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To OUR SHAREHOLDERS

Throughout 2011 we have remained intently focused on recognizing and responsibly
delivering the greatest value from every acre. We completed the timberland sales and
debt reduction portions of our 2009 strategic initiatives and capitalized on several
opportunities to grow through strategic and disciplined investments. In addition, we
continued to make progress on our share repurchase program. We ended 2011 with

a strong portfolio of strategically located real estate and natural resources and a strong
balance sheet. I am proud to report that our success and momentum have us well
positioned to grow shareholder value through the execution of our strategy by our

talented and experienced management team.

This year’s financial results reflect the completion of our timberland sales initiatives
and positive momentum in our business. We generated net income of $7.2 million,
or $0.20 per diluted share in 2011, compared with net income of $5.1 million, or $0.14
per diluted share in 2010. In addition, we ended 2011 with substantial additions to

oil and gas reserves and increased residential lot contracts as well as the financial

flexibility necessary to capitalize on opportunistic investments.

2011 SIGNIFICANT HIGHLIGHTS

Proving Up Our Oil and Gas:

Year-End Reserves—Proved developed reserves of 18 Bcfe, up 26% compared to 2010.
Oil Production—151,900 barrels, up 32% compared with 2010.

Well Additions—36 new oil and gas wells, 530 producing wells at year end 2011.

Acreage in Play— 68,000 net mineral acres added to Louisiana and Texas pipeline of prospects.

Driving Growth in Community Development:

Lot Sales—1,117 finished residential lots, up 39% compared with 2010.

Residential Tract Sales—112 acres averaging $35,000 per acre.

Lots Under Contract—1,350 lots under option contracts, up over 10% compared with 2010.

Investments—$63 million in assets expected to exceed return targets and generate

near-term earnings and positive cash flow.

Developing Our Multifamily Business:

Development—Initiated construction of the 289-unit Promesa apartment community

in Austin, Texas.

Acquisitions—Three multifamily sites added to our pipeline of projects.

Repositioning Our Timberland Portfolio:

Sales—Over 57,000 acres of timberland for approximately $87 million.

Returning Value to Shareholders:

Repurchases—Almost 1.0 million shares of our common stock.



OUR TRIPLE IN FOR INITIATIVES

We are committed to capitalizing on these achievements and generating the greatest value from every
acre. In particular, we are excited to have announced our new strategic initiatives, Triple in FOR, which
provide a roadmap for delivering shareholder value in 2012 and beyond. The components of our Triple
in FOR initiatives are to accelerate value realization of our real estate and natural resources, optimize

transparency and disclosure, and raise our net asset value through strategic and disciplined investments.

Focus on Optimize Raise NAV through

accelerating value transparency and strategic and disciplined

realization disclosure investments

We have already made good progress in our Triple in FOR initiatives in 2012. One of the first steps in
accelerating value realization is the sale of our 25% interest in Palisades West in January, resulting

in $32 million in cash proceeds and a $12 million gain on sale. In addition, we acquired real estate assets
from two joint ventures expected to generate above-target returns, near-term earnings, and positive cash
flow. We are committed to accelerating value creation opportunities as we move forward and pursuant

to our strategy, we will remain disciplined in our investment approach to ensure a strong balance sheet.

In closing, I want to thank all of our employees whose determination, hard work, and drive for
excellence have resulted in positive results and momentum. I would also like to thank our board for
their wisdom and support and welcome our newest board member, Carl Thomason, whose experience
in the oil and gas industry will further enhance the strength of our board. Our strong portfolio of
assets and financial flexibility, coupled with our experienced management team, positions us to continue
to responsibly deliver the greatest value from every acre and maximize long-term shareholder value.
Although economic challenges will likely continue in 2012, we are excited about the path we are on and

look forward to sharing our progress with you.

(M EEEIT

Jim DECosMmo
President and Chief Executive Officer



Focus on Accelerating
Value Realization

TRIPLE RESIDENTIAL LOT SALES

Our real estate communities are well positioned for a housing recovery with an emphasis
on “A” locations and with over 70% of our investment concentrated in the healthier
Texas markets. Residential lot sales increased 39% in 2011, and we grew market share.

In addition, new home and residential lot inventories in Texas stand well below national
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Optimize Transparency
and Disclosure

EXPANDING OUR REPORTED OIL AND GAS RESOURCE POTENTIAL

In 2011, we reported an additional reserve category, PDNPs (Proved Developed
Non-Producing), and ended the year with 32,000 net mineral acres held by 530 producing
oil and gas wells. We have negotiated the option to participate in non-operating working
interests in several of our recent lease agreements. When risk is mitigated through our
analysis of seismic data and/or well log information, we may elect to exercise our option to
invest in drilling and increase our participation in production. In 2011, we elected to exercise
our working interest option in three wells that met our risk-return criteria. We are focused

on generating the greatest value from every mineral acre, expanding our reserve disclosures,

and providing additional transparency relative to the value potential of our oil and gas assets.

