under the USDA Rural Development program, (iv) eligible for sale to an Approved Investor in conjunction with a state or
municipal housing bond program, or (v) a conventional mortgage loan that fully conforms to all Agency underwriting and other requirements and
excluding expanded criteria loans as defined under any Agency program.

 



 

     “Pre-FAS 133 Net Income” means the Seller’s after-tax consolidated income, calculated in accordance with GAAP but excluding the effect of the
fair value adjustment for derivative instruments and mortgage loans held for sale.

     “Pricing Rate” means the LIBOR Rate (or, if applicable, under Section 6.7, the Alternate Base Rate) plus the LIBOR Margin or the Default Pricing
Rate, as determined under this Agreement, provided that the Pricing Rate shall not be less than 4.50%.

     “Qualifying Balances” means, with respect to any Buyer, for any day, the sum of the collected balances in all identified non-interest bearing
accounts of the Seller maintained with such Buyer less (a) amounts necessary to satisfy reserve and deposit requirements and (b) amounts required to
compensate such Buyer for services rendered in accordance with such Buyer’s system of charges for services to similar accounts.

     “Termination Date” means the earlier of (i) August 2, 2011, and (ii) the date when the Buyers’ Commitments are terminated pursuant to this
Agreement, by order of any Governmental Authority or by operation of law.

     “Wet Loan” means a Purchased Loan originated and owned by the Seller immediately prior to being purchased by the Buyers:

     (a) that has been closed (funded) on the Business Day on which the Purchase Price is paid therefore, by a title agency or closing attorney, is fully
funded and would qualify as an Eligible Loan except that some or all of its Basic Papers are in transit to, but have not yet been received by, the
Custodian so as to satisfy all requirements to permit the Seller to sell it pursuant to this Agreement without restriction;

     (b) that the Seller reasonably expects to fully qualify as an Eligible Loan when the original Basic Papers have been received by the Custodian;

     (c) as to which the Seller actually and reasonably expects that such full qualification can and will be achieved on or before five (5) Business Days
after the relevant Purchase Date;

     (d) for which the Seller has delivered to the Custodian a Mortgage Loan Transmission File on or before the Purchase Date, submission of which
to the Custodian shall constitute the Seller’s certification to the Custodian, the Buyers and the Agent that a complete File as to such Purchased Loan,
including the Basic Papers, exists and that such File is in the possession of either the title agent or closing attorney that closed such Purchased Loan,
the Seller or that such File has been or will be shipped to the Custodian; and
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     (e) as to which no portion of the principal amount has been or will be funded directly by any person other than the Seller and the Buyers.

Each Wet Loan that satisfies the foregoing requirements shall be an Eligible Loan subject to the condition subsequent of physical delivery of its
Mortgage Note, Mortgage and all other Basic Papers, to the Custodian on or before five (5) Business Days after the relevant Purchase Date. Each Wet
Loan sold by the Seller shall be irrevocably deemed purchased by the Buyers and shall automatically become a Purchased Loan effective on the date of
the related Request/Confirmation, and the Seller shall take all steps necessary or appropriate to cause the sale to the Buyers and delivery to the
Custodian of such Wet Loan and its Basic Papers to be completed, perfected and continued in all respects, including causing the original promissory
note evidencing such Purchased Loan to be physically delivered to the Custodian within five (5) Business Days after the relevant Purchase Date, and, if
requested by the Agent, to give written notice to any title agent, closing attorney or other Person in possession of the Basic Papers for such Purchased
Loan of the Buyers’ purchase of such Purchased Loan. Upon the Custodian’s receipt of the Basic Papers relative to a Wet Loan such Purchased Loan
shall no longer be considered a Wet Loan.

     (b) The definitions of “Balanced Funded Amount,” “Balance Funded Rate,” and “Balance Funded Segment,” are deleted in their respective entireties.

     (c) The following new definitions are added in the proper alphabetical order:

     “FHA Loans” means Mortgage Loans originated under the FHA single family mortgage insurance program.

     “FIRREA” means the Financial Institutions Reform Recovery and Enforcement Act of 1989, as amended, and the regulations promulgated
thereunder.

