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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

X Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the quarterly period ended June 30, 2013

or

o  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 001-34856

THE HOWARD HUGHES CORPORATION

(Exact name of registrant as specified in its charter)
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Delaware 36-4673192
(State or other jurisdiction of (I.R.S. employer
incorporation or organization) identification number)

13355 Noel Road, 22nd Floor, Dallas, Texas 75240

(Address of principal executive offices, including zip code)

(214) 741-7744

(Registrant s telephone number, including area code)

N/A

(Former name, former address and former fiscal year, if changed since last report)

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. xYes o 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). xYes o No

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 x Accelerated filer o

Non-accelerated filer o Smaller reporting company o
(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). o Yes x No

The number of shares of common stock, $0.01 par value, outstanding as of August 5, 2013 was 39,576,344.
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THE HOWARD HUGHES CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets:

Investment in real estate:

Master Planned Community assets

Land

Buildings and equipment

Less: accumulated depreciation
Developments

Net property and equipment

Investment in Real Estate Affiliates

Net investment in real estate

Cash and cash equivalents

Accounts receivable, net

Municipal Utility District receivables, net
Notes receivable, net

Tax indemnity receivable, including interest
Deferred expenses, net

Prepaid expenses and other assets, net
Total assets

Liabilities:

Mortgages, notes and loans payable
Deferred tax liabilities

Warrant liabilities

Uncertain tax position liability
Accounts payable and accrued expenses
Total liabilities

Commitments and Contingencies (see Note 14)

Equity:

UNAUDITED

Preferred stock: $.01 par value; 50,000,000 shares authorized, none issued
Common stock: $.01 par value; 150,000,000 shares authorized, 39,576,344 shares issued
and outstanding as of June 30, 2013 and 39,498,912 shares issued and outstanding as of

December 31, 2012

Additional paid-in capital
Accumulated deficit

Accumulated other comprehensive loss
Total stockholders equity
Noncontrolling interests

Total equity

June 30, December 31,
2013 2012
(In thousands, except share amounts)

1,562,745 $ 1,563,122
253,341 252,593
719,111 657,268

(123,794) (112,491)
307,434 273,613
2,718,837 2,634,105
56,732 32,179

2,775,569 2,666,284

213,196 229,197

18,667 13,905
116,982 89,720
22,976 27,953
313,925 319,622
17,478 12,891
125,803 143,470

3,604,596 $ 3,503,042

715,530 $ 688,312
89,331 77,147
267,800 123,573
136,387 132,492
178,232 170,521
1,387,280 1,192,045
396 395
2,826,609 2,824,031
(609,291) (509,613)
(1,773) (9,575)
2,209,941 2,305,238
7375 5,759
2,217,316 2,310,997
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Total liabilities and equity $ 3,604,596 $ 3,503,042

See Notes to Condensed Consolidated Financial Statements.
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THE HOWARD HUGHES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

UNAUDITED
Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
(In thousands, except per share amounts)
Revenues:
Master Planned Community land sales $ 66,021 $ 43,928 $ 113,247 $ 80,017
Builder price participation 2,426 1,528 3,701 2,341
Minimum rents 20,134 20,577 39,060 39,474
Tenant recoveries 5,065 6,003 10,390 11,867
Condominium rights and unit sales 30,381 134 30,381 267
Resort and conference center revenues 11,270 11,970 22,374 21,626
Other land revenues 3,830 3,531 6,632 7,048
Other rental and property revenues 7,925 6,268 11,358 11,062
Total revenues 147,052 93,939 237,143 173,702
Expenses:
Master Planned Community cost of sales 29,854 22,978 55,553 41,657
Master Planned Community operations 9,794 9,979 18,290 21,026
Other property operating costs 17,334 15,044 32,854 29,373
Rental property real estate taxes 3,359 3,171 7,116 7,009
Rental property maintenance costs 2,143 2,086 3,948 4,041
Condominium rights and unit cost of sales 15,272 36 15,272 96
Resort and conference center operations 7,680 7,371 15,156 14,785
Provision for doubtful accounts 277 164 706 45
General and administrative 6,769 8,160 17,940 16,557
Depreciation and amortization 6,780 5,893 13,224 10,951
Total expenses 99,262 74,882 180,059 145,540
Operating income 47,790 19,057 57,084 28,162
Interest income 2,067 2,342 4,423 4,673
Interest expense (200) (143) (201)
Warrant liability gain (loss) (111,200) 23,430 (144,227) (98.421)
Reduction in tax indemnity receivable (7,499) (8,782) (9,403) (8,782)
Equity in earnings from Real Estate Affiliates 5,707 446 8,440 3,122
Income (loss) before taxes (63,135) 36,293 (83,826) (71,447)
Provision for income taxes 13,361 1,301 15,840 5,085
Net income (loss) (76,496) 34,992 (99,666) (76,532)
Net income attributable to noncontrolling
interests (58) (682) (12) (1,418)
Net income (loss) attributable to common
stockholders $ (76,554) $ 34,310 $ (99,678) $ (77,950)
Basic earnings (loss) per share: $ (1.94) $ 0.91 $ (2.53) $ (2.06)
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Diluted earnings (loss) per share: $ (1.94) $ 0.27 $ (2.53) $ (2.06)