PROVIDING ADDITIONAL TRANSPARENCY FOR OUR WATER INTERESTS

In the decades to come, Texas will need additional sources of water to meet the demands of
economic and population growth while protecting the environment that is so important
for the state. Forestar has interests in nearly 1.6 million acres of groundwater, including a
45% non-participating royalty interest in 1.4 million acres, and owns nearly 18,000 acres

of groundwater leases in Central Texas. Forestar is working in collaboration with local
communities, water providers, groundwater districts, and environmental concerns to provide
long-term water solutions. We are focused on providing greater transparency related to
levels of groundwater production from aquifers and on our strategy to participate in providing

an economic groundwater solution to communities in Texas.

ESTABLISHING A PROGRESS REPORT ON OUR CORPORATE
SUSTAINABILITY RESULTS

Corporate responsibility and sustainability are fundamental components of Forestar’s
strategy, values, and business practices. We are committed to responsibly creating the greatest
value through dedication to environmental stewardship and corporate responsibility.

Our businesses embrace sustainability practices, utilizing green initiatives and translating our
values into measurable actions. We also encourage our employees to be proactive in their
communities. We look forward to highlighting our sustainability and corporate responsibility

through a more formal progress report of our targets, initiatives, and commitments.
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Our mineral acreage is located in some of the most We own over 130,000 acres of

prolific oil and gas basins in the continental U.S., and we
anticipate meaningful value creation opportunities
as we leverage our oil and gas resources

timber that is certified under the

Sustainable Forestry Initiative
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Raise Net Asset Value
‘hrough Strategic and
Disciplined Investments

PURSUING GROWTH OPPORTUNITIES THAT HELP PROVE UP OUR
NET ASSET VALUE AND EXCEED RETURN REQUIREMENTS

Our strong financial position has allowed us to take advantage of several strategic

acquisition opportunities created by the severe real estate downturn. In 2011, we purchased

anon-performing bank loan secured by a first lien on the 900-acre Discovery at Spring
Trails master plan, mixed-use development in Houston, Texas. In addition, we acquired
180 substantially completed lots at Barrington, a mixed-use project in Houston.

We plan to continue to reposition our non-core real estate assets and opportunistically
invest in acquisitions located in our target markets that generate near-term earnings

and positive cash flow.

ACCELERATING OUR PARTICIPATION IN LOWER-RISK WORKING INTERESTS

We have exercised our options to make working interest investments in three oil wells in
the West Gordon field in Louisiana. In addition to compelling economics of working
interest investments in the West Gordon, we are focused on 180,000 acres representing
eight oil and gas formations to further develop our pipeline of oil and gas prospects.

The growth in proven reserves was driven by our strategy to accelerate the marketing
and promotion of our minerals to increase exploration and production—a trend we are

focused on continuing.

DEVELOPING A LOW-CAPITAL, HIGH-RETURN MULTIFAMILY BUSINESS

In 2011, we began construction of Promesa—a 289-unit garden style apartment
community, ideally located in the growing Northwest corridor of Austin, Texas.

In addition, we acquired three multifamily development sites in 2011, located in Austin,
Denver, and Dallas. Our strategy is to leverage our investment in existing sites and
our experience and resources, coupled with capital from our partners, to create

and realize value from multifamily developments. When our multifamily properties
reach economic maturity, we plan to monetize the value created in these assets.
Forestar is well positioned to take advantage of opportunities generated by the current

market conditions for multifamily.

*Wells owned by third-party lessee/operator.



$63 million

invested in real estate

O1L AND GAS We continue to evaluate strategic
growth opportunities and real
estate acquisitions from distressed

sellers in our target markets,

We are participating in three
new working interest
investments in Louisiana which generate near-term earnings

New Multifamily Sites and positive cash flow
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MULTIFAMILY

We are well positioned

to create additional value
through multifamily
developments.

A VISION FOR EVERY ACRE

Forestar is a real estate and natural resources company with a strategy to recognize and
responsibly deliver the greatest value from every acre. Our strategy originates from
our commitment to developing real estate and natural resources to their highest purpose.
Our team has the proven ability to identify and deliver multiple dimensions of value
from land and natural resources—above and below the ground, today and in the future.
We determine the value potential through our thoughtful, ongoing, comprehensive
evaluation of every acre—every asset. This pledge to take land to its highest purpose is
founded on our core values to responsibly manage land and natural resources for today
and future generations. We exist to improve lives by responsibly developing communities
and natural resources. Our strategy, in combination with our competitive portfolio

of assets, a talented and experienced management team, and a commitment to growth,

well positions our business for the future.
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O1L AND GAs COMMUNITY DEVELOPMENT WATER RESOURCES

We are enhancing the value Over 70% of our investment We are committed to
creation from our minerals in real estate is located in participating in providing
by participating in lower-risk the major markets of Texas, long-term water solutions
working interests. relatively speaking, some of in our markets.

the healthiest markets in
the country.

