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Item 1. Business.
General

NVR, Inc. ( NVR ) was formed in 1980 as NVHomes, Inc. Our primary business is the construction and sale of
single-family detached homes, townhomes and condominium buildings. To fully serve our homebuilding customers,
we also operate a mortgage banking business. We conduct our homebuilding activities directly, except for Rymarc
Homes, which is operated as a wholly owned subsidiary. Our mortgage banking operations are operated primarily
through a wholly owned subsidiary, NVR Mortgage Finance, Inc. ( NVRM ). Unless the context otherwise requires,
referencesto NVR , we , us or our include NVR and its consolidated subsidiaries.

We are one of the largest homebuilders in the United States. While we operate in multiple locations in twelve
states, primarily in the eastern part of the United States, approximately 36% of our home settlements in 2007 occurred
in the Washington, D.C. and Baltimore, MD metropolitan areas, which accounted for 49% of our 2007 homebuilding
revenues. Our homebuilding operations include the construction and sale of single-family detached homes,
townhomes and condominium buildings under four trade names: Ryan Homes, NVHomes, Fox Ridge Homes and
Rymarc Homes. The Ryan Homes, Fox Ridge Homes, and Rymarc Homes products are marketed primarily to
first-time homeowners and first-time move-up buyers. The Ryan Homes product is currently sold in twenty
metropolitan areas located in Maryland, Virginia, West Virginia, Pennsylvania, New York, North Carolina, South
Carolina, Ohio, New Jersey, Delaware and Kentucky. During 2007, Ryan Homes exited the Detroit, Michigan market.
The Fox Ridge Homes product is sold solely in the Nashville, TN metropolitan area and the Rymarc Homes product is
sold solely in the Columbia, South Carolina market. The NVHomes product is marketed primarily to move-up and
upscale buyers and is sold in the Washington, D.C., Baltimore, MD, Philadelphia, PA and the Maryland Eastern Shore
metropolitan areas. In 2007, our average price of a settled unit was approximately $373,000.

We do not engage in the land development business. Instead, we acquire finished building lots at market prices
from various development entities under fixed price purchase agreements ( purchase agreements ) that require deposits
that may be forfeited if we fail to perform under the purchase agreement. The deposits required under the purchase
agreements are in the form of cash or letters of credit in varying amounts and represent a percentage, typically ranging
up to 10%, of the aggregate purchase price of the finished lots.

Our lot acquisition strategy reduces the financial requirements and risks associated with direct land ownership and
land development. We may, at our option, choose for any reason and at any time not to perform under these purchase
agreements by delivering notice of our intent not to acquire the finished lots under contract. Our 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 liquidating damage provision contained within the purchase agreements. We do not have any financial
guarantees or completion obligations and we do not guarantee lot purchases on a specific performance basis under
these purchase agreements. We generally seek to maintain control over a supply of lots believed to be suitable to meet
our five-year business plan.

On a very limited basis, we also obtain finished lots using joint venture limited liability corporations ( LLC s ). All
LLC s are 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 of the LLC s debt. We enter into a standard fixed price purchase
agreement to purchase lots from these LLC s. At December 31, 2007, we had an aggregate investment totaling
approximately $13 million in twelve separate LLC s which controlled approximately 700 lots.
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In addition to building and selling homes, we provide a number of mortgage-related services through our mortgage
banking operations. Through operations in each of our homebuilding markets, NVRM originates mortgage loans
almost exclusively for our homebuyers. NVRM generates revenues primarily from origination fees, gains on sales of
loans and title fees. NVRM sells all of the mortgage loans it closes into the secondary markets on a servicing released
basis.

Segment information for our homebuilding and mortgage banking businesses is included in Note 2 to the
consolidated financial statements.

Current Business Environment

Market conditions within the homebuilding industry continued to deteriorate throughout 2007. The slowdown
which began in the second half of 2005 has been driven by declining consumer confidence, affordability issues and
reduced demand for new homes. Additionally, instability within the credit markets in 2007 has placed additional
pressures on affordability and demand for new homes. As demand for new homes has slowed, the industry has been
faced with higher levels of new and existing home inventories. Each of these market factors has resulted in an
extremely competitive sales environment and has forced us and our competitors to reduce prices and offer sales
incentives. In turn, our home sales and profit margins have been negatively impacted from prior years. We expect the
current challenging market conditions to continue in 2008. For additional information and analysis of recent trends in
our operations and financial condition, see Management s Discussion and Analysis of Financial Condition and Results
of Operations in Item 7 of this Form 10-K.

Homebuilding

Products

We offer single-family detached homes, townhomes and condominium buildings with many different basic home
designs. These home designs have a variety of elevations and numerous other options. Our homes combine traditional
or colonial exterior designs with contemporary interior designs and amenities, generally include two to four bedrooms,
and range from approximately 900 to 7,300 square feet. During 2007, the prices of our homes settled ranged from
approximately $60,000 to $2,500,000 and averaged approximately $373,000. During 2006, our average price was
approximately $398,000.

Markets

Our four reportable homebuilding segments operate in the following geographic regions:

Mid Maryland, Virginia, West Virginia and Delaware

Atlantic:

North East: New Jersey and eastern Pennsylvania

Mid East: Kentucky, New York, Ohio and western Pennsylvania

South East: North Carolina, South Carolina, and Tennessee

Further discussion of settlements, new orders and backlog activity by homebuilding reportable segment for each of
the last three years can be found in Management s Discussion and Analysis of Financial Condition and Results of
Operations (see Item 7 of this report).

Backlog

Backlog totaled 5,145 units and approximately $1.9 billion at December 31, 2007 compared to backlog of 6,388
units and approximately $2.6 billion at December 31, 2006. Our cancellation rate was approximately 21% during
2007. During 2006 and 2005, our cancellation rates were approximately 19% and 12%, respectively. We can provide
no assurance that our historical cancellation rate is indicative of the actual cancellation rate that may occur in 2008,
and our cancellation rate could continue to increase. See Risk Factors in Item 1A.
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Construction

We utilize independent subcontractors under fixed price contracts to perform construction work on our homes. The
subcontractors work is performed under the supervision of our employees who monitor quality control. We use many
independent subcontractors in our various markets and we are not dependent on any single subcontractor or on a small
number of subcontractors.

Land Development

We are not in the land development business. We purchase finished lots from various land developers under fixed
price purchase agreements that require deposits that may be forfeited if we fail 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
represent a percentage, typically ranging up to 10%, of the aggregate purchase price of the finished lots. We are not
dependent on any single developer or on a small number of developers.