See Notes to Condensed Consolidated Financial Statements.
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THE HOWARD HUGHES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

UNAUDITED
Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
(In thousands) (In thousands)

Comprehensive income (loss), net of tax:
Net income (loss) $ (76,496) $ 34992 $ (99,666) $ (76,532)
Other comprehensive income (loss):
Interest rate swaps (a) 2,112 (2,263) 2,533 (2,161)
Capitalized swap interest (b) (318) (159) (731) (569)
Other comprehensive income (loss) 1,794 (2,422) 1,802 (2,730)
Comprehensive income (loss) (74,702) 32,570 (97,864) (79,262)
Comprehensive income attributable to
noncontrolling interests (58) (682) (12) (1,418)
Comprehensive income (loss) attributable to
common stockholders $ (74,760) $ 31,888 $ (97,876) $ (80,680)

(a) Net of deferred tax expense of $0.3 million and $0.4 million for the three and six months ended June 30, 2013. Net of deferred tax benefit
of $0.3 million and $0.2 million for the three and six months ended June 30, 2012.

(b) Net of deferred tax benefit of $0.2 million and $0.4 million for the three and six months ended June 30, 2013. Net of deferred tax benefit of
$0.1 million and $0.3 million for the three and six months ended June 30, 2012.

See Notes to Condensed Consolidated Financial Statements.
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THE HOWARD HUGHES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF EQUITY

UNAUDITED
Accumulated
Additional Other
Common Paid-In Accumulated Comprehensive Noncontrolling Total
(In thousands, except share amounts) Shares Stock Capital Deficit Income (Loss) Interests Equity
Balance, January 1, 2012 37,945,707 $ 379 $ 2,711,109 $ (381,325) $ (5,578) $ 5,014 $ 2,329,599
Net income (loss) (77,950) 1,418 (76,532)
Interest rate swaps, net of tax of ($150) (2,161) (2,161)
Capitalized swap interest, net of tax of
$330 (569) (569)
Stock plan activity 27,933 2,069 2,069
Balance, June 30, 2012 37,973,640 $ 379 $ 2,713,178 $ (459,275) $ (8,308) $ 6,432 $ 2,252,406
Balance, January 1, 2013 39,498,912 § 395 $ 2,824,031 $ (509,613) $ 9,575) $ 5,759 $ 2,310,997
Net income (loss) (99,678) 12 (99,666)
Adjustment to noncontrolling interest 1,616 1,616
Preferred dividend payment on behalf of
REIT subsidiary (12) (12)
Interest rate swaps, net of tax of ($379) 2,533 2,533
Capitalized swap interest, net of tax of
$377 (731) (731)
Stock plan activity 77,432 1 2,578 2,579
Balance, June 30, 2013 39,576,344 $ 396 $ 2,826,609 $ (609,291) $ (7,773) $ 7375 $ 2,217,316
See Notes to Condensed Consolidated Financial Statements.
6
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THE HOWARD HUGHES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

