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Brookfield Residential had positive results in the first quarter of 2017 as we continued to build on our strong performance
in 2016 combined with a good start to our spring selling season. For the three months ended March 31, 2017, ourincome
before income taxes was $14 million compared to a loss before income taxes of $3 million for the same period in 2016.
Our homebuilding operations continue to grow as we closed 581 homes in the first quarter, representing 13% growth
when compared to the same period in the prior year. We also experienced a 16% increase in both net new home orders
and backlog units in the first quarter of the year.

Market Overview

Our U.S. operations enjoyed a strong start to the year with net new home orders increasing more than 29% when
compared to the same period last year. This increase can be attributable to the improved consumer confidence from
generally positive economic trends combined with expanded product offerings in many of our new communities. For
example, as a result of our collaboration with Apple and Amazon Alexa, many of our new product offerings have resulted
in increased activity in some of our California and Washington D.C. communities. However, the rainy weather in California
and the overall tight labor availability in many of our U.S. markets, particularly in our Northern California, Denver and
Austin markets, could slow our planned home deliveries in 2017.

In Canada, we continue to operate in two very different markets in Alberta and Ontario. As the Alberta operations have
been impacted by lower oil prices, recent stabilization has resulted in some improvement in consumer confidence. This
was evident in the well-received opening of our newest master-planned community of Livingston in Calgary, which
resulted in an increase in lot closings and net new home orders. Our Alberta operations benefited from the good initial
impressions of our community openings as our net new home orders increased 42% when compared to the same period
in 2016.

Our Ontario operations continue to take advantage of market conditions where we are seeing high demand for homes
and price appreciation, driven by an overall lack of supply. We currently have all homes under contract necessary to
achieve our projected 2017 closings and are steadily building our backlog for 2018 and 2019. The Ontario provincial
government recently announced a number of measures to address affordability of housing in the Greater Toronto Area.
One of the initiatives introduced was a new 15% Non-Resident Speculation Tax. As the new legislation only came into
effect on April 21, 2017, the magnitude of the measures are somewhat unknown at this time. As we have mentioned
previously, we believe that going forward, collaborative work needs to be done to change the regulatory environment
and pace of approvals so there is more product in the market to address the supply deficit and the resultant affordability
challenges.

Our View Going Forward

Based on our outlook at this early point in the year, we anticipate that income before income taxes for 2017 will exceed
our 2016 results and we offer the following limited guidance for 2017. For our Canadian markets, our view for 2017 is
for similar results to 2016 for both our housing and land operations where we expect to close approximately 1,450 homes
and 650 lots. For our U.S. operations, we anticipate our growth to continue and to close approximately 1,875 homes
and 1,900 lots. In addition, we project a number of sales of multi-family, commercial and industrial parcels in both
countries. Many of our lot and acre closings are projected for the end of 2017 and are subject to normal timing risk of
approvals and the development and closing process. As in previous years, the nature and operating cycle of our business
continues to lend itself to generating the highest proportion of the year’s net income in the fourth quarter.

The integration of ALBI Homes into our Calgary operation has expanded our design, product and marketing offerings
which led to Brookfield Residential being recently recognized as the 2016 BILD Calgary Region Builder of the Year. In
addition, we expect the expansion of our U.S. homebuilding operations will lead to sustained growth, particularly in our
Central and Eastern U.S. segment where the acquisition of Grand Haven Homes allowed us to achieve growth in the
Austin market. As we believe current market conditions will continue in both the U.S. and Canadafor 2017, the investments
we have made the past few years into our homebuilding operations are resulting in positive returns.

Alan Norris
President & Chief Executive Officer
April 27, 2017
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BROOKFIELD RESIDENTIAL PROPERTIES PORTFOLIO

Our business is focused on land development and single family and multi-family homebuilding in the markets in which
we operate. Our assets consist primarily of land and housing inventory and investments in unconsolidated entities. Our
total assets as at March 31, 2017 were $4.0 billion.

As of March 31, 2017, we controlled 98,239 single family lots (serviced lots and future lot equivalents) and 118 multi-
family, industrial and commercial serviced parcel acres. Controlled lots and acres include those we directly own and our
share of those owned by unconsolidated entities. Our controlled lots and acres provide a strong foundation for our future
lot and acre sales and homebuilding business, as well as visibility on our future cash flow. The number of building lots
and acre parcels we control in each of our primary markets as of March 31, 2017 is as follows:

Multi-Family, Industrial
& Commercial Parcels

Single Family Housing & Land Under and Held for Development” Under Development
Unconsolidated Status of Lots
Housing & Land Entities Total Lots 3/31/2017 Total Acres

Owned Options Owned Options 3/31/2017 12/31/2016 Entitled Unentitled 3/31/2017 12/31/2016

Calgary 22,913 — 2,508 — 25,421 25,486 6,743 18,678 61 62
Edmonton 13,192 — — — 13,192 13,565 7,982 5,210 24 25
Ontario 8,880 — 1,100 — 9,980 10,106 2,502 7,478 — —
Canada 44,985 — 3,608 — 48,593 49,157 17,227 31,366 85 87
Northern California 3,140 4,950 440 — 8,530 8,575 3,580 4,950 — —
Southern California 7,690 — 1,282 1,328 10,300 10,174 8,180 2,120 — —
Hawaii 156 — 25 — 181 192 181 — — —
California 10,986 4,950 1,747 1,328 19,011 18,941 11,941 7,070 — —
Denver 8,596 - - —_ 8,596 8,674 8,596 —_ 10 10
Austin 12,363 269 - —_ 12,632 12,729 12,632 —_ —_ —_
Phoenix 690 - 4,012 —_ 4,702 4,725 4,702 —_ 1 2
Washington, D.C. Area 3,701 1,004 - —_ 4,705 3,930 4,668 37 22 23
Central and Eastern U.S. 25,350 1,273 4,012 —_ 30,635 30,058 30,598 37 33 35
Total 81,321 6,223 9,367 1,328 98,239 98,156 59,766 38,473 118 122
Entitled lots 52,261 1,273 6,232 —_ 59,766

Unentitled lots

29,060 4,950 3,135 1,328 38,473

Total March 31, 2017

81,321 6,223 9,367 1,328 98,239

Total December 31, 2016

80,152 6,289 10,387 1,328 98,156

™ Land held for development will include some multi-family, industrial and commercial parcels once entitled.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This interim report, including the President and Chief Executive Officer’s 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,” “plan,” “intend,” “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:

» o« » o« ” o«

« the current business environment and outlook, including statements regarding: economic and market conditions
in the U.S. and Canadian housing markets; the effect of positive economic trends and stabilization in the U.S.
on consumer confidence and the resulting impact on the housing market; the impact of higher than normal
precipitation in California on the delivery of our homes in 2017; the impact of recent legislation enacted in
Ontario to address affordability of housing in the Greater Toronto Area, including a new 15% Non-Resident
Speculation Tax; the impact of tight labor availability in many of our U.S. markets, and in particular in our
Northern California, Denver, and Austin markets, on the delivery of our homes in 2017; our ability to benefit
from continued improvement in the U.S. housing market and growth in our U.S. operations; recovery in the
housing market and the pace thereof; our expected unit and lot sales and the timing thereof; expectations for
2017 and beyond; reduction in our debt levels and the timing thereof; and home price growth rates and
affordability levels;

»  possible or assumed future results, including our outlook and limited guidance for 2017, how we intend to use
additional cash flow, the operative cycle of our business and expected timing of income and expected
performance and features of our projects, the impact of innovation and collaboration with Apple and Amazon
in our California and Washington D.C. markets, the continued expansion of our U.S. homebuilding operations,
the impact of acquisitions on our operations in certain markets;

. the expected closing of transactions;

« the effect on our business of business acquisitions;

*  business goals, strategy and growth plans;

+ trends in home prices in our various markets and generally;

« the effect of challenging conditions on us;

»  factors affecting our competitive position within the homebuilding industry;

» the ability to generate sufficient cash flow from our assets to repay maturing bank indebtedness and project

«  specific financings and take advantage of new opportunities;

» the visibility of our future cash flow;

. social and environmental conditions, policies and risks;

+  expected backlog and closings and the timing thereof;

» the sufficiency of our access to and the sources of our capital resources;

» the impact of foreign exchange on our financial performance and market opportunities;

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

+ the effect of debt and leverage on our business and financial condition; and

» the effect on our business of existing lawsuits.
Although management of Brookfield Residential believes that the anticipated future results, performance or achievements
expressed or implied by the forward-looking statements and information in this interim report are based upon reasonable
assumptions and expectations, readers of this interim report should not place undue reliance on such forward-looking
statements and information because they involve assumptions, known and unknown risks, uncertainties and other factors
which may cause the actual results, performance, or achievements of Brookfield Residential to differ materially from

anticipated future results, performance, or achievements expressed or implied by such forward-looking statements and
information.

Various factors, in addition to those discussed elsewhere in this interim report, that could affect the future results of
Brookfield Residential and could cause actual results, performance, or achievements to differ materially from those
expressed in the forward-looking statements and information include, but are not limited to, those factors included under
the sections entitled “Cautionary Statements Regarding Forward-Looking Statements” and “Business Environment and
Risks” of the Annual Report for the fiscal year ended December 31, 2016.

The forward-looking statements and information contained in this interim report are expressly qualified by this cautionary
statement. Brookfield Residential undertakes no obligation to publicly update or revise any forward-looking statements
or information contained in this interim report, whether as a result of new information, future events or otherwise, except
as required by law. However, any further disclosures made on related subjects in subsequent public disclosure should
be consulted.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL RESULTS

ABOUT THIS MANAGEMENT’S DISCUSSION AND ANALYSIS

This management’s discussion and analysis relates to the period ended March 31, 2017 and has been prepared with
an effective date of April 27, 2017. It should be read in conjunction with the quarterly condensed consolidated financial
statements and the related notes thereto included elsewhere in this interim report. All dollar amounts discussed herein
arein U.S. dollars, unless otherwise stated. Amounts in Canadian dollars are identified as “C$.” The financial statements
referenced herein have been prepared in accordance with generally accepted accounting principles in the United States
of America (“U.S. GAAP”).

OVERVIEW

ENG ” o«

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 homebuilding and land development operations) is a wholly-owned subsidiary of Brookfield
Asset Management Inc. and has been developing land and building homes for over 50 years.

Brookfield Residential is a leading North American homebuilder and land developer with operations in Canada and the
United States. We entitle and develop land to create master-planned communities and build and sell lots to third-party
builders, and conduct our own homebuilding operations. We also participate in select strategic real estate opportunities,
including infill projects, mixed-use developments, infrastructure projects and joint ventures. We are the flagship North
American residential property company of Brookfield Asset Management Inc., a leading global alternative asset manager
with approximately $250 billion of assets under management.

We currently focus on the following three operating segments: Canada, California and Central and Eastern United States.
Our Canadian operations are primarily in the Alberta (Calgary and Edmonton) and Ontario (Toronto) markets. Our
California operations include Northern California (San Francisco Bay Area and Sacramento), Southern California (Los
Angeles / Southland and San Diego / Riverside) and Hawaii. Our Central and Eastern United States operations include
Washington, D.C. Area, Colorado (Denver), Texas (Austin) and Arizona (Phoenix). We target these markets as we
believe over the longer term they offer strong housing demand, barriers to entry and close proximity to areas where we
expect strong employment growth.

Principal Business Activities

Through the activities of our operating subsidiaries, we develop land for our own communities and sell lots to other
homebuilders and third parties. We may also design, construct and market single family and multi-family homes in our
own and others’ communities. 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, infill projects and mixed-use developments.
These operations include sourcing and evaluating land acquisitions, site planning, obtaining entitlements, developing
the land, product design, constructing, marketing and selling homes and providing homebuyer customer service. These
business units may also develop or sell land for the construction of commercial shopping centres in our communities.

Brookfield Residential has developed a reputation for delivering first-class master-planned communities, infill projects
and mixed-use developments. Master-planned communities are new home communities that typically feature community
centres, parks, recreational areas, schools, commercial areas and other amenities. In an infill development, Brookfield
Residential develops land and constructs homes in previously urbanized areas.

Home Construction

We construct homes on lots that have been developed by us or that we purchase from others. Having a homebuilding
operation allows us the opportunity to extract value from the land and provides us with market knowledge through our
direct contact with the homebuyers. In markets where the Company has significant land holdings, homebuilding is carried
out on a portion of the land in specific market segments and the balance of lots are sold to and built on by third party
builders.

Land Acquisition and Development

The residential land development and homebuilding industry involves converting raw or undeveloped land into residential
housing. This process begins with the purchase or control of raw land and is followed by the entitlement and development
of the land, and the marketing and sale of homes constructed on the land.

Our unique approach to land development begins with our disciplined approach to acquiring land in the path of growth
in dynamic and resilient markets in North America that have barriers to entry caused by infrastructure or entitiement
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processes. We create value through the planning and entitlement process, developing and marketing residential lots
and commercial sites and working with industry partners who share the same vision and values. We plan to continue
to grow this business over time by selectively acquiring land that either enhances our existing inventory or provides
attractive projects that are consistent with our overall strategy and management expertise.

These larger tracts afford us a true “master-planned” development opportunity that, following entitlement and assuming
market conditions allow, creates a multi-year stream of cash flow. Master-planned communities are new home
communities that typically feature community centres, parks, recreational areas, schools, commercial areas and other
amenities. Creating this type of community requires a long-term view of how each piece of land should be developed
with a vision of how our customers live in each of our communities.

Mixed-use development is also a focus of the Company. We have been developing commercial properties within our
master-planned communities for decades. Seton, in Calgary, Alberta, is a prime example of adding value to a master
plan through appropriate mixed-use planning and building on our own land. This 365-acre mixed-use development is
one of the largest opportunities of its kind in North America.

We may also purchase smaller infill or re-use parcels, or in some cases finished lots for housing. As a city grows and
intensifies, so does its development opportunities. Inner city revitalization opportunities contribute to the strategic
expansion of our business. We develop and construct homes in previously urbanized areas on underutilized land. Urban
developments provide quick turnarounds from acquisition to completion, create new revenue streams, and infuse new
ideas and energy into the Company.
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RESULTS OF OPERATIONS

Key financial results and operating data for the three months ended March 31, 2017 compared to the three months

ended March 31, 2016 were as follows:

Three Months Ended March 31

(US$ millions, except percentages, unit activity, average selling price and per share amounts) 2017 2016
Key Financial Results

HOUSING FEVENUE ...ttt ettt b e st nreas $ 307 $ 239
(=T oo I 2111 o 11 PP RRR 31 28
GroSs MArgin ($) oveeererieere e e e 74 53
Gross Margin (%) M oo 22% 20%
Income/ (loss) before income taxes ..., 14 (3)
INCOME taX FECOVEIY ..ouviiiiiiiii et 2 3
Net income attributable to Brookfield Residential ... 16 —
BasiC €arniNgs PEr SNAIE .......cccooiieiiieieiiieee ettt $ 012  $ 0.00
Diluted earnings per share ... $ 0.12 $ 0.00
Key Operating Data

Home closings for Brookfield Residential (units) 581 516
Home closings for unconsolidated entities (units)-- e 1 —
Average home selling price for Brookfield Residential (per unit) -+ - $ 528,000 $ 463,000
Average home selling price for unconsolidated entities (per unit) - eeeeseiiniiniinnns $ 995,000 $ —
Net new home orders for Brookfield Residential (units) - wrrmmmmrmsssreereeeeeeeeeeessssses 933 801
Net new home orders for unconsolidated entities (units)------ e 1 1
Backlog for Brookfield ReSIAeNtial (units) e 1,893 1,625
Backlog for unconsolidated entities (units)---- 1 1
Backlog value for Brookfield RESIAENtal - wrerrsmveeessssieiessssieicessiesens s $ 969 $ 751
Backlog value for unconsolidated Entities -« $ 1 $ 1
Lot closings for Brookfield Residential (single family units) -----eeeeesssveeeessssnceeessnee 209 277
Lot closings for unconsolidated entities (single family units) -« -« weeeseessrisriscniisiis 99 111
Acre closings for Brookfield Residential (multi-family, industrial and commercial) - -::s+--seesseeees 1 4
Acre closings for unconsolidated entities (multi-family, industrial and commergial)----+---+---+---- 1 —
Acre closings for Brookfield Residential (raw and partially finished parcels) 24 80
Average lot selling price for Brookfield Residential (single family units)---:--sevssseesrissaens $ 125,000 $ 81,000
Average lot selling price for unconsolidated entities (single family units) ----+---vsereeeeeesnes $ 92,000 $ 66,000
Average per acre selling price for Brookfield Residential (multi-family, industrial and

COMMBICHEL) cvv1 et $ 485,000 § 966,000
Average per acre selling price for unconsolidated entities (multi-family, industrial and

[o7o] T T RN $ 258,000 $ -
Average per acre selling price for Brookfield Residential (raw and partially finished

PAICEIS) e rvrreresneeseeseseseeeseesesseessese et es e s b s R s $ 203,000 $ 3,000

(1) Gross margin percentage is a non-GAAP financial measure and has been presented as we find it useful in
evaluating our performance and believe that it helps readers of our financial statements compare our operations
with those of our competitors. However, gross margin percentage as presented may not be fully comparable
to similarly-titled measures reported by our competitors. See the Non-GAAP Financial Measures section on

page 27.
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Segmented Information

We operate in three operating segments within North America: Canada, California and Central and Eastern U.S. Each
of the Company’s segments specializes in land 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 risk factors. The following table summarizes information relating to revenues, gross margin

and assets by operating segment for the three months ended March 31, 2017 and 2016.

(US$ millions, except unit activity
Housing revenue
Canada .......cccceeeeeees
California .........cccoee......
Central and Eastern U.S
Total ..o
Land revenue
Canada ........cccceeeeees
California ...........cceeeueee
Central and Eastern U.S
Total ..o
Housing gross margin
Canada .....ccccceeeene.
California ...........cceeevees
Central and Eastern U.S
Total ..o
Land gross margin
Canada .......ccccceeeeueens
California .........ccccoec......
Central and Eastern U.S
Total ..o
Home closings (units)
Canada ........ccceceenees
California ..........cccoeeueeen.
Central and Eastern U.S

Unconsolidated Entities .
Total ..o
Average home selling price
Canada .......ccccceeeeueens
California .........cccceec......
Central and Eastern U.S

Unconsolidated Entities .
Average ........cceeeeeennn
Active housing communities
Canada .......ccccceeeenns

Total e

and average selling price)

Three Months Ended March 31

2017 2016
13 § 92

140 90

54 57

307 § 239

19 § 12

4 10

8 6

31§ 28

23 % 16

27 19

7 8

57 $ 43
13§ 8

2 2

2 —

17 $ 10

297 264

164 137

120 115

581 516

1 —

582 516
381,000 $ 348,000
851,000 657,000
450,000 496,000
528,000 463,000
995,000 —
529,000 $ 463,000
30 21

30 26

26 22

86 69

1 1

87 70

Q1 2017 Interim Report



Lot closings (single family units)

CaANAAA ...
CalifOrNia .....ooeiiieeeee e

Acre closings (multi-family, industrial and commercial)

CaANAAA ...
CalifornNia ... s

CaANAAA ... s

Average lot selling price (single family units)

CANAAA ... e
CaliforNia ... s

Unconsolidated Entities ............cccccoveivieieiieeeee e

F =T = Lo - SRS RUURERRS
Average per acre selling price (multi-family, industrial and commercial)

(0= - To F= R

Unconsolidated Entities ..........cccccooiiiiiiiei e

AVEIAJE oot e e eaae e e area e
Average per acre selling price (raw and partially finished parcels)

(07 T To - SRR

CalifornNia ... s

Brookfield Residential Properties Inc.