Sales and Marketing

Our preferred marketing method is for customers to visit a furnished model home featuring many built-in options
and a landscaped lot. The garages of these model homes are usually converted into temporary sales centers where
alternative facades and floor plans are displayed and designs for other models are available for review. Sales
representatives are compensated predominantly on a commission basis.

Regulation

We and our subcontractors must comply with various federal, state and local zoning, building, environmental,
advertising and consumer credit statutes, rules and regulations, as well as other regulations and requirements in
connection with our construction and sales activities. All of these regulations have increased the cost to produce and
market our products, and in some instances, have delayed our developers abilities to deliver us finished lots. Counties
and cities in which we build homes have at times declared moratoriums on the issuance of building permits and
imposed other restrictions in the areas in which sewage treatment facilities and other public facilities do not reach
minimum standards. To date, restrictive zoning laws and the imposition of moratoriums have not had a material
adverse effect on our construction activities. However, in certain markets in which we operate, we believe that our
growth has been hampered by the longer time periods necessary for our developers to obtain the necessary
governmental approvals.

Competition and Market Factors

The housing industry is highly competitive. We compete with numerous homebuilders of varying size, ranging
from local to national in scope, some of which have greater financial resources than we do. We also face competition
from the home resale market. Our homebuilding operations compete primarily on the basis of price, location, design,
quality, service and reputation. We historically have been one of the market leaders in each of the markets where we
build homes.

The housing industry is cyclical and is affected by consumer confidence levels, prevailing economic conditions and
interest rates. Other factors that affect the housing industry and the demand for new homes include the availability and
the cost of land, labor and materials; changes in consumer preferences; demographic trends; and the availability of
mortgage finance programs. See Risk Factors in Item 1A.

We are dependent upon building material suppliers for a continuous flow of raw materials. Whenever possible, we
utilize standard products available from multiple sources. In the past, such raw materials have been generally available

to us in adequate supply.
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Mortgage Banking

We provide a number of mortgage related services to our homebuilding customers through our mortgage banking
operations. Our mortgage banking operations also include separate subsidiaries that broker title insurance and perform
title searches in connection with mortgage loan closings for which they receive commissions and fees. Because
NVRM originates mortgage loans almost exclusively for our homebuilding customers, NVRM is dependent on our
homebuilding segment. In 2007, NVRM closed approximately 10,600 loans with an aggregate principal amount of
approximately $3.2 billion as compared to 12,200 loans with an aggregate principal amount of approximately
$3.9 billion in 2006.

NVRM sells all of the mortgage loans it closes to investors in the secondary markets on a servicing released basis,
typically within 30 days from the loan closing. NVRM is an approved seller/servicer for FNMA, GNMA, FHLMC,
VA and FHA mortgage loans.

Competition and Market Factors

NVRM s main competition comes from national, regional, and local mortgage bankers, mortgage brokers, thrifts
and banks in each of these markets. NVRM competes primarily on the basis of customer service, variety of products
offered, interest rates offered, prices of ancillary services and relative financing availability and costs.

Regulation

NVRM is an approved seller/servicer of FNMA, GNMA, FHLMC, FHA and VA mortgage loans, and is subject to
all of those agencies rules and regulations. These rules and regulations restrict certain activities of NVRM. NVRM is
currently eligible and expects to remain eligible to participate in such programs. In addition, NVRM is subject to
regulation at the state and federal level with respect to specific origination, selling and servicing practices.

Pipeline

NVRM s mortgage loans in process that have not closed ( Pipeline ) at December 31, 2007 and 2006, had an
aggregate principal balance of $1.2 billion and $1.6 billion, respectively. Our cancellation rate was approximately
45% in 2007. During 2006 and 2005, our cancellation rates were approximately 35% and 27%, respectively. We can
provide no assurance that the prior year cancellation rate is indicative of the actual cancellation rate that may occur in
2008, and our cancellation rate could continue to increase. See Risk Factors in Item 1A.

Employees

At December 31, 2007, we employed 4,119 full-time persons, of whom 1,538 were officers and management
personnel, 279 were technical and construction personnel, 818 were sales personnel, 640 were administrative
personnel and 844 were engaged in various other service and labor activities. None of our employees are subject to a
collective bargaining agreement and we have never experienced a work stoppage. We believe that our employee
relations are good.
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Available Information

We file annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission (the SEC ). These filings are available to the public over the Internet at the SEC s website at
http://www.sec.gov. You may also read and copy any document we file at the SEC s public reference room located at
100 F Street, NE, Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for further information on the
public reference room.

Our principal Internet website can be found at http://www.nvrinc.com. We make available free of charge on or
through our website, access to our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to those reports as soon as reasonably practicable after such material is electronically
filed, or furnished, to the SEC.

Our website also includes a corporate governance section which contains our Corporate Governance Guidelines
(which includes our Directors Independence Standards), Code of Ethics, Board of Directors Committee Charters for
the Audit, Compensation, Corporate Governance, Nominating and Qualified Legal Compliance Committees, Policies
and Procedures for the Consideration of Board of Director Candidates and Policies and Procedures on Security Holder
Communications with the Board of Directors. Additionally, amendments to and waivers from a provision of the Code
of Ethics that apply to our principal executive officer, principal financial officer, principal accounting officer or
persons performing similar functions will be disclosed on our website (of which there were none in 2007). On
January 2, 2008, in connection with the transfer of the listing of our common stock to the New York Stock Exchange,
we amended the Code of Ethics to include the following four topics that were not previously included in the Code of
Ethics: (1) confidential, proprietary and inside information, (2) corporate opportunities, (3) competition and fair
dealing, and (4) personal use or acquisition of company property and supplies. Previously, these topics were included
in the NVR, Inc. Standards of Business Conduct, which are in addition to the Code of Ethics.

In addition, you may request a copy of the foregoing filings (excluding exhibits), charters, guidelines and codes,
and any waivers or amendments to such codes which are applicable to our executive officers, senior financial officers
or directors, at no cost by writing to us at NVR, Inc., 11700 Plaza America Drive, Suite 500, Reston, VA 20190,
Attention: Investor Relations Department or by telephoning us at (703) 956-4000.