UNAUDITED
Six Months Ended June 30,
2013 2012
(In thousands)
Cash Flows from Operating Activities:
Net loss $ (99,666) $ (76,532)
Adjustments to reconcile net loss to cash provided by operating activities:
Depreciation 11,427 8,853
Amortization 1,797 2,098
Amortization of deferred financing costs and debt market rate adjustments, net 338 (155)
Amortization of intangibles other than in-place leases 192 (89)
Straight-line rent amortization (705) (482)
Deferred income taxes 15,871 4,612
Restricted stock and stock option amortization 2,578 2,069
Warrant liability loss 144,227 98,421
Reduction in tax indemnity receivable 9,403 8,782
Equity in earnings (loss) from Real Estate Affiliates, net of distributions (5.,441) 72
Provision for doubtful accounts 706 45
Master Planned Community development expenditures (67,484) (47,235)
Master Planned Community cost of sales 48,731 39,371
Condominium development expenditures (6,761)
Condominium cost of sales 15,270 96
Deferred revenue from sale of condominium rights 17,119
Net changes:
Accounts and notes receivable 4,951) 9,682
Prepaid expenses and other assets 11,776 2,191
Deferred expenses (760) (1,730)
Accounts payable and accrued expenses (5,918) (20,508)
Other, net 1,666 (10)
Cash provided by operating activities 89,415 29,551
Cash Flows from Investing Activities:
Real estate and property expenditures (96,175) (20,036)
Consideration paid to acquire Millennium Waterway Apartments, net of cash acquired (2,721)
Distribution from Millennium Waterway Apartments 6,876
Proceeds from sales of investment in Real Estate Affiliates 8,579
Investments in Summerlin Las Vegas Baseball Club, LLC (10,200)
Investment in KR Holdings, LLC (16,750)
Investments in other Real Estate Affiliates, net (758) (1,450)
Change in restricted cash (12,673) 7,703
Cash used in investing activities (136,556) (1,049)
Cash Flows from Financing Activities:
Proceeds from issuance of mortgages, notes and loans payable 94,575 35,827

11
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Principal payments on mortgages, notes and loans payable (60,829)

Deferred financing costs (460)

Preferred dividend payment on behalf of REIT subsidiary (12)

Distributions to noncontrolling interests (2,134)

Cash provided provided by (used in) financing activities 31,140
7

(36,308)
(1,299)

(1,780)

12
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THE HOWARD HUGHES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

UNAUDITED

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental Disclosure of Cash Flow Information:
Interest paid

Interest capitalized

Income taxes paid

Non-Cash Transactions:

Acquisition of Millennium Waterway Apartments

Land

Building and equipment

Other Assets

Mortgages, notes and loans payable

Other liabilities

Reduction in investments in Real Estate Affiliates due to the Millennium Waterway
Apartments acquisition

Special Improvement District bond transfers associated with land sales
Real estate and property expenditures

Non-cash increase in Property due to consolidation of Real Estate Affiliate
Transfer of condominium buyer deposits to Real Estate Affiliate

See Notes to Condensed Consolidated Financial Statements.

Six Months Ended June 30,
2013 2012
(In thousands)

(16,001)
229,197
213,196 $

15,401 $
18,202
1,914

6,823
27,469
3,750
34,220

26,722
227,566
254,288

10,284
13,253
824

(15,917)

(56,002)

(2,669)
55,584
754

22,405
2,189
4,345

13
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THE HOWARD HUGHES CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

UNAUDITED

NOTE 1 BASIS OF PRESENTATION AND ORGANIZATION

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles

generally accepted in the United States of America ( GAAP ) for interim financial statements and in accordance with the instructions to

Form 10-Q and Article 10 of Regulation S-X as issued by the Securities and Exchange Commission (the SEC ). Such condensed consolidated
financial statements do not include all of the information and disclosures required by GAAP for complete financial statements. In addition,

readers of this Quarterly Report on Form 10-Q ( Quarterly Report ) should refer to The Howard Hughes Corporation s ( HHC or the Company )
audited Consolidated and Combined Financial Statements for the year ended December 31, 2012 which are included in the Company s Annual
Report on Form 10-K (the Annual Report ) for the fiscal year ended December 31, 2012. In the opinion of management, all adjustments

(consisting of normal recurring adjustments) necessary for a fair presentation of the financial position, results of operations and cash flows for

the interim periods have been included. The results for the three and six months ended June 30, 2013 are not necessarily indicative of the results

for the full fiscal year.

Management has evaluated all material events occurring subsequent to the date of the condensed consolidated financial statements up to the date
and time this Quarterly Report was filed.

