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Plaintiffs Stella Stephens and Timothy Young (“Plaintiffs”), on behalf of
themselves and all others similarly situated (i.e., the members of the Plaintiff Class
described and defined herein) allege as follows:

INTRODUCTION

1. This case arises from a massive fraud in the homebuilding industry
whereby the Defendants, part of a vertically-integrated homebuilding conglomerate,
built new developments, represented that they were creating traditional, stable
neighborhoods with owner-occupied homes, and then filled the developments with
high-foreclosure risk purchasers, including speculators and buyers whom the
Defendants knew were poor credit risks. Plaintiffs are credit-worthy homeowners
who purchased in these neighborhoods believing them to be the stable
neighborhoods they were represented to be -- and paying prices commensﬁrate with
that kind of neighborhood.

2. Prices in a neighborhood of unqualified buyers and high-foreclosure
risk owners are necessarily lower than in stable, traditional neighborhoods, to
reflect the greater risk of the blight that large numbers of foreclosures and short-
sales may bring: abandoned houses; multiple families living in one home; transient
neighbors with no long-term ties to the neighborhood; unfinished and unkempt
yards; and, in some cases, increased crime. By concealing the presence of
significant numbers of such buyers in Plaintiffs’ neighborhoods, Defendants were
able to inflate prices beyond what such high-risk neighborhoods could command if
qualified buyers who could buy elsewhere knew the truth. Defendants were selling
high-risk junk bonds at triple-A prices.

3. When the real estate bubble burst, the truth was revealed: significant
numbers of the homes in the neighborhoods were owned by just such high
foreclosure-risk buyers and by speculators who walked away when prices fell.
Plaintiffs’ neighborhoods were hit by waves of foreclosures, as the unqualified

buyers were unable to make their mortgage payments. Instead of the usual
-
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percentage of such misfortunes one might expect in the traditional, stable
neighborhoods into which Plaintiffs thought they were buying, Plaintiffs found
themselves instead surrounded by foreclosures and abandoned houses in sufficient
numbers to transform completely the character of their neighborhoods. It was only
then that the inflated prices, and the resulting damage, became clear.

4.  Plaintiffs bring this action on behalf of themselves and other
creditworthy homebuyers like themselves who were similarly defrauded by
Defendants for the harm of lost value in their homes attributable to Defendants’
conduct, the harm of living in neighborhoods that are less desirable than what had
been represented and for the harm of having paid more than the homes were worth,
given the true character of the neighborhoods.

JURISDICTION AND VENUE

5. This Court has original jurisdiction of this action under the Class
Action Faimess Act of 2005, Pub. L. No. 109-2, 119 Stat. 4 (2005). The amount in
controversy exceeds the sum or value of $5,000,000 exclusive of interest and costs,
and there is minimal diversity because certain members of the class are citizens of a
different state than any defendant as required by 28 U.S.C. § 1332(d)(2).

6. Venue as to Defendants is proper in this judicial district because
Defendants Lennar Corporation and Lennar Homes of California, Inc. do
substantial business in this judicial district and some of the acts complained of
occurred in this judicial district.

PARTIES

7. Plaintiff Stella Stephens is a resident of Riverside County, California.
Stephens purchased a new home in Riverside County from Defendants in 2005.

8.  Plaintiff Timothy Young is a resident of Riverside County, California.
Young purchased a new home in Riverside County from Defendants in 2006.

9.  Defendant Lennar Corporation ("Lennar Corp.") is a corporation

organized under the laws of the State of Delaware and headquartered in Miami,
3.
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Florida. Lennar Corp. is a home building and lending company with homebuyer
customers in California as well as a number of other states. Lennar Corp. is the
parent of all “Lennar Homes” entities.