This annual report contains “forward-looking statements” within the meaning of the federal securities laws. These statements

reflect management’s current views with respect to future events and are subject to risk and uncertainties. We note that a variety

of factors and uncertainties could cause our actual results to differ significantly from the results discussed in the forward-looking
statements. Factors and uncertainties that might cause such differences include, but are not limited to: general economic, market,

or business conditions; the opportunities (or lack thereof) that may be presented to us and that we may pursue; fluctuations in costs
and expenses, including development costs; demand for new housing, including impacts from mortgage credit availability; lengthy
and uncertain entitlement processes; cyclicality of our businesses; accuracy of accounting assumptions; competitive actions by other
companies; changes in laws or regulations; and other factors, many of which are beyond our control. Except as required by law, we
expressly disclaim any obligation to publicly revise any forward-looking statements contained in this annual report to reflect the
occurrence of events after the date of its release.

All references to acres in this report include ventures.



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Fiscal Year Ended December 31, 2011

or

[[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the Transition Period From to
Commission File Number: 001-33662

Forestar Group Inc.

(Exact Name of Registrant as Specified in'lts Charter)

Delaware 26-1336998
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)

6300 Bee Cave Road
Building Two, Suite 500
Austin, Texas 78746-5149
(Address of Principal Executive Offices, including Zip Code)

Registrant’s telephone number, including area code: (512) 433-5200
Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange On Which Registered
Common Stock, par value $1.00 per share New York Stock Exchange
Preferred Share Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes [ ] No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes [ ] No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days.  Yes No []

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).  Yes No []

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405) is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in
Part 11 of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller
reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the
Exchange Act.

Large accelerated filer [] Accelerated filer Non-accelerated filer (]  Smaller reporting company []
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes [ | No

The aggregate market value of the Common Stock held by non-affiliates of the registrant, based on the closing sales price of the Common Stock
on the New York Stock Exchange on June 30, 2011, was approximately $413 million. For purposes of this computation, all officers, directors, and
ten percent beneficial owners of the registrant (as indicated in Item 12) are deemed to be affiliates. Such determination should not be deemed an
admission that such directors, officers, or ten percent beneficial owners are, in fact, affiliates of the registrant.

As of March 1, 2012, there were 34,658,901 shares of Common Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Selected portions of the Company’s definitive proxy statement for the 2012 annual meeting of stockholders are incorporated by reference into
Part III of this Form 10-K.




PART I.
Item 1.
Item 1A.
Item 1B.
Item 2.
Item 3.
Item 4.

PART II.
Item 5.

Item 6.
Item 7.

Item 7A.
Item 8.
Item 9.

Item 9A.
Item 9B.

PART I1I.

Item 10.
Item 11.
Item 12.

Item 13.
Item 14.

PART IV.
Item 15.

SIGNATURES

TABLE OF CONTENTS

BUSINESS . ..o
Risk Factors . ... ... ..
Unresolved Staff Comments . ......... ... ... .. .
Properties . . ..ot
Legal Proceedings .. ... ...ttt
Reserved . ...

Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity SEcurities . . ....... ...ttt
Selected Financial Data . ........ ... i
Management’s Discussion and Analysis of Financial Condition and Results of
OPEIations . . ...ttt e e
Quantitative and Qualitative Disclosures About Market Risk ... ....................
Financial Statements and Supplementary Data . ........... ... ... ... ... .. ......
Changes in and Disagreements With Accountants on Accounting and Financial
DISCIOSUIE . . . oo
Controls and Procedures . . ... ... . .
Other Information . .. ... .. e

Directors, Executive Officers and Corporate GOVernance . .. .......................
Executive COMPENSAtION . . ...ttt ettt et e e e e e
Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder MAtters ... .. ... ... .
Certain Relationships and Related Transactions, and Director Independence ..........
Principal Accountant Fees and Services ..............c..ciiiiiiiiiiiinnn..

Page



PART I

Item 1. Business.
Overview

Forestar Group Inc. is a real estate and natural resources company. We own directly or through ventures
almost 147,000 acres of real estate located in nine states and 12 markets and about 595,000 net acres of mineral
interests. We have about 131,000 acres of timber on our 147,000 real estate acres and about 17,000 acres of
timber under lease. In 2011, we generated revenues of $136 million and net income of $7 million. Unless the
context otherwise requires, references to “we,” “us,” “our” and “Forestar” mean Forestar Group Inc. and its
consolidated subsidiaries. Unless otherwise indicated, information is presented as of December 31, 2011, and
references to acreage owned include all acres owned by ventures regardless of our ownership interest in a
venture.

We manage our operations through three business segments:

e Real estate,

e Mineral resources, and

* Fiber resources.