Item 1A. Risk Factors.
Forward-Looking Statements

Some of the statements in this Form 10-K, 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 negati
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; the ability of NVR to integrate any acquired business; fluctuation and
volatility of stock and other financial markets; mortgage financing availability; and other factors over which NVR has
little or no control.
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RISK FACTORS
Our business is affected by the risks generally incident to the residential construction business, including, but not
limited to:
actual and expected direction of interest rates, which affect our costs, the availability of construction financing,
and long-term financing for potential purchasers of homes;

the availability of adequate land in desirable locations on favorable terms;
unexpected changes in customer preferences; and

changes in the national economy and in the local economies of the markets in which we have operations.
All of these risks are discussed in detail below.
The homebuilding industry is experiencing a significant downturn. The continuation of this downturn could
adversely affect our business and our results of operations.

The homebuilding industry has continued to experience a significant downturn as a result of declining consumer
confidence, affordability issues and uncertainty as to the stability of home prices. As a result, we have experienced
reduced demand for new homes. These market factors have also resulted in pricing pressures and in turn lower gross
profit margins in most of our markets. A continued downturn in the homebuilding industry could result in a material
adverse effect on our sales, profitability, stock performance, ability to service our debt obligations and future cash
flows.

Interest rate movements, inflation and other economic factors can negatively impact our business.

High rates of inflation generally affect the homebuilding industry adversely because of their adverse impact on
interest rates. High interest rates not only increase the cost of borrowed funds to homebuilders but also have a
significant effect on housing demand and on the affordability of permanent mortgage financing to prospective
purchasers. We are also subject to potential volatility in the price of commodities that impact costs of materials used
in our homebuilding business. Increases in prevailing interest rates could have a material adverse effect on our sales,
profitability, stock performance, ability to service our debt obligations and future cash flows.

Our financial results also are affected by the risks generally incident to our mortgage banking business, including
interest rate levels, the impact of government regulation on mortgage loan originations and servicing and the need to
issue forward commitments to fund and sell mortgage loans. Our homebuilding customers accounted for almost all of
our mortgage banking business in 2007. The volume of our continuing homebuilding operations therefore affects our
mortgage banking business.

Our mortgage banking business also is affected by interest rate fluctuations. We also may experience marketing
losses resulting from daily increases in interest rates to the extent we are unable to match interest rates and amounts on
loans we have committed to originate with forward commitments from third parties to purchase such loans. Increases
in interest rates may have a material adverse effect on our mortgage banking revenue, profitability, stock performance,
ability to service our debt obligations and future cash flows.

Our operations may also be adversely affected by other economic factors within our markets such as negative
changes in employment levels, job growth, and consumer confidence and availability of mortgage financing, one or all
of which could result in reduced demand or price depression from current levels. Such negative trends could have a
material adverse effect on homebuilding operations.
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These factors and thus, the homebuilding business, have at times in the past been cyclical in nature. Any downturn
in the national economy or the local economies of the markets in which we operate could have a material adverse
effect on our sales, profitability, stock performance and ability to service our debt obligations. In particular,
approximately 36% of our home settlements during 2007 occurred in the Washington, D.C. and Baltimore, MD
metropolitan areas, which accounted for 49% of our 2007 homebuilding revenues. Thus, we are dependent to a
significant extent on the economy and demand for housing in those areas.

Our inability to secure and control an adequate inventory of lots could adversely impact our operations.

The results of our homebuilding operations are dependent upon our continuing ability to control an adequate
number of homebuilding lots in desirable locations. There can be no assurance that an adequate supply of building lots
will continue to be available to us on terms similar to those available in the past, or that we will not be required to
devote a greater amount of capital to controlling building lots than we have historically. An insufficient supply of
building lots in one or more of our markets, an inability of our developers to deliver finished lots in a timely fashion,
or our inability to purchase or finance building lots on reasonable terms could have a material adverse effect on our
sales, profitability, stock performance, ability to service our debt obligations and future cash flows.

If the market value of our inventory or controlled lot position declines, our profit could decrease.

Inventory risk can be substantial for homebuilders. The market value of building lots and housing inventories can
fluctuate significantly as a result of changing market conditions. In addition, inventory carrying costs can be
significant and can result in losses in a poorly performing project or market. We must, in the ordinary course of our
business, continuously seek and make acquisitions of lots for expansion into new markets as well as for replacement
and expansion within our current markets, which is accomplished by us entering fixed price purchase agreements and
paying forfeitable deposits under the purchase agreement to developers for the contractual right to acquire the lots. In
the event of significant changes in economic or market conditions, we may cease further building activities in
communities or restructure existing purchase agreements, resulting in forfeiture of some or all of any remaining land
contract deposit paid to the developer. We may also dispose of certain subdivision inventories on a bulk or other basis.
Either action may result in a loss which could have a material adverse effect on our profitability, stock performance,
ability to service our debt obligations and future cash flows.

Because almost all of our customers require mortgage financing, the availability of suitable mortgage financing
could impair the affordability of our homes, lower demand for our products, and limit our ability to fully
deliver our backlog.

Our business and earnings depend on the ability of our potential customers to obtain mortgages for the purchase of
our homes. In addition, many of our potential customers must sell their existing homes in order to buy a home from
us. The tightening of credit standards and the availability of suitable mortgage financing could prevent customers from
buying our homes and could prevent buyers of our customers homes from obtaining mortgages they need to complete
that purchase, both of which could result in our potential customers inability to buy a home from us. If our potential
customers or the buyers of our customers current homes are not able to obtain suitable financing, the result could have
a material adverse effect on our sales, profitability, stock performance, ability to service our debt obligations and
future cash flows.

If our ability to sell mortgages to investors is impaired, we may be required to fund these commitments
ourselves, or not be able to originate loans at all.

Our mortgage segment sells all of the loans it originates into the secondary market usually within 30 days from the
date of closing, and has up to $125 million available in an annually renewable warehouse credit facility to fund
mortgage closings. In the event that disruptions to the secondary markets similar to those which occurred during 2007
continue to tighten or eliminate the available liquidity within the secondary markets for mortgage loans, or the
underwriting requirements by our secondary market investors continue to become more stringent, our ability to sell
future mortgages could decline and we could be required, among other things, to fund our commitments to our buyers
with our own financial resources, which is limited, or require our home buyers to find another source of financing.
The result of such secondary market disruption could have a material adverse effect on our sales, profitability, stock
performance, ability to service our debt obligations and future cash flows.
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Our current indebtedness may impact our future operations and our ability to access necessary financing.

