Brookfield Residential Properties Inc. BrOOk.flelld
Residential

BRP: NYSE / TSX

2011 Q2

Letter to Shareholders

Overview

Overall residential market conditions in the second quarter of 2011 remained challenging in the U.S. and relatively
stable in Canada.

During the quarter we completed the integration of the management teams as a result of the merger. We also
visited with many investors to introduce our company.

Our financial results for the first half of the year were respectable, albeit we anticipate a much stronger second
half given the underlying strength we believe exists in our Canadian markets.

Rights Offering

As a result of the merger, existing shareholders of Brookfield Office Properties were given the opportunity to
acquire shares in our company at the merger price of $10. As these rights were tradable, this afforded many
investors the opportunity to acquire sizeable holdings in our company at a fixed price. The resultant take-up, by
shareholders other than Brookfield Asset Management, was $182 million, which we believe to be very positive
given the current state of the U.S. housing market. As a result of this, Brookfield Asset Management’s investment
in BRP declined from potentially 91% to 71%. Much of the appeal of our company to investors appears to be the
stability and earnings power of the Canadian operations with good optionality in the U.S. pending a U.S. housing
recovery.

Markets

The housing markets in the U.S. remain very challenging. The spring selling season was slower than expected and
many predict that will continue into 2012. Until U.S. unemployment begins to decrease in a meaningful way, we
will not see a recovery in the housing market. While many can afford to buy homes today, as the cost of rental
housing is approaching monthly home ownership costs, they are choosing not to purchase a home. This is due to
several factors — lack of a down payment, the difficulties in applying for a mortgage or fear of being tied down to a
house in the event they have to relocate for employment. All in all, there is trepidation on the part of the
consumer about committing to a house purchase today. We do believe, however, that this sentiment can change
quickly when some degree of confidence returns to the marketplace. We should also all recognize that not all
markets in the U.S. will recover at the same time or at the same pace, and we believe our markets to be better
positioned than most.

In Canada, there have been some articles concerning a housing bubble. When these are analyzed closely, the
concerns surround housing prices in Vancouver and hi-rise prices in Toronto, neither of which are areas that we
operate in. House prices in Alberta remain 5 to 10% below the peak of 2007/2008. We feel very optimistic about
the future in Alberta with more than $100 billion of projects scheduled for Northern Alberta oil and gas
exploration. The resultant job creation is expected to create great demand for both our Calgary and Edmonton
land and housing operations.
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Opportunities

We continue to seek new opportunities in our core markets. In Canada, these would be normal market
transactions which enhance our existing assets and add to our already strong financial returns. In the U.S., several
types of opportunities exist including short-term assets that meet our return criteria under today’s economics and
medium to longer-term assets that need both expertise and capital. In many cases, the owners of these assets
(reluctant owners in many cases) felt that they could hold the asset until a recovery was forthcoming, then sell.
They now realize that their assets may need to be re-entitled to address changing market conditions. We believe
we can offer both capital and expertise in a form that provides alignment with that current owner as opposed to a
fee manager who does not have that alignment.

Outlook

We are fortunate to have a North American profile which allows us to take advantage of stable Canadian markets
and distressed opportunities in the U.S. if the housing recovery is indeed 18 to 24 months away.

We welcome all of our new shareholders arising out of the successful completion of the Rights Offering. We will
continue to manage your assets with an appropriate long-term view that should reward us in a recovering market
environment.

In conclusion, we would like to recognize the contributions of lan Cockwell, our Executive Vice-Chairman. After
assisting in a very successful transition to the newly merged company, lan will be leaving the company at the end
of August. We thank lan for his years of service and his unwavering support throughout this process.

Alan Norris
President & Chief Executive Officer August 3, 2011

Note: This letter to shareholders contains forward-looking information within the meaning of Canadian provincial securities laws and “forward-looking
statements” within the meaning of Section 27A of the U.S. Securities Act of 1933, as amended, Section 21E of the U.S. Securities Exchange Act of
1934, as amended, “safe harbor” provisions of the United States Private Litigation Reform Act of 1995 and in any applicable Canadian security
regulations. Certain statements in this letter to shareholders that are not historical facts, including information concerning possible or assumed future
results of operations of the company, the company’s future outlook, strategy and growth plans including acquisitions and lots controlled, the recovery
in pricing, and those statements preceded by, followed by, or that include the words “believe,” “planned,” “anticipate,” “should,” “goals,” “expected,”
“potential,” “estimate,” “targeted,” “scheduled” or similar expressions, constitute “forward-looking statements.” Undue reliance should not be placed on
forward-looking statements because they involve known and unknown risks, uncertainties and other factors, which may cause the actual results to
differ materially from the anticipated future results expressed or implied by such forward-looking statements. Factors that could cause actual results to
differ materially from those set forward in the forward-looking statements include, but are not limited to: changes in general economic, real estate and
other conditions; mortgage rate changes; availability of suitable undeveloped land at acceptable prices; adverse legislation or regulation; ability to
obtain necessary permits and approvals for the development of our land; availability of labour or materials or increases in their costs; ability to develop
and market our master-planned communities successfully; confidence levels of consumers; ability to raise capital on favourable terms; adverse
weather conditions and natural disasters; relations with the residents of our communities; risks associated with increased insurance costs or
unavailability of adequate coverage and ability to obtain surety bonds; competitive conditions in the homebuilding industry, including product and
pricing pressures; and additional risks and uncertainties referred to in our filings with the securities regulators in Canada and the United States, many
of which are beyond our control. We undertake no obligation to publicly update any forward-looking statements, whether as a result of new
information, future events or otherwise.

e
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Residential Properties Portfolio

Our assets are focused on land development and single-family and multi-family homebuilding in the markets in which we
operate. They consist primarily of land and housing inventory and investments in unconsolidated entities. Our total assets as at
June 30, 2011 were $2.6 billion.

As of June 30, 2011, we controlled 108,318 lots. Controlled lots include those we directly own and our share of those owned by
unconsolidated entities. Our controlled lots provide a strong foundation for our future lot sales and homebuilding business as
well as visibility on our future cash flow. Over 50% of our owned lots are entitled. The number of residential building lots we
control in each of our primary markets as of June 30, 2011 follows:

Unconsolidated Total Lots Total Lots
Housing & Land Entities June Status of Lots December
Owned Options Owned Options 30, 2011 Entitled Unentitled 31, 2010
Calgary, Alberta 28,002 — 1,064 — 29,066 10,332 18,734 28,643
Edmonton, Alberta 17,647 — — — 17,647 11,317 6,330 18,229
Greater Toronto Area 9,461 — — — 9,461 958 8,503 9,320
Canada 55,110 — 1,064 — 56,174 22,607 33,567 56,192
Northern California 3,264 5,115 — — 8,379 2,229 6,150 8,223
Southland / Los Angeles 903 - 1,418 2,351 4,672 2,172 2,500 4,734
San Diego / Riverside 8,505 - 48 - 8,553 5,753 2,800 8,761
Other 194 — 56 — 250 250 — 253
California 12,866 5,115 1,522 2,351 21,854 10,404 11,450 21,971
Denver, Colorado 10,722 — — — 10,722 10,722 — 10,828
Austin, Texas 14,909 — — - 14,909 5,361 9,548 15,870
Washington D.C. Area 2,521 1,113 1,025 - 4,659 4,412 247 4,846
Central and Eastern U.S. 28,152 1,113 1,025 - 30,290 20,495 9,795 31,544
Total 96,128 6,228 3,611 2,351 108,318 53,506 54,812 109,707
Entitled lots June 30, 2011 49,830 1,278 1,731 667 53,506
Unentitled lots June 30, 2011 46,298 4,950 1,880 1,684 54,812
Total June 30, 2011 96,128 6,228 3,611 2,351 108,318
Total December 31, 2010 97,381 6,435 3,132 2,759 109,707
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This interim report contains “forward-looking statements” within the meaning of applicable Canadian securities laws and
United States federal securities laws. The words “may,” “believe,” “will,” “anticipate,” “expect,” “planned,” “estimate,”
“project,” “future,” and other expressions that are predictions of or indicate future events and trends and that do not relate to
historical matters identify forward-looking statements. Such statements reflect management’s current beliefs and are based on
information currently available to management. The forward-looking statements in this interim report include, among others,
statements with respect to:

”n o« ”n o«

e the current business environment and outlook;

. possible or assumed future results;

e  ability to create shareholder value;

e  business goals and strategy;

e  strategies for shareholder value creation;

e the stability of home prices;

e effect of challenging conditions on us;

e factors affecting our competitive position within the homebuilding industry;

e ability to generate sufficient cash flow from our assets in 2011, 2012 and 2013 to repay maturing project specific
financings;

e the visibility of our future cash flow;

e  expected backlog and closings;

e sufficiency of our access to capital resources;

e the impact of foreign exchange on our financial performance;

e the timing of the effect of interest rate changes on our cash flows; and

e the effect on our business of existing lawsuits.

Reliance should not be placed on forward-looking statements because they involve known and unknown risks, uncertainties
and other factors, which may cause the actual results to differ materially from the anticipated future results expressed or
implied by such forward-looking statements. Factors that could cause actual results to differ materially from those set forth in
the forward-looking statements include, but are not limited to:

. changes in general economic, real estate and other conditions;

*  mortgage rate and availability changes;

e availability of suitable undeveloped land at acceptable prices;

e  adverse legislation or regulation;

e ability to obtain necessary permits and approvals for the development of our land;

e availability of labour or materials or increases in their costs;

e  ability to develop and market our master-planned communities successfully;

e ability to obtain regulatory approvals;

e  confidence levels of consumers;

e  ability to raise capital on favourable terms;

e ourdebtand leverage;

e  adverse weather conditions and natural disasters;

. relations with the residents of our communities;

e risks associated with increased insurance costs or unavailability of adequate coverage;
e ability to obtain surety bonds;

e competitive conditions in the homebuilding industry, including product and pricing pressures;
e  ability to retain our executive officers;

. relationships with our affiliates; and

e additional risks and uncertainties, many of which are beyond our control, referred to in this interim report and our other
public filings with the applicable Canadian regulatory authorities and the United States Securities and Exchange
Commission.

Except as required by law, we undertake no obligation to publicly update any forward-looking statements whether as a result of

new information, future events or otherwise. However, any further disclosures made on related subjects in subsequent reports
should be consulted.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

About this Management’s Discussion and Analysis

This management’s discussion and analysis relates to the second quarter ended June 30, 2011, which reflects the three month
period from April 1, 2011 to June 30, 2011, and has been prepared with an effective date of August 10, 2011. It should be read
in conjunction with the interim consolidated financial statements and the related notes thereto included elsewhere in this
interim report. All dollar amounts discussed herein are in U.S. dollars, unless otherwise stated. Amounts in Canadian dollars are
identified as “CS.” The financial statements referenced herein have been prepared in accordance with accounting principles
generally accepted in the United States of America. Additional information can be found on our website at
www.brookfieldrp.com, or www.sedar.com or www.sec.gov.

Overview

”u ”u

Brookfield Residential Properties Inc. (unless the context requires otherwise, references in this report to “we,” “our,” “us,” “the
Company” and “Brookfield Residential” refer to Brookfield Residential Properties Inc. and the subsidiaries through which it
conducts all of its land development and homebuilding operations) is a publicly traded North American land development and
homebuilding company listed on the New York Stock Exchange and the Toronto Stock Exchange under the symbol “BRP.”

Brookfield Residential became a public company on March 31, 2011. The contribution of the assets of Brookfield Office
Properties’ residential land and housing division and the merger of Brookfield Homes Corporation with a subsidiary of the
Company (such transactions collectively referred to as the “merger”). Through these entities, Brookfield Residential has been
developing land and building homes for over 50 years.

Our unique approach to land development begins with our disciplined approach to acquiring land in the path of growth,
creating value through the planning and entitlement process, developing and marketing residential lots and commercial sites
and by working with industry partners who share the same vision and values.

Through the activities of our operating subsidiaries, we develop land for our own communities and sell lots to other
homebuilders and third parties, currently focusing primarily on the following markets: Alberta and Ontario in Canada, and
California, Washington, D.C., Colorado and Texas, in the United States. In our own communities, we may also design, construct
and market single-family and multi-family homes. In each of our markets, we operate through local business units which are
involved in all phases of the planning and building of our master-planned communities and infill developments. These
operations include sourcing and evaluating land acquisitions, site planning, obtaining entitlements, developing the land,
product design, constructing, marketing and selling homes and homebuyer customer service.

Q2 2011 Financial Highlights

Three Months Ended Six Months Ended
June 30 June 30
(USS millions, except per share amounts) 2011 2010 2011 2010
LANd FEVENUE «..vverveeieeieisteseeteeeseeeees e s sesae e eetenessesessesenens $ 147 S 98 S 244 S 156
HOUSING FEVENUE .....uviiiiiiiiiiitcee ettt esrree e raee e e 89 175 172 259
Income before iNCOME taxes .....ccceeeereereerieniniieneeeseeeee 26 57 52 78
INCOME TAX EXPENSE ..veeveeereecereereeeereereeetreereesaeeereesaeesereenns (7) (18) (91) (22)
Net income / (loss) attributable to Brookfield Residential ... 19 39 (38) 57
Basic earnings / (loss) per share .......cccoeceveevvecnccnneenes $ 0.19 S 034 $ (0.37) S 0.46
Diluted earnings / (l0ss) per share......c.cccveeeeveerecerieenenns $ 0.19 S 0.34 $ (0.37) $ 0.46

Current Business Environment

The residential marketplace in our Canadian and U.S. markets differed significantly. The commodity-based markets in Alberta
remained strong and we believe that they will continue to strengthen as more jobs are created to support the expanding oil and
gas sector. In Ontario, constraints on land and infrastructure have created supply challenges. With approximately 35% of
Canada’s international immigrants moving to the Greater Toronto Area, housing demand remains strong, resulting in a
balanced marketplace.

The U.S. housing market remains a challenge. Although we continue to view each operating segment independently, the
common theme across all market areas in the U.S. is the lack of job creation resulting in a slow spring selling season in 2011.
We believe that until we see some measureable progress on this front, consumer confidence will remain fragile. However, we
remain optimistic that when that confidence returns, we will see some pent-up demand in the marketplace. While the supply
side appears, on the surface, to be more than adequate to meet this pent-up demand, there are markets where “A” and “B”

6 Q2/2011 Interim Report



locations are in short supply. We believe our strong financial position and owning entitled and/or developed lots in supply-
constrained markets places us in a solid position as the U.S. markets improve.

The 108,318 lots that we control, 99,739 of which we own directly or through unconsolidated entities or consolidated land
inventory not owned, provide a strong foundation for our future homebuilding business and visibility on our future cash flow.
We believe that we add value to the lots we control through entitlements, development and the construction of homes.

For more detailed financial information with respect to our revenues, earnings and assets, please refer to the accompanying
consolidated financial statements and related notes included elsewhere in this report.

Quarterly Financial Data

2011 2010
(USS millions, except per share amounts) Q2 Q1 Q4 Q3 Q2 Q1
REVENUE ..ottt $ 2355 S 180.1 S 299.5 $ 240.2 $ 2731 S 1414
Direct cost 0f Sales .......cceevereeeiieierecreee s (180.7) (124.8) (227.5) (166.4) (193.4) (99.9)
GrOSS MATGiN ..ceeiiieiiiieirie et 54.8 55.3 72.0 73.8 79.7 41.5
Selling, general and administrative expense ..... (19.2) (26.4) (26.8) (23.7) (25.6) (23.2)
Other iNCOME ....vevvuieieriecieeeceee e 1.5 0.3 14.3 2.2 3.1 2.1
INtErest eXPENSE.....cccvevieerienieeieeie e see e eaes (10.9) (3.3) —_ — —_ —
Income before income taxes. 26.2 25.9 59.5 52.3 57.2 20.4
INCOME taX EXPENSE....ecvveerrieriieeieeeeereesiessieenes (7.4) (83.7) (18.7) (17.9) (17.9) (4.0)
Net income / (l0SS) c.vecverveeueeeeienieciesie e 18.8 (57.8) 40.8 34.4 39.3 16.4
Net income / (loss) attributable to non-
controlling interest and other interest in
consolidated subsidiaries ..........cccceervervennenne (0.4) (0.8) (0.2) (0.1) 0.1 (1.3)

Net income / (I0SS) .ooveeeveevereereiereeieeereeeeeienens S 19.2 S (57.0) S 41.0 S 345 S 39.2 S 177
Foreign currency translation .........cccceceevvenvenne 0.3 134 18.2 26.0 (35.6) 26.5
Comprehensive income / (10SS) ....ccceevvverrerenane. S 195 S (43.6) $ 59.2 S 60.5 S 3.6 S 442
Earnings / (loss) per common share

BaSIC. vttt S 0.19 S (0.56) S 036 $ 0.29 S 034 S 013

Diluted ..o S 0.19 S (0.56) S 035 S 029 S 034 S 013

Seasonality

We have historically experienced variability in our results of operations from quarter to quarter due to the seasonal nature of
the homebuilding business and the timing of new community openings and the closing out of projects. We typically experience
the highest rate of orders for new homes and lots in the first six months of the calendar year, although the rate of orders for
new homes and lots is highly dependent upon the number of active communities. As new home deliveries trail orders for new
homes by several months, we typically deliver a greater percentage of new homes in the second half of the year compared with
the first half of the year. As a result, our revenues from sales of homes are generally higher in the second half of the year.