A summary of business segment assets at year-end 2011 follows:

BUSINESS SEGMENT ASSETS (Includes assets owned through ventures)

REAL ESTATE 147,000 Acres of Land
- 103,000 acres of undeveloped land
- 16 projects, 28,000 acres, currently in entitlement process
- 16,000 acres, 75 projects, developed or under development located in seven states and 11 markets
5 Significant Commercial and Income Producing Assets

MINERAL RESOURCES 595,000 Net Mineral Acres in TX, LA, GA, AL, CA, IN & CO
- 32,000 acres held by production
- 48,000 acres leased
- 515,000 acres available for lease
1,550,000 Acres of Water Interests
- Includes a 45% non-participating royalty interest from approximately 1.4 million acres

FIBER RESOURCES* 148,000 Real Estate Acres Generating Fiber Growth and Sales (includes 17,000 leased acres)
131,000 Real Estate Acres Leased for Recreational Use

* Fiber Resources acreage included in Real Estate

Our real estate segment provided 78 percent of our 2011 consolidated revenues. We secure entitlements and
develop infrastructure, primarily for single-family residential and mixed-use communities. We own about
104,000 acres in a broad area around Atlanta, Georgia, with the balance located primarily in Texas. We invest in
projects principally in our strategic growth corridors, regions across the southern half of the United States that
possess key demographic and growth characteristics that we believe make them attractive for long-term real
estate investment. We develop and own directly or through ventures multifamily communities as income
producing properties, primarily in our target markets.

We have 16 real estate projects representing about 28,000 acres in the entitlement process, principally in
Georgia. We also have about 75 entitled, developed or under development projects in seven states and 11 markets
encompassing over 16,000 remaining acres, comprised of land planned for over 27,000 residential lots and about
2,500 commercial acres, principally in the major markets of Texas. We own and manage projects both directly
and through ventures. We sell land at any point within the value chain when additional time required for
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entitlement or investment in development will not meet our return criteria. In 2011, we sold over 17,000 acres of
undeveloped land through our retail land sales program at an average price of about $2,400 per acre. In addition,

we sold 112 entitled acres from two residential projects for $3.9 million or $35,000 per acre. These were the final
tracts available for sale in these projects and represented approximately 370 undeveloped lots.

Our mineral resources segment provided 18 percent of our 2011 consolidated revenues. We promote the
exploitation, exploration and development of oil and natural gas on our 595,000 net mineral acres and may
participate in non-operating working interests. The four principal areas of ownership are Texas, Louisiana,
Alabama and Georgia. The majority of our revenues are from oil and natural gas royalties from over 530
productive wells operated by third parties in Texas and Louisiana and lease bonus payments. Historically, these
operations require low capital investment and are low risk.

Our fiber resources segment provided 4 percent of our 2011 consolidated revenues. We sell wood fiber from
our land, primarily in Georgia, and lease land for recreational uses. We have about 131,000 acres of timber we
own directly or through ventures and about 17,000 acres of timber under lease.

Our real estate origins date back to the 1955 incorporation of Lumbermen’s Investment Corporation, which
in 2006 changed its name to Forestar (USA) Real Estate Group Inc. We have a decades-long legacy of residential
and commercial real estate development operations, primarily in Texas. Our mineral resources origins date back
to the mid-1940s when we started leasing our oil and natural gas mineral interests to third-party exploration and
production companies. In 2007, Temple-Inland distributed all of the issued and outstanding shares of our
common stock to its stockholders, which we will refer to as the “spin-off™.

Our results of operations, including information regarding our business segments are discussed in Item 7,
Management’s Discussion and Analysis and in Item 8, Financial Statements and Supplementary Data.

Leveraging over 300 years of real estate, oil and natural gas, and other natural resources experience, we
believe our management team brings extensive knowledge and expertise which better positions us to recognize
and responsibly deliver the greatest value from every acre.

Strategy
Our strategy is:
* Recognizing and responsibly delivering the greatest value from every acre; and

* Growing our business through strategic and disciplined investments.

We are focused on delivering the greatest real estate value from every acre through the entitlement and
development of strategically-located residential and mixed-use communities. We secure entitlements by
delivering thoughtful plans and balanced solutions that meet the needs of the communities where we operate.
Moving land through the entitlement and development process creates significant real estate value. Residential
development activities target lot sales to national and regional home builders who build quality products and
have strong and effective marketing and sales programs. The lots we deliver in the majority of our communities
are for mid-priced homes, predominantly in the first and second move-up categories. We also actively market
and sell undeveloped land through our retail sales program. We may develop multifamily commercial tracts
ourselves or for other commercial tracts we may either sell to or venture with developers that specialize in the
construction and operation of income producing properties.

We seek to maximize value from our oil and natural gas mineral interests through promoting leasing,
exploration and production activity by increasing the acreage leased, lease rates, royalty interests, negotiating
additional interests in production and by entering into seismic exploration agreements and joint ventures. In
addition, we may elect to participate in working interests in high quality, lower risk conventional and horizontal
oil and natural gas prospects. We realize value from our undeveloped land by selling fiber and by managing it for
future real estate development and conservation uses. We also generate cash flow and create additional value
through recreational leases.