10. Defendant Lennar Homes of California, Inc. ("Lennar CA") is a home
building subsidiary of Lennar Corp., and conducts substantial business in the state
of California as well as in other states. Lennar CA is incorporated in the state of
California and headquartered in Miami, Florida. Together, Lennar Corp. and
Lennar CA are referred to as "Defendants" or "Lennar.”

11.  Plaintiffs allege on information and belief that at all times mentioned
herein, each Defendant was acting as an agent and/or employee of the other, and at
all times mentioned was acting within the course and scope of said agency and/or
employment with the full knowledge, permission, and cohsent of the other
Defendant. In addition, each of the acts and/or omissions of each Defendant
alleged herein were made known to, and ratified by, the other Defendants.

12.  On information and belief, each Defendant conspired together to
implement the unlawful practices described herein, and each Defendant did
thereafter take specific actions as alleged herein in furtherance of that conspiracy,
thereby causing the alleged damages to Plaintiffs and all others similarly situated.

13.  Plaintiffs further allege on information and belief, that the Defendants
conspired with at least two other Lennar Homes companies, Universal American
Mortgage Company ("UAM") and Lennar Sales Corp. ("Lennar Sales"). UAM and
Lennar Sales Corp. conspired together to implement the unlawful practices
described herein, and each of them did thereafter take specific actions as alleged
herein in furtherance of that conspiracy, thereby causing the alleged damages to
Plaintiffs and all others similarly situated.

14.  Plaintiffs further allege on information and belief that at all times
mentioned herein, each of UAM and Lennar Sales was acting as an agent and/or

employee of one or both of the Defendants, and at all times mentioned was acting
4-
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within the course and scope of said agency and/or employment with the full
knowledge, permission, and consent of the Defendants.
GENERAL FACTUAL ALLEGATIONS
15. The following general factual allegations are based upon information

and belief unless otherwise specified.
Structure of Defendants' Business

16. Defendants are in the business of developing, constructing, and selling
new houses. Lennar Corp. is a publicly traded company and, through its
subsidiaries, is one of the largest residential homebuilders in the United States. In
2008, it was ranked as the 2nd largest homebuilder by HousingZone.com based on
revenue. From 2004 to 2006, Defendants reported that they had closed a total of
128,131 houses throughout Arizona, California, Colorado, Delaware, Florida,
Illinois, Maryland, Maine, Minnesota, Nevada, New Jersey, North Carolina,
Pennsylvania, South Carolina, Texas, and Virginia. Defendants have a very
significant presence in California, having sold 32,229 homes in California and
Nevada between 2004 and 2006.

17. Traditionally, builders such as Defendants would obtain raw land and
build houses on that property. Thereafter, separate and distinct companies would
market and sell the houses, provide lending to new buyers, obtain the appraisals of
property, obtain the insurance for the property, and obtain title services for the
property.

18.  Over time however, national builders such as Defendants conspired to
increase sales of their houses by offering the aforementioned auxiliary services
(lending, appraisals, insurance, title, etc.) through their own companies. Sometime
prior to 2004, Defendants expanded their home construction business to both
market the houses to prospective buyers and provide to the buyers the services
necessary for purchase, including real estate agent services, financing, and the like.

19.  The organizational structure of Lennar Corp. was seamless. In order to

_5-
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make sales, Lennar Corp. formed subsidiaries to develop, construct and sell the
houses. Lennar Corp. also set up subsidiary mortgage companies to facilitate sales
by acting as a temporary financing company for new buyers, thereby keeping all
major aspects of the sale within its control.

20.  While Lennar Corp. set up a number of "subsidiary" businesses,
including Lennar CA and Lennar Sales and other LLC's and corporations to
develop, construct, and sell houses; and UAM to finance new house sales, these
businesses are separate entities in name only. Lennar Corp. and its directors,
executives, and management control and direct the subsidiary businesses so that
these businesses have few of the characteristics of a separate company, and instead
have virtually all the characteristics of a division that simply facilitates the
implementation of the homebuilding business of Lennar Corp.