RESULTS OF OPERATIONS
Selected Financial Information (Unaudited) Three Months Ended June 30 Six Months Ended June 30
(USS millions) 2011 2010 2011 2010
Revenue:

165 T ST S 147 S 98 S 244 S 156

Housing. . 89 175 172 259
TOLAl FEVENUES....cvieiieeiieeieeteeeite ettt 236 273 416 415
Direct Cost 0f SAIES .....ecvviecrieciieciecee e (181) (193) (306) (293)
Selling, general and administrative eXpense ..........cccceveervennenne (19) (26) (45) (49)
DEPIrECIATION ...evveiteeiieieetees ettt et s e e s eareas (1) (1) (2) (2)
Interest expense (12) — (14) —
Equity in earnings / (loss) from unconsolidated entities ............ 3 (1) 4 —
Other (eXpense) / INCOME ....c.ecvvereeeveeeireceeereeeereeeecee e ereeeenas (1) 5 (1) 7
Income before iNCOME taXES ...ccuvvrververeerrieieerieeeseesee e 26 57 52 78
INCOME tAX EXPENSE..c.vereeeuieeirterteereetesteeessesreesesneensessesseeneeneeseens (7) (18) (91) (22)
NEt INCOME / (10SS) vevrereereriereeteereerecreereete e e eeeereere e ereenneseens 19 39 (39) 56
Net income /(loss) attributable to non-controlling interests....... — — (1) (1)
Net income / (loss) attributable to Brookfield Residential 19 39 (38) 57
Foreign currency translation .........cccocceeveenienieniieneeneesee e — (35) 14 (9)
Comprehensive income / (loss) attributable to Brookfield

RESIAENTIAN 1.vvrveneeeiieieeieeeseer ettt snenees S 19 S 4 S (24) S 48
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Segmented Information Three Months Ended June 30 Six Months Ended June 30

(USS millions) 2011 2010 2011 2010
Land revenue (USS millions):
CANA0A . ittt e ettt et e et e st et e saesereeeaeenaes S 99 S 93 S 194 S 144
California ....ccocveveene . 43 — 43 2
Central and Eastern U.S. .......ooveiieeiieeneeneenieeenee e 5 5 7 10
TOTAl e s S 147 S 98 S 244 S 156
Housing revenue (USS millions):
CANA0A 1ttt e ettt et e st e sttt e saesereeaaaenaes S 49 S 81 S 98 S 123
CalifOrNia coceveeee e e 29 62 54 97
Central and Eastern U.S. ......cooiieierieenieeieeneecenee e 11 32 20 39
TOTAl ittt e e eareaea S 89 S 175 S 172 S 259
Gross margin (USS millions):
CANA0A .ttt ettt e ettt e et e et e st e sttt e steseneseaeenaes S 53 S 65 S 105 S 102
CalifOrNia coeeeeee e e e 11 3 16
Central and Eastern U.S. .......ooieiieriienieneeneeeenee e 2 4 2 3
TOtAl ettt e earee e S 55 S 80 S 110 S 121

Lot closings (units):

CaANAAA....eiei e et e e e e eareeeans 801 590 1,372 1,022
CalifOrNia coeeereeeeceee e e e 158 e 158 52
Central and Eastern U.S. ......cooieiierieniiieieeeeeeeseesee e 49 57 71 131
TOUAl vttt es et e et eeeeeeeen e e eneeeeeene 1,008 647 1,601 1,205
Average lot selling price (USS):
CANA0A.c.tetiieetieeieieee ettt ettt aeeaaenean S 124,000 $ 157,000 S 141,000 $ 141,000
California .....coevevueenes . 271,000 . 271,000 35,000
Central and Eastern U.S. ......cooiiiiieieenieeeneereenee e 100,000 95,000 94,000 79,000
AVEIAEE ..oovvievieieeteeitete st et e te et et estesaesteebeessesessaaensesseeteennenen $ 146,000 $ 151,000 $ 152,000 $ 129,000
Home closings (units):
[0 Y3 - TSSO 152 270 306 414
CalifOrNIa cuveeeeeeeeeeereer e 57 125 100 185
Central and Eastern U.S. .......oocueiieiiienneeneenieneesee e 31 85 54 105
TOUAl ettt e 240 480 460 704

Average home selling price (USS):

[0 Y41 - TSSO $ 321,000 S 300,000 S 319,000 S 296,000
(01 [1e 03 1 - OSSO 501,000 502,000 540,000 524,000
Central and Eastern U.S. ......cccooviiieeiieeeeiee et 364,000 371,000 379,000 372,000
AVEIAZE ..eoveeeieeeeieeneeteste ettt see st et e e saesteese e e entessentensesaeesesneenee S 369,000 S 365,000 S 374,000 S 367,000
Lots controlled (units at end of period):
CalBANY ettt 29,066
EAMONTON ....iiiiiiie ettt et e re e e eaae e e 17,647
JL o] o] 1] o TN PP UT P UPPPTIN 9,461
o] =1 O [ =T - TP 56,174
Northern California.......ccoueeeeeieecieeeeee e 8,379
Southland / Los ANGEIES ......c..cvevevueeieiiciieieieiesie e 4,672
San DIeZO / RIVEISIAE ..c.vevveeeieeeeieeeeieieeereseseese st eese e essennes 8,553
OBNEI ettt s e 250
Total California .....c.eceeveeeeiee e 21,854
DBNVET ...ttt e et e e s e e e rbaae e e e e e abbanaaes 10,722
Y1) 1 14,909
Washington D.C. Ar€a......cccuerierierieenieenieenieenieesiee e e enneennes 4,659
Total Central and Eastern U.S. ........ccoovveeeiieieciiecciee e 30,290
Total ™ 108,318

D Includes options not consolidated and proportionate share of lots under option related to unconsolidated entities.
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Three and Six Months Ended June 30, 2011 Compared with Three and Six Months Ended June 30, 2010

Net Income / (Loss)

Net income attributable to Brookfield Residential was income of $19 million for the three months ended June 30, 2011 and a
loss of $38 million for the six months ended June 30, 2011, compared to net income of $39 million and $57 million, respectively,
for the same periods in 2010. For the three months ended June 30, 2011, the decline in net income is primarily a result of lower
gross margins for the quarter and the interest expense on the notes payable to Brookfield Office Properties, issued in
connection with the merger and contribution transaction. The net loss of $38 million for the six months ended June 30, 2011
was primarily due to the increase in interest expense of $14 million and the income tax valuation allowance of $76 million
recorded in the first quarter of 2011. On the completion of the merger, we reviewed the ability of the Company on a combined
entity basis to realize the U.S. deferred tax asset. The three-year cumulative loss of the U.S. operations of the combined
Company, together with the continued uncertainty in the U.S. housing market, was evidence of a need for a valuation
allowance against the U.S. deferred tax asset. The Company has the ability to reverse the valuation allowance in any future
period upon utilization of the losses, which can be carried forward for up to 15 years, or when a valuation allowance is no
longer deemed necessary.

Results of Operations

Land revenue totalled $147 million and $244 million for the three and six months ended June 30, 2011, an increase of
$49 million and $88 million, respectively, when compared to the same periods in 2010. Our land revenue may vary significantly
from period to period due to the timing and nature of land sales and such revenues are also affected by local market
conditions. A significant portion of the increase in land revenue is a result of a change in business practice in Alberta to
implement title transfer on lot sales at the time of sale to the builder and not the ultimate consumer. This change in business
practice resulted in a one-time increase in revenue of $49 million and $110 million for the three and six months ended June 30,
2011. A breakdown of the land revenue and gross margin is as follows:

Three Months Ended June 30

Non-Recurring

Timing Adjusted
(USS millions) 2011 Difference 2011 2010
LOT ClOSINGS ..ttt e 1,008 314 694 647
REVENUE ...ttt ettt e et s e s eve e s e s eaeesenesneens S 147 S 49 S 98 S 98
Direct COSt Of SAlES....ueiivviiciecieecee e (104) (34) (70) (52)
GrOSS MAMGIN cevvireerreereereeereereeiteeteeseeseesreeseesesseesenseersesseesees S 43 S 15 S 28 S 46
GroSS MArgin % .....coccueeiriiiiiiiiii it 29% 31% 29% 47%

Six Months Ended June 30

Non-Recurring

Timing Adjusted
(USS millions) 2011 Difference 2011 2010
Lot closings 1,601 674 927 1,205
REVENUE .....ectiitiienierieteeteete et ettt se s seebesaesesseseenesrenne S 244 S 110 S 134 S 156
Direct cost 0f Sales......c.uiiiiiiieeiiie e (157) (69) (88) (82)
GrOSS MAMGIN covviveeereereereeereereenreeseeeseeseesseeseesesseesesseersessessees S 87 S 4 S 46 S 74
GroSS MArgin % .....cocceeiviviiiiiiiiiiie e 36% 37% 34% 47%

Housing revenue was $89 million and $172 million for the three and six months ended June 30, 2011, compared to $175 million
and $259 million, respectively, for the same periods in 2010. The decline was the result of fewer home closings for the quarter
ended June 30, 2011.

Housing revenue was net of incentives of $5 million and $11 million for the three and six months ended June 30, 2011,
compared to $8 million and $13 million, respectively, for the same periods in 2010. Our incentives on homes closed by
reportable segment were as follows:

Three Months Ended June 30

2011 2010
Incentives % of Gross Incentives % of Gross
(USS millions) Recognized Revenues Recognized Revenues
CANAUA ..ttt ns S 2 4% S 2 3%
(0711 oY o - 1 4 3 5
Central and Eastern U.S. .....oceovviiieinienniienieeieenee e 2 10 3 8
S 5 5% S 8 5%
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Six Months Ended June 30

2011 2010
Incentives % of Gross Incentives % of Gross
(USS millions) Recognized Revenues Recognized Revenues
Canada S 4 4% S 4 3%
California 4 7 6 6
Central and Eastern U.S. .......ccovevrieenireeesee e 3 11 3 8
S 11 6% S 13 5%

Gross margin was $55 million and $110 million for the three and six months ended June 30, 2011, compared with $80 million
and $121 million, respectively, for the same periods in 2010. The decrease in gross margin is attributable primarily to lower
home closings and a change in product mix for the three and six month period partially offset by the above-mentioned change
in business practice in Alberta.

Canada: Land revenue was $99 million and $194 million for the three and six months ended June 30, 2011, compared with
$93 million and $144 million, respectively, for the same periods in 2010. A significant portion of the increase in land revenue is
due to the change in business practice in Alberta referred to above. Housing revenue was $49 million and $98 million for the
three and six months ended June 30, 2011, a decrease of $32 million and $25 million, respectively, when compared to the same
periods in 2010. The decrease in housing revenue is due to lower home closings for the period as a result of inclement weather
delaying closings expected in the quarter. The gross margin for the three and six months ended June 30, 2011 was $53 million
and $105 million, compared with $65 million and $102 million, respectively, for the same periods in 2010.

California: Land revenue was $43 million and $43 million, for the three and six months ended June 30, 2011, compared with nil
and $2 million, respectively, for the same periods in 2010. The increase is a result of bulk lot sales totalling 158 lots in the three
and six months ended June 30, 2011. Housing revenue was $29 million and $54 million for the three and six months ended June
30, 2011, a decrease of $33 million and $43 million, respectively, when compared to the same periods in 2010. Housing
revenue decreased due to fewer home closings as a result of reduced backlog entering 2011, which for the three months ended
June 30, 2011 was 57, compared to 125 for the same period in 2010. The gross margin for the three and six months ended June
30, 2011 was nil and $3 million, compared with $11 million and $16 million, respectively, for the same periods in 2010.

Central and Eastern U.S.: Land revenue was S5 million and $7 million, for the three and six months ended June 30, 2011,
compared with $5 million and $10 million, respectively, for the same periods in 2010. A challenging market resulting in lower
lot closings was partially offset by a change in product mix resulting in higher average land selling prices for the three and six
months ended June 30, 2011. Housing revenue was $11 million and $20 million for the three and six months ended June 30,
2011, a decrease of $21 million and $19 million, respectively, when compared to the same periods in 2010. The decrease in
housing revenue is due to lower home closings for the period due to a reduced backlog entering 2011 and a poor spring selling
season. The gross margin for the three and six months ended June 30, 2011 was $2 million and $2 million, compared with
S4 million and $3 million, respectively, for the same periods in 2010.

Selling, general and administrative expense was $19 million and $46 million for the three and six months ended June 30, 2011,
compared to $26 million and $49 million, respectively, for the same periods in 2010. The general and administrative expense
for the three and six months ended June 30, 2011 declined due to a decrease in the liability relating to share-based
compensation plans. In addition, for the six months ended June 30, 2011, the decrease was partially offset by moderately
higher employment costs and transaction costs relating to the merger. The components of the expense for the three and six
months ended June 30, 2011 and 2010 are summarized as follows:

Three Months Ended June 30 Six Months Ended June 30

2011 2010 2011 2010

General and administrative eXpense .......c.coceeveeeveervennenns s 17 S 14 S 36 S 30
Sales and marketing expense 8 11 14 17
Share-based compensation ..........cceeveeveeecreenieesiveenieennns (8) (1) (6) —
Change in fair value of equity swap contracts................ 2 2 2 2
TOtAl et S 19 S 26 S 46 S 49

Equity in earnings from unconsolidated entities for the three and six months ended June 30, 2011 totalled $3 million and
S4 million, compared to a loss of $1 million and nil, respectively, for the same periods in 2010.
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Other (expense) / income for the three and six months ended June 30, 2011 was expense of $1 million and $1 million,
respectively, a decrease of $6 million and $8 million, respectively, when compared to the same periods in 2010. The
components of other (expense) / income for the three and six months ended June 30, 2011 and 2010 are summarized as
follows:

Three Months Ended June 30 Six Months Ended June 30

(USS millions) 2011 2010 2011 2010
Change in fair value of interest rate swap contracts ...... S (3) S (2) S (3) S (3)
2 7 2 10

$ (1) $ 5 $ (1) $ 7

Home Sales Activity

Net new home orders for the three and six months ended June 30, 2011 totalled 475 units and 857 units, an increase of 101
units and 15 units, respectively, or 27% and 2% when compared to the same periods in 2010. The increase is a result of
continued strong Canadian market performance partially offset by a slow spring selling season in the U.S. Average sales per
community were 4.5 units per month for the second quarter of 2011 compared to 3.6 units per month for the second quarter
2010. We were selling from 35 active housing communities at June 30, 2011 compared to 35 at June 30, 2010. The net new
home orders for the three and six months ended June 30, 2011 and 2010 by reportable segment were as follows:

Three Months Ended June 30 Six Months Ended June 30
(Units) 2011 2010 2011 2010
(07 4 F=To £- O USSR 342 247 617 557
California....ccceee e 72 74 139 168
Central and Eastern U.S. .......cooviiiiiieeeeeeeee e, 41 53 81 117
Unconsolidated ENtities ........cccceeeeueeeeciiececiee e 20 — 20 —
TOLAl et 475 374 857 842

Net new orders for any period represent the aggregate of all homes ordered by customers, net of cancellations.

Our backlog, which represents the number of new homes subject to sales contracts, at June 30, 2011 and 2010 by reportable
segment was as follows:

June 30, 2011 June 30, 2010
Units $ millions Units S millions
Canada... 601 S 239 632 S 195
California 68 29 98 66
Central and Eastern U.S. ........ccooiiieeiie e 64 36 83 37
Unconsolidated Entities........ccccceeeeceeeecieeeccieee e, — — — —
1o ) =1 PR 733 S 304 813 S 298

We expect all 733 units of our backlog to close in 2011 and 2012, subject to future cancellations. The value of our backlog for
the three and six month periods ended June 30, 2011 is higher when compared to the prior periods due to inclement spring
weather resulting in delays in construction of homes, primarily in Canada.

The cancellation rates for the three and six months ended June 30, 2011 and 2010 by reportable segment were as follows:

Three Months Ended June 30 Six Months Ended June 30
2011 2010 2011 2010
Units % Units % Units % Units %
3 1% 1 — 3 — 8 1%
9 11% 17 19% 21 13% 33 17%
11 21% 14 21% 22 21% 25 18%
TOtal e 23 5% 32 8% 46 5% 66 6%

Foreign Exchange

The foreign exchange impact on the translation of our Canadian operations to U.S. dollars was an increase of $36 million and
$23 million for the three and six months ended June 30, 2011, when compared to the same period 2010. The increase relating
to foreign exchange was attributable to the strong Canadian dollar against the U.S. dollar in comparison to the same period in
2010. This amount has been included in our other comprehensive income and accumulated other comprehensive income.
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Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations is based upon the consolidated financial
statements of Brookfield Residential, which have been prepared in accordance with accounting principles generally accepted in
the United States. The preparation of these financial statements requires us to make assumptions, estimates and judgments
that affect the carrying amounts of assets, liabilities, revenues and expenses, and the related disclosure of contingent assets
and liabilities. Our actual results may differ materially from these estimates under different assumptions or conditions.