     “HUD Compare Ratio” means the ratio of (a) the percentage of Seller’s Mortgage Loan originations under the FHA single family mortgage
insurance program that defaulted in the first two years after origination to (b) the percentage of all Mortgage Loan originations under the FHA single
family mortgage insurance program that defaulted in the first two years after origination, in each case nationally for all types of loans and periods of
default, determined as set forth on HUD’s Neighborhood Watch/Early Warning System website (https://entp.hud.gov/sfnw/public/).

     2.2 Manner of Funding. Section 3.1 of the Repurchase Agreement is amended by adding the following new paragraph at the end thereof:

     Notwithstanding anything to the contrary in this Agreement, the Custody Agreement or any of the exhibits and schedules hereto or thereto, (a) Seller
shall submit no more than four (4) Mortgage Transmission Files on any Business Day; provided,
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however, that during the last five (5) Business Days of each calendar month, Seller may submit additional Mortgage Transmission Files with prior
approval from the Agent, and (b) in no event shall funds for the purchase of any Mortgage Loan be disbursed directly to the Seller; rather, (i) funds for the
purchase of Mortgage Loans originated by any Seller shall be disbursed to the applicable title agent or attorney through which such Mortgage Loans are
closed and (ii) funds for the purchase of Mortgage Loans that have been originated by a correspondent lender or any other third party shall be disbursed
only to such originator and only if the Basic Papers delivered to the Custodian were accompanied by a bailee letter from the originator that included wire
transfer instructions; provided, however, that Margin Excess may be remitted directly to Seller in accordance with Section 6.1(b).

     2.3 Pricing Rate. Section 5.1 of the Repurchase Agreement is amended by deleting the phrase “(except with respect to the Balance Funded Rate).”

     2.4 Balance Funded Rate. Sections 5.2, 5.3, 5.4, and 5.5 of the Repurchase Agreement are hereby amended and restated in their respective entireties as
follows:

     5.2 [Reserved.]

     5.3 [Reserved.]

     5.4 [Reserved.]

     5.5 [Reserved.]

     2.5 Price Differential Payment Due Dates. Section 5.7 of the Repurchase Agreement is amended by deleting the phrases “(and including any Balance
Deficiency Fee)” and “(and Balance Deficiency Fees).”

     2.6 Separate Agreements. Section 5.8 of the Repurchase Agreement is hereby amended and restated in its entirety to read as follows:

     5.8. Separate Agreements. Any Buyer and the Seller may by separate agreement agree to adjustments to such Buyer’s Price Differential based on
Qualifying Balances. Any such Buyer shall promptly inform the Agent of the separate agreement (although the terms may remain confidential) and
thereafter shall invoice the Seller separately for the Price Differential due pursuant to such separate agreement (and the Agent shall not invoice the Seller
for Price Differential due such Buyer hereunder).

     2.7 Margin Deficit. The last sentence of Section 6.1(a) of the Repurchase Agreement is hereby amended to read as follows:

     “The Agent will recalculate the Purchase Value of all or a portion of the Purchased Loans (i) at the times it deems appropriate in its sole discretion and
(ii) within one Business Day after receiving a reasonable request, in writing (which may be in the form of e-mail sent to the Agent), for such recalculation
from the Required Buyers.”
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     2.8 Provisions Relating to the LIBOR Rate. Section 6.7 of the Repurchase Agreement is amended by deleting the phrase “except for those Open
Transactions or any new Transactions for which the Seller elects to apply the Balance Funded Rate pursuant to Section 5.2 of this Agreement.”