Three Months Ended March 31

2017 2016

131 76

— 103

78 98

209 277

99 111

308 388

— 4

1 —

1 4

1 —

2 4

— 80

16 —

8 —

24 80

$ 149,000 96,000

— 89,000

82,000 62,000

125,000 81,000

92,000 66,000

$ 114,000 77,000

$ — 966,000

485,000 —

485,000 966,000

258,000 —

$ 379,000 966,000

$ — 3,000

254,000 —

95,000 —

$ 203,000 3,000
9



Three Months Ended March 31

2017 2016

Active land communities
(0= T To - R 11 10
LOF= 1 1) (o] 4 o= T 6 5
Central and Eastern U.S ... e 11 12
28 27
Unconsolidated ENtities .............cccooiiiiiii e 3 3
LI L= LTSRS 31 30

As at
March 31 December 31
(US$ millions) 2017 2016
Total assets

CANATA .o e e r e aa—— $ 1,089 $ 1,112
(07111707 1 o - E SRS PR OSSPSR 1,278 1,257
Central and Eastern U.S ... 1,191 1,133
Corporate and Other ..o 429 455
TORAL e et e et r e e e e e e e naes $ 3,987 $ 3,957

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

Three Months Ended March 31, 2017 Compared with Three Months Ended March 31, 2016

Net Income

Net income attributable to Brookfield Residential for the three months ended March 31, 2017 was $16 million compared
to a net income of $nil for the three months ended March 31, 2016.

Three Months Ended March 31

(US$ millions, except per share amounts) 2017 2016
Net income attributable to Brookfield Residential ............cccoeoeeiiiiciieiiicieeeene. $ 16 $ —
Basic €arnings Per Share ...........ccccveiuieieitieieee ettt ettt $ 012 $ 0.00
Diluted €arnings Per SNAre ..........cceecieiiieiie e $ 012 §$ 0.00

The increase of $16 million in net income attributable to Brookfield Residential for the three months ended March 31,
2017, compared to the same period in 2016 was primarily the result of an increase in gross margin of $21 million due
to higher land and housing gross margins, a decrease of $1 million of share-based compensation, and an increase in
other income of $2 million. This was partially offset by an increase in general and administrative expense of $4 million,
an increase in sales and marketing expenses of $3 million, and a decrease in income tax recovery of $1 million.
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A breakdown of the revenue and gross margin for the three months ended March 31, 2017 and 2016 is as follows:

Three Months Ended March 31

(US$ millions, except percentages) 2017 2016
Revenue
[ (o T T T SRR $ 307§ 239
6= oo RSP 31 28

$ 338 $ 267
Gross margin
[ (o TUE= oo S $ 57  §$ 43
6= o Vo EE PSP U RN 17 10

$ 74 3 53
Gross margin (%)
HOUSING ettt et 19% 18%
6= oo RSP 55% 36%

22% 20%

Total revenue increased $71 million and gross margin increased $21 million for the three months ended March 31, 2017
when compared to the same period in 2016. The increase in total revenue was primarily the result of higher activity in
our housing operations, with 65 additional home closings when compared to the same period in 2016. The increase was
due to higher home closings across all operating segments as well as an increase in the average home selling price of
$65,000 as a result of the mix of homes sold. Housing gross margins increased as a result of the geographic mix of
homes closed, as well as improved housing margins, particularly in our Ontario operations. Land revenue increased by
$3 million as a result of higher average lot selling prices, as well as higher raw and partially finished acre selling prices
when compared to the same period in 2016. This was partially offset by fewer single family lot closings in our California
and Central and Eastern U.S. operating segments. Total gross margin and gross margin percentage increased primarily
as a result of higher land and housing margins. Land margins increased primarily as a result of the mix of land sold
between operating segments, with proportionately higher land sales in Canada, which typically have higher margins.

Results of Operations — Housing

Housing revenue and gross margin were $307 million and $57 million, respectively, for the three months ended March
31, 2017, compared to $239 million and $43 million for the same period in 2016. The increase in revenue was primarily
the result of 65 additional home closings, a 14% increase in the average home selling price and a 4% increase in the
Canadian to U.S. dollar foreign exchange rate when compared to the same period in 2016. The increase in gross margin
was primarily due to an increase in the average home selling price, particularly in our Southern California and Ontario
markets, as well as higher closings across all of our operating segments. The increase in gross margin percentage was
primarily driven by higher housing margins in our Ontario market, which have yielded a higher gross margin percentage
due to price appreciation from strong market conditions. Revenues are also affected by the geographic mix of homes
closed, local product mix and market conditions, which have an impact on the selling price per home.

A breakdown of our results from housing operations for the three months ended March 31, 2017 and 2016 is as follows:

Consolidated

Three Months Ended March 31
(US$ millions, except unit activity, percentages and average selling price) 2017 2016
HOME CIOSINGS ..t e e e e e e 581 516
REVENUE ...t e et e e $ 307 % 239
LT (o TS 44 P=T (o o OSSR $ 57 §$ 43
GrOSS MAGIN (90)  .eeeeeueeeeiteee ettt ettt ettt e e et e et e nebe e e e nbreeenes 19% 18%
Average home SEIlING PriCE .....eovivieiiieieciieie ettt sre e e $ 528,000 $ 463,000
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A breakdown of our results from housing operations for our three operating segments is as follows:

Canada

Three Months Ended March 31
(US$ millions, except unit activity, percentages and average selling price) 2017 2016
HOME CIOSINGS ..t e e e e e e 297 264
REVENUE .ottt e et e e e e et e e e e e e aaaeeaaeeans $ 113  § 92
LT (o TS 44 P=T (o o TSRS $ 23 16
GrOSS MAGIN (90)  weeeerueeeeitiee ettt ettt e ettt et e e et e e s anbe e e sebeeeenbeeeenes 20% 17%
Average home SelliNg PriCe ......coiiiiiiiie i $ 381,000 $ 348,000

Housing revenue for the three months ended March 31, 2017 increased $21 million when compared to the same period
in 2016, primarily due to a 9% increase in the average home selling price and 33 additional home closings. The change
in the average home selling price was primarily due to higher average selling prices in our Ontario market as well as
more luxury products sold in Calgary and was also impacted by a 4% increase in the foreign exchange rate between
the Canadian and U.S. dollar for the three months ended March 31, 2017 when compared to the same period in 2016.
The average home selling price in Canadian dollars for the three months ended March 31, 2017 and 2016, was
C$504,000 and C$476,000, respectively, representing an increase of 6%, primarily due to product mix, with a larger
proportion of homes sold from our Calgary luxury product and from Ontario, which typically have a higher average selling
price. Gross margin increased $7 million and gross margin percentage increased 3% for the three months ended March
31, 2017 when compared to the same period in 2016 primarily as a result of product mix, price appreciation and an
increase in the foreign exchange rate between the Canadian and U.S. dollar.

California

Three Months Ended March 31
(US$ millions, except unit activity, percentages and average selling price) 2017 2016
HOME CIOSINGS ..ot 164 137
REVENUE ..ot e e e e e e e e e e et e e e e e s etae e e e e eenabaeeeaeeanes $ 140 % 90
GrOSS MAIGIN ..i.viiiiieiiie ettt ettt et e e e st e e eteebeesaesbeesseeseeabeesseaseessesseesesseesseas $ 27 $ 19
GrOSS MANGIN (Y0)  -veeeveeitieiiie ettt st et nane e 19% 21%
Average home SelliNG PriCE ....cuviiiiiiie ittt $ 851,000 $ 657,000

Our California segment had housing revenue of $140 million for the three months ended March 31, 2017, an increase
of $50 million when compared to the same period in 2016. The increase in revenue was primarily due to a 30% increase
in the average home selling price and 27 additional home closings for the three months ended March 31, 2017 when
compared to the same period in 2016. The average home selling price increase is the result of the mix of homes closed,
primarily in our Bay Area and Southern California markets, with a higher proportion of closings coming from communities
with higher average home selling prices compared to the same period in 2016. Gross margin increased $8 million as a
result of an increase in home closings when compared to the same period in 2016, while gross margin percentage
decreased 2% when compared to the same period in 2016, primarily as a result of product mix, particularly in our Southern
California market.

Central and Eastern U.S.

Three Months Ended March 31

(US$ millions, except unit activity, percentages and average selling price) 2017 2016
HOME CIOSINGS ..t e e e e e e e e 120 115
REVENUE ...ttt ettt e e et e e s st e e e snneeestaeeennneeeennes $ 54 $ 57
Lo TS 44 P=T (o o RSSO USRS $ 7 9 8
GrOSS MAGIN (J0)  weeeiiueeeeiieie ettt ettt et e et e e st e e et e e eanbe e e seneeeanbeeeenes 13% 14%
Average home SelliNG PriCE ......coviieeiiiiieiiieie ettt seeere s $ 450,000 $ 496,000

Central and Eastern U.S. housing revenue decreased $3 million for the three months ended March 31, 2017 when
compared to the same period of 2016. The decrease in revenue was primarily the result of a 9% decrease in the average
home selling price, partially offset by five additional home closings for the three months ended March 31, 2017 when
compared to the same period in 2016. The decrease in the average home selling price was due to the mix of homes
sold in our Austin and Washington D.C. markets. Gross margin and gross margin percentage decreased $1 million and
1%, respectively, when compared to the same period in 2016 as a result of product mix.
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Home Sales — Incentives

We grant our homebuyers sales incentives from time-to-time in order to promote sales of our homes. The type and
amount of incentives will vary on a community-by-community and home-by-home basis. Incentives that impact the value
of the home or the sales price paid, such as additional options, are reflected as a reduction to sales revenue. Incentives
that we pay to an outside party, such as paying some or all of a homebuyer’s closing costs, are recorded as cost of
sales. Incentives are recognized at the time title passes to the homebuyer and the sale is recognized. For the three
months ended March 31, 2017, total incentives recognized as a percentage of gross revenues were 4%, compared to
3% for the same period in 2016. The increase was primarily due to higher incentives offered on the remaining few units
in several communities which are in the final phases in our California and Central and Eastern U.S. operating segments.

Our incentives on homes closed by operating segment for the three months ended March 31, 2017 and 2016 were as
follows:

Three Months Ended March 31

2017 2016
Incentives % of Gross Incentives % of Gross
(US$ millions, except percentages) Recognized Revenues Recognized Revenues
(0= 14 F=To I- TSR $ 4 3% $ 3 3%
California ... 6 4% 2 2%
Central and Eastern U.S. ..........cccoovvvviiivveeeeeeee. 4 7% 3 5%
$ 14 4% $ 8 3%

Home Sales — Net New Home Orders

Net new home orders for any period represent the aggregate of all homes ordered by customers, net of cancellations.
Net new home orders, including our share of unconsolidated entities, for the three months ended March 31, 2017 totalled
934 units, an increase of 132 units, or 16%, when compared to the same period in 2016. For the three months ended
March 31,2017, the increase in net new home orders was a result of higher net new orders across all operating segments.
The net new orders in our unconsolidated entities is consistent when compared to the same period in 2016. Average
monthly sales per community by reportable segment for the three months ended March 31, 2017 were: Canada — 4
units (2016 — 6 units); California — 3 units (2016 — 3 units); Central and Eastern U.S. — 3 units (2016 — 3 units); and
unconsolidated entities — < 1 unit (2016 — < 1 unit). We were selling from 87 active housing communities, including our
share of unconsolidated entities, at March 31, 2017 compared to 70 at March 31, 2016.

The net new home orders for the three months ended March 31, 2017 and 2016 by our three operating segments were
as follows:

Three Months Ended March 31

(Units) 2017 2016
(0F-10F=To b= KOO PUPUPP PP 377 371
(0221117 ] ¢ - T PP R PUTRTT 301 232
Central and Eastern U.S. ... e 255 198

933 801
Unconsolidated entitieS ......cooovviieiiiii i ——— 1 1

934 802

The cancellation rates for the three months ended March 31, 2017 and 2016 by our three operating segments were as
follows:

Three Months Ended March 31

2017 2016

% of Gross % of Gross

(Units, except percentages) Units Home Orders Units Home Orders
CaNAda .....eviiiiiiee e ———— 2 1% 4 1%
California ......cceeeeeieiiiiiie s 33 10% 21 8%
Central and Eastern U.S. ...........ccooiiiiiiiiiiiineees 52 17% 30 13%
87 9% 55 6%

Unconsolidated entities ..........cccoccevveeeieiiiieneen. — —% — —%
87 9% 55 6%
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Home Sales — Backlog

Our backlog, which represents the number of new homes subject to sales contracts, as at March 31, 2017 and 2016 by
operating segment, was as follows:

As at March 31

2017 2016

(US$ millions, except unit activity) Units Value Units Value
CANAAA ..o 1,126 $ 501 1,020 $ 421
California ........cooeeieieeeieeccee e, 391 290 293 185
Central and Eastern U.S. ........ccooiiiiiiiieeeees 376 178 312 145

1,893 969 1,625 751
Unconsolidated entities ...............cooooieeiciiiiinnns 1 1 1 1
TOtal e 1,894 $ 970 1,626 $ 752

We expect all of our backlog to close in 2017 or 2018, subject to future cancellations. The units in our backlog increased
compared to the prior period primarily due to higher net new home orders across all three operating segments, for the
three months ended March 31, 2017 compared to the same period in 2016. Our units in backlog in our Canadian
operations increased compared to 2016 due to higher backlog units in our Calgary and Ontario markets. This was partially
offset by fewer backlog units in Edmonton. Our California operations units in backlog increased as a result of a 30%
increase in net new orders, driven by higher orders in both the San Francisco Bay Area and Southern California markets
for the three months ended March 31, 2017 when compared to 2016. The increase of 64 units in the Central and Eastern
U.S. segment was primarily due a 29% increase in net new orders which led to higher backlog units, particularly in the
Austin market for the three months ended March 31, 2017 compared to 2016. Total backlog value increased compared
to the same period in 2016 primarily as a result of higher backlog units across all segments as well as product mix of
homes in backlog. In addition, there was as a 4% increase in the foreign exchange rate between the Canadian and U.S.
dollar, which impacted the translation of our Canadian backlog value compared to 2016.

Results of Operations — Land

Land revenue totalled $31 million for the three months ended March 31, 2017, an increase of $3 million when compared
to the same period in 2016, and land gross margin totalled $17 million, an increase of $7 million compared to the same
period in 2016. The increase in land revenue was primarily due to a 54% increase in the average single family lot selling
price resulting from the mix of lots sold as well as an increase in the average selling price for raw and partially finished
acre parcels. This was partially offset by 68 fewer single family lot closings and three fewer multi-family, industrial and
commercial acres sold for the three months ended March 31, 2017 compared to 2016. Gross margin and gross margin
percentage increased for the three months ended March 31, 2017 primarily due to the mix of lots sold with increased
single family lot closings in the Canadian segment, which typically have higher average selling prices and gross margins.
Additionally, there was a 4% increase in the Canadian to U.S. dollar foreign exchange rate for the three months ended
March 31, 2017, which resulted in favorable translated Canadian results when compared to the same period in 2016.
Our land revenue may vary significantly from period to period due to the nature and timing of land sales. Revenues are
also affected by local product mix and market conditions, which have an impact on the selling price per lot.

A breakdown of our results from land operations for the three months ended March 31, 2017 and 2016 is as follows:

Consolidated
Three Months Ended March 31
(US$ millions, except unit activity, percentages and average selling price) 2017 2016
Lot closings (SINGIE FAMIlY UNIES) -+-serersesreseeseseetses et 209 277
Acre sales (multi-family, industrial AN COMMENTIAl) -xx+ssssssssrssrrrrmmsmmssmmsssssssssrsseeeereessssssssssssssssssssssssnes 1 4
Acre sales (raw and partially finiShed PArcelS) - rssssssrrrreesssserssriessssesss s 24 80
REVEINUE ++erereereerereereentseeeintseeseesssetse e sse sttt ettt $ 31 $ 28
GFOSS MGG ----vevsvesee s $ 17  $ 10
GrOSS MAGIN (%0)  -veveeurirtietiee ettt ettt ettt ettt ra et sb ettt sttt nbe b eaeenne e 55% 36%
Average lot selling price (single family units) $ 125,000 $ 81,000
Average per acre selling price (multi-family, industrial and commercial) «+--:--s--sseessseesseesssseesnens $ 485,000 $ 966,000
Average per acre selling price (raw and partially finished parcels) - - --wwessrressrrimseissneees $ 203,000 $ 3,000
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A breakdown of our results from land operations for our three operating segments is as follows:

Canada

Three Months Ended March 31
(US$ millions, except unit activity, percentages and average selling price) 2017 2016
Lot closings (SINGIE FAMIlY UNIES) -+-srererreseseeseseesees et 131 76
Acre sales (multi-family, industrial and commercial) — 4
Acre sales (raw and partially finiShed PArCRIS) «+-------rrsssssmmwssrrersssssssmssssssesssssssossssssess s — 80
REVEINUE ++ereveereerereemeentseeneintseessesese st tse sttt ettt $ 19 $ 12
GFOSS MGG -+--vvvssese s $ 13 $ 8
GrOSS MAGIN (%0)  -veveeurertietieie ettt ettt ettt ettt re et sttt sttt b e b eaeenre e 68% 67%
Average lot selling price (single family URILs) - $ 149,000 $ 96,000
Average per acre selling price (multi-family, industrial and commercial) - --wwssesssesseiseiseinnss $ — 3 966,000
Average per acre selling price (raw and partially finished parcels) - - - werssseesssessssiisciesnens $ — 3 3,000

Land revenue in Canada for the three months ended March 31, 2017 was $19 million, an increase of $7 million when
compared to the same period in 2016. The increase was primarily the result of 55 additional single family lots closed
and an increase in the average selling price for single family lots. This was partially offset by four fewer multi-family,
industrial and commercial acre sales, and 80 fewer raw and partially finished acre sales in 2017 when compared to the
same period in 2016. Gross margin increased $5 million when compared to 2016 primarily as a result of additional single
family lot closings in 2017, and an increase in the average selling price for single family lots. Gross margin percentage
increased 1% when compared to 2016, primarily due to the mix of lots sold. Additionally, the 4% increase in the Canadian
to U.S. dollar foreign exchange rate resulted in an increase in the translated average lot selling price for 2017 compared
to 2016. When comparing the average single family lot selling price in Canadian dollars for the three months ended
March 31, 2017 to the same period in 2016, the average lot selling price was C$197,000 compared to C$132,000 in the
same period in 2016. The increase in the Canadian dollar average lot selling price is a result of the geographic mix of
lots sold within the segment, with more lot sales coming from the Calgary market, which typically has higher average
selling prices when compared to our other Canadian markets.

California

Three Months Ended March 31
(US$ millions, except unit activity, percentages and average selling price) 2017 2016
Lot closings (single family UNItS) .......eeeeeeiieeeeeeeeiieieeeeeaiee e e e e e ee e e e saeeeeeeeeanneeeeaeenee — 103
Acre sales (raw and partially finished parcels) 16 —
REVENUE ..ot e ettt e e e e et e e e e e eaaaeeaaeeans $ 4 3 10
(€T 0 =T o [ SO R $ 2 3 2
GrOSS MAGIN (Y0)  weeeeeueeeeitiee ettt e e e e et e ettt e e st e e st e e e snte e e ssaee e et e e eanteeesnneeeenneeeeanee 50% 20%
Average lot selling price (single family UNIts) ...........ccuerveeereeeerresieesreeeesreeeesreessesseesneas $ —  $ 89,000
Average per acre selling price (raw and partially finiShed Parcels) - - -eeeeessrereesssreeenns $ 254000 $ —

Land revenue in California for the three months ended March 31, 2017 decreased by $6 million when compared to the
same period in 2016. This was primarily the result of having no single family lot closings for the three months ended
March 31, 2017, compared to 103 single family lots closings due to the timing of lots sold during the same period in
2016. This was partially offset by 16 raw and partially finished acres closings in our Southern California market, compared
to none in the same period in 2016. Gross margin remained consistent when compared to the same period in 2016,
while gross margin percentage increased as a result of a change in product mix sold.
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Central and Eastern U.S.

