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ITEM 1. BUSINESS
Company

M/I Homes, Inc. and subsidiaries (the “Company” or “we”) is one of the nation’s leading builders of single-family
homes. The Company was incorporated, through predecessor entities, in 1973 and commenced homebuilding
activities in 1976. Since that time, the Company has sold and delivered over 71,000 homes. We sell and construct
single-family homes, attached townhomes and condominiums to first-time, move-up, empty-nester and luxury buyers
under the M/I Homes and Showcase Homes trade names. In 2007, our average sales price of homes delivered was
$296,000 compared to $308,000 in 2006. During the year ended December 31, 2007, we delivered 3,173 homes with
revenues from continuing operations of $1.0 billion and a net loss from continuing operations of $92.5 million. At
December 31, 2007, we had 712 homes in backlog with a sales value of approximately $220 million compared to
1,433 homes with a sales value of $484 million at December 31, 2006.

Our homes are sold in the following geographic markets - Columbus and Cincinnati, Ohio; Tampa and Orlando,
Florida; Charlotte and Raleigh, North Carolina; Indianapolis, Indiana; and the Virginia and Maryland suburbs of
Washington, D.C. In late 2007, we announced our intention to exit our West Palm Beach, Florida market. Hence, the
results of operation and financial position of this decision have been reported as discontinued operation. For
additional information on this discontinued operation, please refer to Note 2, “Discontinued Operation” in our Notes to
Consolidated Financial Statements. In 2007, we also announced our decision to enter the Chicago market and plan to
commence active homebuilding operations there in 2008. We are the leading homebuilder in the Columbus, Ohio
market, and have been the number one builder of single-family detached homes in this market for each of the last
nineteen years. In addition, we are one of the top ten homebuilders in the Indianapolis, Cincinnati and Tampa
markets, based on homes delivered. Our current operating strategy is focused on the following key initiatives:

Emphasizing our product, customer service and premier locations;
Improving affordability through design and other cost reduction efforts;
Decreasing our expenses to reflect current business conditions; and

Reducing our land and lot inventory by curtailing our land purchases, phasing and/or
delaying land development, and selectively pursuing the sale of certain owned land.

We believe that we distinguish ourselves from competitors by offering homes in select areas with a high level of
design and construction quality within a given price range, and by providing customers with the confidence they can
only get from superior customer service. Offering homes at a variety of price points allows us to attract a wide range
of buyers. We support our homebuilding operations by providing mortgage financing services through our
wholly-owned subsidiary, M/I Financial Corp. (“M/I Financial”), and title and insurance brokerage services through
subsidiaries that are either wholly- or majority-owned by the Company.

Our financial reporting segments consist of the following: Midwest homebuilding; Florida homebuilding;
Mid-Atlantic homebuilding; and financial services. Our homebuilding operations comprise the most substantial part
of our business, representing more than 98% of consolidated revenue during each of the past three years. Our
homebuilding operations generate over 94% of their revenue from the sale of completed homes, with the remaining
amount generated from the sale of land and lots. Our financial services operations generate revenue from originating
and selling mortgages, collecting fees for title insurance and closing services, and collecting commissions as a broker
of property and casualty insurance policies. Financial information, including revenue, operating income and
identifiable assets for each of our reporting segments, is included in Note 21, “Business Segments” in our Notes to
Consolidated Financial Statements.
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Our business strategy emphasizes the following:

Superior homeowner service. Our core operating philosophy is to provide superior service to our homeowners. We

attempt to involve the homeowner in many phases of the building process in order to enhance communication,

knowledge and involvement of the homeowner. Our selling process focuses on the homes’ features, benefits, quality
and design, as opposed to merely price and square footage. In most of our markets, we utilize design centers to better

promote the sale of options and enable buyers to make more informed choices. This enhances the selling process and

increases the sale of optional features that typically carry higher margins. We believe all of this leads to a more

satisfied homeowner.
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Product diversity and innovative design. We devote significant resources to the research and design of our homes to
meet the needs of our buyers. We offer a number of distinct product lines and approximately 600 different floor
plans, with some of those floor plans being built in multiple elevations. We also offer a high level of design and
construction quality within each of our price ranges.

Build confidence in all areas of our company. Our unique designs, superior quality and craftsmanship, premier
customer service and customer-focused financing options are all designed to build superior customer confidence in
both our product and our company.