     2.9 Facility Fee; Non-Usage Fee. Section 9.1 of the Repurchase Agreement is amended and restated in its entirety as follows:

     9.1. Facility Fee; Non-Usage Fee. The Seller agrees to pay to the Agent (for Pro Rata distribution to the Buyers) a facility fee (the “Facility Fee”) in an
amount equal to the sum of one quarter of one percent (0.25%) per annum of the Maximum Aggregate Commitment for the period from the Effective Date
to the Termination Date, computed for each calendar month or portion thereof from the Effective Date until the date this Agreement terminates in
accordance with its terms. If the average Aggregate Outstanding Purchase Price is less than 50% of the Maximum Aggregate Commitment for any month,
the Seller further agrees to pay to the Agent (for pro rata distribution to the Buyers) a non-usage fee (the “Non-usage Fee”) in an amount determined by
applying a rate of 0.25% per annum to the average daily amount by which the Maximum Aggregate Commitment exceeds the average Aggregate
Outstanding Purchase Price, computed for each calendar month or portion thereof from the Effective Date to the date this Agreement terminates in
accordance with its terms. The Facility Fee and the Non-Usage Fee shall be payable monthly in arrears and shall be due and payable no later than two
(2) Business Days after the Agent bills the Seller therefor. If the Maximum Aggregate Commitment shall be increased or decreased from time to time
either pursuant to a provision of this Agreement or by separate agreement between the Buyers and the Seller (excluding, however, any change occurring as
a result of or following the occurrence of a Default or an Event of Default, in respect of which no adjustment of the Facility Fee and the Non-Usage Fee
shall be required), the amount of the Facility Fee and the calculation of the Non-Usage Fee shall be adjusted as of the date of such change. The Facility
Fee and the Non-Usage Fee are compensation to the Buyers for committing to make funds available for revolving purchases of Eligible Loans on the terms
and subject to the conditions of this Agreement, and are not compensation for the use or forbearance or detention of money. Each calculation by the Agent
of the amount of the Facility Fee and the Non-Usage Fee shall be conclusive and binding absent manifest error.

     2.10 Compliance Certificate. Section 16.3(c) of the Repurchase Agreement is hereby amended and restated in its entirety to read as follows:

     (c) Chief Financial Officer’s Certificate. Together with each of the monthly and annual Financial Statements required by Section 16.3(a) and (b) above,
a certificate of the Seller’s chief financial officer in the form of Exhibit C, among other things, (i) setting forth in reasonable detail all calculations
necessary to show whether the Seller is in compliance with the requirements of Sections 17.12, 17.13, 17.14, 17.15, and 17.22 of this Agreement or, if the
Seller is not in compliance, showing the extent of noncompliance and specifying the period of noncompliance and what actions the Seller proposes to take
with respect thereto, and (ii) stating that the terms of this Agreement have been reviewed by such officer or under his or her supervision, that he or she has
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made or caused to be made under his or her supervision a review in reasonable detail of the transactions and the condition of the Seller during the
accounting period covered by such Financial Statements and that such review does not disclose the existence during or at the end of such accounting
period and that such chief financial officer does not have knowledge of the existence as of the date of such certificate of any Event of Default or Default
or, if any Event of Default or Default existed or exists, specifying the nature and period of its existence and what action the Seller has taken, is taking, and
proposes to take with respect to it.

     2.11 Other Reports.

     (a) The opening paragraph of Section 16.5 of the Repurchase Agreement is amended and restated in its entirety as follows:

     16.5. Other Reports. The Seller will promptly furnish to the Agent from time to time information regarding the business and affairs of the Seller,
including the items listed below and such other information as the Agent may from time to time reasonably request. The Agent shall request (a) such
information as it deems appropriate in its sole discretion and (b) information for which it receives a reasonable request, in writing (which may be in the
form of e-mail sent to the Agent), from any Buyer, within one Business Day after receipt of such Buyer’s request therefor. Each report required must be
signed by a duly authorized officer of the Seller, and the Agent and the Buyers will have no responsibility to verify or track any of the items referenced
or conclusions stated in such reports or to verify the authority of its signer.

     (b) Section 16.5(c) of the Repurchase Agreement is amended and restated in its entirety as follows:

     (c) Upon request, a summary report of the Seller’s then-outstanding commitments to sell Mortgage Loans to investors, in substantially the form of
Exhibit G.