21. Based on information and belief, Lennar Corp., through its directors,
executives, and management, sets and directs policy for the subsidiary businesses
which develop, construct and sell homes and plays an active role in each of the
subsidiaries. With respect to Lennar CA and the number of corporations and LLC's
established to sell houses, each of such businesses is directed and controlled by
Lennar Corp.as follows:

(@  Lennar Corp. pays and directs employees and consultants who
find the new development sites where the subsidiary company
will work and do business;

(b)  Lennar Corp. creates the budgets, sales quotas, and business
plans for the new development sites where the subsidiary
company will work and do business;

(¢0  Lennar Corp. provides the funding and employees to set up the
subsidiary to work on the new development site;

(d)  Lennar Corp. selects, directs, and controls the executive(s) that

manages the subsidiary that works on the development site;
6-
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Lennar Corp. establishes the compensation of the management
of the subsidiaries;

Lennar Corp. creates, monitors, and enforces sales quota and
business strategies for the subsidiaries' work on a development
site;

Lennar Corp. secures outside funding for the subsidiaries, with
both parent corporation and subsidiaries having access to the
financing, and jointly responsible for the financing;

Lennar Corp. shares both physical and human resources between
itself and subsidiaries as well as between different subsidiaries;
Lennar Corp. directs and controls the marketing of its
subsidiaries, mcludmg branding colors, logos, slogans, names,
and web site marketing;

Lennar Corp. fully controls profit from the subsidiaries and
reports to shareholders, government entities, and the public the
profit and loss earned by the subsidiaries as Lennar Corp 's
profit and loss;

Each subsidiary’s revenue is almost exclusively from work
performed for Lennar Corp.;

The subsidiary building company performs the work of Lennar
Corp. that is necessary to sell homes;

The subsidiary building company does not have a board of
directors or management that is independent of Lennar Corp.;
and

Lennar Corp. is solely in the business of building and selling
homes, and if its subsidiaries did not build, market, sell homes,
and provide mortgages to encourage further sales of homes, then

a representative of Lennar Corp. would have to perform these
-7-
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duties.

22. Based on information and belief, Lennar Corp., through its directors,

executives and management, also sets and directs policy for the subsidiary

businesses that provide temporary financing of the homes constructed and sold by

Lennar Corp. and its subsidiaries. Subsidiary corporation UAM is directed and

controlled by Lennar Corp. as follows:

()

(b)

©

(d)

(e)

)

(g)

(h)

@

)

9]

Lennar Corp. sets policy for UAM;

Lennar Corp. obtains funding for UAM;

Lennar Corp. selects, directs, and controls the executive(s) who
manages UAM;

Lennar Corp. establishes the compensation of the management
of UAM; |

Lennar Corp. shares both physical and human resources between
itself and subsidiaries as well as between different subsidiaries;
Lennar Corp. directs and controls the marketing of UAM,
including branding colors, logos, slogans, names, and web site
marketing;

UAM coordinates its web site with Lennar Corp.;

Lennar Corp. controls profit from UAM and reports to
shareholders, government entities, and the public the profit and
loss earned by UAM as Lennar Corp.’s profit and loss;

Each subsidiary’s revenue is almost exclusively from work
performed for Lennar Corp.;

UAM performs the work of Lennar Corp. that facilitates selling
homes by providing financing services; and

UAM does not have a board of directors or management that is

independent of Lennar Corp.

23.  Because of the business structure of Lennar Corp. and its subsidiaries,

_8-
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Lennar Corp. is legally responsible for not only its actions, but those of its
subsidiaries. In addition, the subsidiaries are responsible for not only their acts, but
of those of the other subsidiaries. To the extent the action of Lennar Corp. or a
subsidiary is found to be illegal as alleged in the complaint, Lennar Corp. and each

subsidiary is jointly and severally liable for the conduct.
The Home-Building Scheme
24. Beginning prior to 2004, Defendant Lennar Corp. directed its

subsidiaries to implement a scheme to increase the number of houses sold and to
increase the amount of profit per sale.