Our most critical accounting policies are those that we believe are the most important in portraying our financial condition and
results of operations, and require the most subjectivity and estimates by our management. A summary of our significant
accounting policies, including the critical accounting policies discussed below, is provided in the notes to the consolidated
financial statements of our Company included elsewhere in this interim report.

Carrying Values

In accordance with the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 360
Property, Plant and Equipment, housing and land assets that we own directly and through unconsolidated entities are reviewed
for recoverability on a regular basis and whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. Recoverability is measured by comparing the carrying amount of an asset to future undiscounted
cash flows expected to be generated by the asset. To arrive at the estimated fair value of housing and land inventory impaired,
we estimate the cash flow for the life of each project. Specifically, on a housing project, we evaluate the margins on homes that
have been closed, margins on sales contracts which are in backlog and estimated margins with regard to future home sales over
the life of the project. On a land project, we estimate the timing of future land sales, the estimated revenue per lot, as well as
estimated margins with respect to future land sales. For the housing and land inventory, we continuously evaluate projects
where inventory is turning over more slowly than expected or whose average sales price and margins are declining and are
expected to continue to decline. These projections take into account the specific business plans for each project and
management’s best estimate of the most probable set of economic conditions anticipated to prevail in the market area. Such
projections generally assume current home selling prices, cost estimates and sales rates for short-term projects are consistent
with recent sales activity. For longer-term projects, planned sales rates for 2011 and 2012 assume recent sales activity and
normalized sales rates beyond 2012. We identify potentially impaired housing and land projects based on these quantitative
factors as well as qualitative factors obtained from the local market areas. If the future undiscounted cash flows are less than
the carrying amount, the asset is considered to be impaired and is then written down to fair value less estimated selling costs
using a discounted cash flow methodology which incorporates market participant assumptions.

All projects were reviewed for impairment charges and option write-offs for the six months ended June 30, 2011 and no
impairment charges were required. This is consistent with the six months ended June 30, 2010.

The locations of the projects were reviewed as follows:

(Number of projects)

(0TS Lo I TP TSP U OO PP PP UPOPOPO 46
California. ....cccceeeeviennens 29
Central AN EASTErN U.S....cciiiiiiiiiiiieiiiiee ettt st b et b et a e st 26
o] | OO OO OO OSSO ST PP U OO USROS UOPRROPIURROPRORt 101

We have also entered into a number of option contracts to acquire land or lots in the future in accordance with specific terms
and conditions. A majority of our option contracts require a non-refundable cash deposit based on a percentage of the
purchase price of the property. The option contracts are recorded at cost. In determining whether to pursue an option contract,
we estimate the option primarily based upon the expected cash flows from the optioned property. If our intent is to no longer
pursue an option contract, we record a charge to earnings of the deposit amounts and any other related pre-acquisition
entitlement costs in the period the decision is made.

Revenue Recognition

Revenues from the sale of homes are recognized when title passes to the purchaser upon closing, wherein all proceeds are
received or collectability is evident. Land sales are recognized when title passes to the purchaser upon closing, all material
conditions of the sales contract have been met and a significant cash down payment or appropriate security is received and
collectability is evident.

Capitalized Costs

Our housing and land inventory on our consolidated balance sheet includes the costs of acquiring land, development and
construction costs, interest, property taxes and overhead directly related to the development of the land and housing. Direct
costs are capitalized to individual homes and lots and other costs are allocated to each lot in proportion to our anticipated
revenue.
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Income Taxes

Income taxes are accounted for in accordance with ASC Topic 740 Income Taxes. Under ASC Topic 740, deferred tax assets and
liabilities are determined based on differences between financial reporting and tax bases of assets and liabilities, and are
measured by using enacted tax rates expected to apply to taxable income in the years in which those differences are expected
to reverse.

In accordance with the provisions of ASC Topic 740, the Company assesses, on a quarterly basis, its ability to realize its deferred
tax asset. In determining the need for a valuation allowance, the Company considers the following significant factors: an
assessment of recent years’ profitability and losses, which considers the nature, frequency and severity of current and
cumulative losses and its forecasts or expectation of profits based on margins and volumes expected to be realized (which are
based on current pricing and volume trends). The assessment of recent years’ losses and the resulting three-year cumulative
loss of the U.S. operations of the Company, together with the uncertainty in the U.S. housing market, was evidence of the need
for a valuation allowance against the Company’s net U.S. deferred tax asset. Refer to Note 9 of our interim financial statements
included elsewhere in this report for further discussion.

ASC Topic 740 clarifies the accounting for uncertainty in income taxes recognized and prescribes a recognition threshold and
measurement for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. It requires that a company determine whether it is more-likely-than-not that a position will be sustained upon
examination by taxation authorities, based upon the technical merits of the position. A tax position that meets the more-likely-
than-not threshold is then measured to determine the amount of the tax benefit to recognize in the financial statements.

The Company recognizes interest and penalties accrued related to unrecognized tax benefits or liabilities in income tax recovery
/ (expense).

Derivative Financial Instruments

We revalue our equity swap contract each reporting period. The fair value of the equity swap contract is determined based on
the notional amount, share price, the number of underlying shares and the three month LIBOR rate. We performed a sensitivity
analysis of the estimated fair value and the impact to the financial statements using alternative reasonably likely assumptions
on June 30, 2011 and the impact to the financial statements was nominal. However, future fluctuations in share price could
have a significant impact on net income.

The interest rate swaps are revalued at each reporting period. The fair value of interest rate swaps is determined based on the
notional amount, term to maturity and the three month LIBOR rate. The LIBOR rates vary depending on the term to maturity
and the conditions set out in the underlying swap agreements.

Recent Accounting Pronouncements

There have been no new accounting pronouncements issued that are expected to have a significant impact on the Company’s
financial statements.

Liquidity and Capital Resources
Financial Position

Our assets as of June 30, 2011 totalled $2,583 million, a decrease of $53 million compared to December 31, 2010. The decrease
was due primarily to the previously disclosed valuation allowance against the deferred tax asset of $76 million recorded in the
first quarter of 2011. Our land and housing inventory and investments in unconsolidated entities are our most significant assets
with a combined book value of $2,328 million, or approximately 90% of our total assets. Our housing and land assets include
homes completed and under construction and lots ready for construction, model homes and land under and held for
development.

Our project specific and other financings as of June 30, 2011 were $874 million, a decrease of $152 million from December 31,
2010. Project specific and other financings as of June 30, 2011 consisted of $680 million related to project specific financings
and bank indebtedness and $194 million related to amounts drawn on facilities with subsidiaries of our largest shareholder,
Brookfield Asset Management Inc. Our project specific and other financings represent construction and development loans and
facilities that are used to fund the operations of our communities as new homes are constructed.

Interest charged under project specific and other financings include LIBOR and prime rate pricing options. As of June 30, 2011,
the weighted average interest rate on our project specific and other financings was 4%.
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The stated maturities of our project specific and other financings are as follows:

2013 &
(USS millions) 2011 2012 Beyond Total
(0T - [o F- PSRN S 69 S 401 S 17 S 487
(0111 (o o Y- SR 53 40 1 94
Central and Eastern U.S. .......ooceeviieceenee e 26 53 10 89
Corporate and Other........cccceieiiiiiiiieiccieccee e — 69 135 204
B o 7 | PSSP PPP S 148 S 563 S 163 S 874

The debt maturing in 2011, 2012 and 2013 onwards is expected to be repaid from home and/or lot deliveries over this period or
extended. Additionally, as of June 30, 2011, we had project specific debt and bank indebtedness of $138 million that is available
to complete land development and construction activities. The “Cash Flow” section below discusses future available capital
resources should proceeds from our future home and/or lot closings not be sufficient to repay our debt obligations.

Amounts due to affiliates includes $125 million on an unsecured revolving operating facility and $69 million on an unsecured
revolving acquisition and operating facility, both with subsidiaries of our largest shareholder, Brookfield Asset Management Inc.
The revolving operating facility matures December 2013, bears interest at LIBOR plus 3.5% and was fully drawn upon at June
30, 2011. The revolving acquisition and operating facility is in a principal amount not to exceed $100 million. This facility
matures December 2012, currently bears interest at 14% and could be fully drawn upon without violation of any covenants.

Notes payable includes two promissory notes payable to Brookfield Office Properties, a C$265 million (USS$275 million) senior
note and a C$215 million (US$223 million) junior subordinated note. The senior note bears a fixed rate of interest of 6.5% and is
payable in full on December 31, 2015 with CS$50 million payable on account of principal on the last business day of 2012, 2013
and 2014, with the balance of C5$115 million payable on December 31, 2015. The C$215 million junior subordinated note bears
a fixed rate of interest of 8.5% and is payable in full on December 31, 2020.

Cash Flow

Our principal uses of working capital include purchases of land, land development and home construction. Cash flows for each
of our communities depend upon the applicable stage of the development cycle and can differ substantially from reported
earnings. Early stages of development require significant cash outlays for land acquisitions, site approvals and entitlements,
construction of model homes, roads, certain utilities and other amenities and general landscaping. As these costs are
capitalized, earnings reported for financial statement purposes during such early stages may significantly exceed cash flows.
Later, cash flows can exceed earnings reported for financial statement purposes, as cost of sales includes charges for
substantial amounts of previously expended costs.

We believe that we currently have sufficient access to capital resources and will continue to use our available capital resources
to fund our operations. Our future capital resources include cash flow from operations, borrowings under project and other
credit facilities and proceeds from potential future debt issues or equity offerings, if required.

Cash from our operating activities during the six months ended June 30, 2011 totalled $4 million compared with cash provided
of $90 million for the same period in 2010. For the three and six months ended June 30, 2011, 240 and 460 homes were
delivered and 1,008 and 1,601 lots were sold, respectively. As a result, cash flows from operations was negatively affected by
these lower home closings and lot sales.

A summary of our lots owned, excluding lot options, and their stage of development at June 30, 2011 compared with December
31, 2010 follows:

June 30 December 31

2011 2010

Housing units, iNClUdiNg MOEIS .......ccueeeiieieeie e 1,315 1,013
Under development and finisShed 0TS ........ccceviieiieecieee e 9,999 9,377
Lots for future development 88,425 90,123
99,739 100,513

Cash used by our investing activities in unconsolidated entities for the six months ended June 30, 2011 was $6 million, a
decrease of $8 million when compared to the same periods in 2010. The decrease was primarily a result of an increase in
distributions from unconsolidated entities, lower investments in unconsolidated entities and partially offset by increase in
restricted cash.

Cash used in our financing activities for the six months ended June 30, 2011 was $1 million, compared with $84 million for the
same period in 2010. The cash used in the six months ended June 30, 2011 was primarily used to pay the 2010 preferred stock
dividends paid in the first quarter of 2011 and to fund the repurchase of common stock for the escrowed restricted stock plan
described in Note 10(a) of the consolidated financial statements included elsewhere in this interim report.
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Contractual Obligations and Other Commitments

A total of $148 million of our project specific and other financings matures prior to the end of 2011. The debt maturing in 2011
is expected to be repaid from home and/or lot deliveries over this period or extended. Our net debt to total capitalization ratio
as of June 30, 2011, which we define as total interest-bearing debt less cash divided by total interest-bearing debt less cash plus
equity and other interests in consolidated subsidiaries was 59%, compared to 44% at December 31, 2010.

Project specific financings totalling $137 million requires Brookfield Homes Holdings Inc., an indirect wholly-owned subsidiary
of our Company, to maintain a tangible net worth of at least $325 million, a net indebtedness to capitalization ratio of no
greater than 65% and a net indebtedness to tangible net worth ratio of no greater than 2.50 to 1. Indebtedness is defined as
total interest-bearing debt plus non-interest bearing liabilities less cash. At June 30, 2011, we were in compliance with all of our
project specific financing covenants. The following are computations of the most restrictive of Brookfield Homes Holdings Inc.’s
tangible net worth, net indebtedness to capitalization ratio, and net indebtedness to tangible net worth debt ratio covenants:

Actual as at

Covenant June 30, 2011
Tangible net worth (USS millions)... S 325 S 522
Net indebtedness to capitalization ..........coeeverieiinieie e 65% 38%
Net indebtedness to tangible Net WOIth.........ccceeieeiieiee e 2.50to 1 0.82to1

Project specific financings totalling $47 million require Brookfield Residential U.S. Inc., an indirect wholly-owned subsidiary of
our Company, to maintain a tangible net worth of at least $80 million and a debt to tangible net worth ratio of no greater than
1.25 to 1. At June 30, 2011, we were in compliance with all of our project specific financing covenants. The following are
computations of Brookfield Residential U.S. Inc.’s tangible net worth and debt to tangible net worth ratio covenants:

Actual as at

Covenant June 30, 2011
Tangible net worth (USS$ millions) S 80 S 394
Debt to tangible Net WOIth ........cooiiiiiic e e 1.25to 1 0.14to1

Bank indebtedness totalling $9 million requires Brookfield Homes Holdings Inc., an indirect wholly-owned subsidiary of our
Company, to maintain a tangible net worth of at least $300 million and a net indebtedness to tangible net worth ratio of no
greater than 2.50 to 1. Indebtedness is defined as total interest-bearing debt plus non-interest bearing liabilities less cash. At
June 30, 2011, we were in compliance with all of our project specific financing covenants. The following are computations of
the most restrictive of Brookfield Homes Holdings Inc.’s tangible net worth and net indebtedness to tangible net worth debt
ratio covenants:

Actual as at

Covenant June 30, 2011
Tangible net Worth (USS MilliONS).........ciiuiiuiiieiiieieeeieeeeee ettt S 300 S 522
Net indebtedness to tangible Net WOIth..........ccveviiecieiie e 250to1 0.82to1

Bank indebtedness totalling $417 million requires Brookfield Residential (Alberta) LP, an indirect wholly-owned subsidiary of
our Company, to maintain a minimum tangible net worth of $260 million and a debt to equity ratio of no greater than 1.75 to 1.
At June 30, 2011, we were in compliance with all of our covenants relating to bank indebtedness. The following are
computations of Brookfield Residential (Alberta) LP’s tangible net worth and debt to equity ratio covenants:

Actual as at

Covenant June 30, 2011
Tangible net Worth (USS MilliONS).........ciiiiuciiieiiiieeeieeeeees ettt S 260 S 397
[T oY o I =T [F 11 4SS 1.75t0 1 1.07to 1

Bank indebtedness totalling $19 million requires Brookfield Homes (Ontario) Limited, an indirect wholly-owned subsidiary of
our Company, to maintain a minimum tangible net worth of $83 million and a debt to tangible net worth ratio of no greater
than 2.00 to 1. At June 30, 2011, we were in compliance with all of our covenants relating to bank indebtedness. The following
are computations of Brookfield Homes (Ontario) Limited’s tangible net worth and debt to tangible net worth covenants:

Actual as at

Covenant June 30, 2011
Tangible net Worth (USS MiIllIONS)......ceicriiieeiirieeecre ettt e b s sbeeaneereereennas S 83 S 107
Debt to tangible net worth 2.00to 1 091to1l
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At June 30, 2011, our revolving operating facility with a subsidiary of Brookfield Asset Management Inc. required Brookfield
Homes Corporation, an indirect wholly-owned subsidiary of our Company, to maintain minimum shareholders’ equity of
$300 million and a consolidated net debt to book capitalization ratio of no greater than 70%. At June 30, 2011, we were in
compliance with all of our covenants. The following are computations of Brookfield Homes Corporation’s minimum
stockholders’ equity and net debt to capitalization ratio covenants:

Actual as at

Covenant June 30, 2011

Minimum stockholders’ equity (USS MillIONS) .....ceevvivrieeeirieieieeeeerecreecre et ere e ereeneen S 300 S 467
Net debt 10 CapitaliZation .......cc.eeieierieiieee e 70% 47%

At June 30, 2011, our notes payable due to Brookfield Office Properties Inc. required Brookfield Residential Properties Inc. to
maintain minimum shareholders’ equity of $750 million and a consolidated net debt to capitalization ratio of no greater than
65%. At June 30, 2011, we were in compliance with all of our covenants relating to notes payable. The following are
computations of Brookfield Residential’s minimum shareholders’ equity and net debt to capitalization ratio covenants:

Actual as at

Covenant June 30, 2011

Minimum shareholders’ equity (USS MillioNS).....c.ccveviieevinieireiiecricre ettt S 750 S 929

Net debt 10 CapitaliZation .......ccoeeeieriee e 65% 59%
A summary of our contractual obligations and purchase agreements as of June 30, 2011 are as follows:

Payment Due by Period
Less than 1-3 3-5 More than
(USS$ millions) Total 1year Years Years 5 years

Project specific and other financings @ S 874 S 148 S 713 S 6 S 7

2

Operating lease obligations ™ .........ccceeeiiiiiiiiieiiiee s 31 4 11 7 9
Purchase agreements B oo seeress e eneesseeseem s eassens 77 8 62 7 —
TOLAl e $ 982 $ 160 $ 786 $ 20 S 16

(1) Amounts are included on the consolidated balance sheets. See Note 6 to the Consolidated Financial Statements for additional information
regarding project specific and other financings and related matters.