     (c) Section 16.5 of the Repurchase Agreement is further amended by renumbering existing subsections (e) through (f) as subsections (f) through (g),
respectively, and adding the following new subsection (d) thereto:

     (d) Upon request, a detail report showing for each Mortgage Loan, the type of Mortgage Loan, the principal balance, the coupon rate, the origination
date, the Approved Investor and the price at which such Approved Investor has committed to purchase such Mortgage Loan.

     2.12 HUD Compare Ratio. The following new Section 17.22 is added to the Repurchase Agreement:

     17.22. HUD Compare Ratio. The HUD Compare Ratio, measured as of the last Business Day of each calendar month, shall not be more than 150%.
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     2.13 Jumbo Loans. Schedule EL to the Repurchase Agreement is amended by amending and restating paragraph (7) thereof as follows:

     (7) In the case of a Jumbo Mortgage Loan, any of the following is true: (i) the loan to value ratio is greater than 80%, or the combined loan to value
ratio is greater than or equal to 90%, (ii) the Customer’s FICO score is less than 680, (iii) the Jumbo Mortgage Loan is not fully documented as to income
or asset values, (iv) the Jumbo Mortgage Loan is not eligible for purchase by two Approved Investors with short-term unsecured obligations rated not
lower than A-1/P-1, which Approved Investors have granted Seller delegated authority to originate Jumbo Mortgage Loans, or (v) the Jumbo Mortgage
Loan is not prior approved by an Approved Investor with short-term unsecured obligations rate not lower than A-1/P-1.

     2.14 Representations Regarding Purchased Loans. Section (w)(12) of Schedule 15.3 to the Repurchase Agreement is amended and restated in its entirety
as follows:

     (12) are the subject of a Current Appraisal that complies with all applicable requirements of FIRREA of which the Seller has possession and which the
Seller will make available to the Custodian on request, and the Seller has in its possession and will make available to the Custodian on request evidence of
value and how it was determined; or, if any Purchased Loan is not the subject of such a Current Appraisal, (i) the Seller has received a Property Inspection
Waiver finding from the applicable FNMA/FHLMC/FHA/VA automated underwriting program with respect to such Purchased Loan or (ii) such Purchased
Loan is exempt from appraisal delivery requirements under FNMA/FHLMC/FHA/VA underwriting guidelines (e.g., eligible FHA streamlined refinance)
and such Purchased Loan is eligible for purchase by an Approved Investor without a Current Appraisal.

     2.15 Compliance Certificate. Exhibit C to the Repurchase Agreement is hereby amended and restated in its entirety as set forth on Exhibit A to this
Amendment.

     2.16 Summary Report. A new Exhibit G is added to the Repurchase Agreement in the form of Exhibit C hereto.

     2.17 Approved Investors. Schedule AI to the Repurchase Agreement is amended and restated in its entirety to read as set forth on Exhibit B to this
Amendment.

     Section 3. Representations, Warranties, Authority, No Adverse Claim.

     3.1 Reassertion of Representations and Warranties, No Default. The Seller hereby represents and warrants that on and as of the date hereof and after giving
effect to this Amendment (a) all of the representations and warranties in the Repurchase Agreement are true, correct, and complete in all respects as of the
date hereof as though made on and as of such date, except for changes permitted by the terms of the Repurchase Agreement, and (b) there will exist no
Default or Event of Default under the Repurchase Agreement, as amended by this Amendment, on such date that the Buyers have not waived.
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     3.2 Authority, No Conflict, No Consent Required. The Seller represents and warrants that it has the power, legal right, and authority to enter into this
Amendment and has duly authorized by proper corporate action the execution and delivery of this Amendment and none of the agreements herein contravenes
or constitutes a default under any agreement, instrument, or indenture to which the Seller is a party or a signatory, any provision of the Seller’s articles of
incorporation or bylaws, or any other agreement or requirement of law or results in the imposition of any Lien on any of its property under any agreement
binding on or applicable to the Seller or any of its property except, if any, in favor of the Buyers. The Seller represents and warrants that no consent, approval,
or authorization of or registration or declaration with any Person, including but not limited to any governmental authority, is required in connection with the
execution and delivery by the Seller of this Amendment or the performance of obligations of the Seller herein described, except for those that the Seller has
obtained or provided and as to which the Seller has delivered certified copies of documents evidencing each such action to the Buyers.