We are committed to disciplined investment in our business. Approximately 68 of our real estate projects
were acquired in the open market, with the remainder coming from entitlement efforts associated with our low
basis lands principally located in and around Atlanta, Georgia.

Our portfolio of assets in combination with our strategy, management expertise, stewardship and
reinvestment in our business, position Forestar to maximize and grow long-term value for shareholders.

2009 Strategic Initiatives

In 2009, we announced strategic initiatives to enhance shareholder value by: generating significant cash
flow, principally from the sale of about 175,000 acres of higher and better use timberland; reducing debt by
approximately $150 million; and repurchasing up to 20 percent of our common stock.

In 2011, we sold 57,000 acres of timberland in Georgia, Alabama, and Texas for about $87 million in two
transactions which generated combined gains of about $62 million. We used the proceeds to principally reduce
debt, pay taxes and reinvest in our business. In addition, in 2011, we repurchased about one million shares of our
common stock for $13 million, which are classified as treasury stock.

We have completed our strategic initiatives related to the sale of higher and better use timberland and reduction of
debt. Since announcing these initiatives, we have sold 176,000 acres of timberland in Georgia, Alabama and Texas for
$284 million in 11 transactions. We used the proceeds principally to reduce debt, pay taxes and reinvest in our
business. At year-end 2011, our total debt was reduced by about $154 million since first quarter-end 2009, excluding
$27 million in non-recourse borrowings secured by a 401 unit multifamily property we acquired in fourth quarter
2010. In addition, we have repurchased almost two million shares of our common stock for approximately $28 million
since announcing these initiatives. As a result, we have about five million shares remaining under our existing share
repurchase authorization, which was approved by our Board of Directors in February 2009.

2012 Strategic Initiatives

In 2012, we announced Triple in FOR, new strategic initiatives designed to further enhance shareholder
value by accelerating value realization of our real estate and natural resources, optimizing transparency and
disclosure, and raising net asset value through strategic and disciplined investments.

Accelerating value realization of our real estate and natural resources is focused on increasing total
residential lots sales, oil and gas production, and total segment earnings.

Optimizing transparency and disclosure represents our efforts to expand reported oil and gas resource
potential, to provide additional information related to groundwater interests, and to establish a progress report on
corporate responsibility efforts.

Raising our net asset value through strategic and disciplined investments is focused on pursuing growth
opportunities which help prove up our asset value and meet return expectations, developing a low-capital, high-
return multifamily business, and accelerating investment in lower-risk oil and gas opportunities.

2011 Highlights
In addition to the executed strategic initiatives described above, 2011 highlights include:
Real Estate
* Sold 1,117 developed residential lots, a 39% increase compared with 2010
e Over 1,350 lots under option contracts at year-end, up 10% compared to 2010
» Received $8.7 million from Cibolo Canyons Special Improvement District

* Sold over 17,100 acres of undeveloped land for $40.5 million through our retail sales program
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* Invested $63 million in assets expected to generate near-term cash flow and earnings

* Initiated construction of 289-unit multifamily residential community in Austin, Texas
Minerals Resources

* Qil production up over 32% compared with 2010

* Year-end 2011 proven reserves of 17.9 Bcefe (billions of cubic feet equivalent), up 26% compared with
2010

* 36 additional oil and natural gas wells completed; 530 total producing wells at year-end
» Exercised non-operating working interest options in three oil wells in Louisiana — West Gordon Field

* 68,000 net mineral acres put in play through leases, seismic and exploration agreements

Real Estate

In our real estate segment, we conduct a wide array of project planning and management activities related to
the acquisition, entitlement, development and sale of real estate, primarily residential and mixed-use
communities. We own and manage our projects either directly or through ventures, which we use to achieve a
variety of business objectives, including more effective capital deployment, risk management, and leveraging a
partner’s local market contacts and expertise.

We have real estate in nine states and 12 markets encompassing about 147,000 acres, including about
104,000 acres located in a broad area around Atlanta, Georgia, with the balance located primarily in Texas. Our
development projects are principally located in the major markets of Texas.

Our strategy for creating value in our real estate segment is to move acres up the value chain by moving
land located in growth corridors but not yet entitled, through the entitlement process, and into development. The
chart below depicts our real estate value chain:

REAL ESTATE
GREATEST VALUE

ACTIVITIES il CAPITAL
ACRES™ UsEs REQUIREMENT
Developed — Return on .
2L Cost Discipline bl

DEVELOPMENT :é

2

Approved Uses and

N

= 14,000 Ready for Development Low to Moderate
ENTITLED <

[<3]

-

; 28,000 Planned LiTBSMB Low

= Communities
ENTITLE Z

o

> 103,000 Timber Sales and Low

E Recreation Leases
TIMBERLAND (@)