(2) Amounts relate to non-cancelable operating leases involving office space, design centres and model homes.

(3) Amounts represent our expected acquisition of land under options or purchase agreements. See Note 14 to the Consolidated Financial
Statements for additional information regarding purchase agreements.

(4

Amounts do not include interest due to the floating nature of our debt. See Note 6 to the Consolidated Financial Statements for additional
information regarding our floating rate debt.

Shareholders’ Equity

At August 10, 2011, 99,342,718 common shares and 70,002 preferred shares were issued and outstanding. In addition,
Brookfield Residential has a stock option plan under which key officers and employees are granted options to purchase
Brookfield Residential shares. Each option granted can be exercised for one common share. At August 10, 2011, 3,173,426
options were outstanding under the stock option plan.

Off-Balance Sheet Arrangements

In the ordinary course of business, and where market conditions permit, we use land and lot option contracts and
unconsolidated entities to acquire control of land to mitigate the risk of declining land values. Option contracts for the purchase
of land permit us to control the land for an extended period of time until options expire. This reduces our financial risk
associated with land holdings. As of June 30, 2011, we had $57 million of primarily non-refundable option deposits and
advanced costs. The total exercise price of these options was $190 million. Pursuant to the guidance now incorporated in ASC
Topic 810 Consolidation, as described in Note 2 to our consolidated financial statements included elsewhere in this interim
report, we have consolidated $16 million of these option contracts where we consider we have the majority economic interest
in the assets held under the options. Please refer to Note 2 of our consolidated financial statements included elsewhere in this
interim report for additional information about our lot options.

We also own 3,611 lots and control under option 2,351 lots through our proportionate share of unconsolidated entities. As of
June 30, 2011, our investment in unconsolidated entities totalled $136 million. We have provided varying levels of guarantees
of debt in our unconsolidated entities. As of June 30, 2011, we had completion guarantees of $5 million and limited
maintenance guarantees of $12 million with respect to debt in our unconsolidated entities. During the six months ended June
30, 2011, we did not make any loan re-margin repayments on the debt in our unconsolidated entities. Please refer to Note 3 to
our consolidated financial statements included elsewhere in this interim report for additional information about our
investments in unconsolidated entities.
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We obtain letters of credit, performance bonds and other bonds to support our obligations with respect to the development of
our projects. The amount of these obligations outstanding at any time varies in accordance with our development activities. If
these letters of credit or bonds are drawn upon, we will be obligated to reimburse the issuer of the letter of credit or bonds. As
of June 30, 2011, we had $54 million in letters of credit outstanding and $179 million in performance bonds for these purposes.
The costs to complete related to our letters of credit and performance bonds are $31 million and $92 million, respectively.

Transactions Between Related Parties

There are agreements among our affiliates to which we are a party or subject to including a name license, the lease of office
space, two unsecured revolving credit facilities, two notes payables and certain guarantee and indemnity agreements. Related
parties include the directors, executive officers, director nominees or 5% shareholders, and their respective immediate family
members. The Company’s significant related party transactions during the period ended June 30, 2011 were:

*  Notes payable of $498 million (December 31, 2010 — nil) are due to Brookfield Office Properties. The notes consist of a
C$265 million senior unsecured promissory note and a C$215 million junior unsecured promissory note. For the three and
six months ended June 30, 2011, interest of $9 million and $9 million, respectively (2010 — nil and nil, respectively) was
incurred relating to this facility.

e  Unsecured revolving operating facility in the aggregate principal amount of $125 million (December 31, 2010 -
$100 million) with a subsidiary of Brookfield Asset Management Inc. For the three and six months ended June 30, 2011,
interest of $1 million and $2 million, respectively (2010 — $1 million and $2 million, respectively) was incurred relating to
this facility.

e Unsecured operating and acquisition facility in the aggregate principal amount of $69 million (December 31, 2010 —
$60 million) with a subsidiary of Brookfield Asset Management Inc. For the three and six months ended June 30, 2011,
interest of $3 million and $6 million, respectively, (2010 — $1 million and $3 million, respectively) was incurred relating to
this facility.

* A subsidiary of the Company entered into an agreement to purchase two million common shares of the Company from
Brookfield Asset Management Inc. in order to fund an escrowed restricted stock plan without dilution to shareholders on
June 23, 2011. The total consideration relating to the purchase of the shares was $19 million (2010 — nil).

In addition, one of our directors, Robert Stelzl, serves as a director of a company affiliated with us.

Quantitative and Qualitative Disclosures about Market Risk

Exchange Rates

We conduct business in both Canadian and U.S. dollars, so we are exposed to currency risks. Our cash flows from Canadian and
U.S. operations are exposed to foreign exchange risk as sales and operating expenses are denominated in local currencies.

We have operations with a Canadian dollar functional currency, whose net assets are exposed to foreign currency translation
risk. This currently is managed in part through our Canadian dollar denominated debt as a hedge against these operations. As at
June 30, 2011, C$480 million of debt was designated in this manner.

Interest Rates

We are exposed to financial risks that arise from the fluctuations in interest rates. Our interest-bearing assets and liabilities are
mainly at floating rates, so we would be negatively impacted, on balance, if interest rates increase. In addition, at June 30,
2011, we had interest rate swap contracts totalling $150 million at an average rate of 5% per annum. Based on our net debt
levels as of June 30, 2011, a 1% change in interest rates would have either a negative or positive effect of approximately
S6 million on our cash flows.

Our interest rate swaps are not designed as hedges under ASC Topic 815 Derivatives and Hedging. We are exposed to market
risk associated with changes in the fair values of the swaps, and such changes must be reflected in our consolidated statements
of operations. As of June 30, 2011, the fair value of the interest rate swaps totalled a liability of $14 million.
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Consolidated Financial Statements

BROOKFIELD RESIDENTIAL PROPERTIES INC.
CONSOLIDATED BALANCE SHEETS
(all dollar amounts are in thousands of U.S. dollars)

(Unaudited)
June 30 December 31
Note 2011 2010
Assets
Land and hoUSING INVENTOIY .......ccieuieieieieieeie ettt 2 S 2,192,157 S 2,193,947
Investments in unconsolidated entities ........ccceevvveeeeeeeeiiieeeee e 3 136,585 137,203
Receivables and Other @sSets .......uuiiiiiivieieeiiecirieee e e 4 233,963 217,972
(ST A g ot =Te I ot= 1] USRS 5 18,048 7,366
(07 1 o PSR 2,165 4,345
Deferred iNCOME TaX @SSELS.....cuuviiiiieiiiiieeee et eecctree e e eeeirrr e e e eeearaaees 9 — 75,225
$ 2,582,918 S 2,636,058
Liabilities and Equity

Project specific and other financings ........ccccceeveievecciceee e 6 S 873,797 S 1,025,339
NOLES PAYADIE «.vviiiiiiiece e et 7 498,235 —
Accounts payable and other liabilities .........ccccooeviiiiiiiiciiiee e 8 234,210 288,456
Deferred income tax liabilities ........coovveueeiiiiiiiieeee et 9 13,609 —
Total IabilitieS c.uveeveeeie e 1,619,851 1,313,795
Other interests in consolidated subsidiaries .........cocuvvveeievceeeee e 11 34,117 42,461
0,905,728 shares Ko oo 12 1748 28806

Common shares — 99,342,718 shares issued and outstanding (December 31,

2010 — 53,808,461 Shares iSSUM) .......ceecueereereeririenieeieeseeereeseeseeeseeeenes 12 93,383 183,803
Additional paid-in-Capital........cccceeviiiiiiiiieiciie e 401,040 151,617
Treasury StOCK, At COSt......uiiiiirieiereretetesee e eese et eeee s et et seseseseseesesesesenens 12 — (110,807)
Retained @arNiNgS.....cooiuiiiiiieieiee ettt 12 345,497 692,855
NON-CONLIOIING INTEIESE...eivieeeieeceeecee et 11 5,818 6,456
Accumulated other comprehensive iNCOME ........ccceeveercieeceencieeree e, 81,464 67,813

928,950 1,279,802
$ 2,582,918 S 2,636,058
Commitments, contingent liabilities and other 14
GUANANETEES ...t 15
See accompanying notes to financial statements
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(all dollar amounts are in thousands of U.S. dollars, except per share amounts)

(Unaudited)

Three Months Ended June 30

Six Months Ended June 30

Note 2011 2010 2011 2010
Revenue
LaNd ..o $ 146,902 $ 97,966 $ 243,481 $ 155,943
HOUSING .ttt 88,640 175,159 172,191 258,584
235,542 273,125 415,672 414,527
Direct Cost of Sales
LANG 1ttt ettt re e et eeeseneesreneneen (104,204) (52,046) (157,310) (81,556)
(76,498) (141,355) (148,253) (211,753)
(180,702) (193,401) (305,563) (293,309)
Selling, general and administrative expense.................. (19,237) (25,596) (45,594) (48,758)
Equity in earnings / (loss) from unconsolidated entities 3 3,022 (743) 3,941 (61)
DEPIreCiation ....cccveecieeeiieree e eteesire e e et sreeeree e (886) (731) (1,872) (1,620)
INEErESt EXPENSE ..vevveieeeieeeeereteeteeste e e seeereesaeeseeenneenns (10,886) — (14,166) —
Other (expense) / iNCOME ....ccccvevveviereeeiereeeese e 14(c) (650) 4,600 (276) 6,939
Income Before INCOmMe TaXes ........ccccouvvereeeeeeinvereeeeeesinnnens 26,203 57,254 52,142 77,718
INCOME tAX EXPENSE ..eerevveeeereeeeteeeeeeteeseeeseeseeeseeesneenns (7,366) (17,908) (91,071) (21,901)
Net INCOME / (LOSS) ...cvevieiiieeieceeeeeeece e 18,837 39,346 (38,929) 55,817
Other Comprehensive Income
Foreign currency translation.........ccceeeeeceeeceeneenceeseennns 284 (35,566) 13,651 (9,021)
Comprehensive Income / (Loss) $ 19,121 $ 3,780 $ (25,278) S 46,796
Net income / (loss) attributable to:
Brookfield Residential.........ccccvevvevuiiviiiieceeeceeceeeeene S 19,267 S 39,216 S (37,716) S 56,963
Non-controlling interests and other interests in
consolidated subsidiaries..........ccccceeeciieeeiieecciee e, 11 (430) 130 (1,213) (1,146)
$ 18,837 $ 39,346 $ (38,929) $ 55,817
Comprehensive Income / (Loss) Attributable to:
Brookfield Residential.........cceevvveeviiveeeiiieeiieeieeceeeenenn S 19,551 S 3,650 S (24,065) S 47,942
Non-controlling interests and other interests in
consolidated subsidiaries..........ccccoeeeeieeceiieeiccieeeeee, (430) 130 (1,213) (1,146)
$ 19,121 $ 3,780 S (25,278) $ 46,796
Common Shareholders Earnings / (Loss) per Share
BaSIC e eeeeieiit ittt 13 S 0.19 S 0.34 S (0.37) S 0.46
DIlUEA ..ot e 13 S 0.19 S 0.34 S (0.37) S 0.46
Weighted Average Common Shares Outstanding (in thousands)
BaSICuuiiiiiieeeiiie e 13 101,187 101,343 101,187 101,343
13 101,356 101,540 101,187 101,540
See accompanying notes to financial statements
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
CONSOLIDATED STATEMENTS OF EQUITY
(all dollar amounts are in thousands of U.S. dollars)

(Unaudited)
Six Months Ended June 30
Preferred Shares 2011 2010
OPENING DAIANCE ....vevieieiceecteee ettt ettt ettt S 288,065 S 288,171
Conversion of preferred shares upon merger transaction ..........ccccevvcverceeeveennnnn. (286,317) —
[ To [T =g o T = o Tol PP PP 1,748 288,171
Common Shares
OPENING DAIANCE ..ottt e ba e e ssabaeeeae 183,803 96,813
ISSUANCE Of COMMON SNAIES....ceiiiieiiiiieee ettt e e e eearree e e e e eebrrees — 20,000
Elimination of treasury stock upon merger transaction ..........cccoccveeecveeeeciveeennnen. (110,700) —
Preferred shares converted to common shares upon merger transaction. 38,838 —
Purchase of common shares for escrowed stock plan.........ccocceeeevveveercnecieeceennns (18,558) —
Yo [Ta Y= o T - T SRS 93,383 116,813
Additional Paid-in-Capital
OPENING DAIANCE ..ottt e e e s ba e e esaraeeeaes 151,617 150,406
Share-based cOMPENSALION COSES ...ovviiriiriiinieriiirieeeente et 1,943 428
Conversion of preferred shares upon merger transaction .............cccceeeeveeereereenns 247,480 -
Lo Yo [T gY = o T = o ot S 401,040 150,834
Treasury Stock
(O] 01T o TTaY=a o ¥ =1 ol < PR (110,807) (166,113)
Preferred share dividends...........cooccuveiieiieiiiiiieeee et erree e e e eenaees — 55,213
STOCK OPLION EXEICISES ..uvieieiiiieiiiie ettt et e e ae e e sbe e e sebae e sentaeeenes 107 93
Cancellation of treasury stock upon merger transaction...........ccceveveeveerceeeseeenennns 110,700 —
T[T a Y= o T - T S — (110,807)
Retained Earnings
(O] 01T a1 TaY=a o ¥ =1 ol < PR 692,855 887,356
Net (loss) / income attributable to Brookfield Residential ..........cccecvevveveeeeniennen. (37,716) 56,963
Preferred share dividends............coouieeiiie e et (109) (10,000)
Conversion of equity to notes pPayable .........cceevireciere e (493,929) —
Issuance of equity for notes receivable ..........ccocvveeiiiiiiiiiiiccecc e, 200,000 —
Treasury StOCK ISSUB......ccuiiiiiiie ettt e e seate e e senee s — (45,213)
(Distributions) / CONTIIBULIONS ......eeeuvieeeecieccte et ettt (15,604) 412
T [T a Y= o T - T SRS 345,497 889,518
Accumulated Other Comprehensive Income / (Loss)
(0] 01T a1 TaY=al o - =Y ol <SR 67,813 32,604
Other comprehensive iNCOME / (10SS) . .uuccviiierieieeiesie et 13,651 (9,021)
ENAING DAlanCe....uviiiiiiece e e e re e e raaa s 81,464 23,583
Total Brookfield Residential Properties INC. EQUItY.........c.ccceevevvieveireireereenreenenneens S 923,132 S 1,358,112
Non-controlling Interest
OPENING DAIANCE ...ttt ettt sttt b e ens S 6,456 S 16,105
Net income / (loss) attributable to non-controlling interest .........ccoceevevevcvenienenn 85 (1,620)
(Distributions) / CONtIIBULIONS ......eccviecieiiieeieeceecee et s (723) 229
Non-controlling interest aCqUIred........ceevueeeieereerieeriese e — (8,300)
ENAING DAlANCE....cueivietictieteeecctee ettt et et nnas S 5,818 S 6,414
e 1 =T T 1 4 S 928,950 S 1,364,526
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(all dollar amounts are in thousands of U.S. dollars)

