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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15 (d) of

the Securities Exchange Act of 1934

For the quarterly period ended August 6, 2011

Commission File number 0-6506

NOBILITY HOMES, INC.
(Exact name of registrant as specified in its charter)

Florida 59-1166102
(State or other jurisdiction of (I.R.S. Employer
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incorporation or organization) Identification No.)

3741 S.W. 7th Street

Ocala, Florida 34474
(Address of principal executive offices) (Zip Code)

(352) 732-5157

(Registrant�s telephone number, including area code)

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  x.

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 during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes  x ;    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 ¨ Accelerated filer ¨

Non-accelerated filer ¨ Smaller Reporting Company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨ ;    No  x.

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Title of Class Shares Outstanding as of November 14, 2012
Common Stock 4,056,144
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NOBILITY HOMES, INC.

Consolidated Balance Sheets

August 6, 2011 November 6, 2010
(Unaudited)

Assets
Current assets:
Cash and cash equivalents $ 6,117,617 $ 8,225,232
Short-term investments 2,009,855 2,025,812
Accounts and notes receivable 511,518 296,536
Mortgage notes receivable, current 2,404 2,284
Inventories 6,397,420 7,493,776
Pre-owned homes, current 2,276,039 1,549,211
Minimum receivable due from escrow, current 751,622 529,397
Income tax receivable 244,365 244,365
Prepaid expenses and other current assets 411,878 230,597
Deferred income taxes 341,218 267,566

Total current assets 19,063,936 20,864,776

Property, plant and equipment, net 3,871,444 3,989,441
Pre-owned homes, long term 6,563,044 5,214,962
Minimum receivable due from escrow, long term 2,167,332 1,782,057
Long-term investments �  512,786
Mortgage notes receivable, long term 189,188 190,921
Other investments 3,377,294 5,647,043
Deferred income taxes 1,575,782 1,649,434
Other assets 3,291,252 2,524,952

Total assets $ 40,099,272 $ 42,376,372

Liabilities and Stockholders� Equity
Current liabilities:
Accounts payable $ 291,546 $ 220,635
Accrued compensation 75,762 114,478
Accrued expenses and other current liabilities 634,957 209,787
Deferred revenue, current 38,375 �  
Customer deposits 332,785 554,991

Total current liabilities 1,373,425 1,099,891

Deferred revenue, long term 706,373 �  
Reserve for guarantee liability 1,707,230 1,682,621

Total liabilities 3,787,028 2,782,512

Commitments and contingent liabilities
Stockholders� equity:
Preferred stock, $.10 par value, 500,000 shares authorized; none issued and outstanding �  �  
Common stock, $.10 par value, 10,000,000 shares authorized; 5,364,907 shares issued 536,491 536,491
Additional paid in capital 10,558,074 10,482,920
Retained earnings 34,685,304 38,036,303
Accumulated other comprehensive income 84,068 89,839
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Less treasury stock at cost, 1,308,763 shares in 2011 and 2010 (9,551,693) (9,551,693) 

Total stockholders� equity 36,312,244 39,593,860

Total liabilities and stockholders� equity $ 40,099,272 $ 42,376,372

The accompanying notes are an integral part of these financial statements
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NOBILITY HOMES, INC.

Consolidated Statements of Operations and Comprehensive Loss

(Unaudited)

Three Months Ended Nine Months Ended
August 6, July 31, August 6, July 31,

2011 2010 2011 2010
Net sales $ 2,881,572 $ 4,351,040 $ 9,343,475 $ 11,352,443
Cost of goods sold (2,390,136) (3,448,062) (7,575,835) (9,015,223) 

Gross profit 491,436 902,978 1,767,640 2,337,220
Selling, general and administrative expenses (1,420,581) (905,941) (3,033,707) (2,948,898) 

Operating income (loss) (929,145) (2,963) (1,266,067) (611,678) 

Other income (loss):
Interest income 54,413 65,566 127,802 194,911
Undistributed earnings in joint venture�Majestic 21 3,705 3,695 21,201 15,099
Losses from investments in retirement community limited partnerships (2,180,145) (352,995) (2,290,950) (803,044) 
Miscellaneous 2,320 21,826 57,015 45,844

Total other income (loss) (2,119,707) (261,908) (2,084,932) (547,190) 

Loss before provision for income taxes (3,048,852) (264,871) (3,350,999) (1,158,868) 
Income tax benefit (expense) �  113,606 �  492,909

Net loss (3,048,852) (151,265) (3,350,999) (665,959) 

Other comprehensive income (loss), net of tax for 2010:
Unrealized investment gain (loss) (33,957) (5,280) (5,771) 42,175

Comprehensive loss $ (3,082,809) $ (156,545) $ (3,356,770) $ (623,784) 

Weighed average number of shares outstanding:
Basic 4,056,144 4,056,144 4,056,144 4,056,144
Diluted 4,056,144 4,056,144 4,056,144 4,056,144

Loss per share:
Basic $ (0.75) $ (0.04) $ (0.83) $ (0.16) 
Diluted $ (0.75) $ (0.04) $ (0.83) $ (0.16) 

The accompanying notes are an integral part of these financial statements
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NOBILITY HOMES, INC.

Consolidated Statements of Cash Flow

(Unaudited)

Nine Months Ended
August 6, 2011 July 31, 2010

Cash flows from operating activities:
Net loss $ (3,350,999) $ (662,306) 
Adjustments to reconcile net loss to net cash (used in) provided by operating activities:
Depreciation 123,256 159,847
Amortization of bond premium/discount 22,972 59,229
Deferred income taxes �  (375,924) 
Undistributed earnings in joint venture�Majestic 21 (21,201) (15,099) 
Distributions from joint venture�Majestic 21 �  29,000
Losses from investments in retirement community limited partnerships 2,290,950 803,044
Gain on disposal of property, plant and equipment (3,740) �  
Increase in cash surrender value of life insurance (71,100) (44,641) 
Stock-based compensation 75,154 113,814
Decrease (increase) in:
Accounts receivable (214,883) (344,223) 
Inventories 1,096,356 742,832
Pre-owned homes (2,074,910) (1,876,842) 
Minimum receivable due from escrow (607,500) 599,127
Income taxes receivable �  773,442
Prepaid expenses and other assets (876,581) (23,116) 
(Decrease) increase in:
Accounts payable 70,911 7,441
Accrued compensation (38,716) (36,203) 
Accrued expenses and other current liabilities 425,171 (53,673) 
Deferred Revenue 744,748 �  
Customer deposits (222,206) 505,993
Reserve for guarantee liability 24,609 (9,614) 

Net cash (used in) provided by operating activities (2,607,709) 352,128

Cash flows from investing activities:
Purchase of property, plant and equipment (11,002) (3,800) 
Proceeds from the sale of property, plant and equipment 9,483 �  
Proceeds from mortgage notes receivable 1,613 �  
Proceeds from maturity of long-term investment 500,000 1,400,000

Net cash provided by investing activities 500,094 1,396,200

Increase (decrease) in cash and cash equivalents (2,107,615) 1,748,328

Cash and cash equivalents at beginning of year 8,225,232 3,995,167

Cash and cash equivalents at end of quarter $ 6,117,617 $ 5,743,495

The accompanying notes are an integral part of these financial statements

Edgar Filing: NOBILITY HOMES INC - Form 10-Q

Table of Contents 7



5

Edgar Filing: NOBILITY HOMES INC - Form 10-Q

Table of Contents 8



Table of Contents

Nobility Homes, Inc.

Notes to Consolidated Financial Statements

(Unaudited)

1. Basis of Presentation

The accompanying unaudited consolidated financial statements for the three and nine months ended August 6, 2011 have been prepared in
accordance with accounting principles generally accepted in the United States of America for interim financial information and pursuant to the
rules and regulations of the Securities and Exchange Commission for Form 10-Q. Accordingly, they do not include all the information and
footnotes required by accounting principles generally accepted in the United States of America for complete financial statements.

The unaudited financial information included in this report includes all adjustments which are, in the opinion of management, necessary to
reflect a fair statement of the results for the interim periods. The operations for the three and nine months ended August 6, 2011 are not
necessarily indicative of the results of the full fiscal year.

The condensed consolidated financial statements included in this report should be read in conjunction with the financial statements and notes
thereto included in the Company�s November 6, 2010 Annual Report on Form 10-K.

2. Revisions to Financial Statements

As more fully described in Note 11, the Company entered into a Finance Revenue Sharing Agreement (�FRSA�) with 21st Century Mortgage
during 2004. Under this arrangement, the Company has agreed to repurchase and remarket financed homes that are in default. The Company is
subject to loss on such repurchases if a loss on a closed transaction exceeds reimbursement provisions available to the Company under the FRSA
from an escrow account funded by collections of interest on the financed portfolio. On a cumulative basis, the Company has reported
approximately $1.75 million in revenue from distributions under the FRSA arrangement during fiscal years 2007 through 2009. The Company
has determined that escrow balances should be sufficient to cover losses on repurchases and has recognized revenue under the arrangement on
an as-received basis and has incurred nominal losses on repurchased transactions throughout the term of the arrangement.

The Company has historically viewed this arrangement as a combined repurchase, remarketing and revenue sharing arrangement and as such has
not deemed it necessary to separately account for the components of the arrangement. Recently, the Company has determined that the repurchase
element of the FRSA should have been accounted for under ASC 460, Guarantees, and should have been applied since inception of the FRSA
agreement.

In applying the guidance in ASC 460, the Company determined that a third party market participant does not exist for this type of financial
instrument which includes a repurchase obligation and thus, the Company estimated a value for the repurchase obligation based on estimated
cash outflows that would be incurred by a guarantor and a premium that would be required to be paid a third party to induce that party to
participate in the arrangement.

Based on the Company�s past experience and an assessment of likely future contributions to the escrow account from the financed portfolio, the
Company determined the escrow account would be sufficient to fund any losses on repurchases. Therefore the cash flow cost of the guarantee
was determined to be the time-value of carrying

6
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the repossessed inventory and the related disposal costs, which were estimated on an individual contract basis. An inducement premium was
added to these costs to determine the overall ASC 460 initial cost of the repurchase obligation. The Company concluded that the offsetting
impact of the ASC 460 liability should be recorded to expense.

The Company also determined in its reassessment of the FRSA that receivables from the escrow account related to reimbursement provisions of
the arrangement should be reflected as a separate asset with the offset being reflected as a reduction of repossessed inventory. Pre-owned homes
initially are recorded at cost. The escrow account funds the refurbishment costs to put the homes in saleable condition at a minimum, and losses
on sale, if any, subject to the provisions of the FRSA. Reducing the cost by the minimum receivable from the escrow account approximates
market.

The Company has applied the provisions of Staff Accounting Bulletin (�SAB�) 99, Materiality, and SAB 108, Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements, and determined that the impact of the errors on its
previously filed consolidated financial statements was not material.

The Company also changed its presentation of repossessed homes to separate those assets from operating inventory in the balance sheet and
included them under the caption �pre-owned homes�.