Three Months Ended March 31

(USS$ millions, except unit activity, percentages and average selling price) 2017 2016
Lot closings (single family UNItS) .............ccoveeeeeeiiieeriesieeieeeeeseeseeeeeeeesisreeeeessensreeeeeseenns 78 98
Acre sales (multi-family, industrial and COMMENGIl) --------xs-rrrrsserersssererssseersssressssoeesssoeesssoees 1 _
Acre sales (raw and partially fiISNEA) ............eeeeiiiiiiieieieeeeeeeeeieieeeessee e erereeaereeeeeereeeeas 8 —
REVENUE ...ttt ee ettt s et nee et e e eaetens $ 8 $ 6
GFOSS MAIGIN ..ottt ettt ettt e e et et e et eeeeaeeteeeeee e et e eeeee e et e e e eeeeeenenes $ 2 3 —
GrOSS MAMGIN (Y0)  veveeerteetertesteeteste sttt ettt b et ebe bbbt bbbt bt e enenne e 25% —%
Average lot selling price (single family UNits) ...........cceeeeeueeeeiieeeiieeeeieeeeeeeeeeeeeeeeiee e $ 82,000 $ 62,000
Average per acre selling price (multi-family, industrial and COMMErGial) +---+--sswwssseesssessrisssissnens $ 485,000 $ —
Average per acre selling price (raw and partially finiShed) .............c.cocerveererieeereeseeseeaenens $ 95,000 $ —

For the three months ended March 31, 2017, Central and Eastern U.S. land revenue and gross margin increased by $2
million and $2 million, respectively. The increase in revenue and gross margin is a result of an increase in the average
lot selling price, primarily as a result of a change to the geographic mix of lots sold within the segment. This was partially
offset by 20 fewer single family lot closings when compared to the same period in 2016. Gross margin percentage
increased to 25% as a result of the mix of lots sold within the segment during the three months ended March 31, 2017
when compared to the same period in 2016.

Equity in Earnings from Unconsolidated Entities

Equity in earnings from unconsolidated entities for the three months ended March 31, 2017 totalled $2 million, compared
to $2 million for the same period in 2016. The housing and land operations of our unconsolidated entities are discussed
below.

Housing

A summary of Brookfield Residential’s share of the housing operations from unconsolidated entities is as follows:

Three Months Ended March 31

(US$ millions, except unit activity, percentages and average selling price) 2017 2016
HOME CIOSINGS ..t e e e e e e 1 —
REVENUE ...ttt et bt st ae e e ne e e $ 1 8 —
GrOSS MAIMGIN .eeiiiiieiie ittt etee ettt ettt e s beesaeessb e e saeeenbeesteeebeessbeesbeesneeesbeeanneeneeanee $ — 3 —
GrOSS MAGIN (90)  weeeerueeeeiieee ettt ettt ettt ettt e et e e st e e st e e s anbe e e seneeeanbeeeenee —% —%

Average home selling price $ 995,000 $ —

There was one home closing in our unconsolidated entities for the three months ended March 31, 2017 compared to
no closings in the same period in 2016. This resulted in an increase in revenue of $1 million, for the three months ended
March 31, 2017 compared to the same period in 2016.

Land

A summary of Brookfield Residential’s share of the land operations from unconsolidated entities is as follows:

Three Months Ended March 31

(US$ millions, except unit activity, percentages and average selling price) 2017 2016
Lot cloSiNgS (single family UNILS) -+ wvsseresrerssriesieiiseiissis st 99 111
Acre closings (multi-family, industrial and COMMENGIal) +--x-xswessreesseesseisnriseiisseiiiseeisesss s 1 —
FREVEINUE -+eveveererteeenestiniesieteste st esestese et ete st eseesesteseesesbesseseesessessesesbe s eseeseesessesesbenseneebesseneesesaeneenessenseneesennen $ 9 $ 7
GIOSS MANGIN -oevvvieveirei e $ 2 $ 2
GroSS MAGIN (%0)  .veeeueerrieiie ettt ettt 22% 29%
Average lot selling price (single family UNits) ... . --..ereverierrvesiiesessssssssisssesssss s $ 92,000 $ 66,000
Average per acre selling price (multi-family, industrial and COMMErGIal) ... rvvrsrressrrissrrisineeens $ 258,000 $ —
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Land revenue within unconsolidated entities increased $2 million and gross margin remained consistent for the three
months ended March 31, 2017 compared to the same period in 2016. This was primarily the result of an increase in the
average lot selling price, partially offset by 12 fewer single family lot closings, primarily from our joint ventures in the
Phoenix market for the three months ended March 31, 2017 compared to the same period in 2016.

Selling, General and Administrative Expense

The components of selling, general and administrative expense for the three months ended March 31, 2017 and 2016
are summarized as follows:

Three Months Ended March 31

(US$ millions) 2017 2016
General and administrative EXPENSE .........cccciiiiiririiie e e $ 30 $ 26
Sales and Marketing EXPENSE ........eviiiiiiiiiii it 18 15
Share-based compensation ..o 3 4

$ 51 § 45

The selling, general and administrative expense was $51 million for the three months ended March 31, 2017, an increase
of $6 million when compared to the same period in 2016. General and administrative expense increased $4 million for
the three months ended March 31, 2017 due to increased salaries and benefits costs, primarily from an increased
headcount as a result of increased activity and a 4% increase in the foreign exchange rate between the Canadian and
U.S. dollar when compared to 2016. Sales and marketing expense for the three months ended March 31, 2017 increased
$3 million when compared to the same period in 2016, due to increased housing activity. Share-based compensation
decreased $1 million during the three months ended March 31, 2017 compared to 2016, as a result of the change in
the fair value of our share-based compensation liabilities.

Other Income

The components of other income for the three months ended March 31, 2017 and 2016 are summarized as follows:

Three Months Ended March 31

(US$ millions) 2017 2016

INVESTMENT INCOME ... (5) (1)

(] 1 0= PP RUPRPPPRR — (2)
(5) (3)

For the three months ended March 31, 2017, other income increased $2 million compared to the same period in 2016.
This was primarily the result of an $4 million increase in dividend income earned on our held-to-maturity investment,
partially offset by a decrease of $2 million in other income.

Income Tax Recovery

Income tax recovery was a recovery of $2 million for the three months ended March 31, 2017, compared to a recovery
of $3 million for the same period in 2016. The components of income tax recovery are summarized as follows:

Three Months Ended March 31

(US$ millions) 2017 2016
CUITeNt iNCOME tAX FECOVEIY  ......eecveieeeeeeeeeiteeceeteeeteeeeeete e eteeeteeaeeeteeeeeaeeereareeneeas 13 —
Deferred iNCOME taxX rECOVEIY .........ociiiiiiiiicece e (1) (3)

$ 2 $ (3)

For the three months ended March 31, 2017, current income tax recovery increased $1 million when compared to the
same period in 2016. The increase in current income tax recovery primarily relates to a refund of $1 million received in
the period ended March 31, 2017 related to excess U.S. withholding tax paid on prior distributions made from our U.S.
operations. Deferred income tax recovery decreased $2 million for the three months ended March 31, 2017, compared
to the same period in 2016. The decrease in deferred income tax recovery primarily relates to the increase in income
before income taxes for the three months ended March 31, 2017 compared to the same period in 2016, partially offset
by the receipt of a $4 million non-taxable dividend from the investment in preferred shares of Brookfield BPY Holdings
Inc. during the three months ended March 31, 2017.
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Foreign Exchange Translation

The U.S. dollar is the functional and presentation currency of the Company. Each of the Company’s subsidiaries, affiliates
and jointly controlled entities determines its own functional currency and items included in the financial statements of
each subsidiary and affiliate are measured using that functional currency. The Company’s Canadian operations are self-
sustaining. The financial statements of its self-sustaining Canadian operations are translated into U.S. dollars using the
current rate method.

Assets and liabilities of subsidiaries or equity accounted investees having a functional currency other than the U.S. dollar
are translated at the rate of exchange on the balance sheet date. As at March 31, 2017, the rate of exchange was
C$1.3319 equivalent to US$1 (December 31, 2016 — C$1.3443 equivalent to US$1). Revenues and expenses are
translated at average rates for the period, unless exchange rates fluctuated significantly during the period, in which case
the exchange rates at the dates of the transaction are used. For the three months ended March 31, 2017, the average
rate of exchange was C$1.3236 equivalent to US$1 (three months ended March 31, 2016 — C$1.3706 equivalent to US
$1). The resulting foreign currency translation adjustments are recognized in other comprehensive income (“OCI").
Foreign currency transactions are translated into the functional currency using exchange rates prevailing at the date of
the transactions. At the end of each reporting period, foreign currency denominated monetary assets and liabilities are
translated to the functional currency using the prevailing rate of exchange at the balance sheet date. Gains and losses
on translation of monetary items are recognized in the condensed consolidated statements of operations as otherincome /
(expense), except for those related to monetary liabilities qualifying as hedges of the Company’s investment in foreign
operations or certain intercompany loans to or from a foreign operation for which settlement is neither planned nor likely
to occur in the foreseeable future, which are included in OCI.

The financial results of our Canadian operations are translated into U.S. dollars for financial reporting purposes. Foreign
currency translation gains and losses are recorded as the exchange rate between the two currencies fluctuates. These
gains and losses are included in OCI and accumulated OCI. The translation of our Canadian operations resulted in a
gain of $7 million for the three months ended March 31, 2017, compared to a gain of $43 million in the same period of
2016.
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QUARTERLY OPERATING AND FINANCIAL DATA

2017 2016 2015

(US$ millions, except unit activity and per share
amounts) Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2
Quarterly Operating Data
Home closings (units) «....cooeveeveeeiieiieiiieiie e 581 1,214 788 675 516 991 684 543
Lot closings (single family units) 209 1,347 325 454 277 1,316 441 568
Acre closings (multi-family, industrial and commercial) ........ 1 16 6 — 4 12 — 3
Acre closings (raw and partially finished) «...vveeeeveeeeenneenn. 24 1,994 — 8 80 23 — 8
Net new home orders (units) 855 816 922 801 703 612 857
Backlog (units at end of period) .. 1,541 1900 1,872 1,625 1,340 1,581 1,654
Backlog Value .......ccooveiiiieiiiiecrecee e $ 783 $977 $930 $ 751 $ 573 $ 682 $ 776
Quarterly Financial Data
REVENUE ..o $338 $853 $421 $363 $267 $ 609 $ 394 $ 311
Direct Cost Of SAIES -.vvvevrreeeirrieeiereee e (264) (646) (330) (284) (214) (446) (288) (237)
GroSS MArgin ..ccvvveeieriieiir e 74 207 91 79 53 163 106 74
Gain on commercial assets held for sale ............... — 14 — — — — — —
Selling, general and administrative expense ......... (51) (57) (52) (52) (45) (55) (48) (47)
INtErest EXPENSE -...ooveveveieiieiesie e (15) (12) (14) (14) (14) 13) (17) (18)
Equity in earnings from unconsolidated entities..... 2 1) 5 3 2 4 3 3
Other iNnCome .......ccccceviiiiiiiic 4 3 1 — 1 3 2 1
Income / (loss) before taxes ........cocoovvinininiinns 14 154 31 16 (3) 102 46 13
Income tax recovery / (eXpense) ......ccocvverienieennnns 2 (46) (6) (3) 3 (31) (1) 5
Net iNCOME .....oiriiiiiiii e 16 108 25 13 — 71 35 18
Net income attributable to non-controlling interest. — — — — — — — —
Net income attributable to Brookfield Residential.. $ 16 $108 $ 25 $§ 13 $§ — $ 71 $§ 35 § 18
Foreign currency translation ...........cccccocooeninninn. 7 (18) (12) 5 43 (27)  (40) 9
Comprehensive income / (I0SS) .......cccccevvieerennnns $ 23 $ 90 $ 13 $ 18 $ 43 $ 44 % (5)% 27
Earnings per common share attributable to Brookfield Residential

BASIC +veerveereeeerieerieeeenie et e e $0.12 $0.94 $0.22 $0.11 $0.00 $0.63 $0.31 $0.16

DiIlUtEd v $012 $094 $0.22 $0.11 $0.00 $0.63 $0.31 $0.16

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 nine months of the calendar year, although the
rate of orders for new homes 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 the sales of homes are generally higher
in the second half of the year. In terms of land sales, results are more variable from year to year given the nature of the

development and monetization cycle.
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LIQUIDITY AND CAPITAL RESOURCES

Financial Position

The following is a summary of the Company’s condensed consolidated balance sheets as at March 31, 2017 and
December 31, 2016:

As at

March 31 December 31

(US$ millions) 2017 2016
Land and housing INVENTOIY .......cocuiiiiiee ettt $ 2960 $ 2,848
Investments in unconsolidated entities ...........ccceeveveiiiiiiiies 321 344
ComMMErCial PrOPEITIES ....ooueiieiiiee ettt 34 33
Receivables and other assets ... 251 253
Held-to-maturity investment ... 300 300
Cash and restricted Cash ...........uiviiiiiiii e 40 99
Deferred iNCOME tax @SSELS .....ooviiiiiiiiiiiii e 81 80
$ 3,987 $ 3,957

NOLES PAYADIE ....ooiiiie e $ 1618 $ 1,615
Bank indebtedness and other finanCings .........cccocveiiiiiiiiiee e 75 58
Accounts payable and other liabilities ............cccovvieiiiiiiii e 480 500
Lo t= 1IN =T 18 SR PPRRPN 1,814 1,784
$ 3,987 $ 3,957

Assets

Our assets as at March 31, 2017 totalled $4.0 billion. Our land and housing inventory and investments in unconsolidated
entities are our most significant assets with a combined book value of $3.3 billion, or approximately 82% of our total
assets. The land and housing assets increased when compared to December 31, 2016 due to acquisitions of $61 million,
development activity and stronger backlog, partially offset by sales activity. Our land and housing assets include land
under development and land held for development, finished lots ready for construction, homes completed and under
construction and model homes.

A summary of our lots owned, excluding unconsolidated entities, and their stage of development as at March 31, 2017
compared with December 31, 2016 follows:

As at

March 31, 2017 December 31, 2016
(US$ millions, except units) Units Book Value Units Book Value
Land held for development (lot equivalents) ............cc.evvveee 78,849 $ 1,427 77,797 $ 1,359
Land under development and finished lots
(single family UNItS) ....cccceeeuurrrrrrrreeeeeeeereeeeeeeeeeeeeeeeeesessnnnnnes 6,696 848 6,784 856
Housing units, including models .............ccccoociiieinineee. 1,999 635 1,860 580

87,544 §$ 2,910 86,441 $ 2,795
Multi-family, industrial and commercial parcels (acres).... 117 $ 50 120 $ 53
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Notes Payable

Notes payable consist of the following:

As at

March 31 December 31
(US$ millions) 2017 2016
6.50% unsecured senior notes due December 15, 2020 (8) ....ccocoeereriveeiennneens $ 600 $ 600
6.125% unsecured senior notes due July 1, 2022 (D) ....cccoevvveeiiieeiniiieeee e, 500 500
6.125% unsecured senior notes due May 15, 2023 (C) ...veveviveeeeiieeeniiieeieee e 188 186
6.375% unsecured senior notes due May 15, 2025 (d) .....ccccveviriieeniiniieneennene 350 350
$ 1,638 $ 1,636

Transaction COSES (B) ..ocuviiiiiiiiiiiie e s (20) (21)
$ 1,618 § 1,615

(a) On December 14, 2012, Brookfield Residential issued $600 million of unsecured senior notes. The notes were
offered in a private placement, with an eight-year term due December 15, 2020 at a fixed interest rate of 6.50%.
The notes require semi-annual interest payments on June 15 and December 15 of each year until maturity. The
Company’s obligations to pay principal and interest on the unsecured senior notes are guaranteed by certain of
the Company’s subsidiaries.

(b) On June 25, 2013, the Company and Brookfield Residential US Corporation, a wholly-owned subsidiary of the
Company, co-issued a private placement of $500 million of unsecured senior notes. The notes have a nine-year
term, are due July 1, 2022 and bear interest at a fixed rate of 6.125%. The notes require semi-annual interest
payments on January 1 and July 1 each year until maturity. The Company’s and Brookfield Residential US
Corporation’s obligations to pay principal and interest on the unsecured notes are guaranteed by the Company
and certain of the Company’s subsidiaries.

(c) On May 12, 2015, Brookfield Residential issued C$250 million of unsecured senior notes. The notes were offered
in a private placement, with an eight-year term due May 15, 2023 at a fixed interest rate of 6.125%. The notes
require semi-annual interest payments on May 15 and November 15 of each year until maturity. The Company’s
obligations to pay principal and interest on the unsecured senior notes are guaranteed by certain of the Company’s
subsidiaries.

(d) On May 12, 2015, Brookfield Residential issued $350 million of unsecured senior notes. The notes were offered
in a private placement, with a ten-year term due May 15, 2025 at a fixed interest rate of 6.375%. The notes require
semi-annual interest payments on May 15 and November 15 of each year until maturity. The Company’s obligations
to pay principal and interest on the unsecured senior notes are guaranteed by certain of the Company’s subsidiaries.

(e) The transaction costs are costs related to the issuance of the Company’s notes payable and are amortized using
the effective interest rate method over the life of the related debt instrument.

The indentures governing the notes include covenants that, among others, place limitations on incurring additional
indebtedness and making restricted payments. Under the limitation on additional indebtedness, we are permitted to
incur specified categories of indebtedness but are prohibited from incurring further indebtedness if we do not satisfy
either an indebtedness to consolidated net tangible worth ratio or a fixed charge coverage ratio. Brookfield Residential
was in compliance with these financial incurrence covenants for the three months ended March 31, 2017. Our actual
fixed charge coverage and indebtedness to consolidated net tangible worth ratio as at March 31, 2017 are reflected in
the table below:

Actual as at

March 31

Covenant 2017

Minimum fixed charge COVErage .........cocoveiiiiiiiiiiieee e 20 to1 296 to1
Maximum indebtedness to consolidated net tangible worth ................cccccciie 225 to1 096 to1
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Bank Indebtedness and Other Financings

Our bank indebtedness and other financings as at March 31, 2017 were $75 million, an increase of $17 million from
December 31, 2016. The increase was primarily the result of borrowings to fund development activity and land
acquisitions, partially offset by repayments made on our Canadian facilities. Our bank indebtedness 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. As of March 31, 2017, the weighted average interest rate on our bank indebtedness and
other financings was 3.2% (December 31, 2016 — 4.2%).

The debt maturing in 2017 and onwards is expected to either be refinanced or repaid from home and/or lot closings over
this period. Additionally, as at March 31, 2017, we had bank indebtedness capacity of $554 million that was 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.