25.  In order to accomplish their scheme, Defendants marketed to, and
then financed, unqualified buyers who posed an abnormally high risk of foreclosure
in order to increase both the number of sales and the price of houses in the same
neighborhoods in which Defendants were selling houses to traditionally qualified
and low-foreclosure-risk buyers. They also increased demand by selling to
investors. Defendants correctly anticipated that this would create "a buying frenzy"
that artificially increased demand and house prices, resulting in increased profits to
Defendants.

26. Defendants' scheme depended on, and was facilitated by, the fact that
Lennar could use a Lennar Corp. subsidiary to accomplish each and every phase of
a home sale transaction - a Lennar subsidiary would build the homes, a Lennar
subsidiary would market them, a Lennar subsidiary would act as broker, a Lennar
subsidiary would be the seller, and a Lennar subsidiary would provide financing to
the buyers, especially to buyers who could not obtain loans elsewhere. In addition,
a Lennar-friendly appraiser would appraise the properties for UAM. In this way, no
outside party would play a role in the transaction and Lennar could control every
aspect of each sale. Moreover, and most significantly, Lennar could insure that its
sales were not constrained by the requirements that other lenders might impose to
ensure that buyers were qualified and could afford their homes, or by appraisals

9.
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from independent appraisers that could interfere with Lennar’s plans to inflate the
prices of the houses it was selling.

27. Defendants accomplished their scheme through sales quotas, high
pressure sales tactics, and then through tactics that would make it likely that buyers
would use Lennar's own mortgage companies. In fact, UAM originated loans for
approximately 66% of Lennar sales in 2006.

28.  After convincing buyers to use their mortgage company (often through
the use of incentives to buyers or through requiring submission of financing
applications to the captive mortgage company even if a buyer expressed interest in
using an outside lender), Defendants encouraged and assisted buyers in obtaining
mortgages for which they were not qualified. Defendants did this explicitly to sell
more hoﬁses than they would have been able to sell if only traditionally qualified
buyers were buying their houses and to increase the profit per house through the
creation of an artificial housing demand.

29. InRiverside County, between 2001 and 2011, 51% of the loans made
by a Lennar subsidiary mortgage company to purchasers of new Lennar
construction were loans of at least 90% of the value of the home. That is, 51% of
the borrowers to whom Lennar made loans borrowed at least 90% of the purchase
price of their home and paid 10% or less themselves. At no time did Defendants
ever disclose this level of their own subprime lending saturation in the communities
they were building.

30. Lennar’s scheme also depended on the fact that, because of the
existence of loan securitization, Defendants, and their mortgage company
subsidiaries, would not be required to absorb the foreclosures that would result
from providing financing to unqualified buyers. Instead, Defendants guaranteed
their own profit, without accepting the inevitable losses, by immediately selling the
loans they had underwritten to third-party banks and other financial entities. These

financing businesses then would often resell the loan, further isolating Defendants
-10-
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from the likelihood of loss from the risky loans.

31. Besides selling to unqualified buyers, Defendants also increased sales,
and inflated prices in their developments, by selling houses to buyers that it knew,
or should have known, were investors who had no intention of occupying the
houses. These investors would then rent out the property thereby providing a
neighborhood that was not stable, contrary to what was represented in the
marketing and sales materials. Even more importantly, because the house was an
investment and not a home, these buyers were more likely to "walk away" from the
house with any downturn in housing prices, which made them high-foreclosure-risk
buyers.

32. Inorder to implement their scheme, however, it was necessary for
Defendants to conceal the truth about the nelghborhoods they were building.
Defendants convinced government entities, then the community, and finally buyers
that Defendants were building traditional neighborhoods with stable owners who
occupied their homes and who were vested in the community and neighborhood.
Implicit in that marketing scheme was that Defendants were making a good-faith
effort to sell homes to buyers that they expected could afford to buy the houses and
would be stable neighbors.