(Unaudited)
Six Months Ended June 30
2011 2010
Cash Flows From / (Used in) Operating Activities
NEL INCOME / (I0SS) +nvietieieete ettt ettt ettt et ettt et e et eete et e teeteeseebeebeeaseasenseeas S (38,929) 55,817
Adjustments to reconcile net income / (loss) to net cash from operating activities:
Undistributed income from unconsolidated entities ...........ccceccveeeiiieccciie e (3,710) 52
Deferr@d INCOME LAXES . .eeiiieiciiiiie e ettt e e eeecre e e e eeae e e e e e eetbre e e e e e esaabaseeeeessasbaeeseeeanrraaeaeenn 88,834 11,407
Non-cash interest converted into equity ... 1,674 —
Share-based cOMPENSAtION COSTS......uuiiiiiiiiiiie ettt e e e aaeeens 1,943 428
(D LT o g=To - 14 o] o TSP SPRPPR 1,872 1,620
Changes in operating assets and liabilities:
(Increase) / decrease in receivables and other assets (35,492) 44,923
Decrease in housing and 1and iINVENTOIY ........cccuvieeiiieciiie e 54,663 8,259
Change in restricted CASh ........ciuiiuice ettt ettt (1,431) —
Decrease in accounts payable and other liabilities ..........cccoeveerieiviinienircee s (64,951) (32,881)
LT et ees et eeee e se et eaee s et se et et s et eetee s et ne s et ee e s st ne s enaneseenenenn (306) 180
Net cash provided by operating aCtiVities ..........cccueeiciieciiie e 4,167 89,805
Cash Flows (Used in) / From Investing Activities
Investments in unconsolidated eNtities ..........ccuccieiieiiee e (5,837) (12,580)
Distributions from unconsolidated eNntities.........cccceeviuriiieeeeiiieee e 9,440 6
Change in restricted CaSh ........coiiiiiicece et (9,251) (1,280)
Net cash used in INVESTING ACHIVILIES .....c.eeiuiiiie ettt et (5,648) (13,854)
Cash Flows (Used in) Financing Activities
Net drawings / (repayments) under project specific and other financings.............ccccucu..... 36,097 (80,443)
Net distributions to noncontrolling interest and other interests in
consolidated subsidiaries (4,451) (1,764)
EXErCiSe Of STOCK OPTIONS .. .viiiieiieriiesie et esieesteste et et ese e s e ebeesaeeseaeesbaesbeessaesssesnseeseensnns 107 93
Purchase of common shares for escrowed stock plan ...........coccveveiiieeicie e (19,280) —
Dividends paid to preferred shareholders ............cccoeeuieieiieeiecicieceeeeeeeee e (9,992) —
[T E A o TU Y T o TS SRS (5,612) (2,043)
101 o 1= OSSP TP PSP PPV RUPRPRPROPRIN 2,432 483
Net cash used in fiNAaNCING aCTIVITIES .....ceiviirieeie e (699) (83,674)
Decrease in cash and cash equivalents (2,180) (7,723)
Cash and cash equivalents at beginning of Period .........c.ccecveveerienienceceeee s 4,345 8,015
FOreign eXChange 0N CaSh .......cvcicveiiicieececeeeee ettt a et beanen — (66)
Cash and cash equivalents at end of PEriod .........c.ccvcuevueieriiieeeriireeceeeeeee e S 2,165 S 226
Supplemental Cash Flow Information
[T =T Ao - TSRS S (35,291) S (32,825)
Income taxes recovered S 2,726 S 43,621
See accompanying notes to financial statements
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(all dollar amounts are in thousands of U.S. dollars)

Note 1. Significant Accounting Policies

(a) Basis of Presentation

Brookfield Residential Properties Inc. (the “Company” or “Brookfield Residential”) was incorporated in Ontario, Canada and
became a public company on March 31, 2011 pursuant to the contribution of Brookfield Office Properties’ residential land and
housing division and the merger of Brookfield Homes Corporation (“Brookfield Homes”) with a subsidiary of the Company (such
transactions collectively referred to as the “merger”). This transaction was deemed to take place between entities under
common control and, as a result, has been accounted for as continuity of interest using the carried amount of assets and
liabilities of both Brookfield Office Properties’ residential land and housing division and Brookfield Homes for comparative
purposes. The Company began trading on the New York Stock Exchange and the Toronto Stock Exchange under the symbol
“BRP” on April 1, 2011. The Company maintains a head office at 4906 Richard Road S.W., Calgary, Alberta, T3E 6L1.

These unaudited consolidated financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America (“U.S. GAAP”) and include the consolidated accounts of Brookfield Residential and its
subsidiaries and investments in unconsolidated entities and variable interest entities in which the Company is the primary
beneficiary.

The accompanying unaudited consolidated financial statements have been prepared in accordance with U.S. GAAP for interim
financial information. In the opinion of management, all adjustments necessary for fair presentation of the accompanying
unaudited consolidated financial statements have been made.

The Company historically has experienced, and expects to continue to experience, variability in quarterly results. The
consolidated statements of operations for the three and six months ended June 30, 2011 are not necessarily indicative of the
results to be expected for the full year. All dollar amounts discussed herein are in U.S. dollars, unless otherwise stated. Amounts
in Canadian dollars are identified as “CS.”

(b) Land and Housing Inventory

(i) Revenue recognition: Land sales are recognized when title passes to the purchaser upon closing, all material conditions
of the sales contract have been met and a significant cash down payment or appropriate security is received and
collectability is evident. Revenues from the sale of homes are recognized when title passes to the purchaser upon closing,
wherein all proceeds are received or collectability is evident.

(ii) Carrying values: In accordance with the Accounting Standards Codification (“ASC”) Topic 360 Property, Plant and
Equipment, housing and land assets the Company owns directly and through unconsolidated entities are reviewed for
recoverability on a regular basis and whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. Recoverability is measured by comparing the carrying amount of an asset to future
undiscounted cash flows expected to be generated by the asset. To arrive at the estimated fair value of housing and land
inventory, the Company estimates the cash flow for the life of each project. Specifically, on a housing project, the
Company evaluates the margins on homes that have been closed, margins on sales contracts which are in backlog and
estimated margins with regard to future home sales over the life of the project. On a land project, the Company estimates
the timing of future land sales, the estimated revenue per lot, as well as estimated margins with respect to future land
sales. For the housing and land inventory, the Company continuously evaluates projects where inventory is turning over
more slowly than expected or whose average sales price and margins are declining and are expected to continue to
decline. These projections take into account the specific business plans for each project and management’s best estimate
of the most probable set of economic conditions anticipated to prevail in the market area. Such projections generally
assume current home selling prices, cost estimates and sales rates for short-term projects are consistent with recent sales
activity. For longer-term projects, planned sales rates for 2011 and 2012 assume recent sales activity and normalized sales
rates beyond 2012. Management identifies potentially impaired housing and land projects based on these quantitative
factors as well as qualitative factors obtained from the local market areas. If the future undiscounted cash flows are less
than the carrying amount, the asset is considered to be impaired and is then written down to fair value less estimated
selling costs using a discounted cash flow methodology which incorporates market participant assumptions.

The Company has also entered into a number of option contracts to acquire land or lots in the future in accordance with
specific terms and conditions. The majority of the option contracts require a non-refundable cash deposit based on a
percentage of the purchase price of the property. Option contracts are recorded at cost. In determining whether to
pursue an option contract, the Company estimates the option primarily based upon the expected cash flows from the
optioned property. If the intent is to no longer pursue an option contract, the Company records a charge to earnings of
the deposit amounts and any other related pre-acquisition entitlement costs in the period the decision is made.
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(all dollar amounts are in thousands of U.S. dollars)

(iii) Capitalized costs: Capitalized costs include the costs of acquiring land, development and construction costs, interest,
property taxes and overhead related to the development of land and housing. Direct costs are capitalized to individual
homes and lots and other costs are allocated to each lot in proportion to the Company’s anticipated revenue.

(c) Unconsolidated Entities

The Company participates in a number of unconsolidated entities in which it has less than a controlling interest to develop and
sell land to the unconsolidated entity members and other third parties. These unconsolidated entities are accounted for using
the equity method. The Company recognizes its proportionate share of the earnings from the sale of lots to other third parties.
The Company does not recognize earnings from the purchase of lots from its unconsolidated entities and reduces its cost basis
of the land purchased accordingly.

(d) Use of Estimates

The preparation of financial statements, in conformity with U.S. GAAP, requires management to make estimates and
assumptions that affect the carrying amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ materially from these estimates.

(e) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, demand deposits, and all highly liquid short-term investments with original
maturity less than 90 days. The carrying value of these investments approximates their fair value.

(f) Restricted Cash

Restricted cash includes cash held on deposit with a financial institution in the form of collateral, required by terms outlined in
the total return swap transaction entered into by the Company and the cash collateralization of development letters of credit at
the completion of the merger. It also includes cash held in trust due to timing of housing sales that close at or near the end of
the reporting period.

(g) Income Taxes

Income taxes are accounted for in accordance with ASC Topic 740 Income Taxes. Under ASC Topic 740, deferred tax assets and
liabilities are determined based on differences between financial reporting and tax bases of assets and liabilities, and are
measured by using enacted tax rates expected to apply to taxable income in the years in which those differences are expected
to reverse.

In accordance with the provisions of ASC Topic 740, the Company assesses, on a quarterly basis, its ability to realize its deferred
tax asset. In determining the need for a valuation allowance, the Company considers the following significant factors: an
assessment of recent years’ profitability and losses which considers the nature, frequency and severity of current and
cumulative losses and its forecasts or expectation of profits based on margins and volumes expected to be realized (which are
based on current pricing and volume trends). The assessment of recent years’ losses and the resulting three-year cumulative
loss of the U.S. operations of the Company together with the uncertainty in the U.S. housing market was evidence of the need
for a valuation allowance against its net U.S. deferred tax asset. See Note 9 for further discussion.

ASC Topic 740 clarifies the accounting for uncertainty in income taxes recognized and prescribes a recognition threshold and
measurement affiliates for the financial statement recognition and measurement of a tax position taken or expected to be
taken in a tax return. It requires that a company determine whether it is more-likely-than-not that a position will be sustained
upon examination by taxation authorities, based upon the technical merits of the position. A tax position that meets the more-
than-likely-not threshold is then measured to determine the amount of the tax benefit to recognize in the financial statements.

The Company recognizes interest and penalties accrued related to unrecognized tax benefits or liabilities in income tax
expense.

(h) Share-Based Compensation

The Company accounts for stock option grants and deferred share unit grants in accordance with ASC Topic 718 Compensation-
Stock Compensation. All stock options granted have exercise prices equal to the market value of the common shares on the
date of the grant, determined in accordance with the plans. Participants in the option plan can exercise their options to
purchase shares at the exercise price. The option to elect to receive cash equal to the difference between the exercise price and
the current market price was eliminated in 2009 in conjunction with the modification of the Brookfield Homes stock option
plan.
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(all dollar amounts are in thousands of U.S. dollars)

The Company records the fair value of options using a Black-Scholes option pricing model. Options have been recorded in
additional paid-in-capital in 2011 as a result of an amendment to existing stock option awards made under the Brookfield
Homes 2002 stock option plan and the approval and adoption of the Brookfield Residential stock option plan. In prior years,
options were recorded in accounts payable and other liabilities. In addition, the Company records the deferred share units as a
liability as disclosed in accounts payable and other liabilities. See Note 10 “Share-Based Compensation” for further discussion.

(i)  Other Comprehensive Income

The Company adheres to U.S. GAAP reporting requirements with respect to the presentation and disclosure of other
comprehensive income. Any foreign exchange gains or losses are recorded in comprehensive income for each of the periods
presented.

(j) Earnings / (Loss) Per Share

Earnings / (loss) per share is computed in accordance with ASC Topic 260 Earnings Per Share. Basic earnings / (loss) per share is
calculated by dividing net earnings / (loss) attributable to Brookfield Residential by the weighted average number of common
shares outstanding for the year. Diluted earnings / (loss) per share is calculated by dividing net income / (loss) less preferred
share dividends by the average number of common shares outstanding including all dilutive potentially issuable shares under
various stock option plans.

(k) Advertising Costs

The Company expenses advertising costs as incurred. For the three and six months ended June 30, 2011, the Company incurred
advertising costs of $7.8 million and $14.2 million, respectively (2010 — $10.9 million and $17.4 million, respectively.)

() Warranty Costs

Estimated future warranty costs are accrued and charged to cost of sales at the time the revenue associated with the sale of
each home is recognized. Factors that affect the Company’s warranty liability include the number of homes sold, historical and
anticipated rates of warranty claims, and cost per claim. Costs are accrued based upon historical experience.

(m) Variable Interest Entities

The Company accounts for its variable interest entities (“VIEs”) in accordance with ASC Topic 810 Consolidation. The decision
whether to consolidate a VIE begins with establishing that a VIE exists. A VIE exists when either the total equity investment at
risk is not sufficient to permit the entity to finance its activities by itself, or the equity investor lacks one of three characteristics
associated with owning a controlling financial interest. Those characteristics are the power to direct the activities of an entity
that most significantly impacts the entity’s economic performance, the obligation to absorb the expected losses of the entity,
and the right to receive the expected residual returns of the entity. The entity that has both the power to direct the activities of
a VIE that most significantly impact the VIE’s economic performance and the obligation to absorb losses or the right to receive
benefits of the VIE that could potentially be significant to the VIE is considered to have a controlling financial interest in a VIE
and is required to consolidate such entity. The Company has determined it has a controlling financial interest in certain VIEs
which are included in these financial statements as a component of “Housing and land inventory,” with the interests of others
included in accounts payable and other liabilities. See Notes 2 and 3 for further discussion on the consolidation of land option
contracts and unconsolidated entities.

(n) Derivative Financial Instruments and Hedging Activities

The Company accounts for its derivative and hedging activities in accordance with ASC Topic 815, Derivatives and Hedging. ASC
Topic 815 requires the Company to recognize all derivative instruments at their fair values as either assets or liabilities on its
balance sheet. The accounting for changes in fair value (i.e. gains or losses) of a derivative instrument depends on whether the
Company has designated it, and whether it qualifies, as part of a hedging relationship and on the type of hedging relationship.
For those derivative instruments that are designated and qualify as hedging instruments, the Company must designate the
hedging instrument, based upon the exposure being hedged, as a fair value hedge, a cash flow hedge or a hedge of a net
investment in a foreign operation. For derivative instruments that are designated and qualify as a cash flow hedge (i.e. hedging
the exposure to variability in expected future cash flows that are attributable to a particular risk), the effective portion of the
gain or loss on the derivative instrument is reported as a component of other comprehensive income and reclassified into
earnings in the same line item associated with the forecasted transaction in the same period or periods during which the
hedged transaction affects earnings (i.e. in “interest expense” when the hedged transactions are interest cash flows associated
with floating-rate debt). The remaining gain or loss on the derivative instrument in excess of the cumulative changes in the
present value of future cash flows of the hedged item, if any, is recognized in the realized and unrealized gain / (loss) on
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(all dollar amounts are in thousands of U.S. dollars)

derivatives in current earnings during the period of change. For derivative instruments not designated as hedging instruments,
the gain or loss is recognized in realized and unrealized gain / (loss) on derivatives in the current earnings during the period of
change. Income and/or expense from interest rate swaps are recognized as an adjustment to other (expense) / income. The
Company accounts for income and expense from interest rate swaps over the period to which the payments and/or receipts
relate.

(o) Recent Accounting Pronouncements

There have been no new accounting pronouncements issued that are expected to have a significant impact on the Company’s
financial statements.

(p) Reclassification

Certain prior period amounts in the consolidated balance sheets have been reclassified to conform with the June 30, 2011
presentation. Specifically, consolidated land inventory not owned, which had previously been shown as a separate line, is now
shown as a component of housing and land inventory. Other revolving financings, which had previously been shown as a
separate line, are now shown as a component of project specific and other financings. These reclassifications had no impact on
the Company’s results from operations.

Note 2. Land and Housing Inventory

Land and housing inventory includes homes completed and under construction and lots ready for construction, model homes
and land under and held for development which will be used in the Company’s homebuilding operations or sold as building lots
to other homebuilders. The following summarizes the components of housing and land inventory:

June 30 December 31
2011 2010
Land and land under deVelopMENt .........ccecvierieriiiteeiriceeee ettt s S 1,918,211 S 1,974,497
Housing inventory 246,288 190,882
IMOAEI NOMES .ot et e e e btr e e e e e seababeeeeeseearreseeeesnns 27,658 28,568
TOTAN ettt sttt st be e st e e b e st e b e sabeenaeesateenbae s S 2,192,157 S 2,193,947

The Company capitalizes interest which is expensed as housing units and building lots are sold. For the three and six months
ended June 30, 2011, interest incurred and capitalized by the Company was $10.6 million and $20.4 million, respectively (2010
— $11.5 million and $24.6 million, respectively). Capitalized interest expensed as direct cost of sales for the same periods was
$18.5 million and $31.3 million, respectively (2010 — $13.9 million and $23.7 million, respectively).

In the ordinary course of business, the Company has entered into a number of option contracts to acquire land or lots in the
future in accordance with specific terms and conditions and the Company will advance deposits to secure these rights. The
Company is required by ASC Topic 810 Consolidation to qualitatively assess whether it is the primary beneficiary of these
options based on whether it has the power over the significant activities of the VIE and an obligation to absorb losses or the
right to receive benefits that could be potentially significant to the VIE. The Company has evaluated its option contracts in
accordance with this guidance and determined that, for those entities considered to be VIEs, it is the primary beneficiary of
options with an aggregate exercise price of $24.8 million (December 31, 2010 — $25.2 million), which are required to be
consolidated. In these cases, the only asset recorded is the Company’s exercise price for the option to purchase, with an
increase in accounts payable and other liabilities of $24.8 million (December 31, 2010 — $25.2 million) for the assumed third-
party investment in the VIE. Where the land sellers are not required to provide the Company financial information related to
the VIE, certain assumptions by the Company were required in its assessment as to whether or not it is the primary beneficiary.

Land and housing inventory includes non-refundable deposits and other entitlement costs totalling $56.9 million (December 31,
2010 — $49.5 million) in connection with options that are not required to be consolidated in terms of the guidance incorporated
in ASC Topic 810 Consolidation. The total exercise price of these options is $190.0 million (December 31, 2010 —
$151.6 million), including the non-refundable deposits and other entitlement costs identified above. The number of lots in
which the Company has obtained an option to purchase, excluding those already consolidated and those held through
unconsolidated entities and their respective dates of expiry and aggregate exercise prices follow:

Number Total Exercise

Year of Expiry of Lots Price
17 S 4,055

30 7,155

TREIEATEEL ..ttt e e e et e e e e e eebaaeeeeeeeessbbaseeeeeenasrrseeeeeennnes 6,181 178,809
6,228 S 190,019
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Investments in unconsolidated entities include $23.4 million of the Company’s share of non-refundable deposits and other
entitlement costs in connection with 2,351 lots under option. The Company’s share of the total exercise price of these options
is $114.5 million.