     3.3 No Adverse Claim. The Seller hereby warrants, acknowledges, and agrees that no events have taken place and no circumstances exist at the date hereof
that would give the Seller a basis to assert a defense, offset, or counterclaim to any claim of the Agent or the Buyers with respect to the Seller’s obligations
under the Repurchase Agreement as amended by this Amendment.

     Section 4. Conditions Precedent. The effectiveness of the amendments hereunder shall be subject to satisfaction of the following conditions precedent:

     4.1 The Agent shall have received the following documents in a quantity sufficient that the Seller and each Buyer may each have a fully executed original
of each such document:

     (a) this Amendment duly executed by the Seller, the Agent, and the Buyers;

     (b) a Reaffirmation of Subordination Agreement, in form and substance satisfactory to the Agent, duly executed by NVR Funding III, Inc.;

     (c) a certificate of the Secretary or an Assistant Secretary of the Seller certifying (i) that there has been no change to Seller’s articles of incorporation or
bylaws since copies of the same were delivered to the Agent on August 5, 2008; (ii) as to a copy attached thereto of resolutions authorizing the execution,
delivery, and performance of this Amendment; and (iii) as to the names, incumbency, and specimen signatures of the persons authorized to execute this
Amendment on behalf of the Seller; and

     (d) such other documents as the Agent reasonably requests.

     4.2 The Seller shall have paid any outstanding Agent’s Fees and any other fees then due under Article 9 of the Repurchase Agreement.

     Section 5. Miscellaneous.

     5.1 Ratifications. The terms and provisions set forth in this Amendment shall modify and supersede all inconsistent terms and provisions set forth in the
Repurchase Agreement and
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the other Repurchase Documents. Except as expressly modified and superseded by this Amendment, the terms and provisions of the Repurchase Agreement
and each other Repurchase Document are ratified and confirmed and shall continue in full force and effect.

     5.2 Survival. The representations and warranties made by the Seller in this Amendment shall survive the execution and delivery of this Amendment.

     5.3 Reference to Repurchase Agreement. Each of the Repurchase Documents, including the Repurchase Agreement and any and all other agreements,
documents, or instruments now or hereafter executed and delivered pursuant to the terms hereof or pursuant to the terms of the Repurchase Agreement as
amended hereby, is hereby amended so that any reference in such Repurchase Document to the Repurchase Agreement shall refer to the Repurchase
Agreement as amended and modified hereby.

     5.4 Applicable Law. This Amendment shall be governed by and construed in accordance with the laws of the State of New York as applicable to the
Repurchase Agreement.

     5.5 Successors and Assigns. This Amendment is binding upon and shall inure to the benefit of the Agent, the Buyers, the Seller, and their respective
successors and assigns, except that the Seller may not assign or transfer any of its rights or obligations hereunder without the prior written consent of each of
the Buyers.

     5.6 Counterparts. This Amendment may be executed in one or more counterparts, each of which when so executed shall be deemed to be an original, but
all of which when taken together shall constitute one and the same instrument.

     5.7 Headings. The headings, captions, and arrangements used in this Amendment are for convenience only and shall not affect the interpretation of this
Amendment.

     5.8 ENTIRE AGREEMENT. THIS AMENDMENT AND THE OTHER REPURCHASE DOCUMENTS REPRESENT THE FINAL AGREEMENT
AMONG THE PARTIES HERETO AND THERETO, AND MAY NOT BE CONTRADICTED BY EVIDENCE OF PRIOR, CONTEMPORANEOUS, OR
SUBSEQUENT ORAL AGREEMENTS OF THE PARTIES HERETO. THERE ARE NO UNWRITTEN ORAL AGREEMENTS AMONG THE PARTIES.

[Remainder of This Page Intentionally Left Blank]
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     In witness whereof the parties have caused this Amendment to be executed as of the date first written above.
       