Bank indebtedness and other financings consists of the following:

As at
March 31 December 31
(US$ millions) 2017 2016
Bank indebtedneSS (8) ....ccvveveeiuiiiiiesie et $ 53 $ 2
Secured vendor take back (“VTB”) mortgages (D) ......coovovvveiieiiniiinece, 22 51
Project-specific fiINANCINGS (C) ...eviivveiiiiiiiiiie e — 5
$ 75 $ 58

(a) Bank indebtedness

(i) The Company has four secured credit facilities (December 31, 2016 — four secured credit facilities) with various
Canadian banks with outstanding amounts totalling $8 million at March 31, 2017 (December 31, 2016 — $2
million). The secured facilities are repayable in Canadian dollars in the amount of C$11 million at March 31,
2017 (December 31, 2016 — C$3 million). These facilities allow the Company to borrow up to approximately
C$565 million (US$424 million) as at March 31, 2017 (December 31, 2016 — C$565 million (US$420 million)).
The credit facilities bear interest between Canadian prime plus 0.50% to 0.75% for any amounts drawn. The
facilities are secured by fixed and floating charges over the land and housing inventory assets of our Alberta
and Ontario operations and a general charge over the property of Brookfield Residential (Alberta) LP and
Brookfield Residential (Ontario) LP, both wholly-owned subsidiaries of the Company.

Three of the credit facilities are denominated in Canadian dollars and require Brookfield Residential (Alberta)
LP, a wholly-owned subsidiary of the Company, to maintain a minimum tangible net worth of C$370 million and
a debt to equity ratio of no greater than 1.75 to 1. At March 31, 2017, we were in compliance with all of our
covenants relating to bank indebtedness. The following table reflects Brookfield Residential (Alberta) LP’s
tangible net worth and debt to equity ratio covenants:

Actual as at

March 31
(C$ millions, except ratios) Covenant 2017
Minimum tangible net Worth ... C$ 370 C$ 884
Maximum debt 10 eqUItY .......oooiiiiiii 1.75 to1 0.1 to1

The one remaining Canadian dollar denominated facility requires Brookfield Residential (Ontario) LP, a wholly-
owned subsidiary of the Company, to maintain a minimum tangible net worth of C$75 million and a debt to
equity ratio of no greater than 1.75 to 1. At March 31, 2017, we were in compliance with all of our covenants
relating to bank indebtedness. The following table reflects Brookfield Residential (Ontario) LP's tangible net
worth and debt to equity ratio covenants:

Actual as at

March 31

(C$ millions, except ratios) Covenant 2017
Minimum tangible Net Worth ..........cccccooiiviiieie e C$ 75 C$ 236
Maximum debt 1o eqUIty .......oooiiiiiiii 1.75 to1 0.0 to1

(ii) Brookfield Residential US Corporation, a wholly-owned subsidiary of the Company, as borrower, and the
Company, as the parent company to the borrower, has a $275 million unsecured Revolving Credit Facility with
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various lenders. Interest is charged on the facility at a rate equal to either the adjusted LIBOR plus the applicable
rate between 1.88% and 2.25% per annum or the alternate base rate (“ABR”) plus the applicable rate between
0.88% and 1.25% per annum, at the option of the borrower.

The credit facility contains certain restrictive covenants including limitations on liens, dividends and other
distributions, investments in subsidiaries and joint ventures that are not party to the loan, fundamental changes,
sale leasebacks, modifications of material agreements, and certain financial covenants as discussed below.

The facility requires the Company and Brookfield Residential US Corporation to maintain a minimum
consolidated tangible net worth of $1,104 million, as well as a consolidated net debt to book capitalization of
no greater than 65%. As at March 31, 2017, the Company and Brookfield Residential US Corporation were in
compliance with all of our covenants relating to this facility. The following table reflects consolidated tangible
net worth and consolidated net debt to capitalization as directed by the covenants:

Actual as at

March 31
(US$ millions, except ratios) Covenant 2017
Minimum tangible net Worth ...............cccoeieiiciiceceeceeee e, $ 1,104 $ 1,814
Maximum net debt to capitalization ..............ccccciiiiiii 65% 49%

The Company had $45 million of borrowings outstanding under the Revolving Credit Facility at March 31, 2017
(December 31, 2016 — no borrowings outstanding).

(b) Secured VTB mortgages

Atotal of three secured VTB mortgages (December 31, 2016 — 13 secured VTB mortgages) in the amount of $4 million
(December 31, 2016 — $37 million) relate to raw land held for development by Brookfield Residential (Alberta) LP and
Brookfield Residential (Ontario) LP. This debt is repayable in Canadian dollars of C$6 million (December 31, 2016 — C
$50 million). The interest rate on this debt ranges from prime plus 2.0% to fixed rates ranging from 2.21% to 5.0% and
the debt is secured by related land. As at March 31, 2017, these borrowings are not subject to financial covenants.

Five secured VTB mortgages (December 31, 2016 — Five secured VTB mortgages) in the amount of $18 million
(December 31, 2016 — $14 million) relate to raw land held for development by Brookfield Homes Holdings LLC, a wholly-
owned subsidiary of the Company. The interest rate on the debt ranges from fixed rates of 2.0% to 7.0% and the debt
is secured by related land. As at March 31, 2017, these borrowings are not subject to any financial covenants.

(c) Project-specific financings

At March 31, 2017, the Company had no outstanding project-specific financings (December 31, 2016 - $5 million). The
outstanding borrowings at December 31, 2016 were repayable in Canadian dollars of C$7 million and were not subject
to any financial covenants.

Net Debt to Capitalization Calculation

Brookfield Residential’s net debt to total capitalization ratio is defined as total interest-bearing debt less cash divided by
total capitalization. We define capitalization to include total equity and interest bearing debt, less cash.

Our net debt to total capitalization ratio as at March 31, 2017 and December 31, 2016 is as follows:

As at

March 31 December 31

(US$ millions) 2017 2016
Bank indebtedness and other financings ...........cccceeieiiiieece i, $ 759 58
NOtes payable ... 1,618 1,615
Total interest bearing debt ... 1,693 1,673
LESS: CASN e (37) (94)
1,656 1,579

B o)== U U UU R 1,814 1,784
Total CapitaliZation ...........cooocueeeieee e $ 3470 $ 3,363
Net debt to total capitalization ... 48% 47%
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Credit Ratings

Our access to financing depends on, among other things, suitable market conditions and the maintenance of suitable
long-term credit ratings. Our credit ratings may be adversely affected by various factors, including increased debt levels,
decreased earnings, declines in our customer demand, increased competition, a further deterioration in general economic
and business conditions and adverse publicity. Any downgrades in our credit rating may impede our access to capital
markets or raise our borrowing rates. We are currently rated by two credit rating agencies, Moody’s and Standard &
Poor’s (“S&P”). We are committed to maintaining these ratings and improving them further over time. Our credit ratings
at March 31, 2017 and at the date of this report were as follows:

Moody’s S&P
COorporate ratiNg ......eeociei e B1 B
OUHIOOK .ttt sttt e et e e an Stable Stable

Creditratings are intended to provide investors with an independent measure of the credit quality of an issuer of securities.
Agency ratings are subject to change, and there can be no assurance that a rating agency will rate us and/or maintain
our rating.

Cash Flow

Our principal uses of working capital include acquisitions 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-specific and other credit facilities and proceeds from potential future debt issues or equity offerings, if required.

At March 31, 2017, we had cash and cash equivalents of $37 million, compared to $94 million at December 31, 2016.

The net cash flows for the three months ended March 31, 2017 and 2016 were as follows:

Three Months Ended March 31
(US$ millions) 2017 2016
Cash flows used in operating activities . $ (70) $ (137)
Cash flows used in investing activities (5) 3)
Cash flows provided by financing activities ..........cccccooiiiiiiii e 17 80
Effect of foreign exchange rates on cash . 1 —
$ (57) $ (60)

Cash Flow Used in Operating Activities

Cash flows used in operating activities during the three months ended March 31, 2017 totalled $70 million, compared
to $137 million for the same period in 2016. During the three months ended March 31, 2017, cash used in operating
activities was impacted by our net income, an increase in land and housing inventory due to strategic land purchases,
development activity and construction of homes, a decrease in receivables and other assets, and a decrease in accounts
payable and other liabilities. Acquisitions for the three months ended March 31, 2017 totalled $61 million consisting of
$26 million in Canada, $23 million in California and $12 million in Central and Eastern U.S. During the three months
ended March 31, 2016, cash used in operating activities was impacted by our net income, an increase in land and
housing inventory due to strategic land purchases and development activity, a decrease in receivables and other assets,
and a decrease in accounts payable and other liabilities. Acquisitions for the three months ended March 31, 2016 totalled
$78 million consisting of $22 million in Canada, $22 million in California and $34 million in Central and Eastern U.S.

Cash Flow Used in Investing Activities

During the three months ended March 31, 2017, cash flows used in investing activities totalled $5 million compared to
$3 million for the same period in 2016. During the three months ended March 31, 2017, we invested $11 million in
unconsolidated entities, primary in our California and Phoenix joint ventures, which was partially offset by a decrease
in restricted cash balances of $2 million as well as an increase in dividend income from our held-to-maturity investment.
During the three months ended March 31, 2016, we invested $6 million in unconsolidated entities, primarily in our
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California joint ventures, which was partially offset by a reduction in restricted cash balances of $1 million and distributions
from unconsolidated entities of $2 million.

Cash Flow Provided by Financing Activities

Cash provided by our financing activities for the three months ended March 31, 2017 was $17 million, compared to $80
million in the same period in 2016. The cash provided by our financing activities during the three months ended March
31, 2017 was primarily from borrowings under bank indebtedness of $51 million. This was partially offset by net
repayments under project-specific debt other financings of $33 million. This was in contrast to net drawings under project-
specific and other financings of $11 million as well as borrowings under bank indebtedness of $69 million during the
three months ended March 31, 2016.

Contractual Obligations and Other Commitments

A summary of our contractual obligations and purchase agreements as at March 31, 2017 is as follows:

Payment Due By Period

Less than 1-3 3-5 More than
(US$ millions) Total 1 Years Years Years 5 Years
Notes payable!™ ..o, $ 1,638 $ — 3 600 $ 500 $ 538
Interest on notes payable .................... 589 103 207 168 111
Secured VTB mortgages®® ................ 22 16 2 4 —
Bank indebtedness®® ... 53 47 6 — —
Accounts payable and other liabilities 480 480 — — —
Operating lease obligations® ............. 58 6 14 12 26
Purchase agreements® ........................ 39 30 8 1 —

(1) Amounts are included on the condensed consolidated balance sheets and exclude transaction costs. See Note 8 to the condensed
consolidated financial statements for additional information regarding unsecured senior notes payable.

(2) Amounts are included on the condensed consolidated balance sheets. See Note 9 to the condensed consolidated financial
statements for additional information regarding bank indebtedness and other financings and related matters.

(3) Amounts do notinclude interest due to the floating nature of our debt. See Note 9 to the condensed consolidated financial statements
for additional information regarding our floating rate debt.

(4) Amounts are included on the condensed consolidated balance sheets. See Note 10 to the condensed consolidated financial
statements for additional information regarding accounts payable and other liabilities.

(5) Amounts relate to non-cancellable operating leases involving office space, design centres and model homes. See Note 16 to the
condensed consolidated financial statements for additional information regarding lease agreements.

(6) See Note 16 to the condensed consolidated financial statements for additional information regarding purchase agreements.

Shareholders’ Equity

At April 27,2017, 129,756,910 Common Shares in the capital of the Company were issued and outstanding. In addition,
Brookfield Residential has a stock option plan under which key officers and employees are granted options to purchase
Non-Voting Class B Common Shares or settle the options in cash at the option of the holder. Each option granted can
be exercised for one Non-Voting Class B Common Share or settled in cash for the fair value of one Common Share at
the date of exercise. At April 27, 2017, 9,321,886 options were outstanding under the stock option plan.

There was no change in the Company's Common Shares outstanding for the three months ended March 31, 2017 or
the three months ended March 31, 2016.

During the year ended December 31, 2016, the Company issued 15,856,236 Common Shares in exchange for the
purchase of Class B Junior Preferred Shares of Brookfield BPY Holdings Inc. ("preferred shares"). See Note 6 to the
condensed consolidated financial statements for additional information regarding the preferred shares.
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Off-Balance Sheet Arrangements

In the ordinary course of business, and where market conditions permit, we enter into land and lot option contracts and
invest in 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 ownership and development and reduces our capital and financial commitments.
As of March 31, 2017, we had $86 million of primarily non-refundable option deposits and advanced costs. The total
remaining exercise price of these options was $118 million. Pursuant to the guidance in the United States Financial
Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 810 Consolidation, as described
in Note 2 “Land and Housing Inventory” to our condensed consolidated financial statements included elsewhere in this
interim report, we have consolidated $43 million of these option contracts where we consider the Company holds the
majority economic interest in the assets held under the options.

We also own 9,367 lots and control under option 1,328 Iots through our proportionate share of unconsolidated entities.
As of March 31, 2017, our investment in unconsolidated entities totaled $321 million. We have provided varying levels
of guarantees of debt in our unconsolidated entities. As of March 31, 2017, we had recourse guarantees of $46 million
with respect to debt in our unconsolidated entities. During the three months ended March 31, 2017, we did not make
any loan re-margin repayments on the debt in our unconsolidated entities. Please refer to Note 3 “Investments in
Unconsolidated Entities” to our condensed consolidated financial statements included later in this interim report for
additional information about our investments in unconsolidated entities.

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 March 31, 2017, we had $58 million in letters of credit outstanding and $469 million in performance
bonds for these purposes. The estimated costs to complete related to our letters of credit and performance bonds at
March 31, 2017 are $29 million and $167 million, respectively.

Transactions Between Related Parties

Related parties include the directors, executive officers, director nominees or 5% shareholders, and their respective
immediate family members. There are agreements among our affiliates to which we are a party or subject to, including
a name license and an unsecured revolving credit facility. The Company'’s significant related party transactions as at
and for the three months ended March 31, 2017 and for the year ended December 31, 2016 were as follows:

«  During the three months ended March 31, 2017, the Company paid $7 million to Brookfield Asset Management Inc.
for Canadian tax credits (three months ended March 31, 2016 - $0.3 million). These transactions were recorded at
the exchange amount.

«  During the year ended December 31, 2016, the Company announced the purchase of $300 million of preferred
shares of Brookfield BPY Holdings Inc. from a subsidiary of Brookfield Asset Management Inc. in exchange for
Common Shares of the Company. During the three months ended March 31, 2017, the Company received $4 million
of dividends from the preferred shares (three months ended March 31, 2016 - $nil).

*  During the year ended December 31, 2016, the Company acquired a 23.75% undivided interest in a joint venture
in Ontario from a subsidiary of the Company's sole shareholder, Brookfield Asset Management Inc., for cash
consideration of $36 million. Brookfield Asset Management Inc. indirectly controlled the 23.75% undivided interest
in the joint venture prior to the transaction and continues to control the undivided interest in the joint venture
subsequent to the transaction through its interests in the Company. As a result of this continuing common control,
there is insufficient substance to justify a change in the measurement of the undivided interest in the joint venture.
Accordingly, the Company has reflected the transaction in its balance sheet and statement of operations using the
carrying values prior to the transaction. Differences between the carrying amount of the consideration given and
the carrying amount of the undivided interest transferred has been recorded directly in additional paid-in-capital.
The undivided interest in the joint venture agreement is accounted for in accordance with the equity method as an
investment in unconsolidated entities.

*  During the year ended December 31, 2016, the Company entered into a $170 million deposit agreement with a
subsidiary of Brookfield Asset Management Inc. The principal was repayable on demand and interest was charged
on the principal at a rate of one month LIBOR plus 0.55%. During the year ended December 31, 2016, the entire
balance was repaid and interest of $1 million was incurred and paid relating to this deposit.

* In 2014, the Company purchased the tax attributes of a subsidiary of Brookfield Asset Management Inc. in
consideration for a $29 million non-interest bearing promissory note. During the three months ended March 31,
2016, the remaining balance of this note was repaid. These transactions were recorded at the exchange amount.
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Non-GAAP Measures

Gross margin percentage on land and home sales are non-GAAP financial measures and are defined by the Company
as gross margin of land and homes over respective sales of land and homes. Management finds gross margin percentage
to be an important and useful measurement, as the Company uses it to evaluate its performance and believes it is a
widely accepted financial measure by users of its financial statements in analyzing its operating results. Gross margin
percentage also provides comparability to similar calculations by its peers in the homebuilding industry. Additionally,
gross margin percentage is important to the Company’s management because it assists its management in making
strategic decisions regarding its construction pace, product mix and product pricing based upon the profitability generated
on homes and land actually delivered during previous periods. However, gross margin percentage as presented may
not be fully comparable to similarly titled measures reported by other companies because not all companies calculate
this metric in an identical manner.

This measure is not intended to represent GAAP gross margin percentage and it should not be considered in isolation
or as a substitute for measures of performance prepared in accordance with GAAP.
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CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

(Unaudited)
As at
March 31 December 31
Note 2017 2016
Assets
Land and housing INVENTOTY .........ooeeoieeeee e 2 $ 2,959,666 $ 2,848,230
Investments in unconsolidated entities ...................ccooeiiiiei. 3 321,080 343,543
Commercial ProPertieS ..........cceeiieiieiiieeee e 4 33,588 32,880
Receivables and other assets ..............cccoccvieeiicciiec e 5 251,256 253,283
Held-to-maturity investment ..................ooooiiii i 6 300,000 300,000
Restricted cash ..........cccccoiiiiiiiccce e 7 3,135 4,932
Cash and cash equivalents .............cccooeviiiiieiiiee e 37,271 94,187
Deferred income tax a@ssets ..........ccccooooieiiiiieecie e 11 81,192 79,580
Total @SSELS .....viiceiiiiic e $ 3,987,188 $ 3,956,635
Liabilities and Equity
NOLES PAYADIE ...ttt ettt ettt 8 $ 1,617,828 $ 1,615,205
Bank indebtedness and other financings ............cccccccccoeviiiieiiiinnee. 9 75,335 57,442
Accounts payable and other liabilities ..............cccccceoiviiiiiiiiieee 10 479,682 499,538
Total HabilItIeS ..........ooveieieee e 2,172,845 2,172,185
Common Shares — 129,756,910 shares outstanding
(December 31, 2016 — 129,756,910 shares outstanding) .................. 13 626,594 626,594
Additional paid-in-capital ...........cccccieiiiii e 13 367,433 367,433
Retained earnings ........oooiiiiiiiieeeeeeeeee e 913,024 897,451
Non-controlling interest .............ooooieiiiii e 12 50,885 43,387
Accumulated other comprehensive 0SS ..........cccccceviveiiiiieiiiciieen. (143,593) (150,415)
Total @QUILY ..ot 1,814,343 1,784,450
Total liabilities and equity ...........ccceeviiieriiiiece e $ 3,987,188 $ 3,956,635
Commitments, contingent liabilities and other ................cccocoieiiiiinnnen. 16
(CTUE ] =T ] (<Y ORR 17
See accompanying notes to the condensed consolidated financial statements
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(all dollar amounts are in thousands of U.S. dollars, except per share amounts)

(Unaudited)
Three Months Ended March 31
Note 2017 2016

Revenue

HOUSING +.veeeeeee ettt ettt ettt ettt et n e $ 306,695 $ 238,857

LaNd s 31,619 27,632

B o) €= 1 (SNVZ=T o [ 1Y 338,314 266,489
Direct Cost of Sales

HOUSING ittt (249,716) (195,665)

LaNd o e (14,639) (18,217)

Total direct cost Of SAlES ......ceveiiiieiiiiee e (264,355) (213,882)
GrOSS MAMGIN ...oeiiiiiieeeiee et e et e e e e e e e e e e e s e e e e e e saaeeeeeas 73,959 52,607
Selling, general and administrative expense ...............ccccoceeveeiiiiieenennn. (51,006) (44,999)
INtErest EXPENSE ....oiiiiiie e (14,564) (14,319)
Equity in earnings from unconsolidated entities ...............ccooiiiininnn. 3 1,531 1,920
(@)1 aT=T o [o70] o 0 1= TSR 4,865 3,021
DeprecCiation .........c.eeiiiiiii e (982) (828)
Income (Loss) Before Income Taxes 13,803 (2,598)