Premier locations and highly desirable communities. As a key strategic element of our business, we focus on locating
and controlling land in the most desirable areas of our markets. We also focus on the overall design and appearance of
our communities. Through our community planning and design process, we create well-planned communities with
careful attention to a wide variety of aesthetic elements. We focus on the location and design of our communities
because we believe these are important factors our homebuyers consider when making a decision to purchase a new
home.

Profitability. We focus on profitability while maintaining the high quality of our homes and customer service. We
focus on margins by carefully managing the selling process in order to emphasize the features, benefits, quality and
design of our homes. In addition, profitability is enhanced by managing expenses and minimizing speculative
building. We are also focused on reducing our overhead costs by right-sizing our operations, along with continuing to
reduce our construction costs by working with our vendors and subcontractors to continue to provide attractive
features while minimizing raw material and construction costs. We also focus on profitability through our land
strategies which presently call for reducing our investment in land and lot inventory to levels more closely matched
with our projected future sales absorption levels.

Maintain market position in existing markets. Though most of our markets have experienced a slowdown in new
homebuilding construction as a result of various economic factors, we believe in their long term prospects for growth
and successful homebuilding operations. In late 2007, we announced our decision to exit the West Palm Beach,
Florida market due to that market’s challenges and unpredictable revenue production.

Sales and Marketing

Throughout our markets, we market and sell our homes exclusively under the M/l Homes trade name, except in
Columbus, where a limited number of our homes are also marketed under the Showcase Homes trade
name. Company-employed sales personnel conduct home sales from on-site offices within our furnished model
homes. Each sales consultant is trained and prepared to meet the buyer’s expectations and build their confidence by
fully explaining the features and benefits of our homes, helping each buyer determine which home best suits their
needs, explaining the construction process, and assisting the buyer in choosing the best financing. Significant
attention is given to the ongoing training of all sales personnel to assure the highest level of professionalism and
product knowledge. As of December 31, 2007, we employed 122 sales consultants and operated 171 model homes.

We advertise using newspapers, magazines, direct mail, billboards, radio and television. The particular marketing

mediums used differ from market to market based on area demographics and other competitive factors. We have also

significantly increased our advertising on the internet through expansion of our website at mihomes.com and through

a third party’s website. Our messaging across all of these mediums, promotional or otherwise, are unified, highly
synergistic and designed to build strong equity in the M/l Homes brand. In addition, we encourage independent broker

participation and, from time to time, utilize promotions and incentives to attract interest from these brokers. Our

commitment to quality design and construction, along with our reputation for superior service, has resulted in a strong

referral base and numerous repeat buyers.
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To further enhance the selling process, we operate design centers in most of our Midwest and Florida markets, and
recently opened design centers in our Charlotte and Raleigh markets. These design centers are staffed with interior
design specialists who assist buyers in selecting interior and exterior colors, standard options and upgrades. In our
Washington, D.C. market, this selection process is handled directly by our sales consultants. From time to time, we
also add to the selling process by offering unique, below-market fixed rate financing options to our customers through
M/I Financial, which has branches in all of our markets except for Chicago. M/I Financial originates loans for
purchasers of our homes. The loans are then sold, along with the servicing rights, to outside mortgage
lenders. Title-related services are provided to purchasers of our homes in the majority of our markets through
affiliated entities. In addition, in 2007, the financial services segment began collecting commissions as a broker of
property and casualty insurance policies through a majority-owned subsidiary, M/I Insurance Agency, LLC.

5
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We generally do not commence construction of a home until we obtain a sales contract and preliminary oral advice
from the buyer’s lender that financing should be approved. However, in certain markets, contracts may be accepted
contingent upon the sale of an existing home, and construction may be authorized through a certain phase prior to
satisfaction of that contingency. In addition, speculative, or “spec,” homes (i.e., homes started in the absence of an
executed contract) may be built to facilitate delivery of homes on an immediate-need basis and to provide presentation
of new products.

We have participated in charitable down-payment assistance programs for a small percentage of our
homebuyers. Through these programs, we make a donation to a non-profit organization that provides financial
assistance to a homebuyer who would not otherwise have sufficient funds for a down payment.

Design and Construction

We devote significant resources to the research, design and development of our homes in order to distinguish
ourselves from other homebuilders and fulfill the needs of homebuyers in all of our markets. We offer approximately
600 different floor plans that are tailored to meet the requirements of buyers within each of our markets. We spent
$2.5 million, $4.7 million and $4.4 million in the years ended December 31, 2007, 2006 and 2005, respectively, for
research and development of our homes.