  NVR MORTGAGE FINANCE, INC., as Seller   
       
 

 
By:
Name:  

/s/ Robert A. Goethe
 

Robert A. Goethe  
 

  Title:  President   
       
  U.S. BANK NATIONAL ASSOCIATION,   
  as Agent and as a Buyer   
       
 

 
By:
Name:  

/s/ Kathleen Connor
 

Kathleen Connor  
 

  Title:  Vice President   
       
  BANK OF AMERICA, N.A.,   
  as a Buyer   
       
 

 
By:
Name:  

/s/ William Soo
 

William Soo  
 

  Title:  Vice President   
       
  COMERICA BANK,   
  as a Buyer   
       
 

 
By:
Name:  

/s/ Heather D. Slapak
 

Heather D. Slapak  
 

  Title:  Vice President   

Signature Page to Second Amendment to Master Repurchase Agreement

 



 

EXHIBIT A TO
SECOND AMENDMENT TO MASTER

REPURCHASE AGREEMENT

EXHIBIT C
TO MASTER REPURCHASE AGREEMENT

FORM OF OFFICER’S CERTIFICATE WITH COMPUTATIONS
TO SHOW COMPLIANCE OR NON-COMPLIANCE WITH

CERTAIN FINANCIAL COVENANTS

OFFICER’S CERTIFICATE

AGENT: U.S. Bank National Association

SELLER: NVR MORTGAGE FINANCE, INC.

SUBJECT PERIOD:                      ended                      , 20___

DATE:                     , 20___

     This certificate is delivered to the Agent and the Buyers under the Master Repurchase Agreement dated as of August 5, 2008 (as supplemented, amended,
or restated from time to time, the “Current Repurchase Agreement”), among the Seller, the Agent, and the Buyers from time to time party thereto. Unless they
are otherwise defined in this request, terms defined in the Current Repurchase Agreement have the same meanings here as there.

     The undersigned certifies to the Agent that on the date of this certificate:

     1. The undersigned is an incumbent officer of the Seller, holding the title stated below the undersigned’s signature below.

     2. The Seller’s Financial Statements that are attached to this certificate were prepared in accordance with GAAP (except that interim Financial Statements
exclude notes to Financial Statements and statements of changes to stockholders’ equity and are subject to year-end adjustments) and (subject to the aforesaid
proviso as to interim Financial Statements) present fairly the Seller’s financial condition and results of operations as of _________for that month (the
“Subject Period”) and for the year to that date.

     3. The undersigned supervised a review of the Seller’s activities during the Subject Period in respect of the following matters and has determined the
following:

     (a) except to the extent that a representation or warranty speaks to a specific date, the representations and warranties of the Seller in the Current
Repurchase Agreement and the other Repurchase Documents are true and correct in all material respects, other than the changes, if any, described on the
attached Annex A;

Ex A-1



 

     (b) no event has occurred that could reasonably be expected to have a materially adverse effect on any of the Central Elements of the Seller;

     (c) the Seller has complied with all of its obligations under the Repurchase Documents, other than the deviations, if any, described on the attached
Annex A;

     (d) no Event of Default has occurred that has not been declared by the Agent in writing to have been cured or waived, and no Default has occurred that
has not been cured before becoming an Event of Default, other than those Events of Default and/or Defaults, if any, described on the attached Annex A;
and

     (e) compliance by the Seller with the financial covenants in Sections 17.12, 17.13, 17.14, 17.15, and 17.22 of the Current Repurchase Agreement is
accurately calculated on the attached Annex A.

       
  NVR MORTGAGE FINANCE, INC.   
       
  By:     
  Name: 

 

  
  Title:  
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ANNEX A TO OFFICER’S CERTIFICATE

     1. Describe changes to representations and warranties, if any — clause 3(a) of attached Officer’s Certificate; if none, so state:

     2. Describe deviations from compliance with obligations, if any — clause 3(c) of attached Officer’s Certificate; if none, so state:

     2. Describe Defaults or Events of Default, if any — clause 3(d) of attached Officer’s Certificate; if none, so state:

     3. Calculate compliance with covenants in Sections 17.12, 17.13, 17.14, 17.15, and 17.22 of the Current Repurchase Agreement — clause 3(e) of attached
Officer’s Certificate:

(a) Section 17.12. The Seller’s Adjusted Tangible Net Worth as of                      is $                     (the minimum under Section 17.12 is $14,000,000).