Current income tax recovery / (EXPENSE) .....ceeeereeeerieeeeenieeenieee e 11 774 (370)

Deferred incCome taxX reCoOVErY ..........oooiiiiiiiiiiiiiiiee e 11 907 2,867
Net INCOME / (LOSS) ....ooviiiiiiiii e 15,484 (101)
Other Comprehensive Income / (Loss)
Unrealized foreign exchange gain / (loss) on:

Translation of the net investment in Canadian subsidiaries .............. 8,547 55,033

Translation of the Canadian dollar denominated debt designated as

a hedge of the net investment in Canadian subsidiaries ................... (1,725) (11,575)
Comprehensive INCOME ............c..oocueeeeeeiiiiieeeee e $ 22,306 $ 43,357
Net Income / (Loss) Attributable To:

(07eTgT-To1 1o F=1 =Y SO S $ 15,484 $ (101)

Non-controlling INtEerest ............oocceeiiiiiieeee e 12 (89) (76)

Brookfield Residential ............cccoooiiiiiiiiiiee e $ 15,573 $ (25)
Comprehensive Income / (Loss) Attributable To:

CONSONAAIEA ..o et e e e e et e e e $ 22,306 $ 43,357

Non-controlling iNterest ............ccoouiiiiiiiceee e 12 (89) (76)

Brookfield Residential ..........ccccueeeeeiiiiiiiiiiiieeeeeeeeeeeeee e $ 22,395 $ 43,433
Common Shareholders Earnings Per Share

BaASIC .ottt et e rea 15 $ 012 $ 0.00

D111 T SRR 15 $ 012 $ 0.00
Weighted Average Common Shares Outstanding (in thousands)

BaSIC oottt 15 129,757 113,901

DIIULEA . 15 129,757 113,901

See accompanying notes to the condensed consolidated financial statements
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(Unaudited)
Three Months Ended March 31
Note 2017 2016

Common Shares 13

Opening balanCe ...........ccooeeviiiiiiieiie e $ 626,594 $ 326,594

Issuance of Common Shares .............cccccvveeeieeecieeeceeeeeeeee — —

Ending balance .............ccccooiiiiii e 626,594 326,594
Additional Paid-in-Capital

Opening balanCe ...........ccouveviiiiiiiie e 367,433 399,035

Share-based compensation COStS ...........ccccooevevieeeiiiciieee e, — —

ENding balanCe ... 367,433 399,035
Retained Earnings

Opening balanCe .............ocoeeviiieieecee e 897,451 751,249

Net income / (loss) attributable to Brookfield Residential ............. 15,573 (25)

Ending balance .............cccooiiiiiieee e 913,024 751,224
Accumulated Other Comprehensive Loss

OpeninNg balanCe ..........cocoeeeeieieeeee e (150,415) (169,186)

Other comprehensive iNCOME ..., 6,822 43,458

Ending balance .............cccccoooiiioi e (143,593) (125,728)
Total Brookfield Residential Equity ....................cccccceeeiviiinneennnn, $ 1,763,458 $ 1,351,125
Non-Controlling Interest 12

OPENING DAIANCE .......ooeeeeeeeeeee et $ 43,387 $ 43,719

ACQUISITIONS ... 7,587 —

Net loss attributable to non-controlling interest ................cc.......... (89) (76)

(070] 01141 01U LT ] o - — —

Ending balance ...........cccccooiiiiiiiiiie e $ 50,885 $ 43,643
Total EQUItY ... $ 1,814,343 $ 1,394,768

See accompanying notes to the condensed consolidated financial statements
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Cash Flows Provided by / (Used in) Operating Activities

NELINCOME / (IOSS) ... e e
Adjustments to reconcile net income / (loss) to net cash used in

operating activities:

Undistributed earnings from unconsolidated entities ...................cccc..c......
Deferred inCOmMe taX rECOVEIY ............oeiiiiiiiiiie et
Share-based compensation COStS ...........c...cooooiiiiiiiiii e
DeprecCiation ...........cccveiiiiiiiieiee e

Amortization of non-cash interest

Dividend income on held-to-maturity investment ...................coocoeieeeiiinns

Changes in operating assets and liabilities:
Decrease in receivables and other assets

Decrease in accounts payable and other liabilities ..................cccccceeeene
Net cash used in operating activities ................cccocoooiiiiiiiceci e

Cash Flows Provided by / (Used in) Investing Activities
Investments in unconsolidated entities

Change inrestricted Cash ..........cc.ooooiiiiiiie e
Dividend income on held-to-maturity investment ...................cccccoeeeiiine
Net cash used in investing activities .................ccccccooiiiiiiieiii

Cash Flows Provided by / (Used in) Financing Activities

Drawings under project-specific and other financings .............c.cccccccoo.
Repayments under project-specific and other financings ..........................
Drawings on bank indebtedness ............ccccoceiiiiiiiiiie e,
Net cash provided by financing activities .............ccccccco e
Effect of foreign exchange rates on cash and cash equivalents ..................
Change in cash and cash equivalents .................ccccoooveeiiiiee e
Cash and cash equivalents at beginning of period ..............ccccoeviiiiiiienenn.
Cash and cash equivalents at end of period .................ccoooiiiiiiiiii

Supplemental Cash Flow Information

Cashinterest Paid ..............oooiiioeeeee e
Cash taxes PAId ...........ocoviiiiiie e

Increase in land and housing inventory .................cccooiiiiiiiiic e

Increase in commercial Properties ............ccccooeoieeiiiieeecee e

See accompanying notes to the condensed consolidated financial statements
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(Unaudited)
Three Months Ended March 31

2017 2016
15,484 § (101)
(1,173) (1,875)
(907) (2,867)
2,743 4,129
982 828
920 52
(4,202) —
1,776 31,618
(57,564) (139,782)
(27,626) (29,138)
(69,567) (137,136)
(10,831) (5,816)
219 2,000
(616) —
1,797 602
4,202 —
(5,229) (3,214)
5,523 16,657
(39,057) (5,299)
50,819 68,736
17,285 80,094
595 144
(56,916) (60,112)
94,187 100,329
37,271 § 40,217
16,452 § 15,921
6,541 $ 2,612
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BROOKFIELD RESIDENTIAL PROPERTIES INC.
NOTES TO THE CONDENSED 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 is a wholly-owned subsidiary of Brookfield Asset Management Inc. and has been developing land and building
homes for over 50 years.

The accompanying condensed 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, its subsidiaries, investments in unconsolidated entities and variable interest entities in which the
Company is the primary beneficiary. All intercompany accounts, transactions and balances have been eliminated upon
consolidation.

All dollar amounts discussed herein are in U.S. dollars and in thousands, unless otherwise stated. Amounts in Canadian
dollars are identified as “C$.”

(b) 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 reasonably
assured. Revenues from the sale of homes are recognized when title passes to the purchaser upon closing, wherein all
proceeds are received or collectability is reasonably assured. In certain circumstances, when title transfers but material
future development is required, the percentage-of-completion method is used to recognize revenue.

The Company grants homebuyers sales incentives from time-to-time in order to promote sales of its homes. These
incentives will vary by type and by amount on a community-by-community and home-by-home basis. Incentives that
impact the value of the home or the sales price paid, such as additional options, are reflected as a reduction to sales
revenue. Incentives that are paid to an outside party, such as paying some or all of a homebuyer’s closing costs, are
recorded as cost of sales. Incentives are recognized at the time title passes to the homebuyer and the sale is recognized.

(c) Land and Housing Inventory

(i) Carrying values: Inventories consist of land held for development, land under development, homes under
construction, completed homes and model homes and are stated at cost, net of impairment losses. In accordance
with the United States Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”)
Topic 360 Property, Plant and Equipment, land and housing assets owned directly by the Company are reviewed
for recoverability on a regular basis; the Company assesses these assets no less than quarterly for recoverability
and whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Indicators of impairment include, but are not limited to: significant decreases in local housing market
values and selling prices of comparable homes; significant decreases in gross margins and sales absorption rates;
accumulation of costs in excess of budget; actual or projected operating or cash flow losses; and current expectations
that a real estate asset will more likely than not be sold before its previously estimated useful life. For communities
where the current competitive and market dynamics indicate that these factors may be other than temporary, which
may call into question the recoverability of the Company’s investment, a formal impairment analysis is performed.
The formal impairment analysis consists of both qualitative competitive market analysis and a quantitative analysis
reflecting market and asset specific information.

The qualitative competitive market analysis includes review of factors such as the target buyer and the
macroeconomic characteristics that impact the performance of the Company’s assets, such as unemployment and
the availability of mortgage financing, among other things. Based on this qualitative competitive market analysis,
adjustments to sales prices may be required in order to make the Company’s communities competitive. The Company
incorporates these adjusted prices in the quantitative analysis for the specific community.

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 land and housing inventory, the Company
estimates the cash flow for the life of each project. Specifically, on a land project, the Company estimates the timing
of future land sales and the estimated revenue per lot, as well as estimated margins with respect to future land
sales. 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. For the land and housing 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
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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 2017 generally
assume recent sales activity and normalized sales rates beyond 2017. In some instances, the Company may
incorporate a certain level of inflation or deflation into the projected revenue and cost assumptions for these longer
term projects. Management identifies potentially impaired land and housing 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.

Due to uncertainties in the estimation process, particularly with respect to projected home sales prices and absorption
rates, the timing and amount of the estimated future cash flows and discount rates, it is reasonably possible that
actual results could differ from the estimates used in the impairment analysis. Assumptions about future home sales
prices and absorption rates require significant judgment because the residential homebuilding industry is cyclical
and is highly sensitive to changes in economic conditions. Because the projected cash flows used to evaluate the
fair value of inventory are significantly impacted by changes in market conditions including reduced sales prices, a
change in sales prices or changes in absorption estimates based on current market conditions and management's
assumptions relative to future results could lead to additional impairments in certain communities during any given
period.

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.

(i) Capitalized costs: In addition to direct land acquisitions, land development and improvement costs and home
construction costs, costs also include interest, real estate taxes and direct overhead related to development and
construction, which are capitalized to inventory during the period beginning with the commencement of development
and ending with the completion of construction or development.

The Company capitalizes certain interest costs to qualified inventory during the development and construction period
in accordance with ASC Topic 835-20 Capitalization of Interest. Capitalized interest is charged to cost of sales when
the related inventory is delivered. Interest incurred on home building indebtedness in excess of qualified inventory,
as defined in ASC 835-20, is charged to the condensed consolidated statement of operations in the period incurred.

(d) Commercial Properties

Commercial properties include any properties that are currently leased out by Brookfield Residential and produce leasing
revenue for the Company. Acquisitions of operating commercial properties are accounted for utilizing the acquisition
method of accounting. Estimates of future cash flows and other valuation techniques are used to allocate the purchase
price of acquired property between land, buildings and improvements, equipment, debt, liabilities assumed and
identifiable intangible assets and liabilities, if applicable. Expenditures for significant betterments and improvements are
capitalized. Maintenance and repairs are charged to expense when incurred. Construction and improvement costs
incurred in connection with the development of new properties or the redevelopment of existing properties are capitalized.
After initial recognition, commercial properties are carried at the cost basis less accumulated depreciation. Real estate
taxes and interest costs incurred during development periods are capitalized. Capitalized interest costs are based on
qualified expenditures and interest rates in place during the development period. Capitalized real estate taxes and
interest costs are amortized over lives which are consistent with the developed assets.

Pre-development costs, which generally include legal and professional fees and other directly-related third party costs,
are capitalized as part of the property being developed. In the event a development is no longer deemed to be probable,
the costs previously capitalized are expensed.

Depreciation of commercial property is recorded over the estimated useful life using the straight-line method.
(e) Assets Held for Sale

Long-lived assets and groups of assets and liabilities which are considered to be disposal groups are presented as
assets held for sale when the criteria in ASC Topic 360 Property, Plant and Equipment are met. Assets are reclassified
as held for sale when management commits to a plan to sell the asset, the asset is available for immediate sale in its
present condition subject to usual and customary terms, an active program to find a buyer is in place, the sale of the
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asset is probable within one year, the asset is being actively marketed at a price that is reasonable in relation to its fair
value and it is unlikely that significant changes to the plan will be made.

While classified as held for sale, assets are carried at the lower of their carrying value and the fair value less costs to
sell. Assets held for sale are not depreciated.

() 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 and
homes 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.

(9) 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 particular 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. Significant areas where judgment is applied include asset valuations, investments in unconsolidated entities,
assessment of variable interest entities, assets and liabilities associated with assets held for sale, tax provisions, warranty
costs, valuation of financial instruments, deferred income tax assets and liabilities, accrued liabilities, contingent liabilities
including litigation and the purchase price allocated to the assets acquired and the liabilities assumed of an acquisition.
Actual results could differ materially from these estimates.

(h) 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.

(i) Restricted Cash

Restricted cash includes cash collateralization of development letters of credit, as well as funds in various cash accounts
reserved for letters of credit, guarantees on completion of certain improvements, and guarantees on future insurance
loss deductible payments.

() Income Taxes

Income taxes are accounted for in accordance with ASC Topic 740 Income Taxes. The provision for, or benefit from,
income taxes is calculated using the asset and liability method, under which deferred tax assets and liabilities are
recorded based on the difference between the financial statement and tax basis of assets and liabilities using enacted
tax rates in effect for the years in which the differences are expected to reverse.

Provisions (benefits) for federal, state and provincial income taxes are calculated on reported pretax income (losses)
based on current tax law and also include, in the applicable period, the cumulative effect of any changes in tax rates
from those used previously in determining deferred tax assets and liabilities. Such provisions (benefits) differ from the
amounts currently receivable or payable because certain items of income and expense are recognized for financial
reporting purposes in different periods than for income tax purposes. Significant judgment is required in determining
income tax provisions (benefits) and evaluating tax positions. The Company establishes reserves forincome taxes when,
despite the belief that its tax positions are fully supportable, it believes that its positions may be challenged and disallowed
by various tax authorities. The consolidated tax provisions (benefits) and related accruals include the impact of such
reasonably estimable disallowances as deemed appropriate. To the extent that the probable tax outcome of these matters
changes, such changes in estimates willimpact the income tax provision (benefit) in the period in which such determination
is made.

In accordance with ASC Topic 740, the Company assesses on a quarterly basis the realizability of its deferred tax assets.
Significant judgment is required in estimating valuation allowances for deferred tax assets. A valuation allowance is
established against a deferred tax asset if, based on the available evidence, it is more-likely-than-not that such asset
will not be realized. The Company’s assessment includes evaluating the following significant factors: an assessment of
recent years’ profitability and losses which considers the nature, frequency, and severity of current and cumulative losses;
management’s forecasts or expectation of profits based on margins and volumes expected to be realized; the long
duration of five to twenty years or more in all significant operating jurisdictions before the expiry of net operating losses,
and taking into consideration that a portion of the deferred tax asset is composed of deductible temporary differences
that are not subject to an expiry period until realized under tax law.

The Company bases its estimate of deferred tax assets and liabilities on current tax laws and rates and, in certain cases,
on business plans and other expectations about future outcomes. Changes in existing tax laws or rates could affect
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actual tax results, and future business results may affect the amount of deferred tax liabilities or the valuation of deferred
tax assets over time. The Company’s accounting for deferred tax assets represents its best estimate of future events
using the guidance provided by ASC Topic 740.

(k) Share-Based Compensation

The Company accounts for option grants and deferred share unitgrants in accordance with ASC Topic 718 Compensation-
Stock Compensation.

All options granted under the Management Share Option Plan have exercise prices equal to the assessed market value
of the Company’s Common Shares on the grant date, determined in accordance with the Company’s Management Share
Option Plan. Participants in the Management Share Option Plan can exercise their options to purchase Non-Voting Class
B Common Shares at the exercise price or settle the options in cash at the option of the holder as options vest. The
Company records the options as a liability and they are disclosed in accounts payable and other liabilities. The fair value
of the options is determined and a true-up for compensation costs is recorded each reporting period for the changes in
fair value prorated for the portion of the requisite service period rendered. The Company determines the fair value of
the options using the Black-Scholes option pricing model.

The Company records the deferred share units as a liability and they are disclosed in accounts payable and other
liabilities.

See Note 14 “Share-Based Compensation” for further discussion.

()  Foreign Currency Translation

The functional and presentation currency of the Company is the U.S. dollar. Each of the Company’s subsidiaries, affiliates
and jointly controlled entities determines its own functional currency and items included in the financial statements of
each subsidiary and affiliate are measured using that functional currency. The Company’s Canadian operations are self-
sustaining and have a Canadian dollar functional currency. The financial statements of its self-sustaining Canadian
operations are translated into U.S. dollars using the current rate method.

Assets and liabilities of subsidiaries or equity accounted investees having a functional currency other than the U.S. dollar
are translated at the rate of exchange on the balance sheet date. Revenues and expenses are translated at average
rates for the period, unless exchange rates fluctuated significantly during the period, in which case the exchange rates
at the dates of the transaction are used. The resulting foreign currency translation adjustments are recognized in other
comprehensive income (“OCI”).

Foreign currency transactions are translated into the functional currency using exchange rates prevailing at the date of
the transactions. At the end of each reporting period, foreign currency denominated monetary assets and liabilities are
translated to the functional currency using the prevailing rate of exchange at the balance sheet date. Gains and losses
on translation of monetary items are recognized in the condensed consolidated statements of operations as otherincome /
(expense), except for those related to monetary liabilities qualifying as hedges of the Company’s investment in foreign
operations or certain intercompany loans to or from a foreign operation for which settlement is neither planned nor likely
to occur in the foreseeable future, which are included in OCI.

(m) Earnings Per Share

Earnings per share is computed in accordance with ASC Topic 260 Earnings Per Share. Basic earnings per share is
calculated by dividing net income attributable to Brookfield Residential by the weighted average number of Common
Shares outstanding for the period. Diluted earnings per share is calculated by dividing netincome attributable to Brookfield
Residential for the period by the average number of Common Shares outstanding including all potentially dilutive issuable
Non-Voting Class B Common Shares under the option plan.

(n) Advertising Costs

The Company expenses advertising costs as incurred, which are included in the condensed consolidated statements
of operations as selling, general and administrative expense.

(o) 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.
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(p) Variable Interest Entities

The Company accounts for its variable interest entities (“VIE”) in accordance with ASC Topic 810 Consolidation. The
decision to consolidate a VIE begins with establishing that a VIE exists. AVIE 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 impact 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 (i)
the power to direct the activities of a VIE that most significantly impact the VIE’s economic performance; and (ii) 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 that it has a controlling financial interest in certain VIEs which are included in these financial statements as
acomponent of “land and housing inventory”. The interests of others are included in accounts payable and other liabilities.
See Note 2 “Land and Housing Inventory” and Note 3 “Investments in Unconsolidated Entities” for further discussion on
the consolidation of land option contracts and unconsolidated entities.

(q) Derivative Financial Instruments and Risk Management Activities

The Company accounts for its derivative and hedging activities in accordance with ASC Topic 815 Derivatives and
Hedging, which 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 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 current earnings during the period of change. Income and/or expense from
changesinfair value oninterestrate swaps are recognized as an adjustment to other income. The exchanges of payments
on interest rate swap contracts are recorded as an adjustment to interest expense.

For hedges of net investments in foreign operations, any foreign exchange gains or losses on the hedging instrument
relating to the effective portion of the hedge are initially recorded in other comprehensive income. Gains and losses are
recognized in current earnings on the ineffective portion of the hedge, or when there is a disposal or partial disposal of
a foreign operation being hedged.