The Company�s consolidated balance sheet as of November 6, 2010 and consolidated statements of operations for the comparable 2010 periods
have been revised for the correction of the errors and the Company�s decision to change its accounting policy relating the classification of
pre-owned inventory (*) as further described in note 3. The impact of this policy change has been included as a retroactive application. The
revisions for correction of the errors and accounting policy change are as follows:

Consolidated Statements of Operations:

Three-Month Period Ended Nine-Month Period Ended
July 31, 2010 July 31, 2010

As Reported As Revised Change As Reported As Revised Change
Cost of goods sold $ 3,417,870 $ 3,448,062 $ 30,192 $ 9,024,837 $ 9,015,223 $ (9,614) 
Gross profit 933,170 902,978 (30,192) 2,327,606 2,337,220 9,614
Operating income(loss) 27,229 (2,963) (30,192) (621,292) (611,678) 9,614
Loss before income tax benefit (234,679) (264,871) (30,192) (1,168,482) (1,158,868) 9,614
Income tax benefit 102,133 113,606 11,473 496,562 492,909 (3,653) 
Net loss (132,546) (151,265) (18,719) (671,920) (665,959) 5,961
Consolidated Balance Sheets:

November 6, 2010
As Reported As Revised Change

Inventories�current $ 16,569,403 $ 7,493,776 $ (9,075,627) 
Pre-owned homes, current* �  1,549,211 1,549,211
Minimum receivable due from escrow, current �  529,397 529,397
Long-term deferred tax asset 1,033,291 1,649,434 616,143
Pre-owned homes�long term* �  5,214,962 5,214,962
Minimum receivable due from escrow, long term �  1,782,057 1,782,057
Long-term guarantee liability �  1,682,621 (1,682,621) 
Retained earnings 39,102,781 38,036,303 (1,066,478) 
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Revisions were made to the Consolidated Statement of Operations for the first and second quarters of 2011 and were as follows:

Consolidated Statements of Operations:

Three-Month Period Ended Three-Month Period Ended
Feb 5, 2011 May 7, 2011

As Reported As Revised Change As Reported As Revised Change
Cost of goods sold $ 2,576,434 $ 2,580,618 $ 4,184 $ 2,586,747 $ 2,605,080 $ 18,333
Gross profit 656,255 652,071 (4,184) 642,467 624,134 (18,333) 
Operating income (loss) (170,996) (175,180) (4,184) (143,407) (161,740) (18,333) 
Total Other Income (Loss) 31,877 47,217 15,340 (14,106) (12,439) 1,667
Loss before income tax benefit (139,119) (127,963) 11,156 (157,513) (174,179) (16,666) 
Income tax benefit 22,733 (0) (22,733) 100,469 (0) (100,469) 
Net loss (116,386) (127,963) (11,577) (57,044) (174,179) (117,135) 
As further described in Note 6, the Company assessed that its ability to recognize deferred tax benefits exceeds its level of deferred tax assets
and has recorded a valuation allowance as a result of this. The guarantee liability contributed to the excess level of deferred tax assets and
accordingly certain previously recorded tax benefits were required to be reduced when the guarantee liability was recorded and are reflected as
changes to previously reported amounts of income. These adjustments primarily occurred in the three month periods ending February 5, 2011
and May 7, 2011.

3. Inventories

New home inventory is carried at the lower of cost or market value. The cost of finished home inventories determined on the specific
identification method is removed from inventories and recorded as a component of cost of sales at the time revenue is recognized. In addition, an
allocation of depreciation and amortization is included in cost of goods sold. Under the specific identification method, if finished home
inventory can be sold for a profit there is no basis to write down the inventory below the lower of cost or market value.

Pre-owned inventory is valued at the Company�s cost to acquire the inventory plus refurbishment costs incurred to date to bring the inventory to a
more saleable state. This amount is reduced by a discretionary valuation reserve determined by the Company to facilitate the accelerated
liquidation of the inventory and the minimum amount receivable from the escrow account under the provisions of the FRSA agreement which
fund the refurbishment costs. These amounts are outlined below. Management believes that this results in inventory being valued at market,
though if additional losses were to be incurred on the liquidation of the inventory, additional amounts are expected to be available for recovery
under the reimbursement provisions of the FRSA arrangement.

Other inventory costs are determined on a first-in, first-out basis.

8
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Inventories were as follows:

August 6, November 6,
2011 2010

Raw materials $ 403,724 $ 398,332
Work-in-process 80,458 73,668
Finished homes 5,820,485 6,886,540
Model home furniture and others 92,753 135,236

Inventories, net $ 6,397,420 $ 7,493,776

Pre-owned homes $ 12,281,937 $ 9,478,621
Less valuation reserve (523,900) (402,994) 
Less minimum receivable due from escrow (2,918,954) (2,311,454) 

8,839,083 6,764,173
Less homes expected to sell in 12 months (2,276,039) (1,549,211) 

Pre-owned homes, long-term $ 6,563,044 $ 5,214,962

As described in Note 14 to these financial statements, the Company entered into the 7th amendment to the FRSA in the fourth quarter of 2011.
As a result, the Company took responsibility to liquidate the then existing pre-owned inventory without reimbursement of funds from the escrow
account. In assessing the accounting for this amendment, the Company reassessed the expected time frames to liquidate the inventory and based
on this assessment, determined that more appropriate accounting would be to reflect as a long-term asset the portion of the inventory it expects
to liquidate beyond a one-year period from the balance sheet date. The Company has made this change in these financial statements and has
applied this accounting policy change retroactively to the comparative November 6, 2010 balance sheet included in this filing.

The Company expects that repossessed inventory will be sold over the next 3 years and has classified the value of the inventory it expects to sell
after the ensuing 12 months from the 2011 balance sheet date as a long-term asset. As indicated above, the Company deemed the change in how
inventories and pre-owned homes are classified in the balance sheet to be a change in accounting policy and, as such, the November 6, 2010
balances have been reclassified to conform with the current year presentation based on the expectation of the sale of those inventories in the next
year. This new policy is preferable to the prior policy which accounted for all pre-owned homes within inventory classified as a current asset.
The new policy classifies pre-owned homes expected to be monetized in the normal operating cycle as current assets and those not expected to
be monetized in that cycle as non-current assets.

As described above, the Company maintains a lower or cost of market valuation reserve of $523,900 and $402,994 at August 6, 2011 and
November 6, 2010, respectively, due to the large volumes of pre-owned homes coupled with a slow housing market. In addition, pre-owned
homes have been reduced by the minimum receivable due from escrow of $2,918,954 at August 6, 2011 and $2,311,454 at November 6, 2010.
The current portion of the minimum receivable due from escrow is $751,622 at August 6, 2011 and $529,397 at November 6, 2010.

9
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4. Investments

Investments in �held-to-maturity� and �available-for-sale� debt and equity securities were as follows:

August 6, 2011
Gross Gross

Amortized Unrealized Realized Estimated
Cost Gains Gains Fair Value

Held-to-maturity securities (carried at amortized cost):

Municipality Bonds $ 1,707,133 $ 25,056 $ �  $ 1,732,189
Available-for-sale securities (carried at fair value):
Equity securities in a public company 167,930 �  134,792 302,722

Total investments $ 1,875,063 $ 25,056 $ 134,792 $ 2,034,911

November 6, 2010
Gross Gross

Amortized Unrealized Realized Estimated
Cost Gains Gains Fair Value

Held-to-maturity securities (carried at amortized cost):

Municipality Bonds $ 2,226,623 $ 40,214 $ �  $ 2,266,837
Available-for-sale securities (carried at fair value):
Equity securities in a public company 253,605 �  58,370 311,975

Total investments $ 2,480,228 $ 40,214 $ 58,370 $ 2,578,812

The fair values were estimated based on quoted market prices using current market rates at each respective period end.

10
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Contractual maturities of �held-to-maturity� debt securities were as follows:

August 6, November 6,
2011 2010

Estimated Estimated
Cost Fair Value Cost Fair Value

Due in less than one year $ 1,707,133 $ 1,732,189 $ 1,713,837 $ 1,743,637
Due in 1 - 5 years �  �  512,786 523,200

$ 1,707,133 $ 1,732,189 $ 2,226,623 $ 2,266,837

There were no sales of �available-for-sale� securities during the nine months ended August 6, 2011 or in fiscal year 2010.

A summary of the carrying values and balance sheet classification of all investments in debt and equity securities including �held-to-maturity� and
�available-for-sale� securities disclosed above was as follows:

August 6, November 6,
2011 2010

Available-for-sale equity securities $ 302,722 $ 311,975
Held-to-maturity debt securities included in short-term investments 1,707,133 1,713,837

Total short-term investment 2,009,855 2,025,812
Held-to-maturity debt securities included in long-term investments �  512,786

Total investments $ 2,009,855 $ 2,538,598

5. Fair Value of Financial Investments

The carrying amount of cash and cash equivalents, accounts receivables, accounts payable and accrued expenses approximates fair value
because of the short maturity of those instruments. The carrying amount and fair value of the Company�s short and long-term investments are as
follows:

August 6, November 6,
2011 2010

Carrying amount $ 2,009,855 $ 2,538,598
Fair value $ 2,034,911 $ 2,578,812

FASB ASC Topic 820 �Fair Value Measurements� (ASC No. 820) defines fair value as the price that would be received upon the sale of an asset
or paid to transfer a liability (i.e. exit price) in an orderly transaction between market participants at the measurement date. ASC No. 820
requires disclosures that categorize assets and liabilities measured at fair value into one of three different levels depending on the assumptions
(i.e. inputs) used in the valuation. Financial assets and liabilities are classified in their entirety based on the lowest level of input significant to
the fair value measurement. The ASC No. 820 fair value hierarchy is defined as follows:

11
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� Level 1�Valuations are based on unadjusted quoted prices in active markets for identical assets or liabilities.

� Level 2�Valuations are based on quoted prices for similar assets or liabilities in active markets, or quoted prices in markets that are
not active for which significant inputs are observable, either directly or indirectly.

� Level 3�Valuations are based on prices or valuation techniques that require inputs that are both unobservable and significant to the
overall fair value measurement. Inputs reflect management�s best estimate of what market participants would use in valuing the asset
or liability at the measurement date.

The following table represents the Company�s financial assets and liabilities which are carried at fair value at August 6, 2011:

August 6, 2011
Level 1 Level 2 Level 3

Available for sale equity securities included in short-term investments:
Equity securities in a public company $ 302,722 $ �  $ �  
Non-recurring fair value investments $ �  $ �  $ 1,139,789

November 6, 2010
Level 1 Level 2 Level 3

Available for sale equity securities included in short-term investments:
Equity securities in a public company $ 311,975 $ �  $ �  

As discussed in the Company�s Annual Report on Form 10-K, the Company is not required to account for their debt security investments at fair
value as they are classified as held-to-maturity and therefore are not included in the above table.

Marketable equity securities representing less than 20% of voting securities are accounted for in accordance with FASB ASC 320, Accounting
for Certain Investments in Debt and Equity Investments. This statement requires the reporting of certain investments at fair value.

Investments included in the available for sale category are those investments that management intends to use as part of its management strategy
and that may be sold in response to various types of changes. Investments available for sale in an active market are recorded at fair value. Both
unrealized gains and losses are included as a separate component of consolidated equity in the consolidated balance sheets. Gains or losses on
securities sold are based on the specific identification method.