Our homebuilding operations are dependent in part on the availability and cost of working capital financing, and
may be adversely affected by a shortage or an increase in the cost of such financing. If we require working capital
greater than that provided by our operations and our credit facility, we may be required to seek to increase the amount
available under the facility or to obtain alternative financing. No assurance can be given that additional or replacement
financing will be available on terms that are favorable or acceptable. If we are at any time unsuccessful in obtaining
sufficient capital to fund our planned homebuilding expenditures, we may experience a substantial delay in the
completion of any homes then under construction. Any delay could result in cost increases and could have a material
adverse effect on our sales, profitability, stock performance, ability to service our debt obligations and future cash
flows.

Our existing indebtedness contains financial and other restrictive covenants and any future indebtedness may also
contain covenants. These covenants include limitations on our ability, and the ability of our subsidiaries, to incur
additional indebtedness, pay cash dividends and make distributions, make loans and investments, enter into
transactions with affiliates, effect certain asset sales, incur certain liens, merge or consolidate with any other person, or
transfer all or substantially all of our properties and assets. Substantial losses by us or other action or inaction by us or
our subsidiaries could result in the violation of one or more of these covenants which could result in decreased
liquidity or a default on our indebtedness, thereby having a material adverse effect on our sales, profitability, stock
performance, ability to service our debt obligations and future cash flows.

Our mortgage banking operations are dependent on the availability, cost and other terms of mortgage warehouse
financing, and may be adversely affected by any shortage or increased cost of such financing. No assurance can be
given that any additional or replacement financing will be available on terms that are favorable or acceptable. Our
mortgage banking operations are also dependent upon the securitization market for mortgage-backed securities, and
could be materially adversely affected by any fluctuation or downturn in such market.

Government regulations and environmental matters could negatively affect our operations.

We are subject to various local, state and federal statutes, ordinances, rules and regulations concerning zoning,
building design, construction and similar matters, including local regulations that impose restrictive zoning and
density requirements in order to limit the number of homes that can eventually be built within the boundaries of a
particular area. We have from time to time been subject to, and may also be subject in the future to, periodic delays in
our homebuilding projects due to building moratoriums in the areas in which we operate. Changes in regulations that
restrict homebuilding activities in one or more of our principal markets could have a material adverse effect on our
sales, profitability, stock performance, ability to service our debt obligations and future cash flows.

We are also subject to a variety of local, state and federal statutes, ordinances, rules and regulations concerning the
protection of health and the environment. We are subject to a variety of environmental conditions that can affect our
business and our homebuilding projects. The particular environmental laws that apply to any given homebuilding site
vary greatly according to the location and environmental condition of the site and the present and former uses of the
site and adjoining properties. Environmental laws and conditions may result in delays, cause us to incur substantial
compliance and other costs, or prohibit or severely restrict homebuilding activity in certain environmentally sensitive
regions or areas, thereby adversely affecting our sales, profitability, stock performance, ability to service our debt
obligations and future cash flows.
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We are an approved seller/servicer of FNMA, GNMA, FHLMC, FHA and VA mortgage loans, and are subject to
all of those agencies rules and regulations. Any significant impairment of our eligibility to sell/service these loans
could have a material adverse impact on our mortgage operations. In addition, we are subject to regulation at the state
and federal level with respect to specific origination, selling and servicing practices. Adverse changes in governmental
regulation may have a negative impact on our mortgage loan origination business.

We face competition in our housing and mortgage banking operations.

The homebuilding industry is highly competitive. We compete with numerous homebuilders of varying size,
ranging from local to national in scope, some of whom have greater financial resources than we do. We face
competition:

for suitable and desirable lots at acceptable prices;

from selling incentives offered by competing builders within and across developments; and

from the existing home resale market.

Our homebuilding operations compete primarily on the basis of price, location, design, quality, service and
reputation.

The mortgage banking industry is also competitive. Our main competition comes from national, regional and local
mortgage bankers, thrifts, banks and mortgage brokers in each of these markets. Our mortgage banking operations
compete primarily on the basis of customer service, variety of products offered, interest rates offered, prices of
ancillary services and relative financing availability and costs.

There can be no assurance that we will continue to compete successfully in our homebuilding or mortgage banking
operations. An inability to effectively compete may have an adverse impact on our sales, profitability, stock
performance, ability to service our debt obligations and future cash flows.

A shortage of building materials or labor, or increases in materials or labor costs may adversely impact our
operations.

The homebuilding business has from time to time experienced building material and labor shortages, including
shortages in insulation, drywall, certain carpentry work and concrete, as well as fluctuating lumber prices and supply.
In addition, high employment levels and strong construction market conditions could restrict the labor force available
to our subcontractors and us in one or more of our markets. Significant increases in costs resulting from these
shortages, or delays in construction of homes, could have a material adverse effect upon our sales, profitability, stock
performance, ability to service our debt obligations and future cash flows.

Product liability litigation and warranty claims may adversely impact our operations.

Construction defect and home warranty claims are common and can represent a substantial risk for the
homebuilding industry. The cost of insuring against construction defect and product liability claims, as well as the
claims themselves, can be high. In addition, insurance companies limit coverage offered to protect against these
claims. Further restrictions on coverage available, or significant increases in premium costs or claims, could have a
material adverse effect on our financial results.

Changes in tax laws or the interpretation of tax laws may negatively affect our operating results.

The effects of possible changes in the tax laws or changes in their interpretation could have a material negative
impact on our operating results.
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Weather-related and other events beyond our control may adversely impact our operations.

Extreme weather or other events, such as hurricanes, tornadoes, earthquakes, forest fires, floods, terrorist attacks or
war, may affect our markets, our operations and our profitability. These events may impact our physical facilities or
those of our suppliers or subcontractors, causing us material increases in costs, or delays in construction of homes,
which could have a material adverse effect upon our sales, profitability, stock performance, ability to service our debt
obligations and future cash flows.

Item 1B. Unresolved Staff Comments.
None.
Item 2. Properties.

Our corporate offices are located in Reston, Virginia, where we currently lease approximately 61,000 square feet of
office space, of which approximately 9,800 square feet we have subleased to a third party. The current corporate
office lease expires in April 2015.

In connection with the operation of the homebuilding segment, we lease manufacturing facilities in the following
six locations: Thurmont, Maryland; Burlington County, New Jersey; Farmington, New York; Kings Mountain, North
Carolina; Darlington, Pennsylvania; and Portland, Tennessee. These facilities range in size from approximately 40,000
square feet to 400,000 square feet and combined total approximately 1,000,000 square feet of manufacturing space.
All of our manufacturing facilities are leased. Each of these leases contains various options for extensions of the lease
and for the purchase of the facility. The Portland lease expires in 2009. The Thurmont and Farmington leases expire in
2014, and the Kings Mountain and Burlington County leases expire in 2023 and 2024, respectively. The Darlington
lease expires in 2025.