147,000 Total Real Estate Acres; 99 Projects

*Includes ventures



We have almost 103,000 undeveloped acres located in the path of population growth. As markets grow and
mature, we intend to secure the necessary entitlements, the timing for which varies depending upon the size,
location, use and complexity of a project. We have almost 28,000 acres in the entitlement process, which
includes obtaining zoning and access to water, sewer and roads. Additional entitlements, such as flexible land use
provisions, annexation, and the creation of local financing districts generate additional value for our business and
may provide us the right to reimbursement of major infrastructure costs. We have over 16,000 acres entitled,
developed and under development, comprised of land planned for over 27,000 residential lots and about 2,500
commercial acres. We use return criteria, which include return on cost, internal rate of return, and cash multiples,
when determining whether to invest initially or make additional investment in a project. When investment in
development meets our return criteria, we will initiate the development process with subsequent sale of lots to
homebuilders or, for commercial tracts, internal development, sale to or venture with commercial developers. We
sell land at any point within the value chain when additional time required for entitlement or investment in
development will not meet our return criteria. In 2011, we sold over 17,000 acres of undeveloped land through
our retail land sales program at an average price of about $2,400 per acre. In addition, we sold 112 entitled acres
from two residential projects for $3.9 million or $35,000 per acre. These were the final tracts available for sale in
these projects and represented approximately 370 undeveloped lots.

A summary of our real estate projects in the entitlement process® at year-end 2011 follows:

Project
Project County Market Acres®
California
Hidden Creek Estates .............. ... .. Los Angeles Los Angeles 700
Terrace at Hidden Hills . .......... ... ... .. ... .. .. ..., Los Angeles Los Angeles 30
Georgia
BallGround .. ...... ... ... ... Cherokee Atlanta 500
CroSSING .ottt Coweta Atlanta 230
FincherRoad ... ... ... ... ... . . . . . . . . . . .. . ... Cherokee Atlanta 3,890
Fox Hall . ..... .. .. . . i Coweta Atlanta 960
Garland Mountain . ............... it Cherokee/Bartow  Atlanta 350
Home Place . ... ... Coweta Atlanta 1,510
Martin’s Bridge . .. ... Banks Atlanta 970
Mill Creek . ... Coweta Atlanta 770
Serenity .. ... Carroll Atlanta 440
Waleska . ... Cherokee Atlanta 100
Wolf Creek ... Carroll/Douglas Atlanta 12,230
Yellow Creek ..o Cherokee Atlanta 1,060
Texas
Lake Houston . .......... . Harris/Liberty Houston 3,700
SanJacinto ....... .. Montgomery Houston _ 150
Total ..o 27,590

@ A project is deemed to be in the entitlement process when customary steps necessary for the preparation of
an application for governmental land-use approvals, like conducting pre-application meetings or similar
discussions with governmental officials, have commenced, or an application has been filed. Projects listed
may have significant steps remaining, and there is no assurance that entitlements ultimately will be received.

®  Project acres, which are the total for the project regardless of our ownership interest, are approximate. The
actual number of acres entitled may vary.

Products

The majority of our projects are single-family residential and mixed-use communities. In some cases,
commercial land uses within a project enhance the desirability of the community by providing convenient
locations for resident support services. We sometimes undertake projects consisting exclusively of commercial
tracts and, on occasion, we invest in a venture to develop a single commercial project.
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We develop lots for single-family homes and develop multifamily properties on our commercial tracts or
other developed sites we may purchase. In addition, we sell commercial tracts that are substantially ready for
construction of buildings for retail, office, industrial or other commercial uses. We sell residential lots primarily
to national and regional homebuilders and, to a lesser extent, local homebuilders. We have 75 entitled, developed
or under development projects in seven states and 11 markets, principally in the major markets of Texas,
encompassing over 16,000 remaining acres, comprised of land planned for over 27,000 residential lots and about
2,500 commercial acres. We focus our lot sales on the first and second move-up primary housing categories. First
and second move-up segments are homes priced above entry-level products yet below the high-end and custom
home segments. We also actively market and sell undeveloped land through our retail sales program.

Commercial tracts are developed internally or sold to or ventured with commercial developers that
specialize in the construction and operation of income producing properties, such as apartments, retail centers, or
office buildings. We also sell land designated for commercial use to regional and local commercial developers.
We have about 2,500 acres of entitled land designated for commercial use.

Cibolo Canyons is a significant mixed-use project in the San Antonio market area. Cibolo Canyons includes
2,100 acres planned to include approximately 1,475 residential lots, of which 697 have been sold as of year-end
2011 at an average price of $66,000 per lot. The residential component is planned to include not only traditional
single-family homes but also an active adult section and condominiums. The commercial component is planned
to include about 150 acres designated for multifamily and retail uses, of which 68 acres have been sold as of
year-end 2011. Located at Cibolo Canyons is the JW Marriott® San Antonio Hill Country Resort & Spa, a 1,002
room destination resort and two PGA Tour® Tournament Players Club® (TPC) golf courses designed by Pete
Dye and Greg Norman. The resort hotel began operations in January 2010. We have the right to receive from a
legislatively created special improvement district (SID) 9 percent of hotel occupancy revenues and 1.5 percent of
other resort sales revenues collected as taxes by the SID through 2034 and to reimbursement of certain
infrastructure costs related to the mixed-use development.