33.  Defendants repeatedly represented that the homes they were selling
were single-family homes and that each home would be occupied only by a single
family. Homes with large numbers of bedrooms were advertised in marketing
brochures as "family-sized” and "buyer” was equated with "family" to further
reinforce the impression that 3-, 4-, and 5-bedroom homes would be sold to single-
family units who would occupy them.

34. Defendants also represented that only buyers who intended to occupy
the homes as their primary residence for at least one year would be permitted to
purchase homes in these developments, thus representing that the developments

would be inhabited only by owner-occupiers. In fact, however, Defendants sold to,
-11-
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and approved loans for, buyers whom they knew or should have known were

investors and had no intention of occupying the property they were purchasing.

35. Inan attempt to disguise that the loans they were making were for

unqualified and high foreclosure risk borrowers, Defendants assisted and

encouraged unqualified buyers to appear as qualified buyers by:

(a)
(b)
©

(d)

Q)

®

(g

allowing and encouraging buyers to provide inflated stated and
unverified income;

underwriting sub-prime loans for buyers with bad credit history;
not requiring any substantial down payment;

underwriting or securing piggyback loans for second mortgages
so that the buyers did not make any real down payment;
financing buyers in adjustable loans (interest only or below in
many cases) and qualifying these buyers on the artificially low
initial payments;

providing cash "incentives" to buyers at the close of escrow if
the buyers used Defendants' mortgage company to finance the
house, thereby eliminating the requirement that buyers pay
closing costs; and

obtaining inflated appraisals.

36. Defendants required all homebuyers in the communities they built to

apply to UAM for financing. Defendants represented to buyers that the purpose of

this requirement was to allow Lennar to ensure that buyers were qualified to

purchase their homes. Lennar Corp. and Lennar CA thus delegated to UAM the

task of determining who was qualified to purchase the homes they were building

and represented to buyers that UAM was their agent for this purpose.

37.  As aresult of the requirement that all buyers apply to UAM for

financing, UAM had at all relevant times sufficient information about the financial

status of each buyer to know that substantial numbers of buyers in the communities

12-
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were investors and/or sub-prime borrowers who were not traditionally qualified to
purchase their homes. UAM was obliged to report these unqualified buyers to
Lennar Corp. and Lennar CA. But, in fact, UAM was instructed by Lennar Corp.
and Lennar CA to provide loans to unqualified buyers despite Lennar's
representations to homebuyers that UAM would ensure that only qualified buyers
were able to purchase homes in the communities Lennar was building.

38. Defendant and its subsidiaries routinely demanded or imposed (in the
purchase agreements and/or elsewhere) consents or authorizations allowing them to
share homebuyers’ loan application information and status amongst themselves,
such that all Lennar entities had access to information sufficient to determine
whether a given prospective purchaser was a high-foreclosure-risk buyer.

39. By financing thése unqualified buyers and investors, Defendants knew,
or should have known, that they were filling neighborhoods with high-foreclosure-
risk buyers surrounding the traditionally qualified and low-foreclosure-risk buyers.
Defendants knew, or should have known, that a number of these unqualified buyers
were counting on house appreciation to transform them in the future from
unqualified to qualified buyers. As a result, these were high-foreclosure-risk
buyers. Defendants also knew, or should have known, that buyers requiring
subprime loans due to bad credit history were high-foreclosure-risk buyers.
Defendants further knew, or should have known, that buyers who were not
financially vested in the house, because they did not have to make a substantial
down payment or pay closing costs, are much more likely to "walk away" from the
house with any downturn in housing prices, which made these buyers high-
foreclosure-risk buyers.