We also, in connection with both our homebuilding and mortgage banking businesses, lease office space in
multiple locations for homebuilding divisional offices and mortgage banking and title services branches under leases
expiring at various times through 2014, none of which are individually material to our business. We anticipate that,
upon expiration of existing leases, we will be able to renew them or obtain comparable facilities on acceptable terms.
Item 3. Legal Proceedings.

On July 18, 2007, former employees filed lawsuits against us in the Court of Common Pleas in Allegheny County,
Pennsylvania and Hamilton County, Ohio, in the 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. The suits were filed as purported class actions. The class of individuals that any of the lawsuits
purport to represent has not been certified. We intend to vigorously defend these actions, as we believe that our
compensation practices in regard to sales and marketing representatives are entirely lawful. Our position is strongly
supported by two letter rulings that the United States Department of Labor issued in January 2007, in accordance with
the DOL s mandate to interpret federal wage and hour laws. The two courts to most recently consider similar claims
against other homebuilders have adopted the DOL s position that sales and marketing representatives were properly
classified as exempt from overtime wages. 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 our
consolidated balance sheet.
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In 2006 and 2005, we received requests for information pursuant to Section 308(a) of the Clean Water Act (the

Act ) from Regions 3 and 4 of the United States Environmental Protection Agency (the EPA ). The requests sought
information regarding our storm water management discharge practices in North Carolina, Pennsylvania, Maryland
and Virginia during the homebuilding construction process. We have provided the EPA with information in response
to each of its requests. Additionally, in 2005, the EPA notified us of alleged storm water management violations under
the Act at a homebuilding site in Pennsylvania, and that we may potentially be subject to administrative fines of up to
$157,000 for the alleged violations. We have completed our building activity at the homebuilding site alleged to be in
violation. We cannot predict the outcome of the EPA s review of our storm water management practices. Further, it is
not known at this time whether the EPA will seek to take legal action or impose penalties in connection with the
alleged violation at the construction site in Pennsylvania, thus we have not recorded any associated liabilities in our
consolidated balance sheet.

On April 16, 2007, a lawsuit was filed by one of our customers against us in the United States District Court for the
Western District of Pennsylvania alleging that we violated Section 8 of the Real Estate Settlement and Protection Act.
The complaint sought treble damages, interest, injunctive and declaratory relief, attorney fees and other expenses. The
lawsuit was filed as a purported class action. In January 2008, the suit was settled for a nominal amount and dismissed
in its entirety.

We 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
our financial position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders during the quarter ended December 31, 2007.

Executive Officers of the Registrant

Name Age Positions
Dwight C. Schar 66 Chairman of the Board of NVR
Paul C. Saville 52 President and Chief Executive Officer of NVR
William J. Inman 60 President of NVRM
Dennis M. Seremet 52 Senior Vice President, Chief Financial Officer and Treasurer of NVR
Robert W. Henley 41 Vice President and Controller of NVR

Dwight C. Schar has been Chairman of the Board since September 30, 1993. Mr. Schar also served as our President
and Chief Executive Officer from September 30, 1993 through June 30, 2005.
Paul C. Saville was named President and Chief Executive Officer of NVR, effective July 1, 2005. Prior to July 1,
2005, Mr. Saville had served as Senior Vice President Finance, Chief Financial Officer and Treasurer of NVR since
September 30, 1993 and Executive Vice President from January 1, 2002 through June 30, 2005.
William J. Inman has been President of NVRM since January 1992.
Dennis M. Seremet was named Vice President, Chief Financial Officer and Treasurer of NVR, effective July 1, 2005
and Senior Vice President effective December 14, 2007. Prior to July 1, 2005, Mr. Seremet had been Vice President
and Controller of NVR since April 1, 1995.
Robert W. Henley was named Vice President and Controller of NVR effective July 1, 2005. Prior to July 1, 2005,
Mr. Henley served as Manager of SEC Reporting from 1995 through 2000. In 2000, Mr. Henley was appointed to the
position of Assistant Controller.
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PART II
Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity

Securities.
Our shares of common stock are listed and principally traded on the New York Stock Exchange effective
January 2, 2008. Prior to that date, our shares of common stock were listed and principally traded on the American
Stock Exchange ( AMEX ). The following table sets forth the high and low closing prices per share for our common
stock on the AMEX for each fiscal quarter during the years ended December 31, 2007 and 2006:

HIGH LOW
Prices per Share:
2007:
Fourth Quarter $560.50 $413.50
Third Quarter $718.00 $450.25
Second Quarter $842.00 $665.50
First Quarter $732.50 $592.75
2006:
Fourth Quarter $672.00 $517.00
Third Quarter $586.00 $394.00
Second Quarter $842.98 $486.00
First Quarter $822.88 $706.50

As of the close of business on February 18, 2008, there were 404 shareholders of record.

We have never paid a cash dividend on our shares of common stock. Our bank indebtedness contains certain
restrictive covenants, which limit our ability to pay cash dividends on our common stock. See further discussion of the
restrictive covenants in the Liquidity section of Part II, Item 7 of the Form 10-K.

We had one repurchase authorization outstanding during the quarter ended December 31, 2007. On July 31, 2007
(' July Authorization ), we publicly announced the board of directors approval for us to repurchase up to an aggregate of
$300 million of our common stock in one or more open market and/or privately negotiated transactions. The July
Authorization does not have an expiration date. We did not repurchase any shares of our common stock during the
fourth quarter of 2007. We have $226.3 million available under the July Authorization as of December 31, 2007.
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Stock Performance Graph
COMPARISON OF CUMULATIVE TOTAL EQUITYHOLDER RETURN ON EQUITY

The following chart graphs our performance in the form of cumulative total return to holders of our Common Stock
since December 31, 2002 in comparison to the Dow/Home Construction Index and the Dow Jones Industrial Index for
that same period. The Dow/Home Construction Index is comprised of NVR, Inc., Pulte Homes, Inc., Beazer Homes
USA, Inc., Ryland Group, Inc., Centex Corp., KB Home, Champion Enterprises, Inc., Lennar Corp., DR Horton, Inc.,
MDC Holdings, Inc., Hovnanian Enterprises, Inc., Standard Pacific Corp., Meritage Homes Corp. and Toll Brothers,
Inc.
(a) Assumes that $100 was invested in NVR stock and the indices on December 31, 2002.
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Item 6. Selected Financial Data.
(dollars in thousands, except per share amounts)
The following tables set forth selected consolidated financial data. The selected income statement and balance
sheet data have been extracted from our consolidated financial statements for each of the periods presented and is not
necessarily indicative of results of future operations. The selected financial data should be read in conjunction with,
and is qualified in its entirety by, the consolidated financial statements and related notes included elsewhere in this

report.