Investments included in the non-recurring fair value investments category are those equity-method investments which management valued at fair
value as opposed to the equity-method, based on the significant decline in market value. The fair value of these investments was calculated by
management using an extended cash flow model to the point at which the park would become a full rental property development. This included
assumptions related to home sales, associated cost and revenue of the development activity as well as rental minimum and maintenance
expenses. A reasonable discount rate was utilized in the forecast as well as market-based weighted cost of capital. The Company recorded an
impairment loss on these investments based on their fair value measurement in the consolidated statements of operations.
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6. Investments in Retirement Community Limited Partnerships

The Company had a 31.9% limited partnership investment in Walden Woods, III Ltd. (�Walden Woods�), which developed and operated a mobile
home park named Walden Woods (�Walden Woods Park�). The

Company maintained a carrying value in Walden Woods of $863,053 at the end of fiscal 2010. Walden Woods was put into chapter 11
bankruptcy protection in August 2010 to seek protection from its creditors. The primary lender to Walden Woods agreed to a significant
concession related to its debt and, at the time of issuance of the Company�s 2010 Form 10-K, Walden Woods was attempting to obtain
replacement financing to continue operations at the reduced debt level. Absent this occurring, the Company�s principle shareholder indicated his
commitment to obtain financing to ensure the continued operations, which the Company believed protected its investment in Walden Woods
from impairment.

In June of 2011, the general partner of Walden Woods determined that he was unable to obtain replacement financing. The Company�s principal
shareholder did arrange financing to satisfy the creditor in exchange for the purchase of the Walden Woods Park from Walden Woods. Walden
Woods Park was contributed to a newly formed entity owned by the Company�s principal shareholder, Walden Woods South LLC (�South�). The
Company�s principal shareholder then contributed a 31.9% interest in South to the Company. Because the Company�s investment in Walden
Woods was determined to be worthless due to the disposition of Walden Woods Park from Walden Woods to South, the Company wrote-off its
entire investment in Walden Woods. It was also determined that the action by the Company�s principal shareholder to contribute the interests in
South to the Company should be reflected as a contribution of capital with a resulting adjustment being reflected as the value of its investment in
South (and the underlying Walden Woods Park). The Company assessed the fair value of the South contribution using projected financial
information subsequent to the contribution but before filing this Form 10-Q. Based on that analysis, the value of the South contribution to the
Company was deemed to be nominal. The Company attributes this to reduced sales activity level caused by the continued slump in the housing
market in the locale of Walden Woods Park that has become apparent during the period from the date of the contribution to the period of the
completion of this financial statement. Additionally, the Company attributes the decline in value to the lack of marketing support that was
previously provided by Walden Wood�s general partner. The result of these transactions and assessments are that the Company has fully impaired
its investment in Walden Woods in the third quarter of 2011 and recorded no value for the contribution of South resulting in a charge to
operations of $791,355.

It was also determined that the action by the Company�s principal shareholder to explicitly guarantee the financing used to purchase Walden
Woods Park created an implicit guarantee from the Company. The explicit guarantee caused Walden Woods Park to be a variable interest entity
as defined in Accounting Standard Codification (ASC) 810. The implicit guarantee created a variable interest in that entity as defined in
Accounting Standard Codification (ASC) 810. The Company is considered to currently have an implicit guarantee with South because it is a
related party to the primary guarantor. The principal shareholder has the power to direct the activities that most significantly impact the
economic performance of Walden Woods South. As such, in accordance with ASC 810, South has not been consolidated in the financial
statements of the Company. The Company�s maximum exposure to a loss as a result of its implicit guarantee related to South is the amount of
principal shareholder guarantee of $3,800,000 if the shareholder would direct payment by the Company in satisfaction of such guarantee.
Although it is not the intention of the Company to do so, should the Company agree to provide additional financial support additional losses
could result.

The Company has a 48.5% limited partnership investment in CRF III, Ltd. (�Cypress Creek�). Cypress Creek develops and operates a 403
residential lot manufactured home community located in Winter Haven, Florida. Historically, the only difference between the Company�s
investment balances in Cypress Creek and the amount of underlying equity in net assets owned by the Company that is recorded on Cypress
Creek�s balance sheet is caused by Cypress Creek�s founding partner not stepping up the original cost basis to fair market value of its contribution
of land to the partnerships, which is in accordance with generally accepted accounting principles, since the founding partner formed the Cypress
Creek partnership.
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The Company assessed the fair value of the investment in Cypress Creek using projected activity subsequent to the August 6, 2011. Based on
that analysis, management determined that the balance of the investment in Cypress Creek exceeded the Company�s proportional share of
Cypress Creek�s fair value. As such the Company recorded an impairment charge to the investment of $1,300,000 in the third quarter of 2011.
The Company attributes the reduced value to the continued slump in the housing market in the locale of Cypress Creek which was identified and
recorded in the third quarter based on the extended time between period close and the filing of the third quarter 2011 Form 10-Q. The remaining
value of the Cypress Creek investment at August 6, 2011 is $1,139,789.

These investments in Walden Woods, South and Cypress Creek are accounted for under the equity method of accounting and all allocations of
profit and loss are on a pro-rata basis. Since the Company�s maximum exposure is limited to its investment in Walden Woods, South and Cypress
Creek, management has concluded that the Company would not absorb a majority of South�s, Walden Woods� or Cypress Creek�s expected losses
nor receive a majority of South�s, Walden Woods� and Cypress Creek�s expected residual returns; therefore, the Company is not required to
consolidate South, Walden Woods and Cypress Creek with the accounts of Nobility Homes in accordance with FASB ASC No. 810-10.

The following is summarized financial information of South and Cypress Creek as of June 30, 2011 and Walden Woods and Cypress Creek as of
September 30, 2010*:

June 30,
2011

September 30,
2010

Total Assets $ 14,774,237 $ 18,879,272
Total Liabilities $ 14,308,786 $ 18,516,577
Total Equity $ 465,451 $ 362,695

* Due to South, Walden Woods and Cypress Creek each having a calendar year-end, the summarized financial information provided
is from their most recent quarter in advance of the Company�s quarter or year end.

The Company has no obligation to fund future operating losses of South and accordingly, has not reduced the investment carrying value to less
than zero.

The general partner of Cypress Creek has notified the Company that they have refinanced the $9.1 million mortgage loan on the property
through November 2, 2016.
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7. Warranty Costs

The Company provides for a limited warranty as the manufactured homes are sold. Amounts related to these warranties are as follows:

Three Months Ended Nine Months Ended
August 6, July 31, August 6, July 31,

2011 2010 2011 2010
Beginning accrued warranty expense $ 75,000 $ 75,000 $ 75,000 $ 75,000
Less: reduction for payments (49,175) (45,841) (151,940) (141,122) 
Plus: additions to accrual 49,175 45,841 151,940 141,122

Ending accrued warranty expense $ 75,000 $ 75,000 $ 75,000 $ 75,000

The Company�s limited warranty covers substantial defects in material or workmanship in specified components of the home including structural
elements; plumbing systems, electrical systems, and heating and cooling systems which are supplied by the Company that may occur under
normal use and service during a period of twelve (12) months from the date of delivery to the original homeowner, and applies to the original
homeowner or any subsequent homeowner to whom this product is transferred during the duration of this twelve (12) month period.

The Company tracks the warranty claims per home. Based on the history of the warranty claims, the Company has determined that a majority of
warranty claims usually occur within the first three months after the home is sold. The Company determines its warranty accrual using the last
three months of home sales; therefore, the warranty accrual is approximately one fourth of annual warranty cost.

8. Stock Option Plan

On December 27, 2010, the Company issued 6,000 options to employees with a grant date fair value of $2.87 per option and life of six years.

15

Edgar Filing: NOBILITY HOMES INC - Form 10-Q

Table of Contents 18



Table of Contents

9. Loss Per Share

Three Months Ended Nine Months Ended
August 6, July 31, August 6, July 31,

2011 2010 2011 2010
Net loss $ (3,048,852) $ (151,265) $ (3,350,999) $ (665,959) 

Weighted average shares outstanding:
Basic 4,056,144 4,056,144 4,056,144 4,056,144
Add: common stock equivalents �  �  �  �  

Diluted 4,056,144 4,056,144 4,056,144 4,056,144

Loss per share:
Basic $ (0.75) $ (0.04) $ (0.83) $ (0.16) 

Diluted $ (0.75) $ (0.04) $ (0.83) $ (0.16) 

The effects of stock options were not included in the computation of diluted net earnings per share as their effect would have been antidilutive.

10. Revenues by Products and Service

Revenues by net sales from manufactured housing, insurance agent commissions and construction lending operations are as follows:

Three Months Ended Nine Months Ended
August 6, July 31, August 6, July 31,

2011 2010 2011 2010
Manufactured housing $ 2,421,477 $ 3,761,159 $ 7,883,209 $ 9,448,332
Repossessed home sales 390,180 505,937 1,243,821 1,645,859
Insurance agent commissions 56,326 60,662 177,161 186,579
Construction lending operations 13,589 23,282 39,284 71,673

Total net sales $ 2,881,572 $ 4,351,040 $ 9,343,475 $ 11,352,443

11. Commitments and Contingent Liabilities

Majestic 21 � Majestic 21 was formed in 1997 as a joint venture with an unrelated entity (21st Mortgage Corporation (�21st Mortgage�)). While
Majestic 21 has been deemed to be a variable interest entity, the Company only holds a 50% interest in this entity and all allocations of profit
and loss are on a 50/50 basis. Since all allocations are to be made on a 50/50 basis and the Company�s maximum exposure is limited to its
investment in Majestic 21, management has concluded that the Company would not absorb a majority of Majestic 21�s expected losses nor
receive a majority of Majestic 21�s expected residual returns; therefore, the
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Company is not required to consolidate Majestic 21 with the accounts of Nobility Homes in accordance with FASB ASC 810. On May 20, 2009,
the Company became a 50% guarantor on a $5 million note payable entered into by Majestic 21, a joint venture in which the Company owns a
50% interest. This guarantee was a requirement of the bank that provided the $5 million loan to Majestic 21. The $5 million guarantee of
Majestic 21�s debt is for the life of the note which matures on the earlier of May 31, 2019 or when the principal balance is less than $750,000.
The amount of the guarantee declines with the amortization and repayment of the loan. As collateral for the loan, 21st Mortgage Corporation (our
joint venture partner) has granted the lender a security interest in a pool of loans encumbering homes sold by Prestige Homes Centers, Inc. If the
pool of loans securing this note should decrease in value so that the notes outstanding principal balance is in excess of 80% of the principal
balance of the pool of loans, then Majestic 21 would have to pay down the note�s principal balance to an amount that is no more than 80% of the
principal balance of the pool of loans. The Company and 21st Mortgage are obligated jointly to contribute the amount necessary to bring the loan
balance back down to 80% of the collateral provided. We do not anticipate any required contributions as the pool of loans securing the note have
historically been in excess of 100% of the collateral value. As of August 6, 2011, the outstanding principal balance of the note was $3,235,390
and the amount of collateral held by our joint venture partner for the Majestic 21 note payable was $4,044,237. Based upon management�s
analysis, the fair value of the guarantee is not material and as a result, no liability for the guarantee has been recorded in the accompanying
balance sheets of the Company.

On August 6, 2011 there was approximately $754,852 in loan loss reserves or 3.22% of the portfolio in Majestic 21. The Majestic 21 joint
venture partnership is monitoring loan loss reserves on a monthly basis and is adjusting the loan loss reserves as necessary. The Majestic 21 joint
venture is reflected on 21st Mortgage Corporation�s financial statements which are included in the financial statements of its ultimate parent
which is a public company. Management believes the loan loss reserves are adequate based upon its review of the Majestic 21 joint venture
partnership�s financial statements.