40. Defendants also knew, or should have known, that a neighborhood
containing a number of high-foreclosure-risk buyers was a materially important fact
to buyers of their houses. Foreclosures and short sales (a lender-agreed sale below

the principal of the loan) are devastating to both the value and desirability of a
-13-
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neighborhood. Foreclosures resulting in bank sales and short sales are usually well
below market value. These foreclosure sales and short sales then become the new
comparative sales values for the neighborhood, which result in a vastly lower
market rate. This, in turn, triggers yet another round of foreclosures and short sales,
resulting in a further decline in market value. Soon this cycle results in price free-
fall for the houses in the neighborhood, materially affecting the value of those
homes not subject to foreclosures or short sales.

41. A significant number of foreclosures and short sales also have a
significant effect on the desirability of a neighborhood. They result in abandoned
houses; multiple families living in one home; transient neighbors with no long-term
ties to the neighborhood; unfinished and unkempt yards; and, in some cases,
increased crime. |

42.  Despite the knowledge that the neighborhood included, and would
include in the future, unqualified and high-foreclosure-risk home buyers,
Defendants marketed and expressly and/or implicitly represented that the homes
they were selling were good investments worth equal to or greater than the sales
price; that the homes were not being sold to investors; and that the homes were
being built as part of stable and desirable neighborhoods.

43. Defendants concealed and intentionally failed to disclose to
prospective buyers the fact that numerous houses in the neighborhoods were being
purchased by unqualified and high-foreclosure-risk buyers, despite Defendants'’
knowledge that this could, and likely would over time, have a material negative
effect on the value and desirability of the house and neighborhood.

44. By misrepresenting and failing to disclose to prospective buyers that
large numbers of investors and unqualified, high-foreclosure risk buyers were
purchasing homes in their communities, Defendants were able to sell their homes
for more than the homes were worth. Homes in neighborhoods with large numbers

of sub-prime buyers and investors command lower prices than homes in stable,
-14-
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owner-occupied neighborhoods of qualified homebuyers. By concealing the
presence of the large numbers of sub-prime buyers and investors, Defendants were
able to sell homes for the higher prices associated with more desirable stable

neighborhoods.
Result of Scheme to Increase Profits and Increase Executive Compensation

45. For several years this house of cards business scheme appeared not to
have victims. Defendants generated billions of dollars in sales and profit while the
prices of houses continued to rise in substantial part from the artificially inflated
demand created by unqualified and high-foreclosure-risk buyers.

46. As was inevitable, however, over time these unqualified and high-
foreclosure-risk buyers began to default on their loans leading to foreclosures and
short sales. These foreclosures and short sales of properties were significantly
below market value and depressed the value of the houses of the qualified and low-
foreclosure-risk buyers. A snowball effect of foreclosures and short sales then
followed, each further depressing the market value of the neighborhoods. This led
to a catastrophic loss of value to the homeowners, wiping out the life savings of
homeowners who did everything right.

47. The communities in which Plaintiffs and members of the class
purchased their homes have suffered the deterioration that follows multiple
foreclosures, short sales, and sales to investors. In particular, many homes are
vacant; yards are unfinished or unkempt; multiple families are residing in homes
that were marketed as single-family homes; homes are occupied by transient
renters; and crime has increased.

48.  This loss in value can also be quantified economically. Although
housing prices fell generally when the housing bubble burst, housing prices in
neighborhoods and communities with higher percentages of subprime loans fell by
larger percentages than elsewhere. An analysis performed by an economist with

expertise in the study of regional economies, real estate dynamics, labor markets
-15-
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and business forecasting shows that builders who used more subprime loans saw
greater increases, followed by greater decreases, in home prices. This analysis
shows, for example, that if a home buyer in Riverside County purchased a home in
2006 from a builder who financed 70% of its sales with subprime mortgages, that
person would have paid $40,000 more than if he or she had purchased a similar
property from a builder who financed only 20% of its sales using subprime loans.
That is, paradoxically, homebuyers were paying more to buy into communities with
large numbers of subprime borrowers - a fact that can only be explained by the
concealment of the presence of those buyers. And if that same person sold the
house in 2011, he or she could expect to receive $60,000 less for that property. In
this analysis, subprime borrowers were defined as those who borrowed at least 90%
of the value of their home.