Consolidated Income
Statement Data:
Homebuilding data:
Revenues

Gross profit

Mortgage Banking data:
Mortgage banking fees
Interest income

Interest expense
Consolidated data:

Income from continuing
operations (1)

Income from continuing
operations per diluted share

2

Consolidated Balance
Sheet Data:
Homebuilding inventory
Contract land deposits, net
Total assets

Notes and loans payable
Shareholders equity
Cash dividends per share

(1) Effective
January 1, 2006,
we adopted
Statement of
Financial
Accounting
Standards
123(R),
Share-Based
Payment,
pursuant to

2007

$5,048,187
821,128

81,155
4,900
681

$ 333955

$ 54.14

2007

$ 688,854
188,528
2,194,416
286,283
1,129,375

Year Ended December 31,

2006 2005 2004
$6,036,236 $5,177,743 $4,247,503
1,334,971 1,439,713 1,091,217
97,888 84,604 72,219
7,704 5,014 4,249
2,805 1,759 1,088
$ 587,412 $ 697,559 $ 523,204
$ 88.05 $ 89.61 $ 66.42

December 31,

2006 2005 2004
$ 733,616 $ 793,975 $ 588,540
402,170 517,241 362,990
2,473,808 2,237,669 1,755,998
356,632 463,141 213,803
1,152,074 677,162 834,995

2003

$3,600,917
889,056

76,647
5,198
1,293

$ 419,791

$  48.39

2003

$ 523,773
268,463
1,347,136
257,859
494,868
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(@)

which we
recognized
$11,669 and
$37,982 of
stock-based
compensation
costs, net of tax,
during 2007 and
2006,
respectively.
The 2007
stock-based
compensation
amount is net of
approximately
$19,200 of
stock-based
compensation
expense, net of
tax, that we
reversed based
on our
determination
that the
performance
metric related to
certain
outstanding
stock options
will not be met.
The periods
prior to 2006
presented above
do not include
any stock-based
compensation
expense.

For the years
ended
December 31,
2007, 2006,
2005, 2004 and
2003, income
from continuing
operations per
diluted share
was computed
based on
6,167,795;
6,671,571;
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7,784,382;
7,876,869; and
8,674,363
shares,
respectively,
which
represents the
weighted
average number
of shares and
share
equivalents
outstanding for
each year.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations.
(dollars in thousands, except per share data)

Results of Operations for the Years Ended December 31, 2007, 2006, and 2005
Overview
Business

Our primary business is the construction and sale of single-family detached homes, townhomes and condominium
buildings. To fully serve our homebuilding customers, we also operate a mortgage banking and title services business.
We primarily conduct our operations in mature supply-constrained 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 Maryland, Virginia, West Virginia and Delaware
Atlantic:

North New Jersey and eastern Pennsylvania

East:

Mid East: Kentucky, New York, Ohio and western Pennsylvania
South East: North Carolina, South Carolina, and Tennessee

We believe we operate our business with a conservative operating strategy. We do not engage in land development
and primarily construct homes on a pre-sold basis. This strategy allows us to maximize inventory turnover, which
enables us to minimize market risk and to operate with less capital, thereby enhancing rates of return on equity and
total capital. In addition, 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.

Because we are not active in the land development business, 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. We acquire finished building lots at market prices from various
development entities under purchase agreements. These purchase agreements require deposits in the form of cash or
letters of credit that may be forfeited if we fail to perform under the purchase agreement. However, we believe that
this lot acquisition strategy reduces the financial requirements and risks associated with direct land ownership and
development. As of December 31, 2007, we controlled approximately 67,600 lots with deposits in cash and letters of
credit totaling approximately $329,000 and $9,000, respectively. Included in the number of controlled lots are
approximately 17,100 lots for which we have recorded a contract land deposit impairment reserve of approximately
$133,700 as of December 31, 2007. See Note 1 to the consolidated financial statements included herein for additional
information regarding contract land deposits.
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Overview of Current Business Environment

The current home sales environment remains challenging, characterized by an increase in the number of existing
and new homes available for sale, declining homebuyer confidence, affordability issues and a more restrictive
mortgage lending environment. The mortgage market changed significantly during 2007 due to the turmoil in the
credit markets. It became more difficult for our customers to obtain mortgage financing, especially for customers
seeking sub-prime or jumbo mortgage products. In addition, some of our markets have been designated as declining
markets by certain lenders, thereby increasing the downpayment required to obtain a mortgage loan. This in turn has
further reduced affordability. Market conditions deteriorated throughout 2007, exerting downward pressure on both
new orders and on selling prices. Selling prices in most of our markets have also been negatively impacted as many
homebuilders have reduced prices in an effort to reduce new home inventories. As a result of these deteriorating
market conditions, new orders for 2007 were down 7% from the prior year and we experienced an increase in our
cancellation rate to 21% in 2007 from 19% in 2006. In addition, we experienced an increase in cancellation rates in
the fourth quarter of 2007 to 32% from 20% in the fourth quarter of 2006. Cancellation rates were the highest in our
Mid-Atlantic segment, where they increased to 25% for the year ended 2007 from 23% in 2006, and for the fourth
quarter increased to 37% in 2007 from 25% in the fourth quarter of 2006. Additionally, prevailing market conditions
exerted downward pressure on selling prices, and in response, we increased incentives to homebuyers and reduced
prices in many of our markets. These pricing pressures led to a 7% decrease in the average selling price for new orders
in 2007 as compared to 2006. Average selling prices for the six-month period ended December 31, 2007 were down
11% from the same period in 2006. Average selling prices were down in each of our market segments for the year
except for the South East segment where average selling prices increased approximately 10% year over year and were
higher by 4% for the six-month period ended December 31, 2007 as compared to the same period in 2006.