Finance Revenue Sharing Agreement � The Company has a finance revenue sharing agreement with 21st Mortgage Corporation. Under the
Finance Revenue Sharing Agreement (�FRSA�), the Company has agreed to repurchase any repossessed homes and related collateral from 21st

Mortgage Corporation that were financed under the agreement, at any time while the loan is outstanding. Upon the repurchase of the loan, the
Company receives all of the related collateral. The repurchase price is the remaining loan balance (plus 21st Mortgage Corporation�s legal fees).
If the loan included a mortgage on the land, the Company receives the land in addition to the home. If the loan only had the home as collateral,
the Company only receives the home and is required to move it off the location where it was previously sited. After the Company re-sells the
homes, the Company receives the full proceeds from the sale of the home, plus a reimbursement from 21st Mortgage Corporation for liquidation
expenses. The reimbursement covers the Company�s cost of transporting homes, repairing homes to resale condition, remarketing homes and all
other liquidation expenses. The Company and 21st Mortgage Corporation have agreed that the reimbursement for: (a) a home only repurchase
will not exceed 60% of the Company�s purchase price nor will it be less than 40% of the Company�s repurchase price; and (b) a home and land
repurchase will not exceed 45% of the Company�s purchase price nor will it be less than 25% of the Company�s purchase price.

Under the FRSA, loans that are 30 days past due are considered to be delinquent. At August 6, 2011, 14.95%, or $10,500,728, of the loans in the
portfolio subject to the finance revenue sharing agreement were delinquent. At August 6, 2011, there were loan loss reserves of 9.25% of the
finance revenue sharing agreement�s loan portfolio, which, based on our historical recovery ratios, are expected to be sufficient to cover our
losses on the disposition of delinquent loans. The joint venture partnership is monitoring loan loss reserves on a monthly basis and is adjusting
the loan loss reserves as necessary. If the fair market value of the collateral is less than the purchase price, after combining the liquidation
expense reserves carried by 21st Mortgage Corporation, the
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Company would book a loss at that time. This loss would be reduced by any specific reversal of the guarantee liability related to the contract.
See Note 2 for further discussion of the guarantee liability. The risk of loss is carried primarily by 21st Mortgage Corporation as evidenced by
the loss reimbursement payment of up to 60% that the Company can use to cover any shortfall in the sales proceeds from the cost of buying the
loan.

The following table summarizes certain key statistics regarding repurchased homes and subsequent sale of those homes under its finance
revenue sharing agreement. These homes and land are reflected as pre-owned homes in the consolidated balance sheets (see Note 3).

Nine Months Fiscal Years
8/6/2011 2010 2009 Total

Homes repurchased 44 51 74 169
Cost of repurchased homes $ 3,856,645 $ 4,829,725 $ 6,795,961 $ 15,482,331

Homes Repurchased:
Number of loans originated from 2003-2005 3 6 17 26
Amount of loans originated from 2003-2005 $ 203,867 $ 430,425 $ 1,089,017 $ 1,723,309
Number of loans originated from 2006-2010 41 45 57 143
Amount of loans originated from 2006-2010 $ 3,652,778 $ 4,399,300 $ 5,706,944 $ 13,759,022

Number of repurchased homes sold 17 28 7 52
Cost of repurchased homes sold $ 1,504,771 $ 2,177,579 $ 406,715 $ 4,089,065

Liquidation reimbursement from 21st Mortgage Corporation $ 584,155 $ 872,144 $ 189,921 $ 1,646,220

Net gain on the sale of repurchased homes $ 55,202 $ 250,832 $ 114,383 $ 420,417

Commission income $ 83,944 $ 206,434 $ 51,021 $ 341,399
When we repossess properties under the FRSA, we may be required to purchase land on which the home is set if that transaction was initially
financed as a bundled arrangement by 21st Mortgage. In the quarter ending February 5, 2011, we initiated the deferral of revenue recognition on
the sale of repossessed homes that were bundled with land sales and re-financed by 21st Century Mortgage based on guidance in ASC 360 -20
(formerly FAS 66). We have determined that on such transactions that we have �continuing involvement� since under the FRSA we are required to
repurchase the collateral in the financed transaction in the event of a default. Accordingly we have deferred revenue recognition on such sales
transactions and included the deferred revenue in our balance sheet beginning in the quarter ending February 5, 2011 and have included the
related collateral in other long-term assets. Revenue, cost of the transaction and gross profit will be recognized as the amount of the repurchase
obligation is reduced based on the payoff of the loan by the customer. If losses on transactions were to occur, the collateral would be written
down to reflect the loss on this collateral.

We have assessed the cumulative effects on our financial statements of not adopting this policy on previous sales transactions of this nature
which occurred in fiscal 2009 and 2010 and have determined that the impact of not adopting this accounting on such transactions is not material
to the financial statements. We thus believe it appropriate to adopt the above described accounting for such transactions on a prospective basis
for such transactions that occurred in the quarter ending February 5, 2011 and thereafter.
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The maximum future undiscounted payments the Company could be required to make under the finance revenue sharing agreement, as of
August 6, 2011, is $70,254,098, in repurchase obligations, offset by payments from 21st Mortgage Corporation for the loss reserve of up to
$31,614,344 and the proceeds from the sale of the homes (the collateral). The fair value of the collateral, when combined with the amount of the
reserve payment from the finance revenue sharing agreement reserve for loan losses account, has historically exceeded the amount of the
defaulted loan resulting in no loss to the Company. However, if the real estate market further deteriorates, the Company could experience losses
on the disposition of these delinquent loans.

As discussed in Note 2, the Company has estimated the fair value of the underlying guarantees of the FRSA on a loan by loan basis. The
Company estimated the fair value for the repurchase obligation based on the specific underlying characteristics of each loan, including estimated
cash outflows that would be incurred by a guarantor and a premium that would be required to be paid a third party to induce that party to
participate in the arrangement. The liability was $1,707,230 at August 6, 2011 and $1,682,621 at November 6, 2010.

See Note 14, Subsequent Events, for additional information regarding the FRSA.

Repurchase Agreements � The Company had only one repurchase agreement with a financial institution (floor plan lender) and that agreement
was for only one manufactured housing dealer. As of August 6, 2011, the dealer had none of the Company�s homes on floor plan. The contingent
liability for each home is based on the wholesale invoice price of the home-less the required curtailment from the floor plan lender that the
dealer has paid per home. These arrangements, which are customary in the industry, provide for the repurchase of homes sold to independent
dealers in the event of default by the independent dealer. The price the Company is obligated to pay declines over the period of the repurchase
agreement (generally 18-24 months) and the risk of loss is further reduced by the sales value of any homes which may be required to be
repurchased. The contingent liability under these repurchase agreements is on an individual unit basis and was $0 and $116,136 at August 6,
2011 and November 6, 2010, respectively. The Company applies FASB ASC 460-10, Guarantees, to account for its liability for repurchase
commitments. Based upon management�s analysis, the fair value of the guarantee related to the Company�s repurchase agreements is not material
and no amounts have been recorded related to the fair value of the guarantee in the accompanying consolidated financial statements. In addition,
there were no homes repurchased under any of the Company�s repurchase agreements in the nine months ended August 6, 2011 or July 31, 2010.

12. Income Taxes

In assessing the ability to realize a portion of the deferred tax assets, management considers whether it is more likely than not that some portion
or all of the deferred tax assets will not be realized. The Company has determined that due to significant negative evidence that is difficult to
overcome in the form of three years of cumulative losses, the only positive evidence that could be relied upon in assessing the realization of net
deferred tax assets were tax planning strategies that would enable the Company to generate future taxable income.

The primary strategy is the potential sale of real estate, primarily land not currently used in the operations of the Company, to generated taxable
gains. The Company has assessed that these strategies would result in the realization of approximately $1,917,000 of deferred tax assets as of
August 6, 2011. The amount of deferred tax assets above $1,917,000 are reserved with a valuation allowance which totals $333,560 at August 6,
2011.
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The Company�s effective tax rate was 0% for the three and nine months ended August 6, 2011 and approximately 43% for the three and nine
months ended July 31 2010 which differs from the federal statutory rate of 34%. The 2010 rate differential between the effective rate and
statutory rate is due to the effect of state income taxes and certain expenses that are not deductible for tax purpose and the establishment of a
$23,253 valuation allowance on deferred tax assets in the fourth quarter of 2010. The 2011 rate differential between the effective rate and
statutory rate is attributable to subsequent increases to the valuation allowance. The valuation allowance increased by $195,555 and $310,307 for
the three and nine months ended August 6, 2011, respectively.

13. Concentration of Credit Risk

The Company began providing manufactured homes to a new customer during the first quarter of 2011. Sales to this customer represent
approximately $0 and $1,761,000 of the Company�s sales for the three and nine months ended August 6, 2011, respectively. Accounts receivable
due from this customer were $0 at August 6, 2011.

14. Subsequent Events

Finance Revenue Sharing Agreement

The Company repurchased $333,167 in defaulted loans under the �FRSA� from August 6, 2011 through October 25, 2011.

Effective October 25, 2011, the Company entered into the Seventh Amendment to the FRSA with 21st Mortgage Corporation (�21st�). The
following changes were made.

� The Company�s obligation to buyback contracts on repossessed homes ceased as of the effective date of the agreement.

� Any homes repurchased as of the effective date of the agreement that have not yet been re-sold, shall be liquidated by the Company
and there will be no reimbursement from the FRSA escrow, for any expenses or losses upon sale of the home. As a result, the
Company will record an impairment charge of approximately $4,100,000 in the fourth quarter 2011.

� In consideration for the Company waiving its right to any reimbursement for expenses or losses on the repurchased homes in
inventory, 21st will contribute $3,000,000 to the Escrow account in the FRSA.

� As future loans in the FRSA are repossessed, 21st will have sole responsibility for the sale of such repossessions and all expenses
will be charged to the FRSA Escrow account.

� There will be no distributions from the Escrow account until December 31, 2015.

� In no event shall the Company be required to make up any shortfall in the Escrow account.
As a result of these changes, the Company on October 25, 2011 recorded an impairment charge of $4,098,824 to reduce the value of the
repossessed inventory down to market value, since no future reimbursement is available. Beginning in 2009, the Company had been booking a
reserve for losses upon disposition of the repossessed home, for each home repurchased. This balance had accumulated to $555,794 at
November 5th, 2011. Consequently, the net charge to be booked in the 4th quarter will be $3,543,030.

The Company�s management believes that this Amendment should significantly improve future liquidity of the Company primarily as a result of
the elimination of its obligation under the Finance Revenue Sharing Agreement to repurchase additional repossessions and, to a lesser extent, to
make any additional contributions to the reserve account. Management considers the benefit of the elimination of these obligations as being very
important to the future operations of the Company and believes that it significantly outweighs the largely non-cash costs which result from the
execution of the Amendment.
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Additionally, the $1,707,230 guarantee liability will be reversed as a result of not having to buy back any additional defaulted loans after the
October 25, 2011 amendment to the FRSA. Also, the Company will no longer have any continuing involvement with repossessed homes that are
bundled with land sales. The Company will no longer be required to recognize profit under the installment method and in the future will
recognize revenue and profit associated with sales of repossessed homes bundled with land under the full accrual method. Existing bundled
transactions treated under the installment method will be recognized in the fourth quarter as a result of the FRSA amendment.

As has been its past practice, the Company will reflect revenue sharing distributions from the escrow account in income when received. The
Company will also maintain the value of its initial deposit to the escrow account as an asset as it expects to receive at least this amount in future
cash distributions.

Legal Proceedings

In September 2008 David & Judith Gardner (Plaintiffs) filed a home warranty complaint against the Company. The case went to a jury trial in
September 2011. The jury rendered a verdict in favor of Plaintiffs on all counts for breach of warranty under the Magnuson-Moss Warranty Act
and Florida Statutes in the amount of $143,734. In April 2012 the court awarded attorney fees and cost in the amount of $224,332. These
amounts are accrued as August 6, 2011 in accrued expenses and other current liabilities and all amounts were paid in fiscal year 2012.