(r) Held-to-Maturity Investment

Held-to-maturity investment are recorded initially at fair value and are subsequently measured at amortized cost using
the effective interest method, less any applicable provision for impairment. A provision for impairment is established
when there is objective evidence that the Company will not be able to collect all amounts due according to the original
terms of the receivables. Dividends received on held-to-maturity investment are recorded as other income.

(s) Fair Value Instruments

The FASB’s authoritative guidance for fair value measurements establishes a three-level hierarchy based upon the
inputs to the valuation model of an asset or liability. The fair value hierarchy and its application to the Company’s assets
and liabilities is as follows:

» Level 1 - Valuation is based on quoted prices in active markets for identical assets and liabilities.

* Level 2 — Valuation is determined from quoted prices for similar assets or liabilities in active markets, quoted
prices for identical or similar instruments in markets that are not active, or by model-based techniques in which
all significant inputs are observable in the market.

*  Level 3—Valuationis derived from model-based techniques in which at least one significantinputis unobservable
and based on management’s estimates about the assumptions that market participants would use to value the
asset or liability.
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When available, the Company uses quoted market prices in active markets to determine fair value. The Company
considers the principal market and non-performance risks associated with its counterparties when determining the fair
value measurements, if applicable. Fair value measurements are used for its interest rate and equity swaps, as well as
for inventories when events and circumstances indicate that the carrying value may not be recoverable.

(t) Common Control Transactions

The Company accounts for the purchase and sale of assets between entities under common control in accordance with
ASC Topic 805 Business Combinations, which requires the Company to record assets and liabilities transferred between
entities under common control at carrying value. Differences between the carrying amount of the consideration given
or received and the carrying amount of the assets and liabilities transferred are recorded directly in additional paid-in-
capital.

(u) Recent Accounting Pronouncements

In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers” (“ASU 2014-09”). ASU 2014-09
provides a comprehensive model for entities to use in accounting for revenue arising from contracts with customers and
replaces most current revenue recognition guidance, including industry-specific guidance. ASU 2014-09 indicates that
an entity should recognize revenue when it transfers promised goods or services to customers in an amount that reflects
that consideration to which the entity expects to be entitled in exchange for those goods or services. This is achieved
through the application of a five-step model which requires entities to exercise judgmentin analyzing revenue transactions.
ASU 2014-09 is effective for public entities for annual and interim periods beginning after December 15, 2017. For all
other entities, the amendments in ASU 2014-09 are effective for fiscal years beginning after December 15, 2018, and
interim reporting periods within annual reporting periods beginning after December 31, 2019. Early adoption is permitted
and companies may use either a full retrospective or a modified retrospective approach when implementing the new
guidance. The Company is currently evaluating the exact impact of the adoption of ASU 2014-09 on the condensed
consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02, “Leases”. ASU 2016-02, codified in ASC 842, amends the existing
accounting standards for lease accounting, including requiring lessees to recognize most leases on their balance sheets
and makes targeted changes to lessor accounting. The new standard is effective for calendar periods beginning on
January 1, 2019, for public business entities and January 1, 2020, for all other entities. Early adoption of ASU 2016-02
is permitted. The new leases standard requires a modified retrospective transition approach for all leases existing at, or
entered into after, the date of initial application, with an option to use certain transition relief. The Company is currently
evaluating the impact of the adoption of ASU 2016-02 on the condensed consolidated financial statements.

In August 2016, the FASB issued ASU 2016-15, "Classification of Certain Cash Receipts and Cash Payments" (“ASU
2016-15"). ASU 2016-15 reduces the existing diversity in practice in financial reporting across all industries by clarifying
certain existing principles in ASC 230, "Statement of Cash Flows", including providing additional guidance on how and
what an entity should consider in determining the classification of certain cash flows. ASU 2016-15 is effective for public
entities for annual and interim periods beginning after December 15, 2018. For all other entities, the amendments in
ASU 2016-15 are effective for fiscal years beginning after December 15, 2019. The adoption of ASU 2016-15 is not
expected to have a material effect on the Company’s consolidated financial statements.

Note 2. Land and Housing Inventory

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

The following summarizes the components of land and housing inventory:

As at
March 31 December 31
2017 2016
Land held for development .............ccccoiiiiiiiiciiiece e $ 1,426,837 $ 1,358,924
Land under development .......oooovviiiiei e 897,773 908,906
HOUSING INVENTOTY .o 519,344 467,172
1Y [ Yo [=T I To] 4 == PSPPSR 115,712 113,228

$ 2,959,666 $ 2,848,230
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The Company capitalizes interest which is expensed as housing units and building lots are sold. Interest capitalized and
expensed during the three months ended March 31, 2017 and 2016 was as follows:

Three Months Ended March 31

2017 2016
Interest capitalized, beginning of period ..............cccccccieviiiii e, $ 175,590 $ 173,038
Interest capitalized .............ccooviiiiiiii s 12,562 11,823
Interest expensed to cost of sales .............cccooieiiiiiiicic e (8,778) (8,833)
Interest capitalized, end of PEriOd ............coocoveiiiii i $ 179,374 §$ 176,028

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. As such, the Company has advanced 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 $42.6 million (December 31, 2016 — $42.8 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 $42.6 million (December 31, 2016 —
$42.8 million) for the assumed third-party investment in the VIE. Where the land sellers are not required to provide the
Company with financial information related to the VIE, certain assumptions by the Company are 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 $85.6 million
(December 31, 2016 — $84.6 million) in connection with options that are not required to be consolidated in terms of the
guidance incorporated in ASC Topic 810. The total remaining exercise price of these options is $118.1 million
(December 31, 2016 — $121.8 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 investment in unconsolidated entities, and their respective dates of expiry and
aggregate exercise prices follow:

Number of Total Exercise

Years of Expiry Lots Price
20 R 138 $ 9,244
20 < TSRS 507 15,984
2 TSR P 3,341 41,906
20 U 330 9,096
20 RSP — —
JLILLLC == L) SR 1,907 41,851

6,223 $ 118,081

The Company holds agreements for a further 2,817 acres (December 31, 2016 — 2,817 acres) of longer-term land, with
non-refundable deposits and other entitlement costs of $6.6 million (December 31, 2016 — $6.5 million), which is included
in land and housing inventory that may provide additional lots upon obtaining entitlements with an aggregate exercise
price of $56.8 million (December 31, 2016 — $56.9 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

As part of its operations, the Company participates in joint ventures and partnerships to explore opportunities while
minimizing risk. As of March 31, 2017, the Company was involved with 12 unconsolidated entities (December 31, 2016
— 14 unconsolidated entities) in which it has less than a controlling interest. Investments in unconsolidated entities
includes $27.0 million (December 31, 2016 — $26.6 million) of the Company’s share of non-refundable deposits and
other entitlement costs in connection with 1,328 lots (December 31, 2016 — 1,328 lots) under option. The Company’s
share of the total exercise price of these options is $58.9 million (December 31, 2016 — $59.1 million). Summarized
financial information on a 100% basis for the combined unconsolidated entities follows:
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As at
March 31 December 31
2017 2016
Assets
Land and housing iNVENTOIY ........ooiiiiiiiie e $ 594911 $ 682,421
Investments in unconsolidated entities ...........cccueveieeeeiiiieiiiies 140,333 124,377
Other @SSEES ..ottt e e e e e e e e e e e e e e e nnnaeas 45,498 56,928

$ 780,742 § 863,726

Liabilities and Equity

Bank indebtedness and other financings ..........ccccciieiiiiiiiiee e $ 99,130 $ 96,199
Accounts payable and other liabilities ............ccccooiiiiiiiiiii 46,400 51,037
Brookfield Residential’s interest ...............ooeeiiiiieiieeeeeeee e 321,080 343,543
Others’ INTErEST ...t e e et e e e e 314,132 372,947

$ 780,742 § 863,726

Three Months Ended March 31

2017 2016
Revenue and Expenses
REVENUE ...ttt eaens $ 23,408 $ 24,031
Direct COSt OF SAIES ........eeeeiiieeeeee e (19,868) (21,037)
(493) (338)
$ 3,047 $ 2,656
$ 1,531 § 1,920

In reporting the Company’s share of net income, all intercompany profits from unconsolidated entities are eliminated on
lots purchased by the Company from 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.

The Company and/or its unconsolidated entity partners have provided varying levels of guarantees of debt of its
unconsolidated entities. At March 31, 2017, the Company had recourse guarantees of $45.9 million (December 31,
2016 — $53.4 million) with respect to debt of its unconsolidated entities.

Note 4. Commercial Properties

Commercial properties include any properties that are currently leased out by the Company and produce leasing revenue
for the Company. Commercial property assets are stated at cost, less accumulated depreciation. The Company’s
components of commercial properties consist of the following:

As at
March 31 December 31
2017 2016
COMMEICIAl PIrOPEITIES ...ttt ettt et e et et e et et e e e e e e neae s $ 33,929 $ 33,046
Less: accumulated depreciation ..............ccccooviiiiiii i (341) (166)
$ 33,588 § 32,880
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Note 5. Receivables and Other Assets

The components of receivables and other assets are summarized as follows:

As at
March 31 December 31
2017 2016
RECEIVADIES ...ttt e e $ 221,497 $ 218,328
OFNEE @SSEES  ooiiiiiiiii e r et aaaaaaaaean 29,759 34,955

$ 251,256 $ 253,283

The components of receivables are summarized as follows:

As at

March 31 December 31

2017 2016

Development recovery receivables (8) ........ccooririiiiiieiie e $ 90,012 § 90,506
Real estate receivables (D) ..o 65,470 61,980
SUNAry reCeivables (C) ..ooocveeiiiiiieeie e 28,583 28,315
Refundable depoSitS .......eeiiiiiiiiiieei e 21,551 9,893
Proceeds and escrow receivables (d) ... 15,881 27,634

$ 221,497 $ 218,328

(a) The Company has entered into development and cost sharing arrangements for the recovery of development
expenditures with certain metropolitan districts and developers whereby the Company has undertaken to put in place
the infrastructure 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 1.0% to a fixed rate of 6.0% (December 31, 2016 — U.S. prime plus
1.0% to a fixed rate of 6.0%).

(b) Real estate receivables include vendor take back (“VTB”) mortgage receivables. The VTB collection terms range
from six months to eighteen months and bear interest at Canadian prime plus 3.0% or a fixed interest rate of 0.5% to
6.0%, whichever is greater (December 31, 2016 — Canadian prime plus 3.0% or a fixed interest rate of 0.5% to 6.0%,
whichever is greater).

(c) Sundry receivables are comprised of lot interest receivables and miscellaneous amounts.

(d) Proceeds and escrow receivables relate to receivables held in trust due to timing of housing sales and lots closed
at the period end date. The collections of these receivables typically occur shortly after the period end once the funds
are released by the trust or escrow company.

As at March 31, 2017, allowances for doubtful accounts were $nil (December 31, 2016 - $nil).

The components of other assets are summarized as follows:

As at
March 31 December 31
2017 2016
CaPItal @SSELS (B) .....c.cveveeeeeeeeeeeeeeeeeee et $ 13,641 § 13,938
Non-refundable earnest funds and investigation fees (b) ............ccocovviviiiicnneen. 9,997 14,788
Prepaid EXPENSES ........cooeieieeieee ettt 3,564 3,681
(O 1 0= S SS PR 2,557 2,548
$ 29,759 $ 34,955

(a) Capital assets are recorded at cost less accumulated depreciation. The Company provides for depreciation using
the straight-line method. Leasehold improvements are depreciated over the term of the lease and equipment is
depreciated over three to five years. Included in capital assets is accumulated depreciation of $17.2 million (December 31,
2016 — $16.7 million).
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(b) Non-refundable earnest funds and investigation fees relate to non-refundable deposits and due-diligence costs on
potential acquisitions and options that are incurred prior to taking title of a property.

Note 6. Held-to-Maturity Investment

As at
March 31 December 31
2017 2016

Brookfield BPY Holdings Inc. Class B Junior Preferred Shares ("preferred
SNAIES") ..ot $ 300,000 $ 300,000

$ 300,000 $ 300,000

During the year ended December 31, 2016, the Company entered into an agreement with a subsidiary of Brookfield
Asset Management Inc. to purchase $300.0 million of preferred shares in exchange for Common Shares of the Company.
The preferred shares entitle their holders to receive a cumulative preferential dividend equal to 5.75% of their redemption
value until the fifth anniversary of their issuance, after which the preferred shares will entitle their holders to receive a
cumulative preferential dividend equal to 5.00% plus the prevailing yield for the 5-year U.S. Treasury Notes. The preferred
shares are redeemable at any time and must be redeemed on the tenth anniversary of their issuance. The preferred
shares have a right of retraction after the fifth anniversary of the issuance.

During the three months ended March 31, 2017, $4.2 million of dividends were recorded in the statement of operations
as other income (March 31, 2016 - $nil).
Note 7. Restricted Cash

At March 31, 2017, the Company has restricted cash consisting of (i) $0.4 million (December 31, 2016 — $0.6 million)
relating to cash collateralization of development letters of credit and (ii) $2.7 million (December 31, 2016 — $4.3 million)
of restricted cash relating to funds in various cash accounts reserved for guarantees on completion of certain
improvements, and guarantees on future insurance loss deductible payments.

Note 8. Notes Payable

As at

March 31 December 31
2017 2016
6.50% unsecured senior notes due December 15, 2020 (2) ........cccccevveveecuerernnnen. $ 600,000 $ 600,000
6.125% unsecured senior notes due July 1, 2022 (b) ........cooeeiiieieieieeeeee 500,000 500,000
6.125% unsecured senior notes due May 15, 2023 (C) ......ooeeviieeieieeeieicieeee e 187,700 185,975
6.375% unsecured senior notes due May 15, 2025 (d) .........ccocoeeeeieiiiee e, 350,000 350,000
1,637,700 1,635,975

TranSACoN COSES (B) .....eveiiiiiieeeeee ettt e e e e e e e e e e eaeee e (19,872) (20,770)

$ 1,617,828 $ 1,615,205

(a) On December 14, 2012, the Company issued a private placement of $600.0 million of unsecured senior notes. The
notes have an eight-year term, are due December 15, 2020, and bear a fixed interest rate of 6.50%. The notes
require semi-annual interest payments on June 15 and December 15 of each year until maturity. Obligations to pay
principal and interest on the unsecured senior notes are guaranteed by certain of the Company’s subsidiaries.

The Company is entitled to redeem all or part of the notes at the redemption prices (expressed as percentages of
principal amount) set forth in the table below, plus accrued and unpaid interest on the notes redeemed:

Notes

Redemption Price

20 et e bt e e — e e be e s te e ae e s beeaaeeebeesaaeeareearraans 101.63%
...................................................................................................... 100.00%

(b) On June 25, 2013, the Company and Brookfield Residential US Corporation, a wholly-owned subsidiary of the
Company, co-issued a private placement of $500.0 million of unsecured senior notes. The notes have a nine-year
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(c)

(d)

42

term, are due July 1, 2022 and bear interest at a fixed rate of 6.125%. The notes require semi-annual interest
payments on January 1 and July 1, of each year until maturity. Obligations to pay principal and interest on the
unsecured notes are guaranteed by the Company and certain of the Company’s subsidiaries.

At any time prior to July 1, 2017, the Company can redeem all or part of the notes, at a redemption price equal to
100% of the principal amount of the notes to be redeemed, plus the applicable premiums as of and accrued and
unpaid interest to the date of redemption, in certain circumstances in which Brookfield Residential would become
obligated to pay additional amounts under the notes.

OnorafterJuly 1,2017, the Company is entitled to redeem all or part of the notes at the redemption prices (expressed
as percentages of principal amount) set forth below, plus accrued and unpaid interest on the notes redeemed:

Notes
Redemption Price

207 et et bt bttt ne bt be e et 104.59%
20 < SO 103.06%
220 PSSRSO 101.53%
2020 and therEafter ..........ccccciociiiei e 100.00%
On May 12, 2015, the Company issued a private placement of C$250.0 million of unsecured senior notes. The notes

have an eight-year term, are due May 15, 2023, and bear a fixed interest rate of 6.125%. The notes require semi-
annual interest payments on May 15 and November 15 of each year until maturity. Obligations to pay principal and
interest on the unsecured senior notes are guaranteed by certain of the Company’s subsidiaries.

The unsecured senior notes issued May 12, 2015 include an optional redemption under which, at any time prior to
May 15, 2018, Brookfield Residential may redeem up to 35% of the aggregate principal amount of the notes at a
redemption price of 106.125% of the principal amount, plus accrued and unpaid interest, using the net cash proceeds
of one or more equity offerings.

At any time prior to May 15, 2018, the Company may also redeem all or part of the notes at a redemption price
equal to 100% of the principal amount of the notes to be redeemed plus the applicable premiums as of and accrued
and unpaid interest to the date of redemption, in certain circumstances in which Brookfield Residential would become
obligated to pay additional amounts under the notes.

On or after May 15, 2018, the Company is entitled to redeem all or part of the notes at the redemption prices
(expressed as percentages of principal amount) set forth in the table below, plus accrued and unpaid interest on
the notes redeemed:

Notes
Redemption Price

208 et et e e — e —e e —e e aee et e reeaaaeeareeereentaeareennaen 104.59%
2000 e et ae e be e aeeete e ebaeereeataeareeaaeean 103.06%
2020 et et e e —e e be e —e e ree bt e eneeanteeareeateenteeenreenneen 101.53%
2021 and thereafter ..........ccccciooiiii e 100.00%
On May 12, 2015, the Company issued a private placement of $350.0 million of unsecured senior notes. The notes

have a ten-year term, are due May 15, 2025, and bear a fixed interest rate of 6.375%. The notes require semi-
annual interest payments on May 15 and November 15 of each year until maturity. Obligations to pay principal and
interest on the unsecured senior notes are guaranteed by certain of the Company’s subsidiaries.

The unsecured senior notes issued May 12, 2015 include an optional redemption under which, at any time prior to
May 15, 2018, Brookfield Residential may redeem up to 35% of the aggregate principal amount of the notes at a
redemption price of 106.375% of the principal amount, plus accrued and unpaid interest, using the net cash proceeds
of one or more equity offerings.

At any time prior to May 15, 2020, the Company may also redeem all or part of the notes at a redemption price
equal to 100% of the principal amount of the notes to be redeemed plus the applicable premiums as of and accrued
and unpaid interest to the date of redemption, in certain circumstances in which Brookfield Residential would become
obligated to pay additional amounts under the notes.
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(e)

On or after May 15, 2020, the Company is entitled to redeem all or part of the notes at the redemption prices
(expressed as percentages of principal amount) set forth in the table below, plus accrued and unpaid interest on
the notes redeemed:

Notes

Redemption Price

2020 ettt e e e e be e —e e te e e be e eaeeateeeteeebeesteearaeareean 103.19%
20 PSS 102.13%
2022 ettt e —e e —e e —e e aee e teeaneenateearaeaaeenteeereenneen 101.06%
2023 and thereafter ..........cccioiiiiic e 100.00%

All unsecured senior notes include covenants that, among others, place limitations on incurring additional
indebtedness and restricted payments. Under the limitation on additional indebtedness, Brookfield Residential is
permitted to incur specified categories of indebtedness but is prohibited from incurring further indebtedness if it
does not satisfy either an indebtedness to consolidated net tangible worth ratio condition of 2.25 to 1 or a fixed
coverage ratio of 2.0 to 1. The Company was in compliance with these financial incurrence covenants as at March 31,
2017.

Certain derivative instruments, including redemption call options, have been identified as embedded in the notes
payable, but as they are considered clearly and closely related to the unsecured senior notes payable, the derivatives
are not accounted for separately.