Adjusted Tangible Net Worth
       
Consolidated Assets:  $     
     

 

       
Minus Debt (excluding Qualified Subordinated Debt):  $     
     

 

       
Minus Contingent Indebtedness:  $     
     

 

       
Minus Intangible Assets:  $     
     

 

       
ADJUSTED TANGIBLE NET WORTH:  $     

     
 

     (b) Section 17.13. The ratio of Seller’s to Total Liabilities to Adjusted Tangible Net Worth on a consolidated basis with its Subsidiaries, measured monthly,
is                      to 1.0 (the maximum ratio under Section 17.13 is 10.0:1.0).
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Leverage Ratio
           
Total Liabilities (excluding Qualified Subordinated Debt):     $  

 

  
           
Adjusted Tangible Net Worth:     $     
        

 

  
           
      LEVERAGE RATIO:    To 1.0  

(c) Section 17.14. The Seller’s Pre-FAS 133 Net Income measured at the end of ___for the twelve consecutive months then ended is $___(the minimum under
Section 17.14 is $2,000,000).

Pre-FAS 133 Net Income
       
       
Consolidated Net Income (in accordance with GAAP):  $     
     

 

       
Plus/Minus FAS-133 Adjustment (calculated as of the end of the most recent fiscal quarter)  $     
     

 

       
Plus/Minus Tax Adjustment  $     
     

 

       
PRE-FAS 133 NET INCOME:  $     

     
 

(d) Section 17.15. The Seller’s liquidity (unrestricted cash, Cash Equivalents and unused portion of the Maximum Aggregate Commitment), for the month
ended                     , 20                    , was $                     (the minimum under Section 17.15 is $7,500,000).

Liquidity
       
Unencumbered cash and cash equivalents:  $     
     

 

       
Plus Unused availability against Purchased Loans (Purchase Value — Purchase Price):  $     
     

 

 
LIQUIDITY:  $     
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(d) Section 17.22. The Seller’s HUD Compare Ratio, as of the last Business Day of the period covered by this certificate, was ___% (the maximum under
Section 17.22 is 150%).

HUD Compare Ratio
   
Ratio (expressed as a percentage) of   
   
percentage of Seller’s Mortgage Loan originations under the FHA single family mortgage insurance program that defaulted in the first two
years after origination  

                    %

   
to   
   
percentage of all Mortgage Loan originations under the FHA single family mortgage insurance program that defaulted in the first two years
after origination  

                    %

   
HUD COMPARE RATIO:                      %

4. Describe and give details regarding (i) notices received by Seller requesting or demanding that Seller repurchase (or pay indemnity or other compensation
in respect of) Mortgage Loans previously sold or otherwise disposed of by the Seller to any Investor or other Person pursuant to any express or implied
repurchase or indemnity obligation as per Section 16.5(b), and (ii) actual repurchase and indemnity payments made by Seller to any Person. (attach schedule
or explanation).
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EXHIBIT B TO
SECOND AMENDMENT TO MASTER

REPURCHASE AGREEMENT

SCHEDULE AI
TO MASTER REPURCHASE AGREEMENT

Approved Investors List 
as of 4/1/2010

         
  S&P  Moody’s     
  CP  CP  Related Parent   

Investor  Rating  Rating  Company  Product Approval
Ally Bank  C  NP  Residential Capital, LLC (ResCap)  Conforming
Astoria Federal Savings and Loan  A-2  P-1    Conforming/40-Year1
Bank of America  A-1+  P-1    Conforming/40-Year/Jumbo
Chase Manhattan Mortgage 
Corporation  

A-1+
 

P-1
 

JPMorgan Chase Bank, N.A.
 