Delisting from NASDAQ

On September 17, 2012, Nobility Homes, Inc. (the �Company�) received a letter from The NASDAQ Stock Market LLC (�NASDAQ�) informing
the Company that it has not regained compliance with NASDAQ Listing Rule 5250(c)(1) within the 180 day extension period previously granted
by NASDAQ.

As previously reported, the Company is not in compliance with NASDAQ Listing Rule 5250(c)(1) because the Company has not filed its Form
10-Q reports for the periods ended August 6, 2011, February 4, 2012 and May 5, 2012 (the �Form 10-Qs�) and Form 10-K for the year ended
November 5, 2011 (the �Form 10-K) with the Securities and Exchange Commission (the �SEC�). As a result, NASDAQ has advised that the
Company�s securities were delisted from the NASDAQ Global Market and trading in the Company�s common stock was suspended on
September 19, 2012 and a Form 25-NSE will be filed with the SEC which removed the Company�s securities from listing and registration on the
NASDAQ Stock Market.

After the Company�s common stock was delisted by NASDAQ, it commenced trading on the OTC Markets Group, Inc. (the �Pink Sheets�). The
Company�s common stock will be eligible for trading only on the Pink Sheets unless and until it is eligible for trading on the OTC Bulletin Board
(�OTCBB�). OTCBB trading may occur only if a market maker applies to quote the Company�s common stock; however, a potential market
maker�s application to quote the Company�s common stock on the OTCBB will not be cleared until the Company is current in its reporting
obligations under the Securities Act of 1934. There is no assurance that the Company will become current in its reporting obligations, that any
market maker will apply to quote the Company�s common stock or that the Company�s common stock will become eligible to trade on the
OTCBB.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations

The following table summarizes certain key sales statistics and percent of gross profit as of and for the three and nine months ended August 6,
2011 and July 31, 2010.

Three Months Ended Nine Months Ended
August 6, July 31, August 6, July 31,

2011 2010 2011 2010
Homes sold through Company owned sales centers 24 45 68 107
Homes sold to independent dealers 26 7 108 25
Total new factory built homes produced 48 33 157 95
Average new manufactured home price�retail $ 57,370 $ 65,715 $ 64,470 $ 70,325
Average new manufactured home price�wholesale $ 29,364 $ 32,876 $ 29,775 $ 35,842

As a percent of net sales:
Gross profit from the Company owned retail sales centers 13% 18% 14% 17% 
Gross profit from the manufacturing facilities 12% 16% 15% 10% 

For the three and nine months ended August 6, 2011 and July 31, 2010 results are as follows: Total net sales in the third quarter of 2011 were
$2,881,572 compared to $4,351,040 in the third quarter of 2010, which includes sales of repossessed homes of $390,180 and $505,937,
respectively. Total net sales for the first nine months of 2011 were $9,343,475 compared to $11,352,443 for the first nine months of 2010, which
includes sales of repossessed homes of $1,243,821 and $1,645,859, respectively. The Company began providing manufacturing homes to new
customers during the three quarters of 2011. Sales to these customers represent approximately $584,000 and $2,345,000 of the Company�s sales
for the three and nine months ended August 6, 2011, respectively. Accounts receivable due from these customer were approximately $440,000 at
August 6, 2011.

Sales and operations for the third quarter of 2011, continued to be adversely impacted by our country�s economic uncertainty and the low
manufactured housing shipments in Florida, plus the overall weakness in Florida and the nation�s housing market. Industry shipments in Florida
for the period November 2010 through July 2011 were down approximately 18% from the same period last year. Continued lack of retail and
wholesale financing, very high unemployment and home foreclosures, slow sales of existing site-built homes, low consumer confidence and a
poor economic outlook for the U.S. and Florida�s economy are just a few of the on-going challenges the Company faced. While the management
has not seen decisive improvement in these challenges brought about by the tumultuous events of 2008 and 2009, some slight progress has
emerged for the nation�s economy. Although the overall housing picture, credit market and economy have not improved measurably during the
past year and the immediate outlook for the manufactured housing industry in Florida and the nation is uncertain, the long-term demographic
trends still favor future growth in the Florida market area we serve. Job formation, immigration growth and migration trends, plus consumers
returning to more affordable housing should favor Florida. The Baby Boomer generation began to turn 65 in January 2011 and by 2030 the
number of Americans 65 and over is predicted to almost double. This trend coupled with the end of the free spending credit-driven years,
Nobility�s 44 years in the Florida market, and consumers� increased need for more affordable housing should serve the company well in the
coming years. Management remains
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convinced that our specific geographic market is one of the best long-term growth areas in the country. The country must experience a better
economy with less uncertainty, improved sales in the existing home market, declining unemployment, continued low interest rates, improving
credit markets, increased consumer confidence and more retail financing for the demand of our affordable homes to improve significantly.

Management understands that during this very complex economic environment, maintaining the Company�s strong financial position is vital for
future growth and success. Because of the poor business conditions in our market area and the lack of any clarity when today�s economic
challenges will improve measurably, the Company will continue to evaluate Prestige�s twelve retail model centers in Florida, along with all
expenses within the Company and react in a manner consistent with maintaining our financial position.

The Company invested as a limited partner in two new Florida retirement manufactured home communities in fiscal year 2008. Significant
impairments were recorded in the third quarter of 2011 related to the Company�s investments in the retirement manufactured home communities.
See further discussion of these in the �Critical Accounting Policies and Estimates� section below under the caption �Investments in Retirement
Communities Limited Partnerships.�

Insurance revenues in the third quarter of 2011 were $56,326 compared to $60,662 in the third quarter of 2010. Total insurance revenues for the
first nine months of 2011 were $177,161 compared to $186,579 for the first nine months of 2010. The decline in insurance agent commissions
resulted from a decline in new policies written and renewals. Prestige�s wholly-owned subsidiary, Mountain Financial, Inc., is an independent
insurance agent, licensed mortgage lender and mortgage broker. Its principal activity is the performance of retail insurance services, which
involves placing various types of insurance, including property and casualty, automobile and extended home warranty coverage, with insurance
underwriters on behalf of its Prestige customers in connection with their purchase and financing of manufactured homes. As agent, Mountain
Financial, Inc. assists our customers in obtaining various insurance and extended warranties coverage�s with insurance underwriters. As such, we
have no agreements with homeowners and/or third party insurance companies other than agency agreements with various insurance carriers.
Mountain Financial, Inc. has no material commitments or contingencies. The Company establishes appropriate reserves for policy cancellations
based on numerous factors, including past transaction history with customers, historical experience and other information, which is periodically
evaluated and adjusted as deemed necessary. In the opinion of management, no reserve is deemed necessary for policy cancellations at August 6,
2011 and November 6, 2010.

The construction lending operation provides financing to buyers who have been approved for financing by an independent third party and who
are purchasing a home through the Company�s retail sales centers. A construction loan provides the homeowner with enough money to pay for
the land, land improvements, construction and installation of the home, impact fees and permits. The loan is disbursed in draws as construction
progresses and is secured by a first mortgage on the land, home and all of the improvements. The term is typically for one year, with interest
only payable monthly. There is also a finance charge which is added to the loan at closing. The construction loan is paid off when the
homeowner closes on the permanent financing, typically a 30 year fixed mortgage. The income from construction lending operations in third
quarter of 2011 was $13,589 compared to $23,282 in the third quarter of 2010 and was $39,284 for the first nine months of 2011 compared to
$71,673 for the first nine months of 2010.

Mountain Financial acted as the warehouse lender for a mortgage lender who was financing two of Prestige retail customers in the amount of
$193,445 in fiscal year 2010. The warehouse loan from Mountain would be repaid when the mortgage lender sold the loans to a wholesale
lender. The mortgage lender went out of business and never completed the sale of the loans. Mountain is in the process of seeking refinancing of
these homes. The retail customers are currently making a monthly payment to Mountain Financial. At August 6, 2011 the current and long term
mortgage notes receivable is $191,592.
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Cost of goods sold at our manufacturing facilities include: materials, direct and indirect labor and manufacturing expenses (which consists of
factory occupancy, salary and salary related, delivery costs, mobile home service costs and other manufacturing expenses). Cost of goods sold at
our retail sales centers include: appliances, air conditioners, electrical and plumbing hook-ups, furniture, insurance, impact and permit fees, land
and home fees, manufactured home, service warranty, setup contractor, interior drywall finish, setup display, skirting, steps, well and septic tank
and other expenses.

Gross profit as a percentage of net sales was 17% in third quarter of 2011 compared to 21% in third quarter of 2010 and was 19% for the first
nine months of 2011 compared to 21% for the first nine months of 2010. The gross profit declined in third quarter of 2011 primarily due to the
decreased sales at the retail sales centers and the inventory valuation reserve established for potential losses associated with the refurbishing and
re-selling of the repossessions increased $120,906 to $523,900 in the first nine months of 2011.

Selling, general and administrative expenses at our manufacturing facility include salaries, professional services, advertising and promotions,
corporate expense, employee benefits, office equipment and supplies and utilities. Selling, general and administrative expenses at our retail sales
center include: advertising, retail sales centers expenses, salary and salary related, professional fees, corporate expense, employee benefit, office
equipment and supplies, utilities and travel. Selling, general and administrative expenses at the insurance company include: advertising,
professional fees and office supplies.

Selling, general and administrative expenses as a percent of net sales was 35% in third quarter of 2011 compared to 21% in the third quarter of
2010 and was 28% for the first nine months of 2011 compared to 26% for the first nine months of 2010. The increase in selling, general and
administrative expenses as a percent of net sales in the third quarter of 2011 was due the legal expenses associated with the settlement of a
warranty claim. Three non performing retail sales centers were closed in fiscal year 2010.

The Company earned $3,705 from its joint venture, Majestic 21, in the third quarter of 2011 compared to $3,695 for the third quarter of 2010.
For the first nine months of 2011 the Company earned from Majestic 21 $21,201 compared to $15,099 for the first nine months of 2010. The
earnings from Majestic 21 represent the allocation of profit and losses which are owned 50% by 21st Mortgage Corporation and 50% by the
Company. The primary assets of Majestic 21 are loans that were originated from 1997 until 2003. In 2003, the Company entered into a Finance
Revenue Sharing Agreement with 21st Mortgage Corporation pursuant to which all loans originated from that point forward are owned by 21st

Mortgage Corporation pursuant to the finance revenue sharing agreement as further discussed below. Consequently, no additional loans are
going into the Majestic 21 joint venture and the balance of the loans/assets of the partnership is declining each month due to amortization and
payoffs.