The construction of each home is supervised by a Personal Construction Supervisor who reports to a Production
Manager, both of whom are employees of the Company. Buyers are introduced to their Personal Construction
Supervisor prior to commencement of home construction at a pre-construction “buyer/builder conference.” The purpose
of this conference is to review the home plans and all relevant construction details and to explain the construction
process and schedule. We encourage our buyers to actively monitor and observe the construction of their home and
see the quality being built into their home. All of this is part of our exclusive “Confidence Builder Program” which,
consistent with our business philosophy, is designed to “put the buyer first” and enhance the total home-buying
experience.

Homes generally are constructed according to standardized designs and meet applicable Federal Housing Authority
(“FHA”) and Veterans Administration (“VA”) requirements. To allow maximum design flexibility, we limit the use of
pre-assembled building components. The efficiency of the building process is enhanced through the use of
standardized materials available from a variety of sources. We utilize independent subcontractors for the installation
of site improvements and the construction of our homes. Our on-site construction supervisors manage the
development and construction process. Subcontractor work is performed pursuant to written agreements. The
agreements are generally short-term, with terms from six to twelve months, and specify a fixed price for labor and
materials. The agreements are structured to provide price protection for a majority of the higher-cost phases of
construction for homes in our backlog. The construction of our homes typically takes approximately four to six
months from the start of construction to completion of the home, depending on the size and complexity of the
particular home being built. We did not experience any significant issues with availability of building materials or
skilled labor during 2007. As of December 31, 2007, we had a total of 712 homes with $219.5 million aggregate sales
value in backlog in various stages of completion, including homes that are under contract but for which construction
has not yet begun. As of December 31, 2006, we had a total of 1,433 homes with $483.6 million aggregate sales value
in backlog. Homes included in year-end backlog are typically included in homes delivered in the subsequent year.

Warranty
We provide a variety of warranties in connection with our homes and have a program to perform several inspections
on each home that we sell. Immediately prior to closing and again approximately three months after a home is

delivered, we inspect each home with the buyer. At the homeowner’s request, we will also provide a one-year drywall
inspection. During the third quarter of 2007, the Company implemented a new limited warranty program (“Home

10
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Builder’s Limited Warranty”) in conjunction with its thirty-year transferable structural limited warranty, on homes
closed after the implementation date. The Home Builder’s Limited Warranty covers construction defects for a
statutory period based on geographic market and state law (currently ranging from five to ten years for the states in
which the Company operates) and includes a mandatory arbitration clause. Prior to this new warranty program, the
Company provided up to a two-year limited warranty on materials and workmanship and a twenty-year (for homes
closed between 1989 and 1998) and a thirty-year (for homes closed during or after 1998) limited warranty against
major structural defects. To increase the value of the thirty-year warranty, the warranty is transferable in the event of
the sale of the home. The Home Builder’s Limited Warranty provides coverage for construction defects and certain
resultant damage caused by any construction defects. The warranty period varies by state in accordance with the
statute of limitations for construction defects for each state. We also pass along to our homebuyers all warranties

6
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provided by the manufacturers or suppliers of components installed in each home. Our warranty expense was
approximately 0.8%, 0.7% and 0.9% of total housing revenue for the years ended December 2007, 2006 and 2005,
respectively.

Markets
Our operations are organized into ten homebuilding divisions within three regions to maximize operating efficiencies

and use of local management. Each of our divisions is managed by an area president with each region being managed
by a region president. Our current homebuilding operating structure is as follows:

Year
Operations

Region Division Commenced
Midwest Columbus, Ohio 1976
Midwest Cincinnati, Ohio 1988
Midwest Indianapolis, Indiana 1988
Midwest Chicago, Illinois 2007
Florida Tampa, Florida 1981
Florida Orlando, Florida 1984
Mid-Atlantic Charlotte, North Carolina 1985
Mid-Atlantic Raleigh, North Carolina 1986

Maryland and Virginia
Mid-Atlantic suburbs of Washington D.C. 1991

Columbus is the capital of Ohio, with federal, state and local governments providing significant employment. Private
industries including education, healthcare, and professional services have notably contributed to this market as
well. Single-family permits were approximately 4,400 in 2007, a decline of 23% from 2006’s permits of
approximately 5,700. Columbus is our home market, where we have had operations since 1976.