The transaction costs are costs related to the issuance of the Company’s notes payable and are amortized using
the effective interest rate method over the life of the related debt instrument.

Note 9. Bank Indebtedness and Other Financings

Bank indebtedness and other financings consist of the following:

As at

March 31 December 31
2017 2016
Bank indebtednESsS (@) .......cocoueiieii e $ 52,956 2,153
Secured VTB mMOrgages (D) .....oo.veoeeeeeeeee oottt eeee e 22,379 §$ 50,330
Project-specific fiINANCINGS (C) .....c..oiiieiiiieee e — 4,959
$ 75,335 $ 57,442

(a) Bank indebtedness

(i) The Company has four secured credit facilities (December 31, 2016 — four secured credit facilities) with various
Canadian banks with outstanding amounts totalling $8.0 million at March 31, 2017 (December 31, 2016 — $2.2
million). The secured facilities are repayable in Canadian dollars in the amount of C$10.6 million at March 31,
2017 (December 31, 2016 — C$2.9 million). These facilities allow the Company to borrow up to approximately
C$565.0 million (US$424.2 million) as at March 31, 2017 (December 31, 2016 — C$565.0 million (US$420.3
million)). The credit facilities bear interest between Canadian prime plus 0.50% to 0.75% for any amounts
drawn. The facilities are secured by fixed and floating charges over the land and housing inventory assets of
the Alberta and Ontario operations and a general charge over the property of Brookfield Residential (Alberta)
LP and Brookfield Residential (Ontario) LP, both wholly-owned subsidiaries of the Company.

The Brookfield Residential (Alberta) LP facilities, which are denominated in Canadian dollars, include a minimum
tangible net worth requirement of C$370.0 million and a debt to equity covenant of no greater than 1.75 to 1.

The Brookfield Residential (Ontario) LP facility, which is denominated in Canadian dollars, includes a minimum
net worth requirement of C$75.0 million and a debt to equity covenant of no greater than 1.75 to 1.

As atMarch 31,2017, the Company was in compliance with all financial covenants related to bank indebtedness.

(i) Brookfield Residential US Corporation, a wholly-owned subsidiary of the Company, as borrower, and the
Company, as the parent company to the borrower, have a $275.0 million unsecured Revolving Credit Facility
with various lenders. Interest is charged on the facility at a rate equal to either the adjusted LIBOR plus the

Brookfield Residential Properties Inc. 43



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

applicable rate between 1.88% and 2.25% per annum or the alternate base rate (“ABR”) plus the applicable
rate between 0.88% and 1.25% per annum, at the option of the borrower.

The credit facility contains certain restrictive covenants including limitations on liens, dividends and other
distributions, investments in subsidiaries and joint ventures that are not party to the loan, fundamental changes,
sale leasebacks, modifications of material agreements, and certain financial covenants as discussed below.

The facility requires the Company and Brookfield Residential US Corporation to maintain a minimum
consolidated tangible net worth of $1,103.7 million, as well as a consolidated net debt to book capitalization of
no greater than 65%. As at March 31, 2017, the Company and Brookfield Residential US Corporation were in
compliance with these financial covenants.

The Company had $45.0 million outstanding under the Revolving Credit Facility at March 31, 2017 (December
31, 2016 — no borrowings outstanding).

(b) Secured VTB mortgages

The Company has eight secured VTB mortgages (December 31, 2016 — 18 secured VTB mortgages) in the amount of
$22.4 million (December 31, 2016 — $50.3 million). Secured VTB mortgages are repayable as follows: 2017 — $16.0
million; 2018 — $1.5 million; 2019 — $0.8 million, 2020 — $3.0 million and thereafter — $1.1 million.

Atotal of three secured VTB mortgages (December 31, 2016 — 13 secured VTB mortgages) in the amount of $4.7 million
(December 31, 2016 — $36.9 million) relate to raw land held for development by Brookfield Residential (Alberta) LP and
Brookfield Residential (Ontario) LP. This debt is repayable in Canadian dollars of C$6.2 million (December 31, 2016 —
C$49.6 million). The interest rate on this debt ranges from prime plus 2.0% to fixed rates ranging from 2.21% to 5.0%
and the debt is secured by the related land. As at March 31,2017, these borrowings are not subject to financial covenants.

Five secured VTB mortgages (December 31, 2016 — five secured VTB mortgages) in the amount of $17.7 million
(December 31, 2016 — $13.4 million) relate to raw land held for development by Brookfield Homes Holdings LLC, a
wholly-owned subsidiary of the Company. The interest rate on the debt ranges from fixed rates of 2.0% to 7.0% and the
debt is secured by related land. As at March 31, 2017, these borrowings are not subject to any financial covenants.
(c) Project-specific financings

At March 31, 2017, the Company had no outstanding project-specific financings (December 31, 2016 - $5.0 million).
The outstanding borrowings at December 31, 2016 were repaid in Canadian dollars of C$6.7 million and were not subject
to any financial covenants.

Note 10. Accounts Payable and Other Liabilities

The components of accounts payable and other liabilities are summarized as follows:

As at
March 31 December 31
2017 2016
ACCOUNES PAYADIE ..o e $ 350,285 $ 378,119
(] (o 1=l 1= oY1 1 (== T 129,397 121,419

$ 479,682 $ 499,538
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The components of accounts payable are summarized as follows:

As at

March 31 December 31

2017 2016

Trade payables and Other aCCrUAIS ..............ocoeovieeeeee oot eee s $ 131,001 $ 149,098
Development costs payable () ...........cccueiiiiiiieiie e 72,326 76,016
CUSTOMET AEPOSIES ..ottt e e e e e e e e s e eaaa e e e e e sanes 56,370 48,588
Interest ON NOtES PAYADIE .........oooiiiiieeeeeeeee e 31,670 21,042
Currentincome taxes payable ..o 23,034 29,546
Real estate payables ...........cooooiiiii e 20,595 11,273
Accrued and deferred compensation ............c.coooooeiiiiieeeee e 15,289 42,556

$ 350,285 $ 378,119

(a) Development costs payable relate to provisions accrued for costs yet to be incurred within a subdivision where sales
have taken place. The provision is based on the sold lots pro rata share of costs to be incurred for specified areas
within each subdivision phase.

The components of other liabilities are summarized as follows:

As at
March 31 December 31
2017 2016
Share-based compensation (NOte 14) .........ooiiiiiiiei e $ 46,218 $ 43,475
Consolidated land option CONtracts () ............ccccevveveeeiciieeeee e 42,640 42,778
Warranty Costs (NOtE 16 (Q)) ......cooccueeiieiiiiiiiee et ree e e 22,939 23,217
L0710 T= TP URR ST 17,600 11,949

$ 129,397 § 121,419

(a) Consolidated land option contracts are the total future purchase price of land options contracts required to be
consolidated under ASC Topic 810 Consolidation, with a corresponding amount recorded in land and housing
inventory. See Note 2 “Land and Housing Inventory.”

Note 11. Income Taxes

A reconciliation of the Company’s effective tax rate from the Canadian statutory tax rate for the three months ended
March 31, 2017 and 2016 is as follows:

Three Months Ended March 31

2017 2016
StatUtory rate ... 27.0 % 27.0%
Non-temporary differences ... 5.8 (38.5)
Rate difference from statutory rate ..........cccceeiiiiiiiiii (30.7) 1114
WIthhoIdING taX ..ceee e (5.8) —
OFNEI e (8.5) (0.9)
Effective tax rate ... (12.2)% 99.0%

The Company currently operates in ten different states in the U.S. and is subject to various state tax jurisdictions. The
Company estimates its tax liability based upon the individual taxing authorities’ regulations, estimates of income by
taxing jurisdiction and the Company’s ability to utilize certain tax-saving strategies. The Company also operates in Alberta
and Ontario, Canada, and is therefore subject to provincial tax as well as federal tax legislation. Based on the Company’s
estimate of the allocation of income or loss, as the case may be, among the various taxing jurisdictions, the estimated
effective tax rate for the Company is (12.2)% for the three months ended March 31, 2017 (2016 — 99.0%). For the three
months ended March 31, 2017, the Company had net income before income taxes compared to net loss before income
taxes for the same period in 2016. The change in the effective tax rate, compared with the same period during 2016,
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also relates to the receipt of a $0.8 million refund of excess U.S. withholding tax paid on prior distributions made from
the Company’s U.S. operations and the receipt of a $4.2 million non-taxable dividend from the held-to-maturity investment
in preferred shares of Brookfield BPY Holdings Inc. during the three months ended March 31, 2017 with no such receipts
for the same period in 2016.

The provision for income taxes for the three months ended March 31, 2017 and 2016 is set forth below:

Three Months Ended March 31

2017 2016
Current
(071 2= To - $ 799 $ (346)
L S ST R (25) (24)
INternational ... e — —
Current income tax reCoVery / (EXPENSE) ...ccccvviiriieiiriieeiiieeeiiee et et 774 (370)
Deferred
L= 3 = o F- T 231 3,203
U S, it e e b e e aae e e abe e e abaeeenreeeenneas 676 (336)
INternational ... — —
Total deferred tax reCoOVery ... 907 2,867
Total iINCOME taX FECOVETY ....ivieiiiiiiieiiie ettt $ 1,681 $ 2,497

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 used for income tax purposes. The differences that give
rise to the net deferred tax assets / (liabilities) are as follows:

As at
March 31 December 31
Net deferred tax assets / (liabilities) 2017 2016
Differences relating to land and housing inventory ...............cccccoovivoveivciee.. $ (3,139) $ (2,273)
Compensation deductible for tax purposes when paid ..................ccoeeeveeeeenne 8,436 10,230
Operating 10Ss Carry-forwards .............cccooieeieiiiie e 71,118 67,038
Impact of foreign exchange ...........cccooooviiiiiiiic e 25,759 26,706
(O] 1 =T USRS 4,777 4,585
Net deferred tax assets before valuation allowance ...........cccccccccoeiiiiiiiieeeeeeee. 106,951 106,286
Cumulative valuation allowancCe ..............ccccoviiiiiiieiiee e (25,759) (26,706)
Net deferred 1ax @SSELS ..........coccvoiiiieieeece e $ 81,192 § 79,580

The Company has Canadian federal non-capital loss carryforwards of approximately $252.6 million (C$336.4 million)
as at March 31, 2017 (December 31, 2016 — $243.7 million (C$327.5 million)). Federal non-capital loss carryforwards
attributable to Canada may be carried forward up to 20 years to offset future taxable income and expire between 2032
and 2037. At March 31, 2017, the Company has U.S. federal net operating loss carryforwards of $4.2 million (December
31, 2016 - $nil). The Company has U.S. state loss carryforwards of approximately $41.5 million (December 31, 2016 —
$37.3 million) that may be carried forward up to 20 years, depending on the tax jurisdiction, which expire between 2029
and 2037.

The Company records net deferred tax assets to the extent it believes these assets will more-likely-than-not be realized.
At each reporting period, the Company evaluates the recoverability of its deferred tax assets by tax jurisdiction to
determine if a valuation allowance is required. In making such determinations, the Company considers all available
positive and negative evidence, including future reversals of existing temporary differences, projected future taxable
income, tax planning strategies and recent financial operations. This evaluation considers, among other factors, the
nature, frequency and severity of cumulative losses, actual earnings, forecasts of future operating results, the duration
of statutory carryforward periods, the Company’s experience with loss carryforwards not expiring and the outlook of the
housing industry and the broader economy.
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In evaluating the need for a valuation allowance against the Company’s deferred tax assets at March 31, 2017, the
Company considered all available and objectively verifiable positive and negative evidence. The component of the
valuation allowance remaining of $25.8 million relates to the unrealized foreign exchange capital losses in Canada that
have not met the more-likely-than not realization threshold. Consistent with the above process, the Company concludes
itis more-likely-than-not that all of its U.S. and Canadian deferred tax assets, other than the Canadian deferred tax asset
related to unrealized foreign exchange capital losses, would be realized in the future.

Undistributed earnings of the Company's non-Canadian affiliates as of March 31, 2017 were considered to be permanently
reinvested. A determination of the amount of unrecognized deferred tax liability on these undistributed earnings is not
practicable.

Note 12. Non-Controlling Interest

Non-controlling interest includes third-party investments in consolidated entities of $50.9 million at March 31, 2017
(December 31, 2016 — $43.4 million).

In accordance with ASC Topic 810, non-controlling interest has been classified as a component of total equity and the
net income / (loss) on the condensed consolidated statements of operations have been adjusted to include the net
income / (loss) attributable to non-controlling interest, which for the three months ended March 31, 2017 was a loss of
$0.1 million (2016 — loss of $0.1 million).

Note 13. Equity

Common Shares

The authorized Common Share capital of the Company consists of an unlimited number of voting Common Shares and
Non-Voting Class B Common Shares.

Common Shares issued changed as follows during the three months ended March 31, 2017 and year ended
December 31, 2016:

For the Period Ended
March 31 December 31

2017 2016
Common Shares issued, beginning of period ..........cccoceviiiiiiiin e 129,756,910 113,900,674
COMMON SNArES ISSUEBA ....uvvviiiiiiiiiiiiiiieieeaeee e e e e e eeeeeses e ree e erereeeaaaaaaaeaaeeeeens — 15,856,236
Common Shares issued and outstanding, end of period ............cccccciiiiiiiine. 129,756,910 129,756,910

During the year ended December 31, 2016, the Company issued 15,856,236 Common Shares in exchange for the
purchase of preferred shares of Brookfield BPY Holdings Inc. See Note 6 for additional information regarding the preferred
shares.

The Company had no Non-Voting Class B Common Shares issued and outstanding as at March 31, 2017 and
December 31, 2016.

Ad(ditional paid-in-capital

During the year ended December 31, 2016, the Company acquired a 23.75% undivided interest in a joint venture in
Ontario from a subsidiary of the Company's sole shareholder, Brookfield Asset Management Inc., for cash consideration
of $35.8 million. Brookfield Asset Management Inc. indirectly controlled the 23.75% undivided interest in the joint venture
prior to the transaction and continues to control the undivided interest in the joint venture subsequent to the transaction
through its interests in the Company. As a result of this continuing common control, there was insufficient substance to
justify a change in the measurement of the undivided interest in the joint venture. Accordingly, the Company has reflected
the transaction in its condensed consolidated balance sheet using the carrying values prior to the transaction. The
difference between the consideration paid and the carrying amount of the undivided interest transferred was $31.6 million
and has been recorded in equity as a reduction to additional paid-in-capital. The undivided interest in the joint venture
agreement is accounted for in accordance with the equity method as an investment in unconsolidated entities.
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Note 14. Share-Based Compensation
(@) Management Share Option Plan

Options issued under the Management Share Option Plan vest over a period of up to five years, expire 10 years after
the grant date, and are settled through issuance of Non-Voting Class B Common Shares or in cash at the option of the
holder. The exercise price of the options is the fair value of one Common Share at the grant date.

The fair value of the Company’s stock option awards is estimated at the grant date using the Black-Scholes option-
pricing model that uses the assumptions noted in the table below. The fair value of the Company’s stock option awards
is expensed over the vesting period of the stock options. Expected volatility is measured using the historical volatility of
the Company's publicly traded peer group. The risk-free rate for periods within the contractual life of the 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 option
award granted. The Company uses historical Brookfield Residential data to estimate option exercises and forfeitures
within its valuation model. The expected term of the option awards granted is derived from historical exercise experience
under the Company’s option plan and represents the period of time that option awards granted are expected to be
outstanding.

During the three months ended March 31, 2017, there were no options granted to eligible employees by Brookfield
Residential (March 31, 2016 - nil). The significant weighted average assumptions relating to the valuation of the
Company’s options outstanding during the three months ended March 31, 2017 and 2016 are as follows:

March 31 March 31

2017 2016
(DAY Lo [T o I Y o OO —% —%
VOIatility rate ..o 34.16% 35.15%
Risk-free interest rate ..............oooeiiiiiie e 2.15% 1.96%
Expected option life (YEArS) ........c.ooociiiieie e 6.2 7.5

The liability of $18.8 million (December 31, 2016 - $16.1 million) relating to stock options is included in accounts payable
and other liabilities. The total compensation cost recognized in selling, general and administrative expense relating to
normal course vesting of the Company’s options during the three months ended March 31, 2017 was $2.7 million (March
31, 2016 - $3.7 million).

The following tables set out the number of Non-Voting Class B Common Shares that employees of the Company may
acquire under options granted under the Company’s Management Share Option Plan for the three months ended March
31,2017 and 2016:

March 31, 2017 March 31, 2016
Weighted Weighted
Average Average
Per Share Per Share
Exercise Exercise
Shares Price Shares Price
Outstanding, beginning of period .............ccccooeiviieveeeein. 9,321,886 $ 22.38 8,881,886 $ 22.55
Granted .......c..oooiiieiee s — — — —
Settled ... — — — —
CANCEIBA ...t — $ — — $ —
Outstanding, end of period .............ccoceeiivieiicie e 9,321,886 $ 22.38 8,881,886 $ 22.55
Options exercisable, end of period ..............ccccoeeeeieienneen. 3,014,754  $ 22.72 1,238,377 $ 22.96
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A summary of the status of the Company’s unvested options for the three months ended March 31, 2017 and March 31,
2016 is as follows:

March 31, 2017 March 31, 2016
Weighted Weighted
Average Average
Fair Value Fair Value
Shares Per Option Shares Per Option
Unvested options outstanding, beginning of period ........... 7,545,509 $ 591 8,881,886 $ 8.48
Granted .........ooiiiie s — — — —
VESTEA ... (1,238,377) 5.53  (1,238,377) 8.17
Settled ..o — — — —
Unvested options outstanding, end of period..................... 6,307,132 $ 5.99 7,643,509 $ 8.53

AtMarch 31,2017, there was $41.6 million (March 31, 2016 - $63.0 million) of unrecognized expense related to unvested

options, which is expected to be recognized over the remaining weighted average period of 3.3 years (March 31, 2016
- 4.2 years).

(b) Deferred Share Unit Plan

Brookfield Residential has a Deferred Share Unit Plan (“DSUP”) under which certain of its executive officers and directors
can, at their option, receive all or a portion of their annual bonus awards or retainers in the form of deferred share units.
The Company can also make additional grants of units to its executives and directors pursuant to the DSUP.

The following table sets out changes in and the number of deferred share units that executives, directors and senior

operating management employees may redeem under Brookfield Residential's DSUP at March 31, 2017 and
December 31, 2016:

For the Years Ended
March 31 December 31

2017 2016
Qutstanding, beginning of PEriOd .............ooviiiiieeee e 1,448,638 1,513,737
Granted and reinvested ..o — —
[RTETo (=TT 4o T=To [T — (65,099)
Qutstanding, end of PEIIOA ...........ooiiiiiieeee e e 1,448,638 1,448,638
Deferred share units vested ............cccoiiiiiiiii e 1,446,423 1,445,659

Of the 1,448,638 (December 31, 2016 — 1,448,638) units outstanding under the DSUP, 2,215 (December 31, 2016 —
2,979) units vest over the next three years.