The Company�s uses 21st Mortgage Corporation, for financing on manufactured homes sold through the Company�s retail sales centers. The loans
originated go into the Finance Revenue Sharing Agreement. Under the finance revenue sharing agreement, the Company has agreed to
repurchase any repossessed homes and related collateral from 21st Mortgage Corporation that was financed under the agreement. The repurchase
price is the remaining loan balance (plus 21st Mortgage Corporation�s legal fees). If the loan included a mortgage on the land, the Company
receives the land in addition to the home. If the loan only had the home as collateral, the Company only gets the home and is required to move it
off the location where it was previously sited. After the Company re-sells the homes, the Company receives the full proceeds from the sale of the
home, plus a reimbursement from 21st Mortgage Corporation for liquidation expenses. The reimbursement covers the
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Company�s cost of transporting homes, repairing homes to resale condition, remarketing homes and all other liquidation expenses. The Company
and 21st Mortgage Corporation have agreed that the reimbursement for: (a) a home only repurchase will not exceed 60% of the Company�s
purchase price nor will it be less than 40% of the Company�s repurchase price; and (b) a home and land repurchase will not exceed 45% of the
Company�s purchase price nor will it be less than 25% of the Company�s purchase price. Due to the number of repurchased homes the Company
has experienced under the finance revenue sharing agreement, the Company has a reserve of $523,900 for potential losses associated with the
refurbishing and reselling of the repurchased homes. Each quarter the reserve will be re-evaluated based on the number of pre-owned
manufactured homes in inventory. The Company is repurchasing the collateral consisting of either the home or home and land for the amount of
the loan receivable (not including accrued interest) carried by 21st Mortgage Corporation plus legal fees.

The Company has not received a distribution from the finance revenue sharing agreement in the first nine months of fiscal year 2011 or in fiscal
year 2010. To the extent that the Finance Revenue Sharing Agreement has reserves in excess of the minimum reserve (as required to be
maintained), those funds are available for distribution. The minimum reserve is determined by a formula and the higher the delinquency of the
loan portfolio the more that is needed in the minimum reserve. The loan delinquencies had increased to the point that there was not enough
excess reserve to warrant a distribution due to the higher delinquency in the loan portfolio. At August 6, 2011, 14.95% or $10,500,728 of loans
in the portfolio subject to the finance revenue sharing agreement was delinquent. The reserve for loan losses is held by 21st Mortgage
Corporation and does not appear on the Company�s books. Included in the reserve is the cost of refurbishing and reselling the repurchased and
foreclosed homes. All of the earnings of the loans originated under the finance revenue sharing agreement go to the reserve account. If this
reserve amount is greater than the minimum required reserve, a distribution can be made. If the delinquencies in the loan portfolio rise, the
required minimum reserve rises, and could equal or exceed the reserve amount. In this case, no amount would be available for distribution. See
Note 14 to the financial statements for subsequent amendment to the Finance Revenue Sharing Agreement.

Pursuant to the Finance Revenue Sharing Agreement the Company�s subsidiaries, Prestige Home Centers, Inc. and Majestic Homes, Inc. are not
required to repay any previously received distributions. However, should the escrow account ever be less than $500,000 below the minimum
escrow account amount, then Prestige and Majestic Homes must contribute an amount equal to 50% of such deficit and 21st Mortgage
Corporation will credit an equal amount to the escrow account. If Prestige and Majestic Homes fail to contribute, they forfeit all rights to
distributions under the finance revenue sharing agreement but will be required to continue purchasing repossessed homes under the agreement.

The Company earned interest on cash, cash equivalents and short and long-term investments in the amount of $54,413 for the third quarter of
2011 compared to $65,566 for the third quarter of 2010. For the first nine months of 2011 interest earned on cash, cash equivalents and short and
long-term investments were $127,802 compared to $194,911 in the first nine months of 2010. The decreased interest income was primarily due
to a decrease in the amount of cash, cash equivalents and long-term investments and in the lower variable rate portion of our cash and cash
equivalents balances.

The Company�s effective tax rate was 0% for the three and nine months ended August 6, 2011 and approximately 43% for the three and nine
months ended July 31 2010 which differs from the federal statutory rate of 34%. The 2010 rate is due to the effect of state income taxes and
certain expenses that are not deductible for tax purpose. Amounts of deferred tax assets above $1,917,000 are reserved with a valuation
allowance, which was initially established at $23,253 in the fourth quarter of 2010. The valuation allowance increased by $195,555 and
$310,307 for the three and nine months ended August 6, 2011, respectively.
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As a result of the factors discussed above, losses for the third quarter of 2011 were $3,048,852 or $0.75 per share compared to losses of
$151,265 or $0.04 per share for the third quarter of 2010. For the first nine months of 2011 losses were $3,350,999 or $0.83 per share compared
to losses of $665,959 or $0.16 per share in the third quarter 2010.

Liquidity and Capital Resources

Cash and cash equivalents were $6,117,617 at August 6, 2011 compared to $8,225,232 at November 6, 2010. Short and long-term investments
were $2,009,855 at August 6, 2011 compared to $2,538,598 at November 6, 2010. The decrease in cash and cash equivalents, short and
long-term investments was primarily due to the increase in repurchase of repossessed or foreclosed homes and increase in accounts receivable
from sales at the manufacturing facility. Working capital was $26,986,588 at August 6, 2011 as compared to $26,761,904 at November 6, 2010.
Nobility owns the entire inventory for its Prestige retail sales centers which includes new, pre-owned and repossessed or foreclosed homes and
does not incur any third party floor plan financing expenses. The Company books a receivable for the minimum amount of reimbursement from
21st, for each of the homes it buys back under the FRSA. This receivable amounted to $2,311,454 at November 6, 2010 and $2,918,954 at
August 6, 2011.

Accounts payable at August 6, 2011 was $291,546 compared to $220,635 at November 6, 2010. The increase in accounts payable was primarily
due to an increase in materials purchased since the number of homes produced in first nine months of 2011 increased by 65% at the Company�s
manufacturing facility over the first nine months of 2010. Accrued compensation at August 6, 2011 was $75,762 compared to $114,478 at
November 6, 2010. Accrued compensation consists largely of sales commissions, bonuses and weekly payroll. Accrued expenses and other
current liabilities at August 6, 2011 was $634,957 compared to $209,787 at November 6, 2010. This increase is largely due to accrued legal
expenses. Customer deposits were $332,785 at August 6, 2011 compared to $554,991 at November 6, 2010.

There were three retail model centers closed in fiscal year 2010 located in Tallahassee, Lake City and Jacksonville, Florida. The inventory was
transported to other retail model centers with the close down costing approximately $34,000 per model center and no on-going cost associated
with the locations closed. There was approximately $23,000 in fiscal year 2010 in other assets written off relating to the Jacksonville model
center.

Dividends are determined annually by the Board of Directors and are based on the profitability of the Company. Management did not
recommend to the Board that a dividend be paid based on the results in fiscal year 2010.

Nobility did not repurchase any of its common stock in the open market during first nine months of 2011 or in fiscal year 2010. The Company�s
Board of Directors has authorized the purchase of up to 200,000 shares of the Company�s stock in the open market.

We do not plan to incur any expenditure in fiscal year 2011 for the purchase of any of our current retail sales centers since we have no plan to
purchase any of our leased centers in fiscal year 2011. The expenditures associated with defaulted loans are highly related to the unemployment
rate in our market area and the length and severity of the recession, in addition to how quickly the Company can resell the foreclosed homes.
Our joint venture still has a significant loan loss reserve of over $6,501,003 on the portfolio of $70,254,098 in loans. Based on the current level
of sales, construction loans should not exceed $1,000,000.
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Under the finance revenue sharing agreement, loans that are 30 days past due are considered to be delinquent. At August 6, 2011, 14.95%, or
$10,500,728, of the loans in the portfolio subject to the Finance Revenue Sharing Agreement was delinquent. At August 6, 2011, there were loan
loss reserves of 9.25% of the Finance Revenue Sharing Agreement�s loan portfolio, which, based on our historical recovery ratios, should be
sufficient to cover our losses on the disposition of delinquent loans. The joint venture, Majestic 21, is monitoring loan loss reserves on a monthly
basis and is adjusting the loan loss reserves as necessary. If the fair market value of the collateral is less than the purchase price, after combining
the liquidation expense reserves carried by 21st Mortgage Corporation, the Company would book a loss at that time. The risk of loss is carried
primarily by 21st Mortgage Corporation as evidenced by the loss reimbursement payment of up to 60% that Prestige can use to cover any
shortfall in the sales proceeds from the cost of repurchasing the home.

The maximum future undiscounted payments the Company could be required to make under the Finance Revenue Sharing Agreement, as of
August 6, 2011, is $70,254,098 in repurchase obligations, offset by payments from 21st Mortgage Corporation for the loss reserve reconciliation
of up to $31,614,344 and the proceeds from the sale of the homes (the collateral).

See Note 14 for subsequent amendment to the Finance Revenue Sharing Agreement.

The Company owns a 50% interest in Majestic 21, a joint venture with 21st Mortgage Corporation. The Company has dealer agreements with a
number of lenders who provide financing for our homes. In the third quarter of fiscal year 2009, Majestic 21 secured $5,000,000 in financing
from a commercial bank. The Company guarantees 50% of this financing. In addition, subsequent to fiscal 2009 year end, 21st Mortgage
Corporation announced that their parent company had agreed to provide additional capital to fund loan originations. Both of these sources of
funding have been sufficient to fund our loan originations to date. To date, we have been able to fund loans without interruption.

Despite lower sales, negative cash flows, net operating losses and the repurchase of homes under the finance revenue sharing agreement, we
expect to be able to continue operations through fiscal year 2012. We will continue to monitor and eliminate all unnecessary expenses. The
Company�s internal financial statements at November 3, 2012 indicate cash and cash equivalents of $7,352,193 and investments in marketable
securities of $291,732.

On September 17, 2012, Nobility Homes, Inc. (the �Company�) received a letter from The NASDAQ Stock Market LLC (�NASDAQ�) informing
the Company that it has not regained compliance with NASDAQ Listing Rule 5250(c)(1) within the 180 day extension period previously granted
by NASDAQ.

As previously reported, the Company is not in compliance with NASDAQ Listing Rule 5250(c)(1) because the Company has not filed its Form
10-Q reports for the periods ended August 6, 2011, February 4, 2012 and May 5, 2012 (the �Form 10-Qs�) and Form 10-K for the year ended
November 5, 2011 (the �Form 10-K) with the Securities and Exchange Commission (the �SEC�). As a result, NASDAQ has advised that the
Company�s securities were delisted from the NASDAQ Global Market and trading in the Company�s common stock was suspended on
September 19, 2012 and a Form 25-NSE will be filed with the SEC which removed the Company�s securities from listing and registration on the
NASDAQ Stock Market.

After the Company�s common stock was delisted by NASDAQ, it commenced trading on the OTC Markets Group, Inc. (the �Pink Sheets�). The
Company�s common stock will be eligible for trading only on the Pink Sheets unless and until it is eligible for trading on the OTC Bulletin Board
(�OTCBB�). OTCBB trading may occur only if a market maker applies to quote the Company�s common stock; however, a potential market
maker�s application to quote the Company�s common stock on the OTCBB will not be cleared until the Company is current in its reporting
obligations under the Securities Act of 1934. There is no assurance that the Company will become current in its reporting obligations, that any
market maker will apply to quote the Company�s common stock or that the Company�s common stock will become eligible to trade on the
OTCBB.
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Critical Accounting Policies and Estimates

The Company applies judgment and estimates, which may have a material effect in the eventual outcome of assets, liabilities, revenues and
expenses, accounts receivable, inventory and goodwill. The following explains the basis and the procedure for each asset account where
judgment and estimates are applied.

Revenue Recognition

The Company recognizes revenue from its retail sales upon the occurrence of all the following:

� Its receipt of a down payment,

� Construction of the home is complete,

� Home has been delivered and set up at the retail home buyer�s site and title has been transferred to the retail home buyer,

� Remaining funds have been released by the finance company (financed sales transaction), remaining funds have been committed by
the finance company by an agreement with respect to financing obtained by the customer, usually in the form of a written approval
for permanent home financing received from a lending institution, (financed construction sales transaction) or cash has been received
from the home buyer (cash sales transaction), and

� Completion of any other significant obligations.
The Company recognizes revenue from the sale of the repurchased homes upon transfer of title to the new purchaser.