NOTE 2 SPONSORS AND MANAGEMENT WARRANTS

On November 9, 2010 (the Effective Date ), we issued warrants to purchase 8.0 million shares of our common stock to certain of our sponsors
(the Sponsors Warrants ) with an estimated initial value of approximately $69.5 million. The initial exercise price for the warrants of $50.00 per
share and the number of shares of common stock underlying each warrant are subject to adjustment for future stock dividends, splits or reverse
splits of our common stock or certain other events. On December 7, 2012, the affiliates of Blackstone Real Estate Partners and the Fairholme
Fund and the Fairholme Focused Income Fund, each sold their sponsor warrants totaling 333,333 and 1,916,667, respectively, to HHC for
$30.00 cash per warrant. These transactions were accounted for as the settlement of a liability for cash consideration of $67.5 million. On
November 9, 2012, affiliates of Brookfield Asset Management, Inc. ( Brookfield ), one of our sponsors, exercised their warrants to purchase
1,525,272 shares of our common stock at an exercise price of $50.00 per warrant, or $76.3 million. In addition, Brookfield sold their remaining
warrants to purchase 2,308,061 shares of our common stock to HHC for $89.3 million. The cash consideration paid to Brookfield net of the
exercise price was $13.0 million. As a result of these transactions, $108.6 million of additional paid-in capital was recorded in our financial
statements in the year ended December 31, 2012. The Sponsors Warrants expire on November 9, 2017.

14
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In November 2010 and February 2011, we entered into certain agreements (the Management Warrants ) with David R. Weinreb, our Chief
Executive Officer, Grant Herlitz, our President, and Andrew C. Richardson, our Chief Financial Officer, in each case prior to his appointment to
such position, to purchase shares of our common stock. The Management Warrants representing 2,862,687 underlying shares, which may be
adjusted pursuant to a net settlement option, were issued pursuant to such agreements at fair value in exchange for a combined total of
approximately $19.0 million in cash from such executives at the commencement of their respective employment. Mr. Weinreb and Mr. Herlitz s
warrants have exercise prices of $42.23 per share and Mr. Richardson s warrant has an exercise price of $54.50 per share. Generally, the
Management Warrants become exercisable in November 2016 and expire by February 2018.

15
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THE HOWARD HUGHES CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

UNAUDITED

The estimated $126.4 million fair value for the Sponsors Warrants representing warrants to purchase 1,916,667 shares and estimated $141.4
million fair value for the Management Warrants representing warrants to purchase 2,862,687 shares outstanding as of June 30, 2013, have been
recorded as liabilities because the holders of these warrants could require us to settle such warrants in cash upon a change of control. The
estimated fair values for the outstanding Sponsors Warrants and Management Warrants were $58.5 million and $65.1 million, respectively, as of
December 31, 2012. The fair values were estimated using an option pricing model and Level 3 inputs due to the unavailability of comparable
market data, as further discussed in Note 6  Fair Value of Financial Instruments. Decreases and increases in the fair value of the Sponsors
Warrants and the Management Warrants are recognized as either warrant liability gains or losses, respectively, in the Condensed Consolidated
Statements of Operations.

NOTE 3 EARNINGS PER SHARE

Basic earnings (loss) per share ( EPS ) is computed by dividing net income (loss) attributable to common stockholders by the weighted-average
number of common shares outstanding. Diluted EPS is computed after adjusting the numerator and denominator of the basic EPS computation
for the effects of all potentially dilutive common shares. The dilutive effect of options and nonvested stock issued under stock-based
compensation plans is computed using the treasury stock method. The dilutive effect of the Sponsors Warrants and Management Warrants is
computed using the if-converted method. Gains associated with the Sponsors Warrants and Management Warrants are excluded from the
numerator in computing diluted earnings per share because inclusion of such gains in the computation would be anti-dilutive.

Information related to our EPS calculations is summarized as follows:

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
(In thousands, except per share amounts)

Basic EPS:
Numerator:
Net income (loss) $ (76,496) $ 34,992 $ (99,666) $ (76,532)
Net income attributable to noncontrolling
interests (58) (682) 12) (1,418)
Net income (loss) attributable to common
stockholders $ (76,554) $ 34,310 $ (99,678) $ (77,950)
Denominator:

39,445 37,907 39,443 37,905

16
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Weighted average basic common shares
outstanding

Diluted EPS:

Numerator:

Net income (loss) attributable to common
stockholders

Less: Warrant liability gain

Adjusted net income (loss) attributable to
common stockholders

Denominator:

Weighted average basic common shares
outstanding

Restricted stock and stock options
Warrants

Weighted average diluted common shares
oustanding

Basic earnings (loss) per share:

Diluted earnings (loss) per share:

(76,554)

(76,554)

39,445

39,445

(1.94)

(1.94)

$

$

10

34,310
(23,430)

10,880

37,907
5
2,339
40,251
0.91

0.27

(99,678)

(99,678)

39,443

39,443

(2.53)

(2.53)

(77,950)

(77,950)

37,905

37,905

(2.06)

(2.06)

17
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THE HOWARD HUGHES CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

UNAUDITED

The diluted EPS computation for the three and six months ended June 30, 2013 excludes 918,440 stock options, 122,332 shares of restricted
stock, 1,916,667 shares of common stock underlying the Sponsors Warrants and 2,862,687 shares of common stock underlying the Management
Warrants because their inclusion would have been anti-dilutive.

Additionally, the diluted EPS computation for the three months ended June 30, 2012 excludes 847,937 stock options and 14,900 shares of
restricted stock because their inclusion would have been anti-dilutive. The diluted EPS computation for the six months ended June 30, 2012
excludes 847,937 stock options, 57,933 shares of restricted stock and 10,862,687 Sponsors and Management warrants because their inclusion
would have been anti-dilutive.

NOTE 4 RECENT TRANSACTIONS

In 2012, we formed another 50/50 joint venture, KR Holdings, LLC ( KR Holdings ) with two partners to develop a 23-story luxury condominium
tower, ONE Ala Moana Tower Condominium Project. On September 17, 2012, KR Holdings closed on $40.0 million non-recourse mezzanine
financing commitments with List Island Properties, LLC and A & B Properties, Inc., including funding for $3.0 million of pre-development

costs.

On May 15, 2013, KR Holdings, LLC ( KR Holdings ) closed on a first mortgage construction loan. Upon closing and under the terms of our joint
venture agreement, we sold to KR Holdings our interest in the condominium rights for $47.5 million and received net cash proceeds of $30.8
million and a 50% equity interest in KR Holdings. Our partner contributed $16.8 million of cash for their 50% equity interest. Due to our
continuing involvement in KR Holdings, we accounted for the transaction as a partial sale representing 50% of the $47.5 million sales value of

the condominium rights, and accordingly, we recognized net profit of $11.8 million. The remaining $23.7 million sales value of the

condominium rights will be recognized on the same percentage of completion basis as KR Holdings. As of June 30, 2013 the project was 27.9%
complete, and we recognized an additional $3.3 million of profit on the sale for the three months ended June 30, 2013. Please refer to Note 7

Real Estate Affiliates for further discussion of the ONE Ala Moana Tower Condominium Project.

NOTE 5 IMPAIRMENT

18
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We review our real estate assets, including operating assets, land held for development and sale and developments in progress, for potential
impairment indicators whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. GAAP requires
that if impairment indicators exist and the undiscounted cash flows expected to be generated by an asset are less than its carrying amount, an
impairment charge should be recorded to write down the carrying amount of such asset to fair value (or for land held for sale, fair value less cost
to sell). The impairment analysis does not consider the timing of future cash flows and whether the asset is expected to earn an above or below
market rate of return.

Our investment in each of the Real Estate Affiliates is evaluated periodically and as deemed necessary for recoverability and valuation declines
that are other-than-temporary. If the decrease in value of our investment in a Real Estate Affiliate is deemed to be other-than-temporary, our
investment in such Real Estate Affiliate is reduced to its estimated fair value.

No impairment charges were recorded during the three or six months ended June 30, 2013 or 2012. We continually evaluate our strategic
alternatives with respect to each of our properties and may revise our strategy from time to time, including our intent to hold the asset on a
long-term basis or the timing of potential asset dispositions. For example, we may decide to sell property that is held for use and the sale price
may be less than the carrying amount. As a result, these changes in strategy could result in impairment charges in future periods.

11
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THE HOWARD HUGHES CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

UNAUDITED

NOTE 6 FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents, for each of the fair value hierarchy levels required under Accounting Standards Codification ( ASC ) 820, Fair
Value Measurement, our assets and liabilities that are measured at fair value on a recurring basis.