A summary of activity within our projects in the development process, which includes entitled®, developed

and under development real estate projects, at year-end 2011 follows:

Residential Lots®©

Commercial Acres@

Acres
Lots Sold Sold
Interest Since Lots Since Acres
Project County Market Owned®) Inception Remaining  Inception Remaining
Projects we own
California
San Joaquin River Contra Costa/Sacramento Oakland 100% — — 288
Colorado
Buffalo Highlands Weld Denver 100% — 164 — —
Johnstown Farms Weld Denver 100% 115 497 2 7
Pinery West Douglas Denver 100% — — — 111
Stonebraker Weld Denver 100% — 603 — —
Texas
Arrowhead Ranch Hays Austin 100% — 259 — 6
Barrington Kingwood Harris Houston 100% 6 174 — —
Caruth Lakes Rockwall Dallas/Fort Worth 100% 362 — — —
Cibolo Canyons Bexar San Antonio 100% 697 778 68 82
Harbor Lakes Hood Dallas/Fort Worth 100% 202 247 2 19
Hunter’s Crossing Bastrop Austin 100% 381 109 38 71
La Conterra Williamson Austin 100% 83 417 — 58
Maxwell Creek Collin Dallas/Fort Worth 100% 725 274 10 —
Oak Creek Estates Comal San Antonio 100% 99 548 13 —
The Colony Bastrop Austin 100% 424 724 22 31
The Gables at North Hill Collin Dallas/Fort Worth 100% 203 — — —
The Preserve at Pecan Creek Denton Dallas/Fort Worth 100% 339 455 — 7
The Ridge at Ribelin Ranch Travis Austin 100% — — 195 —
Westside at Buttercup Creek Williamson Austin 100% 1,370 144 66 —
Other projects (9) Various Various 100% 2,264 63 207 23
Georgia
The Villages at Burt Creek Dawson Atlanta 100% — 1,715 — 57
Towne West Bartow Atlanta 100% — 2,674 — 121
Other projects (13) Various Atlanta 100% — 2,834 — 705
Missouri and Utah
Other projects (2) Various Various 100% 467 87 e —
7,737 12,766 623 1,586
Projects in entities we consolidate
Texas
City Park Harris Houston 75% 1,185 126 50 115
Lantana Denton Dallas/Fort Worth 55%© 769 1,491 — —
Light Farms Collin Dallas/Fort Worth 65% — 2,501 — —
Stoney Creek Dallas Dallas/Fort Worth 90% 111 643 — —
Timber Creek Collin Dallas/Fort Worth 88% — 614 — —
Other projects (4) Various Various Various 6 203 16 148
2,071 5,578 66 263
Total owned and consolidated 9,808 18,344 689 1,849
Projects in ventures that we account for
using the equity method
Georgia
Seven Hills Paulding Atlanta 50% 644 443 26 113
The Georgian Paulding Atlanta 38% 289 1,052 — —
Other projects (3) Various Atlanta 50% 1,712 75 3 —
Texas
Bar C Ranch Tarrant Dallas/Fort Worth 50% 279 920 — —
Entrada Travis Austin 50% — 821 — —
Fannin Farms West Tarrant Dallas/Fort Worth 50% 323 58 — 12
Harper’s Preserve Montgomery Houston 50% 69 1,656 — 72
Lantana Denton Dallas/Fort Worth Various® 1,447 85 16 42
Long Meadow Farms Fort Bend Houston 19% 858 937 107 192
Southern Trails Brazoria Houston 40% 497 539 — —
Stonewall Estates Bexar San Antonio 25% 280 108 — —
Summer Creek Ranch Tarrant Dallas/Fort Worth 50% 806 468 - 79
Summer Lakes Fort Bend Houston 50% 405 725 56 —
Village Park Collin Dallas/Fort Worth 50% 446 314 3 2
Waterford Park Fort Bend Houston 50% — 210 — 90
Other projects (2) Various Various Various 225 110 — 15
Florida
Other projects (3) Various Tampa 50% 599 246 — —
Total in ventures 8,879 8,767 211 617
Combined total 18,687 27,111 900 2,466




(@)

(b)

©

(d)

(e)

A project is deemed entitled when all major discretionary governmental land-use approvals have been
received. Some projects may require additional permits and/or non-governmental authorizations for
development.

Interest owned reflects our net equity interest in the project, whether owned directly or indirectly. There are

some projects that have multiple ownership structures within them. Accordingly, portions of these projects
may appear as owned, consolidated or accounted for using the equity method.