Cincinnati is characterized by an employment base highly concentrated in the service-producing industry; however,
the area has experienced a decline in the manufacturing, construction, and retail sectors. Although Cincinnati leads
the state in economic growth, presently it is slow and remains below the national average. Single-family permits were
approximately 5,300 in 2007, a decline of 29% from 2006’s permits of nearly 7,500.

Indianapolis is a market noted for its diverse industry. Significant industries include construction, leisure/hospitality,
transportation/utilities and retail services. Single-family permits were approximately 7,100 in 2007, a decline of 24%
from 2006’s permits of nearly 9,300.

Chicago is the business center of the Midwest. Growth in the Chicago area has been dependent on business, financial
and transportation industries, along with tourism. The area has recently experienced a decline in existing and new
home sales. Single-family permits were approximately 18,200 in 2007, a decline of 36% from 2006’s permits of
approximately 28,600.

Tampa’s labor demand softened in 2007 resulting in an increase in unemployment. The construction and financial
industries, which had previously anchored the metro area, have experienced a decline in growth as the housing market

weakens; however, commercial real estate markets have maintained a strong presence. Single-family housing permits

were approximately 8,100 in 2007 compared to approximately 18,300 in 2006, a decline of 56%.

12
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Orlando’s housing market experienced a significant decline in 2007. Commercial real estate remains strong in the
metro area. Predominant industries include tourism, high-tech and manufacturing. The rise in unemployment, along
with an imbalance in the housing market, has contributed to the decline of permits. In 2007, single-family permits
were approximately 11,800, a decline of 50% from 2006’s permits of approximately 23,500.

Charlotte is home to numerous firms in the banking industry, as well as a growing presence of corporate
headquarters. The demographics continue to support long-term growth, with strong in-migration and an educated
workforce. In 2007, housing activity decreased 25% with nearly 15,200 single-family permits compared to
approximately 20,300 in 2006.

Raleigh is the capital of North Carolina, with state government, three major universities within the greater metro area,
and pharmaceutical and biotech industries contributing to its employment base. Single-family housing permits

declined almost 10% in 2007 with nearly 16,600 single-family permits compared to approximately 18,300 in 2006.

7
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Washington, D.C.’s major contributors to employment come from the construction, technology and government
sectors. Single-family housing permits were approximately 21,300 in 2007 compared to approximately 26,700 in

2006, a decline of 20%. Our operations are located throughout the Maryland and Virginia suburbs of Washington,

D.C.

Product Lines

On a regional basis, we offer homes ranging in base sales price from approximately $115,000 to $875,000, and
ranging in square footage from approximately 1,100 to 5,700 square feet. In addition to single-family detached
homes, we also offer attached townhomes in most of our markets as well as condominiums in our Columbus, Orlando,
and Washington, D.C. markets. By offering a wide range of homes, we are able to attract first-time, move-up,
empty-nester and luxury homebuyers. It is our goal to sell more than one home to our buyers, and we have been
successful in this pursuit.

In each of our home lines, upgrades and options are available to the homebuyer for an additional charge. Major
options include fireplaces, additional bathrooms and higher-quality flooring, cabinets and appliances. The options are
typically more numerous and significant on our more expensive homes, and typically options carry a higher margin
than our standard selections.

Land Acquisition and Development

In 2007, our percent of land internally developed reduced to 85% compared to 90% in previous years. This was, in

part, due to the sale of our West Palm Beach assets as well as the Company’s focus to reduce our internally developed
land position. In the future, we plan to source the majority of our land through developed lot option contracts. We

continue to constantly evaluate our alternatives to satisfy the need for lots in the most cost effective manner. We seek

to limit our investment in undeveloped land and lots to the amount reasonably expected to be sold in the next three to

six years. Although we purchase land and engage in land development activities primarily for the purpose of

furthering our homebuilding activities, we have, on a very select and limited basis, developed land with the intention

of selling a portion of the lots to outside homebuilders in certain markets.

To limit the risk involved in land ownership, we acquire land primarily through the use of contingent purchase
agreements. These agreements require the approval of our corporate land committee and frequently condition our
obligation to purchase land upon approval of zoning, utilities, soil and subsurface conditions, environmental and
wetland conditions, market analysis, development costs, title matters and other property-related criteria. Only after
this thorough evaluation has been completed do we make a commitment to purchase undeveloped land.