June 30, 2013 December 31, 2012
Fair Value Measurements Using Fair Value Measurements Using
Significant Significant
Quoted Prices in Other Significant Quoted Prices in Other Significant
Active Markets for Observable Unobservable Active Markets Observable Unobservable
Identical Assets Inputs Inputs for Identical Inputs Inputs
Total (Level 1) (Level 2) (Level 3) Total Assets (Level 1) (Level 2) (Level 3)
(In thousands) (In thousands)
Liabilities
Warrants $ 267,800 $ $ $ 267,800 $ 123,573  $ $ $ 123,573
Interest rate
swaps 4,281 4,281 7,183 7,183

The valuation of warrants is based on an option pricing valuation model. The inputs to the model include the fair value of the stock related to the
warrants, exercise price of the warrants, term, expected volatility, risk-free interest rate and dividend yield.

The fair values of interest rate swaps are determined using the market standard methodology of netting the discounted future fixed cash
payments and the discounted expected variable cash receipts. The variable cash receipts are based on an expectation of future interest rates
derived from observable market interest rate curves.

The following table presents a reconciliation of the beginning and ending balances of the fair value measurements using significant unobservable
inputs (Level 3) which are our Sponsors and Management Warrants:

2013 2012
(In thousands)
Balance as of January 1, $ 123,573 $ 127,764

20
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Warrant liability loss 144,227 98,421
Balance as of June 30, $ 267,800 $ 226,185

The fair values were estimated using an option pricing model and Level 3 inputs due to the unavailability of comparable market data. Changes in
the fair value of the Sponsors Warrants and the Management Warrants are recognized in earnings as a warrant liability gain or loss.

12
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THE HOWARD HUGHES CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

UNAUDITED

The significant unobservable input used in the fair value measurement of our warrants designated as Level 3 as of June 30, 2013 is as follows:

Valuation Unobservable Average
Fair Value Technique Input Volatility
(In thousands)
Option Pricing Expected
Warrants $ 267,800 Valuation Model Volatility (a) 28.0%

(a) Based on the asset volatility of comparable companies.

The expected volatility in the table above is a significant unobservable input used to estimate the fair value of our warrant liabilities. An increase

in expected volatility would increase the fair value of the liability, while a decrease in expected volatility would decrease the fair value of the

liability.

The estimated fair values of our financial instruments that are not measured at fair value on a recurring basis are as follows:

>
»
«
¢}
a2
w2

Tax indemnity receivable, including

interest 313,925 (a) 319,622 (a)

Liabilities:

Variable-rate debt (b) 515,497 515,497 479,964 479,964

Total mortgages, notes and loans
payable $ 715,530 $ 715,772 $ 688,312 $ 695,318
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(a) It is not practicable to estimate the fair value of the tax indemnity receivable, including interest, as the timing and ultimate amount
received under contract is highly dependent on numerous future events that cannot be reliably predicted.

(b) As more fully described below, $172.0 million of variable-rate debt has been swapped to a fixed rate for the term of the related
debt.

Notes receivable are carried at net realizable value, which approximates fair value. The estimated fair values of these notes receivable are
categorized as Level 3 due to certain factors, such as current interest rates, terms of the note and credit worthiness of the borrower.

The fair value of debt in the table above was estimated based on a discounted future cash payment model using Level 2 inputs, which includes
risk premiums for loans of comparable quality and a risk free rate derived from the current London Interbank Offered Rate ( LIBOR ) or U.S.
Treasury obligation interest rates. The discount rates reflect our judgment as to what the approximate current lending rates for loans or groups of
loans with similar maturities and credit quality would be if credit markets were operating efficiently and assuming that the debt is outstanding
through maturity.

The carrying amounts of cash and cash equivalents and accounts receivable approximate fair value because of the short-term maturity of these
instruments.
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UNAUDITED

NOTE 7 REAL ESTATE AFFILIATES

In the ordinary course of business, we enter into partnerships or joint ventures primarily for the development and operations of real estate assets
which are referred to as Real Estate Affiliates . These partnerships or joint ventures are typically characterized by a non-controlling ownership
interest with decision making and distribution of expected gains and losses being proportionate to the ownership interest. We account for these
partnerships and joint ventures in accordance with ASC 810 ( ASC 810 ).