When we repossess properties under the Finance Revenue Sharing Agreement, we may be required to purchase land on which the home is set if
that transaction was initially financed as a bundled arrangement by 21st Century Mortgage. In the quarter ending February 5, 2011, we initiated
the deferral of revenue recognition on the sale of repossessed homes that were bundled with land sales and re-financed by 21st Century
Mortgage based on guidance in ASC 360 -20 (formerly FAS 66). We have determined that on such transactions that we have �continuing
involvement� since under the Finance Revenue Sharing Agreement we are required to repurchase of the collateral in the financed transaction in
the event of a default. Accordingly we have deferred revenue recognition on such sales transactions and included the deferred revenue in our
balance sheet beginning in the quarter ending February 5, 2011 and have included the related collateral in other long-term assets. Revenue, cost
of the transaction and gross profit will be recognized as the amount of the repurchase obligation is reduced based on the payoff of the loan by the
customer. If losses on transactions were to occur, the collateral would be written down to reflect the loss on this collateral.

We have assessed the cumulative effects on our financial statements of not adopting this policy on previous sales transactions of this nature
which occurred in fiscal 2009 and 2010 and have determined that the impact of not adopting this accounting on such transactions is not material
to the financial statements. We thus believe it appropriate to adopt the above described accounting for such transactions on a prospective basis
for such transactions that occurred in the quarter ending February 5, 2011 and thereafter.

The Company recognizes revenues from its independent dealers upon receiving wholesale floor plan financing or establishing retail credit
approval for terms, shipping of the home and transferring title and risk of loss to the independent dealer. For wholesale shipments to independent
dealers, the Company has no obligation to setup the home or to complete any other significant obligations.
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The Company recognizes revenues from its wholly-owned subsidiary, Mountain Financial, Inc., as follows: commission income (and fees in lieu
of commissions) is recorded as of the effective date of insurance coverage or the billing date, whichever is later. Commissions on premiums
billed and collected directly by insurance companies are recorded as revenue when received which, in many cases, is the Company�s first
notification of amounts earned due to the lack of policy and renewal information. Contingent commissions are recorded as revenue when
received. Contingent commissions are commissions paid by insurance underwriters and are based on the estimated profit and/or overall volume
of business placed with the underwriter. The data necessary for the calculation of contingent commissions cannot be reasonably obtained prior to
the receipt of the commission which, in many cases, is the Company�s first notification of amounts earned. The Company provides appropriate
reserves for policy cancellations based on numerous factors, including past transaction history with customers, historical experience and other
information, which is periodically evaluated and adjusted as deemed necessary. In the opinion of management, no reserve is deemed necessary
for policy cancellations at August 6, 2011 or November 6, 2010.

Investments in Retirement Community Limited Partnerships

The Company had a 31.9% limited partnership investment in the Walden Woods, III Ltd. (�Walden Woods�), a mobile home park, which
maintained a carrying value of $863,053 at the end of fiscal 2010. This partnership was put into chapter 11 bankruptcy protection in August
2010 to seek protection from its creditors. The primary lender agreed to a significant concession related to its debt and at the time of issuance of
the Company�s 2010 Form 10-K, the general partner was attempting to obtain replacement financing to continue operations at the reduced debt
level. Absent this occurring, the Company�s principle shareholder indicated his commitment to obtain financing to ensure the continued
operations which the Company believed protected its investment from impairment.

In June of 2011, the general partner of Walden Woods determined that he was unable to obtain replacement financing. The Company�s principal
shareholder did arrange financing to satisfy the creditor in exchange for the purchase of the Walden Woods Park from Walden Woods. Walden
Woods Park was contributed to a newly formed entity owned by the Company�s principal shareholder, Walden Woods South LLC (�South�). The
Company�s principal shareholder then contributed a 31.9% interest in South to the Company. Because the Company�s investment in Walden
Woods was determined to be worthless due to the disposition of Walden Woods Park from Walden Woods to South, the Company wrote-off its
entire investment in Walden Woods. It was also determined that the action by the Company�s principal shareholder to contribute the interests in
South to the Company should be reflected as a contribution of capital with a resulting adjustment being reflected as the value of its investment in
South (and the underlying Walden Woods Park). The Company assessed the fair value of the South contribution using projected financial
information subsequent to the contribution but before filing this Form 10-Q. Based on that analysis, the value of the South contribution to the
Company was deemed to be nominal. The Company attributes this to reduced activity level related to the park development caused by the
continued slump in the housing market in the locale of Walden Woods Park that has become apparent during the period from the date of the
contribution to the period of the completion of this financial statement. Additionally, the Company attributes the decline in value to the lack of
marketing support that was previously provided by Walden Wood�s general partner. The result of these transactions and assessments are that the
Company has fully impaired its investment in Walden Woods in the third quarter of 2011 and recorded no value for the contribution of South
resulting in a charge to operations of $791,355.
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During 2008, the Company formed a limited liability company called Nobility Parks II, LLC to invest in a new Florida retirement manufactured
home community, CRF III, Ltd. (Cypress Creek) located in Winter Haven, Florida. The investment of $4,030,000 provided the Company with
49% of the earnings/losses of the 403 residential lots. The investment amount is equivalent to $10,000 per residential lot. The investment is
included in Other Investments in the accompanying consolidated balance sheets. Nobility Parks II, LLC has the right to assign some of its
ownership to partners other than Nobility Homes. During fiscal year 2009, Nobility Parks II, LLC sold $40,000 of its ownership at cost, which
reduced the Company�s investment, and percentage of earning/losses by the same amount to 48.5%.

These investments are accounted for under the equity method of accounting. The Company holds a 31.9% interest in South and a 48.5% interest
in Cypress Creek and all allocations of profit and loss are on a pro-rata basis. Since all allocations are to be made on a pro-rata basis and the
Company�s maximum exposure is limited to its investment in South and Cypress Creek, management has concluded that the Company would not
absorb a majority of South�s, Walden Woods� and Cypress Creek�s expected losses nor receive a majority of South�s, Walden Woods� and Cypress
Creek�s expected residual returns; therefore, the Company is not required to consolidate South, Walden Woods and Cypress Creek with the
accounts of Nobility Homes in accordance with FASB ASC No. 810-10.

The Company has no obligation to fund future operating losses of South and accordingly, has not reduced the investment carrying value to less
than zero.

The only difference between the Company�s investment balance in Cypress Creek and the amount of underlying equity in net assets owned by the
Company that is recorded on the partnership�s balance sheet is caused by the partnership�s founding partner not stepping up the original cost basis
to fair market value of its contribution of land to the partnerships, which is in accordance with generally accepted accounting principles, since
the founding partner formed the partnership.

Because of continuing losses related to Cypress Creek, the Company�s investment in this partnership exceeds the underlying equity of the entity,
the Company at August 6, 2011 assessed its carrying value of this investment by comparing it to the proportionate share of the estimate of the
fair value of the partnership. The fair value of the partnership is estimated using an income approach. As a result of this assessment, the
Company recorded a $1,300,000 impairment charge in the third quarter of 2011 statement of operations. As of August 6, 2011 the Company�s
investment value in Cypress Creek after the recorded impairment is $1,139,789. See Note 6 for additional information.

Investment in Majestic 21

Majestic 21 was formed in 1997 as a joint venture with our joint venture partner, an unrelated entity (21st Mortgage Corporation (�21st Mortgage�).
We have been allocated our share of net income and distributions on a 50/50 basis since Majestic 21�s formation. While Majestic 21 has been
deemed to be a variable interest entity, the Company only holds a 50% interest in this entity and all allocations of profit and loss are on a 50/50
basis. Since all allocations are to be made on a 50/50 basis and the Company�s maximum exposure is limited to its investment in Majestic 21,
management has concluded that the Company would not absorb a majority of Majestic 21�s expected losses nor receive a majority of Majestic
21�s expected residual returns; therefore, the Company is not required to consolidate Majestic 21 with the accounts of Nobility Homes in
accordance with FASB ASC 810. Management believes that the Company�s maximum exposure to loss as a result of its involvement with
Majestic 21 is its investment in the joint venture recorded in the accounts of Nobility Homes of $1,987,505 as of August 6, 2011 and $1,966,304
as of November 6, 2010. However, based on management�s evaluation, there was no impairment of this investment at August 6, 2011 or
November 6, 2010.
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The Company is not obligated to repurchase any foreclosed/repossessed units of Majestic 21 as it does not have a repurchase agreement or any
other guarantees with Majestic 21. The Company resells foreclosed/repossessed units of Majestic 21 through the Company�s network of retail
centers as we believe it benefits the historical loss experience of the joint venture. We earn commissions from reselling such
foreclosed/repossessed units and have historically not recorded any material losses in connection with this activity.

The Majestic 21 joint venture is a loan portfolio that is owned 50% by 21st Mortgage Corporation and 50% by the Company. The primary assets
are loans that were originated from 1997 until 2003. In 2003, the Company entered into a finance revenue sharing agreement with 21st Mortgage
Corporation and all loans originated from that point forward, are owned by 21st Mortgage Corporation pursuant to the finance revenue sharing
agreement. Consequently, no additional loans are going into the Majestic 21 joint venture and the balance of the loans/assets of the partnership is
declining each month due to amortization and payoffs. At August 6, 2011, there was $754,852 in loan loss reserves or 3.22% of Majestic 21�s
loan portfolio. The Majestic 21 joint venture is monitoring loan loss reserves on a monthly basis and is adjusting the loan loss reserves as
necessary. The Majestic 21 joint venture is consolidated into 21st Mortgage Corporation�s financial statements which are included in the financial
statements of its ultimate parent, which is a public company. Management believes the loan loss reserves are reasonable based upon its review of
the Majestic 21 joint venture�s financial statements and loan loss experiences to-date.

Finance Revenue Sharing Agreement (FRSA)

During fiscal year 2004, the Company transferred $250,000 from its existing joint venture in Majestic 21 in order to participate in a finance
revenue sharing agreement between 21st Mortgage Corporation, Prestige Homes, Inc., and Majestic Homes, Inc. without forming a separate
entity. In connection with this finance revenue sharing agreement, mortgage financing will be provided on manufactured homes sold through the
Company�s retail centers to customers who qualify for such mortgage financing. Under the finance revenue sharing agreement, the Company has
agreed to repurchase any repossessed homes and related collateral from 21st Mortgage Corporation that were financed under the agreement. The
repurchase price is the remaining loan balance (plus 21st Mortgage Corporation�s legal fees). If the loan included a mortgage on the land, the
Company receives the land in addition to the home. If the loan only had the home as collateral, the Company only gets the home and is required
to move it off the location where it was previously sited. After the Company re-sells the homes, the Company receives the full proceeds from the
sale of the home, plus a reimbursement from 21st Mortgage Corporation for liquidation expenses. The reimbursement covers the Company�s cost
of transporting homes, repairing homes to resale condition, remarketing homes and all other liquidation expenses. The Company and 21st

Mortgage Corporation have agreed that the reimbursement for: (a) a home only repurchase will not exceed 60% of the Company�s purchase price
nor will it be less than 40% of the Company�s repurchase price; and (b) a home and land repurchase will not exceed 45% of the Company�s
purchase price nor will it be less than 25% of the Company�s purchase price.