The Company holds agreements for a further 4,878 acres of longer-term land, with non-refundable deposits and other
entitlement costs of $6.1 million, which is included in housing and land inventory that may provide additional lots upon
obtaining entitlements with an aggregate exercise price of $59.6 million. However, given that the Company is in the initial stage
of land entitlement, the Company has concluded at this time that the level of uncertainty in entitling these properties does not
warrant including them in the above totals.

Note 3. Investments in Unconsolidated Entities

The Company participates in 14 unconsolidated entities in which it has less than a controlling interest. Summarized condensed
financial information on a combined 100% basis of the unconsolidated entities follows:

June 30 December 31
2011 2010
Assets
Land @Nd NOUSING ..c.veeieieiieiietecteteeeete ettt ettt et ettt et et be st et eseeaeebeebesbesbensereeseerenes S 328,924 S 320,170
(01 o T o Y <] RSO URRRRR PR 9,111 8,009
S 338,035 S 328,179
Liabilities and Equity
Project SPeCific fINANCINGS ....cccivuieieeeieeete ettt ettt ettt ae ettt e b seeae s e S 45,883 S 33,173
Accounts payable and other labilities.........cccecviiiiiiiiiiiiiecce e 23,626 22,371
Equity
Brookfield Residential’s interest.... 136,585 137,203
OtNEIS INTEIEST . ceiiiectiiieeee ettt ettt e eebte e e e e e ebbaeeeeeeeetbbeeeeeeseabeseeeeesensaseseseeensssees 131,941 135,432
S 338,035 S 328,179
Three Months Ended June 30 Six Months Ended June 30
2011 2010 2011 2010
Revenue and Expenses
REVENUE ...ttt ettt sane s S 1,664 S 4,910 S 18,514 S 8,050
COSt Of SAlES ..eevvieieeciieereecee e (1,917) (5,569) (17,422) (9,962)
Other income / (EXPENSE)....ccveverieeeerrieierieseesiesreeiees 5,591 (1,023) 6,924 3,027
Net iNCOME / (10SS)..vveuverreererreireeiriereerecreeeesre e v earenes S 5,338 S (1,682) S 8,016 S 1,115
Brookfield Residential’s share of net income / (loss)..... S 3,022 S (743) S 3,941 S (61)

In reporting the Company’s share of net income, all inter-company profits or losses from unconsolidated entities are eliminated
on lots purchased by the Company from unconsolidated entities. For the three and six months ended June 30, 2011, the
difference between the Company’s share of the net income of its investments in unconsolidated entities and equity in earnings
from unconsolidated entities primarily arises from differences in accounting policies followed by unconsolidated entities.

Unconsolidated entities in which the Company has a non-controlling interest are accounted for using the equity method. In
addition, the Company has performed an evaluation of its existing unconsolidated entity relationships by applying the
provisions of ASC Topic 810 Consolidation.

The Company and/or its unconsolidated entity partners have provided varying levels of guarantees of debt in its unconsolidated
entities. At June 30, 2011, the Company had completion guarantees of $5.1 million (December 31, 2010 — nil) and limited
maintenance guarantees of $11.7 million (December 31, 2010 — $13.8 million) with respect to debt in its unconsolidated
entities.
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Note 4. Receivables and Other Assets

The components of receivables and other assets included in the Company’s balance sheets are summarized as follows:

June 30 December 31

2011 2010

RECEIVADIES ...ttt ettt e e e et e s e e s ete e et e e et e sateseatesatesseesseesasnesanesresne S 205,693 S 179,423
(011 g Y= g =] w3 28,270 38,549
S 233,963 S 217,972

The components of receivables included in the Company’s balance sheets are summarized as follows:

June 30 December 31

2011 2010

TAXES FECRIVADIE ...ttt ettt et et e et e et e st e st e e et e steeeaeesaeeeaeeseneseneesaeesnns S 40 S 3,288
Proceeds and @SCroW reCEIVADIES .........oiiiiicveiiiei et et e e e 3,237 4,943
Notes receivable ........cccceeeunneenn.. . — 19,000
Miscellaneous receivables 22,948 30,872
203 {0 T =Y o] [T e 1=T o Yo ] 1,670 989
Development reCoVery reCeiVabIes ..........ooiiiiiiiiieiiiiie et e e aae e 82,211 83,404
REal @STate rECRIVADIES ......evvveieee ettt e e e et e e e eebtreeeeeeeessaeeeeeeenns 95,587 36,927
S 205,693 S 179,423

The Company has entered into development and cost sharing arrangements for the recovery of development expenditures with
certain Metro Districts and developers whereby the Company has undertaken to put in place the infrastructure costs for certain
communities. These receivables will be collected over the development life of the community and bear interest rates ranging
from U.S. prime plus 1% to 6%. The fair value of these receivables is determined by discounting contractual principal and
interest payments, where required, at estimated current market interest rates for the instrument. Current market interest rates
are determined with reference to current benchmark rates for a similar term and credit spreads for instruments with similar
terms and risk.

Real estate receivables include vendor take back (“VTB”) mortgages receivable. The VTB collection terms range from one to
three years and bear interest at different amounts including Canadian prime plus 3% and fixed interest rates of 6%. As at June
30, 2011, and as at December 31, 2010, the VTB receivable totalled $95.2 million and $33.8 million, respectively.

As at June 30, 2011 and December 31, 2010, allowances of $1.1 million and $5.2 million, respectively, have been included in the
totals above.

The components of other assets included in the Company’s balance sheets are summarized as follows:

June 30 December 31

2011 2010

PrEPaid EXPENSES ....vecveveieeiereeteeteete st et et eteetestestese et eseebestassesessessebesbesaensessessebeetesbessensereeteerin S 3,033 S 1,963
(0 11 7 | B 1YY =Y S 13,732 13,762
Non-refundable earnest funds and investigation fEes.........ccevuveveerieeccecci e 10,218 19,721
Swap contracts (Note 14 () and (d)) ceeeeeeereereerieeiiesieeesee e esee e ee e e e sae e e s naeeeeas 406 2,238
(01 o 1= O S RS PO USSR TRUPPRON 881 865
S 28,270 S 38,549

Included in capital assets is accumulated amortization of $8.6 million (December 31, 2010 — $8.5 million).

Note 5. Restricted Cash

At June 30, 2011, the Company had restricted cash of $18.0 million (December 31, 2010 — $7.4 million). $7.4 million relates to a
total return swap transaction the Company entered into during 2010. The total return swap requires the Company to maintain
cash deposits of $7.4 million (December 31, 2010 — $7.4 million) as collateral equivalent to 782,483 shares at $9.39 per share,
the prevailing share price at the date of the transaction (see Note 14(d).) $9.2 million (December 31, 2010 — nil) relates to cash
collateralization of development letters of credit. The remaining amount of $1.4 million (December 31, 2010 — nil) relates to
cash held in trust due to timing of housing sales that closed during the six month period ended June 30, 2011.
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Note 6. Project Specific and Other Financings

Project specific and other financings consist of the following:

June 30 December 31

2011 2010

Project SPeCIfic fINANCINGS....c..coviieieeieeieieeee ettt et ettt aeebe b sae s e e eaeenas S 234,830 S 239,614
LT a e 1] o1 =T [ T=TY e RN 444,967 421,685
(DU o = | {1 = =T 194,000 364,040
S 873,797 S 1,025,339

(a) Project Specific Financings

Project specific financings of $234.8 million (December 31, 2010 — $239.6 million) are revolving in nature, bear interest at
floating rates with a weighted average rate of 3.90% as at June 30, 2011 (December 31, 2010 — 3.93%) and are secured by
housing and land inventory. The weighted average rate was calculated as of the end of each period, based upon the amount of
debt outstanding and the related interest rates applicable on that date. As at June 30, 2011, the Company was in compliance
with all covenants related to project specific financing.

Project specific financings mature as follows: 2011 — $90.7 million; 2012 — $115.2 million; 2013 — $16.4 million; and 2014 and
onwards — $12.5 million.

$137.2 million (December 31, 2010 — $171.8 million) of the Company’s project specific financings require Brookfield Homes
Holdings Inc., an indirect wholly-owned subsidiary of the Company, to maintain a tangible net worth of at least $325.0 million, a
net indebtedness to capitalization ratio of no greater than 65% and a net indebtedness to tangible net worth of no greater than
2.50to 1.

$46.5 million (December 31, 2010 — $48.3 million) of project specific financings has floating interest rates ranging from the
lower of prime less 0.50% to prime plus 3.25%, with some facilities having a floor of 4.50% to 5.25%. The remainder of this debt
bears fixed interest rates ranging from 5.5% to 6.0% and is secured by land and water rights to which the borrowings relate.
These credit facilities require Brookfield Residential U.S. Inc., an indirect wholly-owned subsidiary of the Company, to maintain
a minimum net worth of $80.0 million and a debt to net tangible worth ratio of not greater than 1.25:1.

$51.2 million (December 31, 2010 — $19.5 million) of project specific financings consist of eleven secured VTB loans relating to
Brookfield Residential (Alberta) LP and Brookfield Homes (Ontario) Limited. This debt is repayable in Canadian dollars of
C$42.8 million (US$51.2 million) (December 31, 2010 — C$19.5 million (US$19.5 million)). The debt relates primarily to VTB
mortgages for raw land purchases. The interest rate on this debt related to land held for future development ranges from
3.25% to 6.00% and the debt is secured by related lands. As at June 30, 2011, these borrowings have not been subject to
financial covenants.

(b) Bank Indebtedness

The Company has four secured credit facilities and one unsecured credit facility totaling $445.0 million. The secured facilities
are repayable in Canadian dollars in the amount of C$420.0 million (US$436.0 million) at June 30, 2011 (December 31, 2010 —
C$421.0 million (US$421.7 million)). These facilities allow the Company to borrow up to approximately C$533.5 million
(US$553.7 million) as at June 30, 2011 (December 31, 2010 — C$516.5 million (US$517.4 million)). The credit facilities bear
interest between Canadian prime plus 0.50% and prime plus 1.65% for any outstanding operating indebtedness and are
repayable on demand with a term out period ranging from 120 to 364 days. The bank indebtedness on the secured facilities are
secured by fixed and floating charges over the land and housing inventory assets of the Canadian operations, a general charge
over all assets relating to Canadian operations and a general charge over all of Brookfield Residential (Alberta) LP and
Brookfield Homes (Ontario) Limited.

The facilities relating to Brookfield Residential (Alberta) LP contain a minimum net worth requirement of C$250.0 million
(US$259.5 million) and a debt to equity covenant of not greater than 1.75:1 that the limited partnership is subject to. The
facility relating to Brookfield Homes (Ontario) Limited contains two covenants: a minimum debt to tangible net worth ratio of
2.0:1 and a net worth requirement of C$80.0 million (US$83.0 million). As at June 30, 2011, the Company was in compliance
with all covenants related to bank indebtedness.
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The unsecured credit facility is repayable in U.S. dollars in the amount of $9.0 million at June 30, 2011 (December 31, 2010 —
nil). The facility allows the Company to borrow up to $10.0 million as at June 30, 2011 (December 31, 2010 — nil). The credit
facility bears an interest rate of LIBOR plus 3%. The facility requires Brookfield Homes Holdings Inc., an indirect wholly-owned
subsidiary of the Company, to maintain a tangible net worth of at least $300.0 million, and a net indebtedness to tangible net
worth of no greater than 2.50 to 1. As at June 30, 2011, the Company was in compliance with all covenants related to bank
indebtedness.

(c) Due to Affiliates

Due to affiliates of $194.0 million (December 31, 2010 — $364.0 million) consists of amounts drawn on two unsecured revolving
credit facilities due to subsidiaries of the Company’s largest shareholder, Brookfield Asset Management Inc., and one unsecured
facility due to a subsidiary of Brookfield Office Properties that was eliminated on completion of the merger transaction but had
a balance of $204.0 million at December 31, 2010.

The revolving operating facility of $125.0 million is in a principal amount not to exceed $125.0 million, matures December 2013
and bears interest at LIBOR plus 3.5% per annum. During the three and six months ended June 30, 2011, interest of $1.0 million
and $1.9 million, respectively, (2010 — $1.0 million and $1.9 million, respectively) was incurred related to this facility.

The revolving acquisition and operating facility of $69.0 million is in a principal amount not to exceed $100.0 million, matures
December 2012 and currently bears interest at 14% per annum. This facility is available for the acquisition of land and housing
assets and for operations. During the three and six months ended June 30, 2011, interest of $2.7 million and $5.5 million,
respectively, (2010 — $1.0 million and $2.8 million, respectively) was incurred related to this facility.

The covenants with respect to these facilities are to maintain a minimum total equity of $300.0 million and a consolidated net
debt to book capitalization ratio of no greater than 70%. As of June 30, 2011, the Company was in compliance with all
covenants relating to amounts due to affiliates.

Note 7. Notes Payable

The Company has two promissory notes payable to Brookfield Office Properties, a C$265.0 million (US$275.1 million) senior
note and a C$215.0 million (US$223.1 million) junior subordinated note. The senior note bears a fixed rate of interest of 6.5%
and is payable in full on December 31, 2015 with C$50.0 million to be paid on account of principal on the last business day of
2012, 2013 and 2014, with the balance of C$115.0 million to be paid on December 31, 2015. The C$215.0 million junior
subordinated note bears a fixed rate of interest of 8.5% and is payable in full on December 31, 2020.

The covenants with respect to these notes payable are for Brookfield Residential Properties Inc. to maintain total equity of
$750.0 million and a consolidated net debt to book capitalization ratio of no greater than 65%. As of June 30, 2011, the
Company was in compliance with both covenants relating to notes payable.

Note 8. Accounts Payable and Other Liabilities

The components of accounts payable and other liabilities included in the Company’s balance sheets are summarized as follows:

June 30 December 31

2011 2010

Trade payables and other accruals S 61,440 S 81,178
Warranty COStS (NOTE 14 (D)) veeveereerieeeieeieeseesteeete e ste e e e te e e e e e e e saeenneesnseenees 10,700 12,166
CUSTOMET AEPOSITS ..ttt ettt e ettt e e et e e e s bt e e s bt e e e ateeesbbeessasaeeesaeeens 35,607 47,559
Share-based compensation (NOtE 10) .....cccuveceerieeiieeie e e eee e see e e ee e e ee e 5,813 8,076
Accrued and deferred COMPENSATION ......ocvieceeeiiicieee et 14,445 33,857
Swap contracts (Note 14 (c) and (d)) 14,032 15,206
Loans from other interests in consolidated subsidiaries 13,608 14,168
Consolidated land Option CONTIACES.......evvieriiecieree e 24,752 25,206
Development COStS PAYable.......coociiiieiiiic e e e e 53,813 51,040
S 234,210 S 288,456
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Note 9. Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of the assets
and liabilities for financial reporting purposes and the amounts for income tax purposes. The temporary differences
that give rise to the net deferred tax asset are as follows:

June 30 December 31

2011 2010

Differences relating to PrOPEItIES.......civiecuccieeerieteeectectee et testesae e e et eteebesaesae s eseeseereetans S 9,517 S 16,331
Compensation deductible for tax purposes when paid ..........ccccoeeiieeiiieeniiec e, 5,439 8,687
Differences relating to derivative iNStruments .........cccceeecvieiiiiie e 5,178 4,927
LOSS CAITY-TOrWAIT ..cc.eviiieiiie ettt et et e st e e e st e e s bae e ssate e e eabeeesabaeessseaenas 60,347 45,317
(04 V=T R TR SOTRUSPURUSRTRI (18,914) (37)
Deferred income tax assets 61,567 75,225
Valuation @llOWANCE .....cccveeeiiicieccieecteecte ettt ettt et te e sbeestaeebeestaesabeesaeeeaeensaeenns (75,176) —
Deferred tax (lIabilities) / @SSEt....c.iiiiiiiiieerecee ettt ee sttt et ee et e st e erresae e e e besaeesee e S (13,609) S 75,225

In accordance with the provisions of ASC Topic 740 Income Taxes, the Company assesses, at each reporting period, its ability to
realize its deferred tax asset on a jurisdictional basis. The Company’s assessment of recent years’ losses and the resulting three-
year cumulative loss from the U.S. operations, together with the uncertainty of the U.S. housing market, is evidence of the need
for a valuation allowance against its net U.S. deferred tax asset. The valuation allowance amounted to $75.2 million as at June
30, 2011 (December 31, 2010 — nil). The Company does not believe a valuation allowance against the Canadian deferred tax
asset is necessary.