In accordance with ASC 810, we assess our joint ventures at inception to determine if any meet the qualifications of a variable interest entity

( VIE ). We consider a partnership or joint venture a VIE if: (a) the total equity investment is not sufficient to permit the entity to finance its
activities without additional subordinated financial support; (b) characteristics of a controlling financial interest are missing (either the ability to
make decisions through voting or other rights, the obligation to absorb the expected losses of the entity or the right to receive the expected
residual returns of the entity); or (c) the voting rights of the equity holders are not proportional to their obligations to absorb the expected losses
of the entity and/or their rights to receive the expected residual returns of the entity, and substantially all of the entity s activities either involve or
are conducted on behalf of an investor that has disproportionately few voting rights. Upon the occurrence of certain events outlined in ASC 810,
we reassess our initial determination of whether the partnership or joint venture is a VIE.

We also perform a qualitative assessment of each VIE on an ongoing basis to determine if we are the primary beneficiary, as required by ASC
810. Under ASC 810, a company concludes that it is the primary beneficiary and consolidates the VIE if the company has both (a) the power to
direct the economically significant activities of the entity and (b) the obligation to absorb losses of, or the right to receive benefits from, the
entity that could potentially be significant to the VIE. The company considers the contractual agreements that define the ownership structure,
distribution of profits and losses, risks, responsibilities, indebtedness, voting rights and board representation of the respective parties in
determining if the company is the primary beneficiary. As required by ASC 810, management s assessment of whether the company is the
primary beneficiary of a VIE is continuously performed.

We account for investments in joint ventures deemed to be VIEs for which we are not considered to be the primary beneficiary but have
significant influence using the equity method, and investments in joint ventures where we do not have significant influence on the joint venture s
operations and financial policies, on the cost method. Generally, the operating agreements with respect to our Real Estate Affiliates provide that
assets, liabilities and funding obligations are shared in accordance with our ownership percentages.

In certain cases, the company is required to consolidate certain VIEs. As of June 30, 2013, the carrying values of the assets and liabilities
associated with the operations of the consolidated VIEs were $34.1 million and $2.3 million, respectively. As of December 31, 2012, the
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carrying values of the assets and liabilities associated with the operations of the consolidated VIEs were $28.3 million and $1.0 million,
respectively. The assets of the VIEs are restricted for use only by the particular VIEs and are not available for our general operations.

14
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Our recent and more significant VIEs are discussed below.

ONE Ala Moana Condominium Project

On October 11, 2011, we joined two local development partners to form a joint venture called HHMK Development, LLC ( HHMK
Development ) to explore the development of a luxury condominium tower at the Ala Moana Center in Honolulu, Hawaii. On June 14, 2012, we
formed another 50/50 joint venture, KR Holdings, LLC ( KR Holdings ), with the same development partners. We own 50% of each venture and
our partners jointly own the remaining 50%.

On September 17, 2012, KR Holdings closed on two $20.0 million non-recourse mezzanine loan commitments with List Island Properties, LL.C
and A & B Properties, Inc. These loans have a blended interest rate of 12%, were drawn in full on May 15, 2013 and mature on April 30, 2018
with the option to extend for one year. In addition to the mezzanine loans, A & B Properties and List Island Properties both have a profit interest
in KR Holdings, which entitles them to receive a share of the profits, up to a maximum of $3.0 million, after a return of, and a 13% preferred
return, on our capital.

KR Holdings closed the first mortgage construction loan on May 15, 2013. Upon closing and under the terms of the venture agreement, we sold
to KR Holdings our interest in the condominium rights for net cash proceeds of $30.8 million and a 50% equity interest in KR Holdings. Our
partner contributed $16.8 million of cash for their 50% equity interest.

The construction loan will be drawn over the course of construction with the total proceeds not to exceed $132.0 million. The loan is secured by
the condominium rights and buyers deposits, has no recourse to us, matures on May 15, 2016, and bears interest at one-month LIBOR plus
3.00%. Revenue recognition for individual units in a condominium project requires, among other criteria, that the sales contracts be analyzed to
ascertain that the buyer s initial and continuing investments are adequate. KR Holdings determined that the value of the buyers deposits qualified
as sufficient investment by the buyers to recognize revenue using the percentage of completion method. We recorded $5.2 million in equity in
earnings from Real Estate Affiliates related to KR Holdings in the condensed consolidated statement of operations for the three months ended

June 30, 2013.

Millennium Woodlands Phase 11, LLC
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On May 14, 2012, w