Throughout 2007, we have continued to work with our developers to reduce lot purchase prices to current market
values and/or to defer scheduled lot purchases to coincide with our slower than expected sales pace. In communities
where we are unsuccessful in negotiating necessary adjustments to the purchase agreements to meet current market
prices, we may exit the community and forfeit our deposit. During 2007, we incurred contract land deposit impairment
charges of approximately $261,800 from such actual or expected terminations, or from restructured purchase
agreements where we forfeited the deposit. In 2006, contract land deposit impairment charges totaled approximately
$173,800. As noted above, as of December 31, 2007 we had a reserve of approximately $133,700 on outstanding
contract land deposits related to approximately 17,100 lots. These lots are included in the total number of lots
controlled mentioned above. The total number of lots controlled at December 31, 2007 is down 24% from
approximately 88,500 lots at December 31, 2006 due to the termination of certain purchase agreements and a reduced
pace of entering into new lot purchase agreements due to uncertainties within the homebuilding market and its impact
on the market value of land.

Consolidated revenues for 2007 decreased 16% to $5,129,342 from $6,134,124 in 2006. Net income for 2007 was
$333,955, $54.14 per diluted share, compared to net income of $587,412, $88.05 per diluted share, a 43% decrease in
net income and a 39% decrease in diluted earnings per share. Gross profit margins within our homebuilding business
decreased to 16.3% in 2007 from 22.1% in 2006. Gross profit margins have been negatively impacted by the
aforementioned lower selling prices and increased incentives and continue to trend lower. Additionally, gross profit
margins were negatively impacted by the contract land deposit impairment charges in 2007 as discussed above.

As a result of our current year performance and our expectations that the market will remain challenging in 2008,
we determined that is was improbable that we would achieve the performance metric related to 410,557 outstanding
stock options. The performance metric requires aggregate diluted earnings per share for the years ended December 31,
2005 through December 31, 2008 to exceed $339.00 per share. This determination resulted in the reversal of
approximately $31,500 of pre-tax stock-based compensation expense during the third quarter of 2007, which had been
recognized in prior reporting periods, as follows: $28,450 in homebuilding general and administrative costs, $900 in
homebuilding cost of sales and $2,150 in mortgage banking general and administrative costs. It is expected that none
of the outstanding stock options that are subject to the performance metric will vest, and it is improbable that future
stock-based compensation will be recognized for these options.
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Based on the current uncertainty in both the homebuilding and mortgage markets, we expect to see continued
pricing pressures and in turn, continued pressure on gross profit margins in future periods. To offset these declining
selling prices and customer affordability issues, we are aggressively working with our vendors to reduce material and
labor costs incurred in the construction process, in addition to the focus on reducing lot costs as discussed above.
Additionally, in many of our markets, we are providing house types at lower sales price points by reducing the square
footage of the products offered and by providing fewer upgraded features as standard options. This provides
homebuyers with a more affordable product and the option to upgrade only those features important to each particular
buyer. In addition, we made further staffing reductions in 2007 to size our organization to meet expected sales activity
levels for future periods. We continue to assess and adjust our staffing levels and organizational structure as
conditions warrant.
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Homebuilding Operations
The following table summarizes the results of our consolidated homebuilding operations and certain operating
activity for each of the last three years:

Year Ended December 31,
2007 2006 2005
Revenues $5,048,187 $6,036,236 $5,177,743
Cost of sales $4,227,059 $4,701,265 $3,738,030
Gross profit margin percentage 16.3% 22.1% 27.8%
Selling, general and administrative expenses $ 343,520 $ 432,319 $ 345,525
Settlements (units) 13,513 15,139 13,787
Average settlement price $ 373.2 $ 3982 $ 3749
New orders (units) 12,270 13,217 14,653
Average new order price $ 352.0 $ 3774 $ 4046
Backlog (units) 5,145 6,388 8,310
Average backlog price $ 371.3 $ 4124 $ 4420

Consolidated Homebuilding Revenues

Homebuilding revenues for 2007 decreased 16% from 2006, primarily as a result of an 11% decrease in the number
of homes settled and a 6% decrease in the average settlement price. These decreases were driven primarily by a 23%
lower number of units in backlog and a 7% lower average price of units in backlog at the beginning of 2007 as
compared to the beginning of 2006.

Homebuilding revenues for 2006 increased 17% from 2005, primarily as a result of a 10% increase in the number
of homes settled and a 6% increase in the average settlement price. Each of these increases was driven by a higher
backlog at the beginning of 2006 as compared to the beginning of 2005. Beginning backlog units and dollars were
13% and 26% higher, respectively, year over year. Additionally, these increases in settlements were experienced year
over year in each of our markets.

Consolidated Homebuilding New Orders

The number of new orders for 2007 and the average selling price of new orders each decreased 7% when compared
to 2006. The current challenging market conditions, which began to deteriorate in the second half of 2005, have led to
an increase in cancellation rates year over year to 21% in 2007 from 19% in 2006 and in turn have negatively
impacted new orders in 2007. Additionally, we noted a significant increase in the cancellation rates in the fourth
quarter of 2007 to 32% from 20% in the fourth quarter of 2006. These increases in cancellation rates are driven by
continued tightening of mortgage underwriting standards and financing availability which impacts not only our
customers ability to secure financing for their new home purchase but also has impacted our customers ability to sell
their existing homes leading to contract cancellations. Sales were also negatively impacted by a 14% reduction in the
average number of active communities in 2007, down to 505 from 589 in 2006. The decrease in the average number
of active communities is a result of the termination of certain purchase agreements and a reduced pace of entering into
new lot option contracts due to uncertainties within the homebuilding market and its impact on the market value of
land.

18

25



Edgar Filing: NVR INC - Form 10-K

The number of new orders for 2006 decreased 10% from 2005, and the value of new orders for 2006 decreased
16% to $4,988,137 from $5,928,815 in 2005. The decrease in new orders was attributable to lower sales absorption
per community resulting from a more competitive sales environment in 2006 as compared to 2005. The average
number of communities open during 2006 exceeded the number open during 2005 by 13%, while the average number
of communities open during the fourth quarter of 2006 of 551 was down 6% from the same period in 2005. The
decrease in the number of active communities in the fourth quarter was attributable to our review of our lot option
deposit contracts and the subsequent exiting from certain communities which were no longer profitable.

Consolidated Homebuilding Gross Profit

Gross profit margins declined to 16.3% in 2007 from 22.1% in 2006. Gross profit margins were negatively
impacted in 2007 by lower selling prices created by the aforementioned difficult market conditions. Additionally,
gross profit margins were negatively impacted by the contract land deposit impairment charges in 2007 of $261,800,
or 519 basis points, as compared to $173,800 in 2006, or 288 basis points. We expect continued gross profit margin
pressure over at least the next several quarters due to the current market conditions as previously discussed in the
Overview section above.