Conforming/40-Year/Jumbo

Citimortgage, Inc.  A-1  P-1  Citigroup, Inc.  Conforming/40-Year/Jumbo
Dollar Bank, FSB  N/A  N/A    Conforming
Federal Home Loan Mortgage Corp. (Freddie Mac)  A-1+  P-1    Conforming/40-Year/Jumbo
Federal National Mortgage Assoc. (Fannie Mae)  A-1+  P-1    Conforming40-Year/Jumbo
Government National Mortgage Assoc.  N/A  N/A    Conforming
Greenwich Capital  A-1+  P-1  Greenwich Capital Holdings, Inc.  Conforming/40-Year/Jumbo
JPMorgan Chase Bank  A-1+  P-1    Conforming/40-Year/Jumbo
Lake Michigan Credit Union  N/A  N/A  Lake Michigan Financial Group Inc.  Conforming
SunTrust Mortgage, Inc.  A-1  P-1  Suntrust Banks, Inc.  Conforming/40-Year/Jumbo
Wells Fargo Home Mortgage  A-1+  P-1  Wells Fargo Bank, N.A.  Conforming/40-Year/Jumbo
     Housing Agencies         
Housing Opportunities Commission  N/A  N/A    Conforming/40-Year
Maryland Community Development  N/A  N/A    Conforming/40-Year
Michigan Housing Finance  N/A  N/A    Conforming/40-Year
New Jersey Housing Finance  N/A  N/A    Conforming/40-Year
North Carolina Housing Finance  N/A  N/A    Conforming/40-Year
Pennsylvania Housing Finance  N/A  N/A    Conforming/40-Year
South Carolina Housing Finance  N/A  N/A    Conforming/40-Year
State of New York Mortgage Agency  N/A  N/A    Conforming/40-Year
Tennessee Housing Finance  N/A  N/A    Conforming/40-Year
Virginia Housing Finance  N/A  N/A    Conforming/40-Year
West Virginia Housing Finance  N/A  N/A    Conforming/40-Year
Delaware State Housing Authority  N/A  N/A    Conforming/40-Year
Kentucky Housing Corp.  N/A  N/A    Conforming/40-Year
Ohio Housing Finance Agency  N/A  N/A    Conforming/40-Year
Indiana Housing & Community Development Authority  N/A  N/A    Conforming/40-Year
All additional state funded bond programs  N/A  N/A    Conforming/40-Year

 

1  “40-Year” indicates Agency Eligible Forty Year Loans
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EXHIBIT C TO
SECOND AMENDMENT TO MASTER

REPURCHASE AGREEMENT

EXHIBIT G
TO REPURCHASE AGREEMENT

TRADE INVENTORY
                     
Commitment

ID  
Trade
Date  

Coupon
Rate  

Price
 

Dealer
 

Trade
Description  

Mandatory
/ Standby  

Trade
Amount  

Unfilled
Amount  

Settlement
Date  

Gain /
Loss
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Exhibit 31.1

SARBANES-OXLEY ACT SECTION 302 CERTIFICATIONS

I, Paul C. Saville, certify that:

1. I have reviewed this report on Form 10-Q of NVR, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

 a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

 

 b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
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;

 

 c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

     
   
Date: August 2, 2010 By:  /s/ Paul C. Saville   
  Paul C. Saville  
  President and Chief Executive Officer  

 



     

Exhibit 31.2

SARBANES-OXLEY ACT SECTION 302 CERTIFICATIONS

I, Dennis M. Seremet, certify that:

1. I have reviewed this report on Form 10-Q of NVR, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

 a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

 

 b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
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;

 

 c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

     
   
Date: August 2, 2010 By:  /s/ Dennis M. Seremet   
  Dennis M. Seremet  

  Senior Vice President, Chief Financial
Officer and Treasurer  

 



     

Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of NVR, Inc. for the period ended June 30, 2010 as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), each of the undersigned officers of NVR, Inc., hereby certifies pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

 1.  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

 2.  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of NVR, Inc.
     
   
Date: August 2, 2010 By:  /s/ Paul C. Saville   
  Paul C. Saville  
  President and Chief Executive Officer  
 
   
 By:  /s/ Dennis M. Seremet   
  Dennis M. Seremet  

  Senior Vice President, Chief Financial Officer
and Treasurer  

 

 


