IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

Inre:
WCI COMMUNITIES, INC., et il.,l

Debtors.

Chapter 11 Cases
Case No. 08-11643 (KJC)
Jointly Administered

R N e i S N N

FIRST MONTHLY APPLICATION OF HOULIHAN LOKEY HOWARD & ZUKIN
CAPITAL, INC. AS FINANCIAL ADVISOR AND INVESTMENT BANKER TO THE
OFFICIAL COMMITTEE OF UNSECURED CREDITORS OF WCI COMMUNITIES

INC., ET AL., FOR ALLOWANCE OF COMPENSATION AND FOR THE
REIMBURSEMENT OF EXPENSES FOR SERVICES RENDERED
DURING THE PERIOD FROM AUGUST 15, 2008 THROUGH OCTOBER 14, 2008

Name of applicant:

Authorized to provide
professional services to:

Date of retention:
Period for which compensation

and reimbursement is sought:

Amount of compensation
requested:

Amount of expense
reimbursement requested:

SUMMARY SHEET

Houlihan Lokey Howard and Zukin Capital, Inc.

The Official Committee of Unsecured Creditors Of
WCI Communities, Inc. et al.

November 6. 2008 (nunc pro tunc to
August 15, 2008)

August 15, 2008 — October 14, 2008

$280.000 (80% of $350,000)

$10,426.18

This is the first monthly fee application filed.

' A list of the Debtors and their tax identification numbers is located on the docket for Case No. 08-11643 (KIC)
and http://chapter11.epigsystems.com/wcicommunities.
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Summary of Monthly Fee Applications

Date

Application
Filed

12/12/08

Period Covered

Requested Fees (80%)
[Expenses (100%)

August 15 through
October 14, 2008

$280,000/
$10,426.18

Approved Fees (80%)
/Expenses (100%)

Pending




IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

Chapter 11 Cases
Case No. 08-11643 (KJC)
Jointly Administered

Inre:
WCI COMMUNITIES, INC., et al.,

Debtors.

N’ N N N N N’ N

FIRST MONTHLY APPLICATION OF HOULIHAN LOKEY HOWARD & ZUKIN
CAPITAL, INC. AS FINANCIAL ADVISOR AND INVESTMENT BANKER TO THE
OFFICIAL COMMITTEE OF UNSECURED CREDITORS OF WCI COMMUNITIES,
INC., ET AL., FOR ALLOWANCE OF COMPENSATION AND FOR THE
REIMBURSEMENT OF EXPENSES FOR SERVICES RENDERED
DURING THE PERIOD FROM AUGUST 15. 2008 THROUGH OCTOBER 14, 2008

Houlihan Lokey Howard & Zukin Capital, Inc. (“Houlihan Lokey™), as financial advisor

and investment banker to the Official Committee of Unsecured Creditors (the “Committee’”) of
WCI Communities, Inc. (“WCI”), hereby submits its first monthly application for compensation
and reimbursement of expenses (the “Application”) pursuant to section 328(a), 504 and 1103(a)

of title 11 of the United States Code (as amended, the “Bankruptcy Code”) and Rule 2014 and

5002 of the Federal Rules of Bankruptcy Procedure (the “Federal Bankruptcy Rules™), and Rule
2014-1 of the Local Rules of Bankruptcy Practice and Procedure of the United States Bankruptcy
Court for the District of Delaware (the “Local Rules” and, together with the Federal Bankruptcy

Rules, the “Bankruptcy Rules”) and the Order Establishing Procedures for Interim Compensation

and Reimbursement of Chapter 11 Professionals and Committee Members entered on August 25,
2008 (the “Administrative Fee Order”). Houlihan T.okey’s Application sccks compensation for
investment banking and financial advisory services provided and expenses incurred during the

period commencing August 15, 2008 through October 14, 2008 (the “Compensation Period”).




By this Fee Application, Houlihan Lokey seeks: (a) interim allowance of compensation
for actual and necessary professional services rendered in the amount of $350,000.00 for the
Compensation Period, (b) payment of 80% of this amount, $280,000.00, and (c) the allowance
and payment of 100% of its actual and necessary expenses in the amount of $10,426.18, in

accordance with the terms of the Administrative Fee Order.

Pursuant to Local Rule 2016-2(f), this Application is supported by the Certification of
David Hilty (the “Certification”), which is annexed hereto as Exhibit A. In support of this

Application, Houlihan Lokey states as follows.

BACKGROUND

1. On August 4, 2008 (the “Petition Date™), each of the Debtors filed a voluntary
petition for relief in the United States Bankruptcy Court for the District of Delaware (the
“Court”) under the Bankruptcy Code. On August 5, 2008, the Court entered an order jointly
administering these chapter 11 cases pursuant to Bankruptcy Rule 1015(b).

2. On August 13, 2008, pursuant to section 1102 of the Bankruptcy Code, the Office
of the United States Trustee for the District of Delaware appointed the Committee. The
Committee currently consists of ﬁve members.’

3. On August 25, 2008, the Court entered the Administrative Fee Order authorizing
certain professionals to submit monthly applications for interim compensation and

reimbursement for expenses, pursuant to the procedures specified therein.