Lots are for the total project, regardless of our ownership interest. Lots remaining represent vacant developed
lots, lots under development and future planned lots and are subject to change based on business plan revisions.

Commercial acres are for the total project, regardless of our ownership interest, and are net developable
acres, which may be fewer than the gross acres available in the project.

The Lantana project consists of a series of 22 partnerships in which our voting interests range from

25 percent to 55 percent. We account for three of these partnerships using the equity method and we
consolidate the remaining partnerships.

A summary of our significant commercial and income producing properties at year-end 2011 follows:

Interest
Project County Market ~ Owned® Type Acres Description
Broadstone Memorial ........... Harris Houston 100 % Multifamily 9 401 unit luxury apartment
Radisson Hotel ................ Travis Austin 100 % Hotel 2 413 guest rooms and suites
Palisades West® ... ... ......... Travis Austin 25 % Office 22 375,000 square feet
LasBrisas .................... Williamson ~ Austin 59 % Multifamily 30 414 unit luxury apartment
Promesa®© ........... ... ... ... Travis Austin 100 % Multifamily 16 289 unit luxury apartment

(a)
(b)
(c)

(construction in progress)

Interest owned reflects our net equity interest in the project, whether owned directly or indirectly.
Our 25% interest in Palisades West LLC was sold on January 20, 2012.
Formerly marketed as Ridge at Ribelin Ranch.

Our net investment in owned and consolidated real estate by geographic location follows:

Entitled,
Developed,
and Under Income
Development Undeveloped Producing
State Projects Land Properties Total
(In thousands)

TeXas ..o $332,818 $ 9,718 $ 93,738  $436,274
Georgia . ......oii 15,159 53,984 — 69,143
Colorado .......... .. .. .. . . ... 22,516 — 8,527 31,043
California . ....... ... 8,795 14,064 — 22,859
Other ....... ... . 3,738 2,310 — 6,048
Total $383,026 $80,076 $102,265  $565,367

Over 70% of our net investment in real estate is in the major markets of Texas.

Markets

Current U.S. market conditions in the single-family residential industry continue to be challenging,

characterized by high unemployment rates, low consumer confidence, depressed sales volumes and prices, difficult
financing environment for purchasers and competition from foreclosure inventory. It is difficult to predict when and
at what rate these broader negative conditions will improve, or when the homebuilding industry will experience a
sustained recovery. However, declining finished lot inventory and lack of real estate development is increasing
demand for our developed lots, principally in the Texas markets. Multifamily market conditions are improving, with
many markets experiencing healthy occupancy levels and positive rent growth. This improvement has been driven
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primarily by limited new construction activity, reduced single-family mortgage credit availability, and the increased
propensity to rent among the 18 to 34 year old demographic of the U.S. population.

We target investments primarily in markets within our strategic growth corridors, which we define as areas
possessing favorable growth characteristics for population, employment and household formation. These markets
are generally located across the southern half of the U.S., and we believe they represent attractive long-term real
estate investment opportunities. Demand for residential lots, single-family housing, and commercial land is
substantially influenced by these growth characteristics, as well as by immigration and in-migration. Currently,
most of our development projects are located within the major markets of Texas.

Our ten strategic growth corridors encompass 164,000 square miles, or approximately 4.6 percent of the
total land area in the U.S. According to 2010 census data, 91.7 million people, 30 percent of the U.S. total, reside
in these corridors. The population density in these growth corridors is over six times the national average and is
projected to grow to over 10 times the national average between 2010 and 2040. During that time, the corridors
are projected to garner approximately 48 percent of the nation’s population growth and 39 percent of total
employment growth. Estimated housing demand from these ten growth corridors from 2010 to 2040 exceeds
23 million new homes.

Forestar Strategic Growth Corridors

Our value creation strategy includes not only entitlement and development on our own lands but also growth
through strategic and disciplined investment in acquisitions that meet our investment criteria. We continually
monitor the markets in our strategic growth corridors for opportunities to purchase developed lots and land at
prices that meet our return criteria.

FORESTAR STRATEGIC GROWTH CORRIDORS

Population Density Change

From 2010 to 2040 (people/square mile)
<15

® 15-17

® 17+

Source: Woods and Poole
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Competition

We face competition for the acquisition, entitlement, development and sale of real estate in our markets. Our
major competitors include other landowners who market and sell undeveloped land and numerous national, regional
and local developers. In addition, our projects compete with other development projects offering similar amenities,
products and/or locations. Competition also exists for investment opportunities, financing, available land, raw materials
and labor, with entities that may possess greater financial, marketing and other resources than us. The presence of
competition may increase the bargaining power of property owners seeking to sell. These competitive market pressures
sometimes make it difficult to acquire, entitle, develop or sell land at prices that meet our return criteria. Some of our
real estate competitors are well established and financially strong, may have greater financial resources than we do, or
may be larger than us and/or have lower cost of capital and operating costs than we have and expect to 