Note 10. Share-Based Compensation
(a) Option Plan

As a result of the merger transaction, the outstanding options of Brookfield Homes were exchanged for options under the
Company’s share plan exercisable upon the same terms and conditions as under the Brookfield Homes share plans. At March
31, 2011, the in-the-money Brookfield Homes options were converted at the merger exchange ratio of 0.76490053 Brookfield
Residential options for each Brookfield Homes option. The out-of-the-money Brookfield Homes options were cancelled and
replaced with new options of Brookfield Residential with an equivalent Black-Scholes value. All values and disclosures below
relating to Brookfield Homes’ options have been converted at the above exchange ratio to disclose the Brookfield Residential
equivalent.

Brookfield Residential grants options to purchase shares at the market price of the shares on the day the options are granted,
determined in accordance with the stock option plan. The fair value of the Company’s stock option awards is estimated at the
grant date using a Black-Scholes option-pricing model that uses the assumptions noted in the table below. The fair value of the
Company’s stock option awards are expensed over the vesting period of the stock options. Expected volatility is based on
historical volatility of Brookfield Residential’s and Brookfield Homes Corporation’s common shares. The risk-free rate for
periods within the contractual life of the stock option award is based on the yield curve of a zero-coupon U.S. Treasury bond
with a maturity equal to the expected term of the stock option award granted. The Company uses historical data obtained from
Brookfield Residential and Brookfield Homes to estimate stock option exercises and forfeitures within its valuation model. The
expected term of stock option awards granted for some participants is derived from historical exercise experience under the
Company’s stock option plan and represents the period of time that stock option awards granted are expected to be
outstanding.

During the three and six months ended June 30, 2011, Brookfield Residential granted a total of 1,075,000 and 1,618,380 new
share options, respectively (June 30, 2010 — nil and 217,997, respectively) to eligible employees that are subject to graded
vesting. The significant weighted average assumptions relating to the valuation of the Company’s stock options granted during
the six months ended June 30, 2011 and June 30, 2010 are as follows:

June 30, 2011 June 30, 2010
DIVIAENA YIEIG. ...ttt ettt et b et st e st e sae e b eaeere et 0% 0%
VOIAtHTLY L. cueiteeieeteeee ettt sttt b e ettt b e s aeenbe e eaeesbeebeenbeeaeene et 75% 66%
Risk-free interest rate 2.83% 3.69%
Expected option life (years) 7.5 7.5
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The total compensation cost recognized in income relating to the Company’s stock options during the three and six months
ended June 30, 2011 was an expense of $1.4 million and $1.9 million, respectively (June 30, 2010 — $0.3 million and $0.4
million, respectively). The following tables set out the number of common shares that employees of the Company may acquire
under options granted under the Company’s stock option plan at June 30, 2011 and June 30, 2010:

June 30, 2011
Total Weighted
Total Average per Share
Shares Exercise Price
Outstanding, December 31, 2010 .....cccuiiiiiiieiiiee et eeesre e e srr e eerbee e s aaeeenanes 2,017,043 S 12.92
[T Y21 0T IR 1,618,380 S 12.19
(34,421) S 3.09
(427,576) S 4152
Outstanding, June 30, 2011 3,173,426 S 8.80
Options exercisable at JuNe 30, 2011 .....ccccviiiiiiiieiiiieeciiee et eebe e s areeeanes 172,868 S 4.72
June 30, 2010
Total Weighted
Total Average per Share
Shares Exercise Price
Outstanding, December 31, 2009 ........cccverererieereerieeseeeeeesee e esreeseeseeesseesseessnesseens 1,713,011 S 13.35
Granted.....ccooeeeeeeeeeeieeeeeeee e . 217,997 S 9.60
Exercised (29,066) S 3.22
Outstanding, JUNE 30, 2010 ......ccooueiiiiiieeiiee et ecreeesire e e e e sbe e e e streessbeeesbbeeesstnaesnnes 1,901,942 S 13.06
Options exercisable at JUNE 30, 2010 ......ceevieeiereeeieecee e e see e e e e eeees 542,314 S 25.70

At June 30, 2011, the aggregate intrinsic value of options currently exercisable is $4.1 million (June 30, 2010 — $1.4 million) and
the aggregate intrinsic value of options outstanding is $0.2 million (June 30, 2010 — $2.3 million.)

A summary of the status of the Company’s unvested options included in equity as of June 30, 2011 and changes during the six

months ended June 30, 2011 are as follows:
June 30, 2011

Weighted
Average Fair

Shares Value Per Share

Unvested options outstanding, December 31, 2010 .....cccccceeveivereeriercieseeesee e seee e 1,629,238 S 3.26
GraNTEA ...t e e e e et e e ettt e e e ae e e e e ateeeeeabeeeeataeeeabaeeeaateeeereeaaanraaaan 1,618,380 S 8.90
VBSTRA ...ttt ettt et e et e e et e e e e te e e e ae e e e eatee e e tteeeebeeeebaeaeaateeeetaeeeanreeeataaaans (178,222) S 266
CANCEIIEA .ttt s et et e et e st e e eae e st e e eteesanesereesaa e e et e sreesaeesaneens (68,838) S 0.53
Unvested options outstanding, June 30, 2011.... 3,000,558 S 6.44

A summary of the status of the Company’s unvested options included in equity as of June 30, 2010 and changes during the six
months ended June 30, 2010 are as follows:

June 30, 2010
Weighted
Average Fair
Shares Value Per Share
Unvested options outstanding, December 31, 2009 .........cccceeiviiieeeiieeeniriee e esiee e 1,388,906 S 1.97
LY=L (=L PP 217,997 S 6.54
VESTEA ...veveieeerieteeite ettt et eteete et e beetseebeeae e beebsessesbeeabeabeeasesbeessenbestsenseeaeenseebsensesreensenteeaee (288,979) S 178
EXEICISEU . evviiteeererteiteeiteeteeiteereeeeeteeeesbeeteebeeteessesbeessesbeeseebeessessestsesseabeensesseessensesssensesseens (22,947) S 234
Unvested options outstanding, June 30, 2010 1,294,977 S 2.80
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At June 30, 2011, there was $15.7 million (June 30, 2010 — $2.8 million) of unrecognized expense related to unvested options,
which is expected to be recognized over the remaining weighted average period of 4.57 years (June 30, 2010 — 3.80 years).

In June 2011, the Company established an escrowed stock plan which allows certain executives to increase ownership of
Brookfield Residential common shares. Under the escrowed plan, a private company was capitalized with common shares (the
“escrowed shares”) and preferred shares issued to Brookfield Residential for cash proceeds. The proceeds were used to
purchase 2.0 million Brookfield Residential common shares from Brookfield Asset Management Inc. with 75% of the escrowed
shares granted to an executive. The escrowed shares vest on and must be held until the fifth anniversary of the grant date. At a
date at least five years from and no more than ten years from the grant date, all escrowed shares held will be exchanged for a
number of common shares issued from treasury of the Company, based on the market value of common shares at the time of
exchange.

(b) Deferred Share Unit Plan

Brookfield Homes had a Deferred Share Unit Plan (“DSUP”) under which certain of its executive officers and directors could, at
their option, receive all or a portion of their annual bonus awards or retainers, respectively, in the form of deferred share units.
Brookfield Homes could also make additional grants of units to its executives and directors pursuant to the DSUP. In addition,
Brookfield Homes had a Senior Operating Management Deferred Share Unit Plan (“MDSUP”), under which certain senior
operating management employees received a portion of their annual compensation in the form of deferred share units. At
March 31, 2011, as a result of the merger transaction, the outstanding deferred share units of Brookfield Homes’ issued under
the DSUP and MDSUP were exchanged for deferred share units of Brookfield Residential deferred share units at the merger
exchange ratio of 0.76490053. All values and disclosures below relating to Brookfield Homes’ DSUPs and MDSUPs have been
converted at the above exchange ratio to disclose the Brookfield Residential equivalent.

As of June 30, 2011, 1,849,214 of the Company’s deferred units were outstanding, 510,388 were vested and 1,338,826 vest
over the next five years. Of the 1,849,214 outstanding deferred share units, 36,647 are outstanding under the MDSUP.

The following table sets out changes in and the number of deferred share units that executives, directors and senior operating
management employees of may redeem under the Brookfield Residential’s DSUP and MDSUP at June 30, 2011:

June 30, 2011
Outstanding, December 31, 2010 723,745
L] =101 (=T IR OO ST O PSRRI 1,295,270
REAEEMEA. .. .cteiiieeeiie ettt ettt ettt e et e e be e e te e s bt e s tbeesbeesabeeabeeasseessesaseenseessseeaseassseenseessseeaseeseeessaenssesaseenseesnseens (169,801)
(001 43 =T aTo [T V=M 1 o Y=T 10 A 0 PSPPSR 1,849,214
Deferred share units vested at June 30, 2011 ... 510,388

As of June 30, 2010, 723,747 of the Company’s deferred units were outstanding, 411,080 were vested and 256,544 vested over
the next five years. Of the 723,747 outstanding deferred share units, 56,123 were outstanding under the MDSUP.

The following table sets out changes in and the number of deferred share units that executives, directors and senior operating
management employees of may redeem under the Brookfield Residential’s DSUP and MDSUP at June 30, 2010:

June 30, 2010
Outstanding, December 31, 2009 .......cccciiiiiiiie ittt eeieeeerree e ste e e steeestaeessbeeestaeeassbeeesbeeeessteeasssseesssbeeeasseasssrees 716,030
Granted...... 18,240
Redeemed.. (10,523)
Outstanding, June 30, 2010...... 723,747
Deferred share units vested at June 30, 2010 411,080

The liability of $5.8 million (December 31, 2010 — $8.1 million) relating to the DSUP and MDSUP is included in accounts payable
and other liabilities. The financial statement impact relating to the DSUP and MDSUP for the three and six months ended June
30, 2011 was a recovery of $0.8 million and an expense of $0.4 million, respectively (2010 — income of $1.7 million and
$0.7 million, respectively).
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Note 11. Other Interests in Consolidated Subsidiaries, Unconsolidated Entities and Non-controlling Interest

Other interests in consolidated subsidiaries includes ownership interests of certain business unit presidents of the Company
totalling $34.1 million (December 31, 2010 — $42.5 million). In the event a business unit president (“Minority Member”) of the
Company is no longer employed by an affiliate of the Company, the Company has the right to purchase the Minority Member’s
interest and the Minority Member has the right to require the Company to purchase their interest. Should such rights be
exercised, the purchase price will be based on the then estimated value of the business unit’s net assets.

The following table reflects the change in the Company’s other interests in consolidated subsidiaries for the six months ended
June 30, 2011 and the year ended December 31, 2010:

June 30 December 31

2011 2010

Other interests in consolidated subsidiaries, beginning of period ........cccccoevviiiiiiiiiiiieeenen. S 42,461 S 47,011
Net loss attributable to other interests in consolidated subsidiaries (6,384) (976)
Distributions from other interests in consolidated subsidiaries..........ccceeveevveeecienveenveenen. (1,960) (3,574)
Other interests in consolidated subsidiaries, end of period .......c.cccoceevveevierceevce e, S 34,117 S 42,461

Non-controlling interest includes third-party investments of consolidated entities of $5.8 million (December 31, 2010 —
$6.5 million).

In accordance with ASC Topic 810 Consolidation, non-controlling interest has been classified as a component of total equity and
the net income / (loss) on the consolidated statement of operations has been adjusted to include the net loss attributable to
non-controlling interest which for the three and six months ended June 30, 2011 was nil and nil, respectively (2010 — nil and nil,
respectively) and other interests in consolidated subsidiaries which for the three and six months ended June 30, 2011 was
$0.4 million and $6.4 million, respectively (2010 — nil and $0.8 million, respectively).

As of January 1, 2010, the Company had a 50% non-controlling interest in a land development project with a third party where
the assets, liabilities and results of operations were consolidated into the interim financial statements with the corresponding
non-controlling interest presented. On March 9, 2010, the Company acquired the remaining 50% non-controlling interest in the
unconsolidated entity for a nominal dollar amount. The excess of the non-controlling interest acquired over the consideration
was recorded as a deemed contribution to equity.

The following table reflects the changes in the Company’s non-controlling interest related to the unconsolidated entity for the

year ended December 31, 2010:
December 31

2010
Balance, at beginning Of PEIIOM ........coouiiiiiiii e et e e e b e e e s e e e e bbeeesabaeeserbeeeantaeeannne S 8,788
Net loss attributable to NON-CONLIOIING INTEIEST ....cvviiuii ettt b e ebe e s r e e be e srneebeenes (488)
NON-CONLrOIlING INTEIESt ACUINEA .. ..cveiieieiiiecreeiee ettt ettt e e te e st e et e e eae e s tbe e taesabeebeesaseesaesaseeseessseenseenseeenses (8,300)

BalancCe, €NA OF PEIIOM ....ecuvicrieereiriiteeteeteeee ettt eete et este ettt eebeeaesbe e s eebeetsebeebeesbesssesseaseessanseessesesssensesteensenseensenseens S —

Note 12. Equity
(a) Preferred Shares

The Brookfield Residential 8% convertible preferred shares are convertible at the option of the shareholder into common
shares of the Company, at a conversion rate of 2.731787607 common shares per convertible preferred share, which is
equivalent to a conversion price of $9.15 per share, subject to further adjustment. Dividends on convertible preferred shares
will be fully cumulative, without interest, from the date of original issuance of the convertible preferred shares and will be
payable semi-annually in arrears. There were no preferred share dividends in arrears for the period ended June 30, 2011
(December 31, 2010 — nil). The convertible preferred shares are perpetual and do not have a maturity date; however, beginning
June 30, 2014, if the 90-day volume weighted average market price of the Company’s common shares is greater than $18.30
per share, Brookfield Residential may, at its option, require all preferred shares to be automatically converted into common
shares.

An unlimited number of preferred shares without par value are authorized, of which 76,945 shares are designated as Brookfield
Residential 8% convertible preferred shares, series A.

As part of the merger transaction, $38.5 million of preferred shares issued by the Brookfield Office Properties’ residential
division were eliminated upon the completion of the merger transaction.

Brookfield Residential Properties Inc. 33



BROOKFIELD RESIDENTIAL PROPERTIES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(all dollar amounts are in thousands of U.S. dollars)

(b) Common Shares

As a result of the merger transaction, Brookfield Residential issued 101,342,718 common shares. The Company is authorized to
issue an unlimited number of common shares with no stated par value.

(c) Treasury Stock

Prior to March 31, 2011, Brookfield Homes had a share repurchase program that allowed Brookfield Homes to repurchase in
aggregate up to $144.0 million of the Company’s outstanding common shares. During the year ended December 31, 2010,
1,213,393 treasury shares were issued pursuant to a stock dividend paid to the preferred stockholders. This issuance of treasury
shares was accounted for on an average cost basis. The difference between the amount of the $10.0 million dividend and the
average cost of the treasury shares of $55.2 million issued has been charged to retained earnings. At March 31, 2011, the
treasury stock of Brookfield Homes was cancelled as a result of the completion of the merger transaction.

Note 13. Earnings / (Loss) Per Share

Basic and diluted earnings / (loss) per share for the three and six months ended June 30, 2011 and 2010 were calculated as
follows:

Three Months Ended June 30 Six Months Ended June 30
2011 2010 2011 2010
Numerator:
Net income / (loss) attributable to Brookfield
ReSIAENTIal c.vovveeereiieieieeeeiescee e S 19,267 S 39,216 S (37,716) S 56,963
Less: Preferred share dividends..........cccceeevveveerieennnenns (75) (5,000) (109) (10,000)
Net income / (loss) attributable to common
SHArEhOIders .....oeeeieeeeee et S 19,192 S 34,216 S (37,825) S 46,963
Denominator:
Basic average shares outstanding........ccceccveveevieernnnns 101,187 101,343 101,187 101,343
Net effect of share options assumed to be exercised... 169 197 — 197
Diluted average shares outstanding ..........c.ccceeevveeennns 101,356 101,540 101,187 101,540
Basic earnings / (10ss) per share ..........cccceeveveeeeeerecreenenn. S 0.19 S 0.34 S (0.37) S 0.46
Diluted earnings / (loss) per share S 0.19 S 0.34 S (0.37) S 0.46

As the merger transaction was deemed to take place between entities under common control and has been accounted for as
continuity of interest, the three and six months ended June 30, 2010 uses the basic and diluted average shares outstanding of
the combined entities.

Note 14. Commitments, Contingent Liabilities and Other

(a) The Company is party to various legal actions arising in the ordinary course of its business. In addition, a subsidiary of the
Company is party to a lawsuit that has been filed in Delaware, Chancery Court, alleging breach of fiduciary duties relating to the
merger transaction. Management intends to vigorously defend these claims and believes the claims are without merit. An
estimate of the possible loss or range of loss cannot be made. Management believes that none of these actions, either
individually or in the aggregate, will have a material effect on the financial condition, results of operations or cash flows of the
Company.