49. Moreover, the economist found, specifically, those builders who used
more subprime financing created a wider swing in prices for prime borrowers.
Thus, prime borrowers, who could have bought from anyone, but who happened to
purchase from builders who sold to a high percentage of subprime borrowers
suffered disproportionate losses when the housing bubble burst, compared to prime
borrowers who bought their homes from builders who sold to fewer numbers of
subprime borrowers.

50. Although the level of subprime lending by Lennar’s mortgage
subsidiaries was less than the 70% used in the example, at 51% it was sufficiently
high to inflate prices of the homes sold by Lennar, and to do so by a measurable
and quantifiable amount. The percentage of homes in Lennar communities that
were financed by subprime lending was sufficiently high that Lennar was obliged
to, but did not, disclose the saturation of subprime buyers in these communities.

51.  Other research in other parts of the country supports the conclusion
that subprime lending disproportionately affects value. For example, research

published in 2004 (Geoff Smith of the Woodstock Institute) based on Chicago-area
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neighborhoods (low-income and middle income) found:

Subprime lending has a substantial impact on
neighborhood foreclosure levels. For every 100 additional
subprime loans on owner-occupied properties made in a
typical neighborhood from 1996 to 2001, there were an
additional 9 foreclosure starts in the community in 2002
alone. Nine foreclosure starts in a census tract in one year
is a substantial increase. The average tract in the Chicago
area had only about 11 foreclosures starts in 2002. Thus,
this represents an increase of 76 percent in the foreclosure

level.

(Executive Summary)‘

52.

The Smith analysis continues:

The contribution of subprime home purchase loans to
neighborhood foreclosures is 28 times that of prime home
purchase loans. While a tract with 100 additional prime
home purchase loans from 1996 to 2001 is expected to
have only 0.3 additional foreclosures in 2002, a tract with
100 additional subprime home purchase loans is expected

to have almost 9 additional foreclosures.

(Executive Summary)

53.
Yao found that nearby distressed properties have significant negative contagion
effects over and above the overall trend in house prices of approximately 1% to
1.5% per foreclosure. That same year, Lin, Rosenblatt and Yao found that the

spillover effect of foreclosure results in as much as a 9.7% discount in home prices

Other researchers concur. A 2008 article by Harding, Rosenblatt and

when the foreclosed property is within 100 yards.

54.

As a result of Defendants' unlawful scheme, Plaintiffs and those
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similarly situated were misled into purchasing homes they would not have
purchased if there had been proper disclosure. The failure to disclose the presence
of subprime buyers and investors resulted in Plaintiffs paying inflated purchase
prices for their houses. Through economic expert analysis and testimony, the
damages to Plaintiffs and those similarly situated as a result of Defendants' scheme
are capable of being ascertained, and will be ascertained and calculated, separate
and apart from devaluation resulting from other economic factors such as
unemployment trends and general market fluctuations.

55. While the scheme has had devastating effects on Plaintiffs, the
Defendants, their shareholders and the executives and management of each
Defendant individually benefitted from these practices. Primarily relying on
bonuses, the chief executive officer of Lennar Corp., Stuart Miller, received dver
$50 million in compensation over the three year class period of 2004-2006. On
information and belief, the prospect of this excessive and unconscionable
compensation led to and contributed to, inter alia, decisions by such executives
which resulted in the actions complained of herein.