The liability of $27.4 million (December 31, 2016 — $27.4 million) relating to the DSUP is included in accounts payable
and other liabilities. The financial statement impact relating to the DSUP for the three months ended March 31, 2017
was an expense of $0.01 million (March 31, 2016 — expense of $0.4 million) which has been included in selling, general
and administrative expense.
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Note 15. Earnings Per Share

Basic and diluted earnings per share for the three months ended March 31, 2017 and 2016 were calculated as follows:

Three Months Ended March 31

2017 2016

Numerator:

Net income / (loss) attributable to Brookfield Residential ....................cccoccvee.. $ 15,573 $ (25)
Denominator (in ‘000s of shares):

Basic weighted average shares outstanding .............c.cccccovieiiiieicnnn e, 129,757 113,901

Diluted weighted average shares outstanding ..............cccocoeeevoeeeceeoeeeeeeeeee, 129,757 113,901

BasiC €arnings Per SNare ............oooiiiiiiiie e $ 012 §$ 0.00

Diluted €arnings PEr SNare ..............cc.oooooieeoiieeeeee e, $ 012 $ 0.00

Note 16. Commitments, Contingent Liabilities and Other

(@) When selling a home, the Company’s subsidiaries provide customers with a limited warranty. The Company has
always maintained a strategy of being highly active in addressing construction defect claims through its customer service
operation. Through this approach, the Company is able to connect with homeowners, provide maintenance advice, fix
problems as they arise and prevent future defects from occurring, with the objective of addressing whatever situation
presents itself before any litigation is necessary. 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 estimated warranty liability for the three months ended March
31, 2017 and 2016:

Three Months Ended March 31

2017 2016
Balance, beginning of period ...........cccooiiiiiiiiiiie e $ 23,217 $ 20,074
Payments and other adjustments made during the period ..............ccccoeneee. (1,688) (1,305)
Warranties issued during the period ............cccooiiiiiiinic e 1,662 1,317
Adjustments made for pre-existing warranties ...............cccocciiiiiiiiiens (252) 67
Balance, end of PEriOd ........cccocuiiiieiiiice e $ 22939 $ 20,153

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

Years of Expiry

1220 USSR $ 6,160
P20 USSP 7,368
200 et e et et et e e et—e e bt e e —eeabeeeteeabeeabeeaaeebeesbeeaaeeaateeateeereet 6,738
12202 USSR 6,301
P2 OSSPSR 5,407
B =TT 10T PP PP R T RRION 26,240

$ 58,214

(c) Asat March 31,2017, $5.9 million (December 31, 2016 - $11.3 million) of the amount held in other assets related
to land purchase obligations. The total amount owing on these obligations is $38.9 million (December 31, 2016 - $64.6
million).
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Note 17. Guarantees

(@) The Company has provided financial guarantees for municipal bonds which, as at March 31, 2017, amounted to
$7.9 million (December 31,2016 — $7.9 million), which have not been recognized in the condensed consolidated 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 values of the guarantees are reduced as completion milestones are achieved on the projects and are
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 historically has not been required to make any payments under these
guarantees.

(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 March 31, 2017, these guarantees amounted to $526.7 million (December 31, 2016
— $533.0 million) and have not been recognized in the condensed consolidated financial statements. However, the
proportionate development costs that relate to lots that have been sold are accrued in 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 covers specific construction obligations of individual projects as they are developed,
and the terms 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 Company has fulfilled all its contractual obligations.
Payments of the guarantees are triggered in the event expired letters of credit or performance bonds are not renewed
and the contractual obligations have not been fulfilled. The Company historically has not been required to make any
payments under these construction guarantees.

Note 18. Fair Value Measurements

The fair value of a financial instrument is the amount of consideration that would be agreed upon in an arm’s-length
transaction between knowledgeable, willing parties who are under no compulsion to act. Fair values are determined by
reference to quoted bid or ask prices, as appropriate. Where bid and ask prices are unavailable, the closing price of the
most recent transaction of that instrument is used. In the absence of an active market, fair values are determined based
on prevailing market rates for instruments with similar characteristics and risk profiles or internal or external valuation
models, such as option pricing models and discounted cash flow analysis, using observable market inputs.

Fair values determined using valuation models require the use of assumptions concerning the amount and timing of
estimated future cash flows and discount rates. In determining those assumptions, the Company looks primarily to
external readily observable market inputs such as interest rate yield curves, currency rates and price and rate volatilities
as applicable.

The fair value measurements for land and housing 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 land and housing inventory deemed to
be impaired during the three months ended March 31, 2017, 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 and 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 2017 generally assume
recent sales activity and normalized sales rates beyond 2017. 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.

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.
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The Company has reviewed all of its projects forimpairment 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 months ended March
31, 2017 and 2016, no impairment charges were recognized.

Number of

The locations of the projects reviewed in 2017 are as follows: Projects
(021 0= Lo - SR PERT 46
L7110 - S 54
Central and Eastern U.S. et e e e e et e e e e et e e e e e e nnae e e e e e nneeeas 33

133
Unconsolidated EntIfIES  ........ooiiiiiiii e 13
] €= | SRR PPPRERNE 146

Hedging Activities

The Company uses derivative and non-derivative financial instruments to manage or maintain exposures to interest,
currency, credit and other market risks. For certain derivatives which are used to manage exposures, the Company
determines whether hedge accounting can be applied. To qualify for hedge accounting, the derivative must be highly
effective in accomplishing the objective of offsetting changes in the fair value or cash flows attributable to the hedged
risk both at inception and over the life of the hedge. If it is determined that the derivative is not highly effective as a
hedge, hedge accounting is discontinued prospectively.

Net Investment Hedges

The Company uses foreign currency denominated debt instruments to manage its foreign currency exposures arising
from net investments in foreign operations. For the three months ended March 31, 2017, an unrealized pre-tax loss of
$1.7 million (March 31, 2016 — loss of $11.6 million), was recorded in other comprehensive income for the effective
portion of hedges of net investments in foreign operations.

Fair Value Hierarchy

Fair value hierarchical levels are directly determined by the amount of subjectivity associated with the valuation inputs
of these assets and liabilities. The fair value hierarchy requires a company to prioritize the use of observable inputs and
minimize the use of unobservable inputs in measuring fair value.

As at March 31, 2017, all of the Company'’s financial assets and liabilities are recorded at their carrying value as it
approximates fair value due to their short term nature. Assets and liabilities measured at fair value on a recurring basis
are $nil (December 31, 2016 — $nil).

The following table categorizes financial assets and liabilities, which are carried at fair value, based upon the level of
input to the valuations as described in Note 1 “Significant Accounting Policies”:

March 31, 2017 December 31, 2016
Level 1 Level 2 Level 3 Level 1 Level 2 Level 3

Financial assets
Restricted cash ............ $ 3135 $ — 3 — § 4,932 § — $ —
Cash and cash
equivalents................... 37,271 — — 94,187 — —

$ 40,406 $ — 3 — 99,119 $ — 3 —
Financial liabilities
Accounts payable and
other liabilities .............. $ — 3 — 3 — 3 — % — 3 —

$ — 3 — 3 — 3 — 9 — 9 —

Note 19. Managing Risks

The Company is exposed to the following risks as a result of holding financial instruments: (a) market risk (i.e. interest
rate risk, currency risk and other price risk that impact the fair values of financial instruments); (b) credit risk; and (c)
liquidity risk. The following is a description of these risks and how they are managed:
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(a) Market Risk

Market risk is defined for these purposes as the risk that the fair value or future cash flows of a financial instrument held
by the Company will fluctuate because of changes in market prices. Market risk includes the risk of changes in interest
rates, currency exchange rates and changes in market prices due to factors other than interest rates or currency exchange
rates, such as changes in equity prices, commaodity prices or credit spreads.

The Company manages market risk from foreign currency assets and liabilities and the impact of changes in currency
exchange rates and interest rates, by funding assets with financial liabilities in the same currency and with similar interest
rate characteristics, and holding financial contracts such as interest rate derivatives to minimize residual exposures.

Interest Rate Risk

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 their carrying value.
The Company would be negatively impacted on balance, if interest rates were to increase. Based on net debt levels as
at March 31, 2017, a 1% change in interest rates would have either a negative or positive effect of approximately $0.5
million on the Company’s cash flows.

The fair value of 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 March 31, 2017, the fair value of all outstanding debt
exceeded its book value by $46.9 million (December 31, 2016 — fair value of all outstanding debt exceeded its book
value by $16.2 million).

Currency Exchange Rate Risk

The Company conducts business in both Canadian and U.S. dollars and, therefore, is exposed to currency risks. Cash
flows from Canadian and U.S. operations are exposed to foreign exchange risk as sales and operating expenses are
denominated in local currencies. Changes in currency rates will impact the carrying value of financial instruments
denominated in currencies other than the U.S. dollar.

The Company holds financial instruments to hedge the net investment in foreign operations whose functional and
reporting currencies are other than the U.S. dollar. A 1% increase in the U.S. dollar would increase the value of these
hedging instruments by $2.5 million as at March 31, 2017 (December 31, 2016 — $2.5 million). See Note 18 “Fair Value
Measurements” for additional disclosure.

Other Price Risk

Other price risk is the risk of variability in fair value due to movements in equity prices or other market prices such as
commodity prices and credit spreads.

(b) Credit Risk

Credit risk is the risk of loss due to the failure of a borrower or counterparty to fulfill its contractual obligations. The
Company’s exposure to creditrisk in respect of financial instruments relates primarily to counterparty obligations regarding
derivative contracts and receivables.

The Company assesses the credit worthiness of each counterparty before entering into contracts and ensures that
counterparties meet minimum credit quality requirements. The credit risk of derivative financial instruments is generally
limited to the positive fair value of the instruments, which, in general, tends to be a relatively small proportion of the
notional value. Substantially all of the Company’s derivative financial instruments involve either counterparties that are
banks or other financial institutions in North America that have embedded credit risk mitigation features. The Company
does not expect to incur credit losses in respect of any of these counterparties. The maximum exposure in respect of
receivables is equal to the carrying value.

(c) Liquidity Risk

Liquidity risk is the risk that the Company cannot meet a demand for cash or fund an obligation as it comes due. Liquidity
risk also includes the risk of not being able to liquidate assets in a timely manner at a reasonable price.

To ensure the Company is able to react to contingencies and investment opportunities quickly, the Company maintains
sources of liquidity at the corporate and subsidiary levels. The primary source of liquidity consists of cash and other
financial assets, net of deposits and other associated liabilities, and undrawn committed credit facilities.

The Company is subject to the risks associated with debt financing, including the ability to refinance indebtedness at
maturity. The Company believes these risks are mitigated through the use of long-term debt secured by high quality
assets, maintaining debt levels that are in management’s opinion relatively conservative, and by diversifying maturities
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over an extended period of time. The Company also seeks to include in its agreements terms that protect the Company
from liquidity issues of counterparties that might otherwise impact the Company’s liquidity.

A summary of the Company’s contractual obligations and purchase agreements as at March 31, 2017 is as follows:

Payment Due by Period

More

Less than 1-3 3-5 than

Total 1 Year Years Years 5 Years

Notes payable™ ..., $ 1,637,700 $ — $ 600,000 $§ 500000 $ 537,700
Interest on notes payable ....................... 588,821 103,434 206,868 167,868 110,651
Secured VTB mortgages®® ... 22,379 15,986 2,216 4,177 —
Bank indebtedness®® ... ... 52,956 46,462 6,494 — —
Accounts payable and other liabilities® .. 479,682 479,682 — — —
Operating lease obligations(s) ................. 58,213 6,160 14,106 11,708 26,239
Purchase agreements® ... 38,866 30,129 8,217 520 —

(1)  Amounts are included on the condensed consolidated balance sheets and exclude transaction costs. See Note 8 for additional information
regarding notes payable.

(2) Amounts are included on the condensed consolidated balance sheets. See Note 9 for additional information regarding bank indebtedness
and other financings and related matters.

(3) Amounts do not include interest due to the floating nature of the debt. See Note 9 for additional information regarding floating rate debt.

(4) Amounts are included on the condensed consolidated balance sheets. See Note 10 for additional information regarding accounts payable
and other liabilities.

(5) Amounts relate to non-cancellable operating leases involving office space, design centres and model homes. See Note 16 for additional
information regarding lease agreements.

(6) See Note 16 for additional information regarding purchase agreements.

Note 20. Segmented Information

As determined under ASC Topic 280 Segment Reporting, the Company has the following operating 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 operating 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 income before income taxes. The accounting policies of the segments are the
same as those referred to in Note 1, “Significant Accounting Policies.”

Corporate and other is a non-operating segment that develops and implements strategic initiatives and supports the
operating divisions by centralizing key administrative functions, such as accounting, finance and treasury, information
technology, compliance, risk management, litigation, marketing and human resources. Corporate also provides the
necessary administrative functions to support the Company.
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The following tables summarize select information on the Company’s condensed consolidated statements of operations

by reportable segments:

Three Months Ended March 31, 2017

Central
and
Eastern Corporate
Canada California u.S. and Other Total
Revenues ........ccccocceviiiieninees $ 132,538 $ 144,120 $ 61,656 $ — 338,314
Direct cost of sales ..........cc.......... (95,776) (115,466) (53,113) — (264,355)
36,762 28,654 8,543 — 73,959
Equity in earnings ..........ccccceeenee (117) 393 1,255 — 1,531
EXPenses ......ccccovveeiiiiiiiiiiens (12,887) (14,615) (14,620) (19,565) (61,687)
Income / (loss) before income
tAXES .oiiviiiiie e $ 23,758 $ 14,432 $ (4,822) $ (19,565) $ 13,803
Three Months Ended March 31, 2016
Central
and
Eastern Corporate
Canada California U.S. and Other Total
Revenues .........ccccooeeiieiienennnn. $ 103,037 $ 100,262 $ 63,190 $ — 266,489
Direct cost of sales ...................... (79,223) (80,033) (54,626) — (213,882)
23,814 20,229 8,564 — 52,607
Equity in earnings ..........ccccceee.... (118) 1,050 988 — 1,920
EXPEnses ......cccceviieiviiiieeieeee (14,008) (10,521) (12,052) (20,544) (57,125)
Income / (loss) before income
tAXES wieiiiieeiee e $ 9,688 $ 10,758 $ (2,500) $ (20,544) $ (2,598)

The following tables summarize select information on the Company’s condensed consolidated balance sheets by

reportable segments:

As at March 31, 2017

Central
and
Eastern Corporate
Canada California uU.S. and Other Total
Land held for development.......... $ 536,356 $ 395,151 $ 495330 $ — $ 1,426,837
Land under development............. 207,797 365,935 324,041 — 897,773
Housing inventory ....................... 158,350 187,190 173,804 — 519,344
Model homes ........cccccvvvvvvvveenenn. 18,754 69,887 27,071 — 115,712
Total land and housing inventory. 921,257 1,018,163 1,020,246 — 2,959,666
Commercial properties ................ 29,015 — 4,573 — 33,588
Investments in unconsolidated
entities ........ocoovveeeeeeeeeeee, 51,431 213,950 55,699 — 321,080
Held-to-maturity investment......... — — — 300,000 300,000
Other assets ") ............cccooovvrnne 86,868 45,550 111,003 129,433 372,854
Total assets ........eeveeeeeeveeeeeeeeeennn.. $ 1088571 $ 1277663 $ 1,191,521 $ 429,433 3,987,188
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As at December 31, 2016

Central
and
Eastern Corporate
Canada California uU.s. and Other Total
Land held for development.......... $ 518,472 $ 386,246 $ 454,206 $ — $ 1,358,924
Land under development............. 215,958 379,531 313,417 — 908,906
Housing inventory ............ccc........ 165,896 145,161 156,115 — 467,172
Model homes .........ccoeeeeninnnnnnnns 18,116 69,394 25,718 — 113,228
Total land and housing inventory. 918,442 980,332 949,456 — 2,848,230
Commercial properties ................ 28,805 — 4,075 — 32,880
Investments in unconsolidated
entities ... 50,810 215,783 76,950 — 343,543
Held-to-maturity investment......... — — — 300,000 300,000
Other assets ") ..........ccccovvrinnnne. 113,622 60,972 102,156 155,232 431,982
Total assets .......eeevvveeveeeeeeeeeennnnnn. $ 1111679 $ 1,257,087 $§ 1,132,637 $ 455232 $ 3,956,635

(1) Other assets presented in above tables within the operating segments note includes receivables and others assets, cash,
restricted cash, and deferred income tax assets.

Note 21. Related Party Transactions

Related parties include the directors, executive officers, director nominees or 5% shareholders, and their respective
immediate family members. There are agreements among the Company's affiliates to which it is a party or subject to,
including a name license and an unsecured revolving credit facility. The Company’s significant related party transactions
as at and for the three months ended March 31, 2017 and the year ended December 31, 2016 were as follows:

. During the three months ended March 31, 2017, the Company paid $6.5 million (three months ended March 31,
2016 - $0.3 million) to Brookfield Asset Management Inc. for Canadian tax credits. These transactions were recorded
at the exchange amount.

»  During the year ended December 31, 2016, the Company announced the purchase of $300.0 million of preferred
shares of Brookfield BPY Holdings Inc. from a subsidiary of Brookfield Asset Management Inc. in exchange for
Common Shares of the Company. During the three months ended March 31, 2017, the Company received $4.2
million of dividends from the preferred shares (three months ended March 31, 2016 - $nil). These transactions were
recorded at the exchange amount.

*  During the year ended December 31, 2016, the Company acquired a 23.75% undivided interest in a joint venture
in Ontario from a subsidiary of the Company's sole shareholder, Brookfield Asset Management Inc., for cash
consideration of $35.8 million. Brookfield Asset Management Inc. indirectly controlled the 23.75% undivided interest
in the joint venture prior to the transaction and continues to control the undivided interest in the joint venture
subsequent to the transaction through its interests in the Company. As a result of this continuing common control,
there was insufficient substance to justify a change in the measurement of the undivided interest in the joint venture.
Accordingly, the Company has reflected the transaction in its consolidated balance sheet and statement of operations
using the carrying values prior to the transaction. Differences between the carrying amount of the consideration
given and the carrying a-mount of the undivided interest transferred has been recorded directly in additional paid-
in-capital. The undivided interest in the joint venture agreement is accounted for in accordance with the equity
method as an investment in unconsolidated entities.

«  During the year ended December 31, 2016, the Company entered into a $170.0 million deposit agreement with a
subsidiary of Brookfield Asset Management Inc. The principal was repayable on demand and interest was charged
on the principal at a rate of one month LIBOR plus 0.55%. During the year ended December 31, 2016, the entire
balance was repaid and interest of $0.9 million was incurred and paid relating to this deposit.

* In 2014, the Company purchased the tax attributes of a subsidiary of Brookfield Asset Management Inc. in
consideration for a $29.0 million non-interest bearing promissory note. During the three months ended March 31,
2016, the remaining balance of this note was repaid. These transactions were recorded at the exchange amount.
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Note 22. Subsequent Events

The Company performed an evaluation of subsequent events through April 27, 2017, which is the date these condensed
consolidated financial statements were approved, and has determined that there are no subsequent events that require
disclosure in these condensed consolidated financial statements.
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CORPORATE INFORMATION

CORPORATE PROFILE

Brookfield Residential Properties Inc. is a leading land developer and homebuilder in North America. We entitle and
develop land to create master-planned communities, build and sell lots to third-party builders, and conduct our own
homebuilding operations. We also participate in select, strategic real estate opportunities, including infill projects, mixed-
use developments, and joint ventures. We are the flagship North American residential property company of Brookfield
Asset Management Inc., a leading global alternative asset manager with approximately $250 billion of assets under
management. Further information is available at BrookfieldResidential.com or Brookfield.com or contact:

BROOKFIELD RESIDENTIAL PROPERTIES INC.
4906 Richard Road S.W.

Calgary, Alberta T3E 6L1

Tel: (403) 231-8900

Fax: (403) 231-8960

Email: info@brookfieldrp.com

Website: www.BrookfieldResidential.com

BONDHOLDER INQUIRIES

Brookfield Residential welcomes inquiries from bondholders, analysts, media representatives and other interested
parties. Questions relating to bondholder relations or media inquiries can be directed to Thomas Lui, Senior Vice President
& Chief Financial Officer, at (403) 231-8938 or via e-mail at thomas.lui@brookfieldrp.com.
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