As described in note 2 to the financial statements, the Company assessed that its past accounting for the FRSA as related to Accounting
Standards Codification Section 460 required revision in that the Company should reflect the value of the guarantee related to the repurchase
element of this arrangement. Accordingly, the Company has reflected a liability in its balance sheet related to this guarantee in its balance sheets
presented in this filing. At August 6, 2011, this guarantee is valued at approximately $1.7 million.

Effective October 25, 2011, the Company entered into the Seventh Amendment to the Finance Revenue Sharing Agreement with 21st Mortgage
Corp. (�21st�). The following changes were made.

� The Company�s obligation to buyback contracts on repossessed homes ceased as of the effective date of the agreement.
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� Any homes repurchased as of the effective date of the agreement that have not yet been re-sold, shall be liquidated by the Company
and there will be no reimbursement from the FRSA escrow, for any expenses or losses upon sale of the home.

� In consideration for the Company waiving its right to any reimbursement for expenses or losses on the repurchased homes in
inventory, 21st will contribute $3,000,000 to the Escrow account in the FRSA.

� As future loans in the FRSA are repossessed, 21st will have sole responsibility for the sale of such repossessions and all expenses
will be charged to the FRSA Escrow account.

� There will be no distributions from the Escrow account until December 31, 2015.

� In no event shall the Company be required to make up any shortfall in the Escrow account.
As a result of these changes, the Company on October 25, 2011 recorded an impairment charge of $4,098,824 to reduce the value of the
repossessed inventory down to market value, since no future reimbursement is available. Beginning in 2009, the Company had been booking a
reserve for losses upon disposition of the repossessed home, for each home repurchased. This balance had accumulated to $555,794 at
November 5th, 2011. Consequently, the net charge to be booked in the 4th quarter will be $3,543,030.

The Company�s management believes that this Amendment should significantly improve future liquidity of the Company primarily as a result of
the elimination of its obligation under the Finance Revenue Sharing Agreement to repurchase additional repossessions and, to a lesser extent, to
make any additional contributions to the reserve account. Management considers the benefit of the elimination of these obligations as being very
important to the future operations of the Company and believes that it significantly outweighs the largely non-cash costs which result from the
execution of the Amendment.

Additionally, the $1,707,230 guarantee liability described in the discussion above will be reversed as a result of not having to buy back any
additional defaulted loans after the October 25, 2011 amendment to the FRSA. Also, the Company will no longer have any continuing
involvement with repossessed homes that are bundled with land sales. The Company will no longer be required to recognize profit under the
installment method and in the future will recognize revenue and profit associated with sales of repossessed homes bundled with land under the
full accrual method. Existing bundled transactions treated under the installment method will be recognized in the fourth quarter as a result of the
FRSA amendment.

As has been its past practice, the Company will reflect revenue sharing distributions from the escrow account in income when received. The
Company will also maintain the value of its initial deposit to the escrow account as an asset as it expects to receive at least this amount in future
cash distributions.

Warranty Costs

The warranty reserve is established at the time of revenue recognition based on management�s best estimate of costs that may be incurred under
the Company�s limited warranty policies.

The Company�s limited warranty covers substantial defects in material or workmanship in specified components of the home including structural
elements; plumbing systems, electrical systems, and heating and cooling systems which are supplied by the Company that may occur under
normal use and service during a period of twelve (12) months from the date of delivery to the original homeowner, and applies to the original
homeowner or any subsequent homeowner to whom this product is transferred during the duration of this twelve (12) month period.
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The Company tracks the warranty claims per home. Based on the history of the warranty claims, the Company has determined that warranty
claims usually occur within the first three months after the home is sold. As a result, warranty expense for a full fiscal year should equal the
warranty accrual for the prior four quarters.

Rebate Program

The Company has a rebate program for all dealers which pay rebates based upon sales volume to the dealers. Volume rebates are recorded as a
reduction of sales in the accompanying consolidated financial statements. The rebate liability is calculated and recognized as eligible homes are
sold based upon factors surrounding the activity and prior experience of specific dealers and is included in accrued expenses in the
accompanying consolidated balance sheets.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not participate in transactions that generate relationships with unconsolidated entities or financial
partnerships, such as entities often referred to as structured finance or variable interest entities (�VIE�s�), which would have been established for
the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes. As of August 6, 2011, we are not
involved in any material unconsolidated VIE transactions (other than the Company�s investments in Majestic 21 and Walden Woods South LLC).

Forward-Looking Statements

Certain statements in this report are forward-looking statements within the meaning of the federal securities laws, including our statement that
working capital requirements will be met with internal sources. Although Nobility believes that the expectations reflected in such
forward-looking statements are based on reasonable assumptions, there are risks and uncertainties that may cause actual results to differ
materially from expectations. These risks and uncertainties include, but are not limited to, competitive pricing pressures at both the wholesale
and retail levels, increasing material costs, continued excess retail inventory, increase in repossessions, changes in market demand, changes in
interest rates, availability of financing for retail and wholesale purchasers, consumer confidence, adverse weather conditions that reduce sales at
retail centers, the risk of manufacturing plant shutdowns due to storms or other factors, the impact of marketing and cost-management programs,
reliance on the Florida economy, impact of labor shortage, impact of materials shortage, increasing labor cost, cyclical nature of the
manufactured housing industry, impact of rising fuel costs, catastrophic events impacting insurance costs, availability of insurance coverage for
various risks to Nobility, market demographics, management�s ability to attract and retain executive officers and key personnel, increased global
tensions, market disruptions resulting from terrorist or other attack and any armed conflict involving the United States and the impact of
inflation.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. The Company�s Chief Executive Officer and Chief Financial Officer have evaluated the
effectiveness of the Company�s disclosure controls and procedures (as such term is defined in Rules 13a � 15e and 15d � 15e under the Securities
Exchange Act of 1934, as amended (the �Exchange Act�) as of the end of the period covered by this report (the �Evaluation Date�). Based on their
evaluation as of the fiscal period covered by this report, our Chief Executive Officer and Chief Financial Officer have concluded that our
disclosure controls and procedures were not effective to ensure that the information required to be disclosed by us in this report was recorded,
processed, summarized and reported within the time periods specified in the Securities and Exchange Commission�s rules and forms and that the
information required to be disclosed in this report was accumulated and communicated to our management, including our Chief Executive
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. As indicated below, we identified
material internal control weaknesses some of which have caused significant adjustments to be recorded to reflect the proper accounting for
certain transactions in the financial statements included in this filing and one has caused us to revise previously issued financial statements as
disclosed in note 2 to the financial statements included in this filing. These control weaknesses have also caused a delay in the filing of this Form
10-Q and a number of our other periodic filings that continue to be significantly past due. The result of the delays in our filings has caused us to
lose our NASDAQ listing as disclosed in note 14 to the financial statements included in this filing.

We believe that for purposes of the financial statements included in this filing that we have taken appropriate steps to mitigate the impact of
these weaknesses and believe that the financial statements included in this filing are properly prepared to fairly reflect the financial position and
results of operations of the Company, including the aspects of our financial statements most affected by these weaknesses.

Changes in Internal Control over Financial Reporting. We identified or re-affirmed certain significant matters in our internal controls over
financial reporting relating to the preparation of these financial statements and have reported these as material weaknesses in our internal control
as further discussed below. Absent these matters, we do not believe that there have been any other changes in our internal controls with respect
to matters related to the preparation of these financial statements.

In our Annual Report on Form 10-K for the year ended November 6, 2010, we reported that we identified three material weaknesses in our
internal controls over financial reporting. These related to accounting and analysis of our equity investments in the mobile home parks, the
valuation of our deferred tax assets and the related tax benefit that we have reflected in our financial statements and the accounting for sales of
repossessed homes that include land sales. Controls are now in place to ensure the proper accounting of sales of repossessed homes that include
land. We report further below on matters related to the analysis of our equity-method investment in mobile home parks and valuation of our
deferred tax assets and the related tax benefit.

The Company�s management has reassessed the effectiveness of its internal control over financial reporting as of August 6, 2011 based on
criteria established in Internal control Integrated Framework issued by the committee of Sponsoring Organizations of the Treadway
Commission. Based on the assessment, the Company�s management identified the following material weaknesses in the Company�s internal
controls:

The Company, in the preparation of its financial statements included in this filing assessed that it has an inadequate level of expertise in a
number of areas relating to its accounting and financial reporting function. Specifically, the Company encountered difficulties in accounting for
certain transactions all of which resulted in significant adjustments being recorded either in the current period financial reporting or in a
requirement to revise previously issued financial statements (as discussed in note 2 to the financial statements included in this report) and some
of which have resulted in a significant delay in the completion of this filing and have caused significant delinquencies in other periodic SEC
filings.
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Following is a discussion of the areas which the Company identified specific material control weaknesses in its accounting processes-

Accounting for minority owned investments-

The Company recorded a significant impairment charge related to these investments in the third quarter financial statements. Various aspects of
this impairment charge were not fully analyzed and understood by the Company�s accounting staff which resulted in the Company not reflecting
this impairment charge on an accurate and timely basis within its internal accounting records.

Income tax accounting matters-

Management has engaged an independent tax specialist to assist in the determination of its tax provision and related tax accounting matters
though the Company does not have a practice of consulting with this specialist on a routine basis and has not put in place oversight of this
function to effectively manage the process. The specialist became unavailable during the time frame relating to the preparation of these financial
statements and management attempted to use its in-house personnel to determine its tax accounting. Such personnel lacked the requisite tax and
accounting expertise to complete the assessment of its tax matters on a timely and accurate basis.

Accounting for the FRSA

The Company has not had procedures in place to properly identify and account for the ASC 460 liability embedded in the FRSA which is
discussed in the financial statements included in this filing. This has caused past inaccuracies in the accounting for the FRSA and has caused
significant delays in the Company�s required periodic SEC filings.

The Company�s overall assessment based on the above matters identified is that its inability to deal with these complex accounting transactions in
an accurate and timely manner is indicative that it needs to upgrade its accounting capabilities either through its hiring process or through
reliance on additional independent outside expertise. Should the latter approach be taken, the Company recognizes that it will need to improve
its processes to manage its outside experts to prevent issues which arose relating to the second matter discussed above.

As of the date of this filing, the Company is in the process of further assessing this matter and has not taken specific additional actions to
remediate these matters. Due to the revision of the FRSA as outlined in Note 14 to our financial statements included in this filing, certain
complexities of that arrangement have been eliminated but the Company recognizes that it nevertheless needs to upgrade its accounting and
financial reporting function to more effectively deal with the continuing business and regulatory challenges presented by the operation of its
business.
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Part II. OTHER INFORMATION AND SIGNATURES

There were no reportable events for Item 1 through Item 5.

Item 6. Exhibits

18. Letter regarding change in Accounting Principles

31. (a) Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934

      (b) Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934

32. (a) Written Statement of Chief Executive Officer Pursuant to 18 U.S.C. §1350

      (b) Written Statement of Chief Financial Officer Pursuant to 18 U.S.C. §1350

101. Interactive data filing formatted in XBRL for the quarter ended August 6, 2011
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

NOBILITY HOMES, INC.

DATE: November 28, 2012 By: /s/ Terry E. Trexler
Terry E. Trexler, Chairman,
President and Chief Executive Officer

DATE: November 28, 2012 By: /s/ Thomas W. Trexler
Thomas W. Trexler, Executive Vice President,
and Chief Financial Officer

DATE: November 28, 2012 By: /s/ Lynn J. Cramer, Jr.
Lynn J. Cramer, Jr., Treasurer
and Principal Accounting Officer
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