(b) When selling a home, the Company’s subsidiaries provide customers with a limited warranty. The Company estimates the
costs that may be incurred under each limited warranty and records a liability in the amount of such costs at the time the
revenue associated with the sale of each home is recognized. In addition, the Company has insurance in place where its
subsidiaries are subject to the respective warranty statutes in the state or province where the Company conducts business
which range up to ten years for latent construction defects. Factors that affect the Company’s warranty liability include the
number of homes sold, historical and anticipated rates of warranty claims, and cost per claim. The Company periodically
assesses the adequacy of its recorded warranty liabilities and adjusts the amounts as necessary. The following table reflects the
changes in the Company’s warranty liability for the six months ended June 30, 2011 and 2010:
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Six Months Ended June 30

2011 2010
Balance, beginning Of PEIIOU .......ccviiviiiiirieiicie ettt ettt ereereea et b e sbeersesaeeanesbeernens $12,214 S 13,892
Payments and other adjustments made during the period..........cccccceevveriierieeceesee e, (1,904) (1,832)
Warranties issued during the Period .........cccevueecieeieecee et ee e seae e 877 1,984
Adjustments made for pre-existing Warranties ..........cceereeeceeeceeesee e e (487) 237
Balance, €Nd Of PEIIOM.......ccuciiieiicieceieeetee ettt ettt ettt e e b ebe st e sbe s eseeneerenes $ 10,700 S 14,281

(c) The Company is exposed to financial risk that arises from fluctuations in interest rates. The interest-bearing assets and
liabilities of the Company are mainly at floating rates and, accordingly, their fair values approximate cost. The Company would
be negatively impacted on balance, if interest rates were to increase. From time to time, the Company enters into interest rate
swap contracts. As at June 30, 2011, the Company had six interest rate swap contracts outstanding totalling $150.0 million at an
average rate of 4.9% per annum. The contracts expire between 2011 and 2017. At June 30, 2011, the fair market value of the
contracts was a liability of $14.0 million (December 31, 2010 — liability of $15.2 million) and was included in accounts payable
and other liabilities. Expense of $2.4 million and $2.3 million, respectively, was recognized during the three and six months
ended June 30, 2011, respectively (2010 — expenses of $2.3 million and $2.8 million, respectively) and was included in other
(expense) / income. All interest rate swaps are recorded at fair market value and fluctuations in fair market value are presented
in the statements of operations because hedge accounting has not been applied.

The fair value measurements for the interest rate swap contracts are determined based on notional amounts, terms to
maturity, and the LIBOR rates. The LIBOR rates vary depending on the term to maturity and the conditions set out in the
underlying swap agreements.

(d) The Company is exposed to financial risk that arises from fluctuations in its common share price. To hedge against future
deferred share unit payments, in August 2010, the Company entered into a total return swap transaction at an average cost of
$9.39 per share on 782,483 shares, maturing in August 2011. At June 30, 2011, the fair market value of the total return swap
was an asset of $0.4 million and was included in accounts receivable and other assets (December 31, 2010 — asset of
$2.2 million). Expense of $1.8 million and $1.8 million was recognized during the three and six months ended June 30, 2011
(2010 — expense of $1.8 million and $1.3 million, respectively) and was included in selling, general and administrative expense.
Also included in selling, general and administrative expense for the three and six months ended June 30, 2011 was income of
$7.6 million and $5.9 million, respectively (2010 — income of $1.8 million and $0.7 million, respectively) relating to the
Company’s share-based compensation plans. The total return swap is recorded at fair market value and is recorded through the
statements of operations because hedge accounting has not been applied. See Note 16 for additional disclosure.

(e) The Company has committed to future minimum payments for lease and other obligations as follows:

Year of Expiry

S 3,516
5,877
5,069
4,206
3,339
8,993

$ 31,000

(f) As atJune 30, 2011, $10.2 million (December 31, 2010 — $19.7 million) of the amount held in other assets related to land
purchase obligations. The total amount owing on these obligations is $77.4 million (December 31, 2010 — $86.5 million).

Note 15. Guarantees

(a) The Company has provided financial guarantees for bonds which, as at June 30, 2011 amount to $19.1 million (December
31, 2010 — $18.1 million), which have not been recognized in the interim financial statements. These guarantees arose from the
issuance of tax-exempt municipal bonds for infrastructure construction in the Company’s U.S. operations. The terms of the
guarantees span the life of the projects, which range from three to ten years. The value of the guarantees is reduced as
completion milestones are achieved on the projects and is terminated on or before community build out. Payment of the
guarantees is triggered in the event that the debt payments to the bondholders are not fulfilled. The Company has not been
required to make any payments under these municipal bonds.
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(b) In the ordinary course of business, the Company has provided construction guarantees in the form of letters of credit and
performance bonds. As at June 30, 2011, these guarantees amounted to $233.0 million (December 31, 2010 — $236.1 million),
which have not been recognized in the interim financial statements. However, the proportionate development costs that relate
to lots that have been sold are accrued to Accounts Payable and Other Liabilities. Such guarantees are required by the
municipalities in which the Company operates before construction permission is granted.

The scope of these guarantees cover specific construction obligations of individual projects as they are developed, and the term
of these guarantees span the life of the projects, which range from three to ten years. The values of the guarantees are reduced
as completion milestones are achieved on the projects.

These guarantees are terminated only when the municipality has issued conditions to release a Final Acceptance Certificate or
similar document to the Company, which verifies that the entity has fulfilled all its contractual obligations. Payment of the
guarantees is triggered in the event expired letters of credit or performance bonds are not renewed and the contractual
obligations have not been fulfilled. The Company has not been required to make any payments under these construction
guarantees.

Note 16. Fair Value Measurements

ASC Topic 820 Fair Value Measurements and Disclosures provides a framework for measuring fair value, expands disclosures
about fair value measurements and establishes a fair value hierarchy which requires a company to prioritize the use of
observable inputs and minimize the use of unobservable inputs in measuring fair value.

The Company’s financial assets are measured at fair value on a recurring basis and are as follows:

Fair Value Measurements Using Significant
Observable Inputs (Level 2)

June 30 December 31
2011 2010
INtErest rate SWaP CONTIACES ...civvievreireerreireeeeireeeeeteeeenteeseenseeteessesseesesseesesseessesseennenns S (14,032) S (15,206)

The fair value measurements for the interest rate swap contracts are determined based on notional amounts, terms to
maturity, and the LIBOR rates. The LIBOR rates vary depending on the term to maturity and the conditions set out in the
underlying swap agreements.

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

June 30 December 31
2011 2010
EQUITY SWAP CONTIACT....civieiiireereetieeecteeteeeteeteeireereereereeraesbeessenseessesseessensesaseseeseensenssenns S 406 S 2,238

The fair value measurement for the equity swap contract is determined based on the notional amount, share price, the number
of underlying shares and the three month LIBOR rate. The Company performed a sensitivity analysis of the estimated fair value
and the impact to the consolidated financial statements using alternative reasonably likely assumptions on June 30, 2011 and
the impact to the consolidated financial statements was nominal.

The fair value measurements for housing and land inventory were determined by comparing the carrying amount of an asset to
its expected future cash flows. To arrive at the estimated fair value of housing and land inventory deemed to be impaired
during the period ended June 30, 2011, the Company estimated the cash flow for the life of each project. Specifically, project by
project, the Company evaluated the margins on homes that have been closed, margins on sales contracts which are in backlog,
estimated margins with regard to future home sales over the life of the projects, as well as estimated margins with respect to
future land sales. The Company evaluated and continues to evaluate projects where inventory is turning over more slowly than
expected or whose average sales price and margins are declining and are expected to continue to decline. These projections
take into account the specific business plans for each project and management’s best estimate of the most probable set of
economic conditions anticipated to prevail in the market area. Such projections generally assume current home selling prices,
with cost estimates and sales rates for short-term projects consistent with recent sales activity. For longer-term projects,
planned sales rates for 2011 and 2012 assume recent sales activity and normalized sales rates beyond 2012. If the future
undiscounted cash flows are less than the carrying amount, the asset is considered to be impaired and is then written down to
fair value less estimated selling costs.
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There are several factors that could lead to changes in the estimate of future cash flows for a given project. The most significant
of these include the sales pricing levels actually realized by the project, the sales rate, and the costs incurred to construct the
homes. The sales pricing levels are often inter-related with sales rates for a project, as a price reduction usually results in an
increase in the sales rate. Further, pricing is heavily influenced by the competitive pressures facing a given community from
both new homes and existing homes, including foreclosures.

The Company has reviewed all of its projects for impairment in accordance with the provisions of ASC Topic 360 Property, Plant
and Equipment and ASC Topic 820 Fair Value Measurements and Disclosures. For the three and six months ended June 30, 2011
and June 30, 2010, no impairment charge was recognized.

Operations receivables are measured at amortized cost. Carrying value approximates fair value due to the floating interest rates
being charged or due to the short-term nature of the assets.

The Company’s financial liabilities, which include project specific and other financings, bank indebtedness, due to affiliates,
notes payable and accounts payable and other liabilities are measured at amortized cost.

The fair value debt with fixed interest rates is determined by discounting contractual principal and interest payments at
estimated current market interest rates determined with reference to current benchmark rates for a similar term and current
credit spreads for debt with similar terms and risk. As at June 30, 2011, the book value exceeded its fair value of all outstanding
debt by $6.6 million (December 31, 2010 — fair value of debt exceeded book value by $6.0 million). The lands to which these
borrowings relate generally secure these principal amounts.

The carrying value of bank indebtedness approximates fair value due to its floating rate nature and the carrying value of
accounts payable and other liabilities approximates fair value due to their short-term nature.

Note 17. Segmented Information

As defined in ASC Topic 280, Segmented Reporting, the Company has the following segments: Canada, California and Central
and Eastern U.S.

The Company is a land developer and residential homebuilder. The Company is organized and manages its business based on
the geographical areas in which it operates. Each of the Company’s segments specializes in lot entitlement and development
and the construction of single-family and multi-family homes. The Company evaluates performance and allocates capital based
primarily on return on assets together with a number of other risk factors. Earnings performance is measured using segment
operating income. The accounting policies of the segments are the same as those referred to in Note 1, “Significant Accounting
Policies.”

Three Months Ended June 30 Six Months Ended June 30
Revenues 2011 2010 2011 2010
(0T o - IO USRS S 147,888 S 173,478 S 291,671 S 266,352
CaliforNia...icceecie e 71,475 62,697 96,850 98,751
Central and Eastern U.S. ....cooouveeeeiiiieiieeee e 16,179 36,950 27,151 49,424
SUBLOLAl oo 235,542 273,125 415,672 414,527
Corporate and Other........ccccveveereeereece e — — — —
TOtaAl e S 235,542 S 273,125 S 415,672 S 414,527
Segment Income / (Loss)
(O] - o F- SRRt S 40,380 S 57,361 S 79,937 S 87,428
o) 1175)8 17 TSP (3,307) 5,282 (5,095) 374
Central and Eastern U.S. .......ccceeviveveeecieeciee e, (2,917) (474) (8,779) (5,169)
Subtotal ......cccvveennanns 34,156 62,169 66,063 82,633
Corporate and Other (7,953) (4,915) (13,921) (4,915)
Income before INCOME TaXesS.......cccveveriveeeveeerieeieeineens S 26,203 S 57,254 S 52,142 S 77,718
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June 30 December 31

Housing and Land Inventory 2011 2010
(07 T o - OSSPSR $ 1,051,708 $ 1,028,200
(07 L1 o T - OSSPSR 578,303 613,734
Central AN EASTEIN U.S....uooiiiieieeie ettt e ettt e e e e et et e e s s s e bbe e e e e s senbaseeeeessssrbneeens 562,146 552,013
YU o] o] -1 H OO O PO SRS PPOOPTOPPRITPPRRPPRINE 2,192,157 2,193,947
Corporate anNd ONEI ....c..viiiiieeciiee et e e e e e s e e s bt e e e s ataeeaabeeesabaeessaaaanes — —
TOTAl ettt et sttt sttt e sa bt e beesh b e s bt e nab e e beeshtesbeenbaeeteens S 2,192,157 S 2,193,947

The following tables set forth information on unconsolidated entities by the Company’s reportable segments:

Three Months Ended June 30 Six Months ended June 30

Equity in Earnings/(Loss) from Unconsolidated Entities 2011 2010 2011 2010
CANAA cvivieereereeeecre et ee ettt re e esre e et e ebeereereerenbeenes S — S — S — S (4)
CalifOrNia...ueee it 3,216 (588) 4,048 310
Central and Eastern U.S. .......cccveevivevieecreeciee e (194) (155) (107) (367)
3,022 (743) 3,941 (61)

$ 3,022 $  (743) $ 3941 S (61)

June 30 December 31

2011 2010

Investments in Unconsolidated Entities
(03 1o - TR $ 13,297 $ 12,834
CalifOINIA. c.eeeeeiee ettt e et e e et e e et e e e ab e e e e ta e e eeateeeebaeaeaateeeeanteeeaaraeeannes 80,202 77,790
Central @aNd EASTErN U.S. ...ttt ettt e e s e e et e e e e e e s s abe e e e e s sessnsaaeeeseesssnnreneees 43,086 46,579
136,585 137,203

$ 136,585 $ 137,203

Note 18. Related Party Transactions

Related parties include the directors, executive officers, director nominees or 5% shareholders, and their respective immediate
family members. The Company’s significant related party transactions at June 30, 2011 were as follows:

* Notes payable of $498.0 million (December 31, 2010 — nil) due to Brookfield Office Properties. The notes consist of a
€$265.0 million senior unsecured promissory note and a C$215.0 million junior unsecured promissory note. For the three
and six months ended June 30, 2011, interest of $9.1 million and $9.1 million, respectively (2010 — nil and nil) was incurred
related to this facility.

e Unsecured revolving operating facility in the aggregate principal amount of $125.0 million (December 31, 2010 -
$100.0 million) with a subsidiary of Brookfield Asset Management Inc. For the three and six months ended June 30, 2011
interest of $1.0 million and $1.9 million, respectively (2010 — $1.0 million and $1.9 million, respectively) was incurred
relating to this facility.

e Unsecured operating and acquisition facility in the aggregate outstanding principal amount of $69.0 million (December 31,
2010 - $60.0 million) with a subsidiary of Brookfield Asset Management Inc. For the three and six months ended June 30,
2011 interest of $2.7 million and $5.5 million (2010 — $1.0 million and $2.8 million, respectively) was incurred relating to
this facility.

* A subsidiary of the Company entered into an agreement to purchase two million common shares of the Company from
Brookfield Asset Management Inc. in order to fund an escrowed restricted stock plan without dilution to shareholders on
June 23, 2011. The total consideration relating to the purchase of the shares was $19.3 million (2010 — nil).
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CORPORATE INFORMATION

CORPORATE PROFILE

Brookfield Residential Properties Inc. is a North American land developer and homebuilder, active primarily in ten markets with
over 100,000 lots controlled. We entitle and develop land and build homes for our own communities, as well as sell lots to
third-party builders. The Company is listed on the New York Stock Exchange and the Toronto Stock Exchange under the symbol
“BRP”. For more information, please visit our website at www.brookfieldrp.com. Brookfield Residential’s public filings under
applicable Canadian securities law are available on SEDAR at www.sedar.com and under applicable U.S. Federal securities laws
are available on EDGAR at www.sec.gov.

BROOKFIELD RESIDENTIAL PROPERTIES INC.

4906 Richard Rd. SW

Calgary, Alberta T3E 6L1

Tel: 403.231.8900

Fax: 403.231.8960

Email: info@brookfieldrp.com
Website: www.brookfieldrp.com

SHAREHOLDER INQUIRIES

Brookfield Residential welcomes inquiries from shareholders, analysts, media representatives and other interested parties.
Questions relating to investor relations or media inquiries can be directed to Linda Northwood, Director, Investor Relations
at (416) 359-8647 or via e-mail at linda.northwood@brookfieldrp.com. Inquiries regarding financial results should be
directed to Craig Laurie, Executive Vice President and Chief Financial Officer at (212) 417-7040 or via e-mail at
craig.laurie@brookfieldrp.com.

Shareholder questions relating to dividends, address changes and share certificates should be directed to the Company’s
Transfer Agent:

CIBC MELLON TRUST COMPANY

By mail: P.O. Box 7010 By courier: 199 Bay Street

Adelaide Street Postal Station Commerce Court West

Toronto, Ontario, M5C 2W9 Securities Level

Toronto, Ontario, M5L 1G9

Tel: (800) 387-0825; (416) 643-5500 Attention: Courier Window
Fax: (416) 643-5501
Web site: www.cibcmellon.com
E-mail: inquiries@cibcmellon.com

COMMUNICATIONS

We strive to keep our shareholders updated on our progress through a comprehensive annual report, quarterly interim reports,
periodic press releases and quarterly conference calls.

Brookfield Residential maintains a website, www.brookfieldrp.com, which provides access to our published reports, press
releases, statutory filings, supplementary information and share and dividend information as well as summary information on
the Company.

We maintain an investor relations program and respond to inquiries in a timely manner. Management meets on a regular basis
with investment analysts and shareholders to ensure that accurate information is available to investors, and conducts quarterly
conference calls and webcasts to discuss the Company’s financial results. We strive to disseminate material information about
the Company’s activities to the media in a timely, factual and accurate manner.
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