We periodically enter into limited liability company (“LLC”) arrangements with other entities to develop land. At
December 31, 2007, we had interests varying from 33% to 50% in each of nineteen LLCs. Four of the LLCs are
located in Tampa, Florida, one of the LLCs is located in Orlando, Florida and the remaining LLCs are located in
Columbus, Ohio. Three of the LLCs have obtained financing from a third party lender, and all of the remaining LLCs
are equity financed by the Company and our partners in the LLCs.

During the development of lots, we are required by some municipalities and other governmental authorities to provide
completion bonds or letters of credit for sewer, streets and other improvements. At December 31, 2007, $81.1 million
of completion bonds and $27 million of letters of credit were outstanding for these purposes.

We seek to balance the economic risk of owning lots and land with the necessity of having lots available for our
homes. At December 31, 2007, we had 4,781 developed lots and 614 lots under development in inventory. We also
owned raw land expected to be developed into approximately 5,614 lots. In addition, at December 31, 2007, our
interest in lots held by unconsolidated LLCs consisted of no unsold lots, 423 lots under development and raw land

14
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expected to be developed into 2,318 lots.

At December 31, 2007, we had purchase agreements to acquire 1,969 developed lots and raw land to be developed
into approximately 454 lots for a total of 2,423 lots, with an aggregate current purchase price of approximately $133.9
million. Purchase of these properties is generally contingent upon satisfaction of certain requirements by us and the
sellers, such as zoning approval and availability of building permits. We currently believe that our maximum
exposure as of December 31, 2007 related to these agreements is equal to the amount of our outstanding deposits,
which totaled $9.1 million, including cash deposits of $4.4 million, prepaid acquisition costs of $1.3 million, letters of
credit of $1.9 million and corporate promissory notes of $1.5 million. Further details relating to our land option
agreements are included in Note 13 to our Consolidated Financial Statements.

8
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The following table sets forth our land position in lots (including lots held in unconsolidated LLCs) at December 31,
2007:

Lots Owned
Finished Lots Under Undeveloped Total Lots
Lots Under
Region Lots Development Lots Owned  Contract
Total
Midwest 2,028 192 4,182 6,402 565 6,967
Florida 1,660 633 3,011 5,304 540 5,844
Mid-Atlantic 1,093 212 739 2,044 1,318 3,362
Total 4,781 1,037 7,932 13,750 2,423 16,173

Financial Services

We provide mortgage financing services to purchasers of our homes through M/I Financial. M/I Financial provides
financing services in all of our housing markets except for Chicago. During the year ended December 31, 2007, we
captured 79% of the available business from purchasers of our homes, originating approximately $586.5 million of
mortgage loans. The mortgage loans originated by M/I Financial are generally sold to a third party within two weeks
of originating the loan.

M/I Financial has been approved by the Department of Housing and Urban Development and the Veterans
Administration to originate mortgages that are insured and/or guaranteed by these entities. In addition, M/I Financial
has been approved by the Federal Home Loan Mortgage Corporation and by the Federal National Mortgage
Association as a seller and servicer of mortgages.

We also provide title services to purchasers of our homes through our wholly-owned subsidiaries, TransOhio
Residential Title Agency, Ltd. and M/I Title Agency, Ltd, and our majority-owned subsidiary, Washington/Metro
Residential Title Agency, LLC. Through these entities, we serve as a title insurance agent by providing title insurance
policies, examination and closing services to purchasers of our homes in all of our housing markets except Raleigh,
Charlotte and Chicago. We assume no underwriting risk associated with the title policies. In addition, we collect
commissions as a broker of property and casualty insurance policies through M/I Insurance Agency, LLC, a
majority-owned subsidiary. As a broker, the Company does not retain any risk associated with these insurance
policies.

Corporate Operations

Our corporate operations and home office are located in Columbus, Ohio, where we perform the following functions
at a centralized level:

Establish strategy, goals and operating policies;

Ensure brand integrity and consistency across all local and regional communications;
Monitor and manage the performance of our operations;

Allocate capital resources;

Provide financing and perform all cash management functions for the Company, as
well as maintain our relationship with lenders;

Maintain centralized information and communication systems; and

Maintain centralized financial reporting and internal audit functions.

Competition

16
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