56. Defendants are liable for civil conspiracy for each of the unlawful
practices and claims alleged, including, but not limited to the following:

(a)  Defendant Lennar Corp., created the scheme and directed each
of its subsidiaries to carry out the scheme in furtherance of its
goal of increasing profit for Lennar Corp.;

(b)  Lennar Corp. directed the practices of Lennar CA and Lennar
Sales that included sales quotas, high pressure sales tactics, and
tactics that would make it likely that buyers would use Lennar's
own mortgage companies;

(¢)  Lennar Corp. directed the practices that led UAM to engage in
reckless lending practices in order to increase sales and prices;

(d)  Lennar Corp. directed the practices of Lennar CA and Lennar
-18-
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Sales relating disclosures and omissions that resulted in the
unlawful concealment from buyers of the presence of high-
foreclosure-risk homeowners in the neighborhood;

(¢)  Lennar Corp. received the profit from increased sales and higher
prices per house from those concealed actions that artificially
created a "buying frenzy" from unqualified buyers and investors,
misleading traditionally qualified homebuyers into purchasing
houses at inflated prices, and causing the injuries complained of
herein;; and

® At all times, each Defendant was aware of the practices in
furtherance of the scheme of each of the other Defendants.

INDIVIDUAL PLAINTIFFS' FACTUAL ALLEGATIONS

57.  On or about June 25, 2005, Plaintiff Stella Stephens entered into a
purchase and sale agreement with Lennar CA and Lennar Sales to buy a new house
located in the county of Riverside, California. In or about November, 2005, the
purchase was completed and escrow was closed. Plaintiff paid the full purchase
price of her house and did not borrow or finance any portion of it.

58.  Shortly before entering into the purchase and sale agreement, Stephens
was provided marketing materials pertaining to her community. The marketing
materials purported to come from "Lennar” or lennarfamily.com and did not
identify or refer to any corporate entity. Because the community did not yet exist,
but rather, was in the process of being built by Lennar, Stephens had no information
about the community other than what was provided to her by Lennar.

59. Ator about the time she entered into the purchase and sale agreement,
Stephens received from Lennar CA a Declaration of Covenants, Conditions, and
Restrictions ("CC&R”) and a "Homebuyer Disclosure Statement" for her
community. The CC&R and the Homebuyer Disclosure Statement supplemented

the marketing materials in providing Stephens with information about the
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ED CV (9-1668 VAP: SECOND AMENDED CLASS ACTION COMPLAINT




O 0 N N W B W =

Y DN NN N NN B ke e s e el e e e e e
00 N A U AW N = O e 00NN R WD = O

community in which she was buying her home. The CC&R was recorded with the
County Register of Riverside County.

60. The marketing materials that Stephens received depicted the
community in which her home would be located as a stable, family-based
neighborhood with numerous recreational amenities. The marketing materials
specifically stated that the homes in her community were single-family homes.

61. The CC&R and the Homebuyer Disclosure Statement stated that
buyers in the community would be required to landscape their property within 180
days after the closing of escrow and further would be required to maintain their
property "in a neat and attractive condition" and install appropriate irrigation and
drainage as needed. These requirements assumed, and conveyed to buyers
including Stephens, that all buyers in the community could sﬁfﬁciently afford the
purchase price of their homes that, within six months of purchase, they would have
the resources to provide the landscaping, irrigation, and drainage required. These
requirements further assumed, and conveyed to buyers including Stephens, that all
buyers in the community would be sufficiently invested in their property to
maintain it in a "neat and attractive" condition.

62. The CC&R provided that homes in the community could not be leased
"for anything other than a single-family dwelling." The "Homebuyer Disclosure
Statement" stated that a homebuyer would not be permitted to lease less than the
entire homesite. The "Homebuyer Disclosure Statement” further provided:

Owner Occupancy/Anti-Speculation Agreement. It is
Builder's policy to provide home ownership opportunities
to people who intend to purchase and occupy the Home as
their principal residence. This policy is meant to
discourage home purchase speculation and to encourage a
stable community of owner-occupied Homes.

63. The "Owner Occupancy/Anti-Speculation Agreement” clause of the
-20-
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