Gross profit margins declined to 22.1% in 2006 from 27.8% in 2005. Gross profit margins were negatively
impacted by lower selling prices, contract land deposit impairment charges in 2006, and higher lot and certain
commodity costs, excluding lumber. During 2006, we incurred contract land deposit impairment charges of
approximately $173,800. These impairments lowered gross profit margins by 288 basis points. In 2005, contract land
deposit impairment charges totaled approximately $12,600.

Consolidated Homebuilding Selling, General and Administrative ( SG&A )

SG&A expenses in 2007 decreased $88,799, or 21%, from 2006 and as a percentage of revenue, decreased to 6.8%
in 2007 from 7.2% in 2006. The decrease in SG&A expenses is partially attributable to an approximate $36,300
decrease in personnel costs. This decrease resulted from a reduction in staffing levels to meet current and expected
levels of sales activity and lower incentive compensation costs of approximately $9,200 year over year. In addition,
SG&A costs were favorably impacted by a reduction of approximately $39,800 in stock-based compensation costs in
2007 as compared to 2006. As discussed in the Overview section above, during 2007 we determined that is was
improbable that we would achieve the performance metric related to 410,557 outstanding stock options. This
determination resulted in the reversal of approximately $28,450 in stock-based compensation. In addition, because it
is expected that none of the outstanding stock options that are subject to the performance metric will vest, we did not
record any additional compensation costs related to these options in the fourth quarter of 2007. SG&A costs were also
favorably impacted by a reduction in marketing costs of approximately $10,000 in 2007 from 2006 due to the
aforementioned 14% reduction in the average number of active communities in the current year.

SG&A expense increased $86,794, or 25%, year over year and as a percentage of revenue increased to 7.2% in
2006 from 6.7% in 2005. The increase in SG&A expense was primarily attributable to the implementation of SFAS
123R in 2006, as a result of which we recognized approximately $53,000 in SG&A compensation costs related to
outstanding stock options. We incurred no compensation costs for outstanding stock options in 2005. Additionally,
SG&A costs were higher as a result of an approximate $29,500 increase in marketing costs attributable to an increase
in the average number of active communities in 2006 as compared to 2005 and to increased marketing efforts required
to compete in an increasingly competitive market.

Consolidated Homebuilding Backlog

The net new order and settlement activity, as discussed above, resulted in a decrease in backlog units and dollars to
5,145 and $1,910,504, respectively, at December 31, 2007 compared to 6,388 units and $2,634,720, respectively, at
December 31, 2006. The 27% decrease in backlog dollars was attributable to the 19% decrease in backlog units and an
11% decrease in the average price of new orders for the six-month period ended December 31, 2007 as compared to
the same period in 2006.
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Backlog units and dollars were 6,388 and $2,634,720, respectively, at December 31, 2006 compared to backlog
units of 8,310 and dollars of $3,673,221 at December 31, 2005. The decrease in backlog units was due primarily to a
17% decrease in the number of new orders for the six-month period ended December 31, 2006 as compared to the
same period ended December 31, 2005, coupled with a 10% increase in the number of homes settled in 2006 as
compared to 2005. The 28% decrease in backlog dollars was attributable to the 23% decrease in backlog units and a
10% decrease in the average price of new orders for the six-month period ended December 31, 2006 as compared to
the same period in 2005.

Reportable Homebuilding 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 years presented. The corporate capital allocation charged to the
operating segment allows the Chief Operating Decision Maker (as defined in Statement of Financial Accounting
Standards No. 131, Disclosure about Segments of an Enterprise and Related Information) 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 lot purchase agreement with the developer, or to restructure a purchase
agreement resulting in the forfeiture of the deposit. The following tables summarize certain homebuilding operating
activity by reportable segment for each of the last three years:

Year Ended December 31,

2007 2006 2005
Mid Atlantic:
Revenues $3,099,053 $3,825,960 $3,235,053
Settlements (units) 6,634 7,491 6,735
Average settlement price $ 4670 $ 5104 $ 4799
New Orders (units) 5,695 6,182 7,327
Average new order price $ 4365 $ 4796 $ 5269
Backlog (units) 2,726 3,665 4,974
Average backlog price $ 4472 $ 4997 $ 5410
Gross profit margin $ 547,757 $ 979,362 $1,096,565
Gross profit margin percentage 17.67% 25.60% 33.90%
Segment profit $ 296,049 $ 687,904 $ 863,210
North East:
Revenues $ 433,631 $ 657,338 $ 533,662
Settlements (units) 1,247 1,682 1,390
Average settlement price $ 347.7 $ 3907 $ 383.9
New Orders (units) 1,212 1,438 1,459
Average new order price $ 338.7 $ 3714 $  400.1
Backlog (units) 505 540 784
Average backlog price $ 338.8 $ 3596 $ 4047
Gross profit margin $ 57,860 $ 120,531 $ 114,365
Gross profit margin percentage 13.34% 18.34% 21.43%
Segment profit $ 12,618 $ 64,246 $ 66,944
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Year Ended December 31,

2007 2006 2005
Mid East:
Revenues $860,139 $965,626 $944,070
Settlements (units) 3,321 3,571 3,404
Average settlement price $ 2577 $ 268.8 $ 2756
New Orders (units) 3,160 3,244 3,544
Average new order price $ 2482 $ 2677 $ 2742
Backlog (units) 1,113 1,274 1,601
Average backlog price $ 2454 $ 270.6 $ 2715
Gross profit margin $155,738 $160,494 $178,114
Gross profit margin percentage 18.11% 16.62% 18.87%
Segment profit $ 80,969 $ 69,911 $ 95,190
South East:
Revenues $655,364 $587,312 $464,958
Settlements (units) 2,311 2,395 2,258
Average settlement price $ 283.6 $ 2452 $ 2059
New Orders (units) 2,203 2,353 2,323
Average new order price $ 290.0 $ 2639 $ 2206
Backlog (units) 801 909 951
Average backlog price $ 308.6 290.7 $ 2424
Gross profit margin $144,254 $129,127 $ 92,348
Gross profit margin percentage 22.01% 21.99% 19.86%
Segment profit $ 89,785 $ 79,948 $ 52,199
Mid Atlantic
2007 versus 2006

The Mid Atlantic segment had an approximate $391,900, or 57%, decrease in segment profit year over year.
Revenues decreased 19% as a result of an 11% decrease in the number of units settled and a 9% decrease in the
average set