? The Committee is comprised of the following entities: The Bank of New York Mellon, as indenture trustee; iStar
Financial Inc.; AQR Capital Management; Law Debenture Trust Company of New York, as indenture trustee; and
The Signal Group, Inc.



JURISDICTION

4. This Court has jurisdiction over the Application pursuant to 28 U.S.C. §§ 157 and
1334. Venue is proper in this district pursuant to 28 U.S.C. §§ 1408 and 1409. This is a core
proceeding pursuant to 28 U.S.C. § 157(b)(2). The statutory bases for the relief requested herein

are Bankruptcy Code sections 1103 and 328(a), Bankruptcy Rule 2014, and Local Rule 2016-2.

TERMS AND CONDITIONS OF COMPENSATION OF HOULIHAN LOKEY

5. On September 24, 2008, the Committee sought an order approving the
Committee’s employment and retention of Houlihan Lokey Howard & Zukin Capital, Inc.

[Docket No. 426] (the “Retention Application”) as its investment banker and financial advisor

under terms set forth in the Engagement Letter (which is attached to the Application as Exhibit
C) pursuant to section 328(a) of the Bankruptcy Code. In the Retention Application, which is
supported by the Affidavit, the Committee explained Houlihan Lokey’s qualifications to serve in
this engagement. (App. Aty 7.) The Committee requested that Houlihan Lokey’s employment
be approved nunc pro tunc as of August 15, 2008 (the “Retention Date™). (Id. At 11.)

6. The United States Trustee filed an objection to the Retention Application dated
October 17, 2008 (the “Objection”); and the Creditors’ Committee and Houlihan Lokey filed a
joint response to the Objection dated October 31, 2008 (the “Response™). The Court considered
all of the pleadings and held a hearing on the Retention Application on November 5, 2008. The
Court found that (A) Houlihan Lokey (i) does not hold an interest adverse to the interest of the
estates with respect to the matters on which Houlihan Lokey will be employed and (ii) is a
“disinterested person” as that term is defined under section 101 (14) of the Bankruptcy Code; (B)

the Retention Application and the Affidavit of David Hilty are in full compliance with all



applicable provisions of the Bankruptcy Code, the Bankruptcy Rules and the Local Rules; (C)
the relief réquested in the Retention Application is in the best interests of the Debtors, their
estates and creditors; and (D) notice of the Retention Application was due and proper under the
circumstances, after due deliberation, and good and sufficient cause appearing therefore.

7. On November 6, 2008, the Court entered a final order (the “Retention Order™)

approving employment of Houlihan Lokey, nunc pro tunc to August 15, 2008, a copy of which is
annexed hereto as Exhibit B.
8. The terms and conditions of Houlihan Lokey’s engagement in these cases,

embodied in the Retention Order and Retention Application, are based upon Houlihan Lokey’s

retainer agreement with the Committee dated September 24, 2008, (the “Retainer Agreement™), a
copy of which is annexed hereto as Exhibit C. Pursuant to the Retainer Agreement, Houlihan
Lokey is compensated through payment of fixed monthly fees of $175,000 per month, plus a fee

of $3,000,000 (the “Restructuring Fee”) upon the consummation of a confirmed chapter 11 plan

of reorganization. (/d. At 12.)

9. In addition, the Retainer Agreement entitles Houlihan Lokey to receive
reimbursement of all actual, reasonable and necessary out-of-pocket expenses.

10.  Asdetailed in the Retention Application, the terms of the Retainer Agreement are
comparable to the terms Houlihan Lokey and other financial advisors and investment bankers
have agreed-upon in similar engagements, both in, and outside of bankruptcy proceedings.
Moreover, these terms, including the payment of monthly retainer fees, are similar to those
routinely approved by this Court and other courts within this District, and were expressly

contemplated by the Bankruptcy Code.



RELIEF REQUESTED

11. By this Application, pursuant to Bankruptcy Code sections 328(a), Bankruptcy
Rules 504 and 1103(a), Local Rule 2014-1, and the Administrative Fee Order, Houlihan Lokey
seeks (1) interim allowance and award of compensation for the professional services rendered by
Houlihan Lokey as financial advisor and investment banker to the Committee for the
Compensation Period in the amount of $350,000.00, representing 916 hours in professional
services; and (i1) reimbursement of actual and necessary expenses incurred by Houlihan Lokey
during the Compensation Period in connection with the rendition of such professional services in
the amount of $10,426.18.

12. Pursuant to the Administrative Fee Order, if no objection to this Application is
filed within twenty days of the filing hereof, then Houlihan Lokey may be paid eighty percent of
the fees and one hundred percent of th¢ expenses requested in this Application. Accordingly, by
this Application, Houlihan Lokey is seeking payment of $280,000.00 (80% of $350,000.00) of
fees and $10,426.18 for reimbursement of its expenses relating to services rendered during the

Compensation Period. Further expense detail is provided herein as Exhibit D.
SUMMARY OF SERVICES PROVIDED BY HOULIHAN LOKEY

13.  Since August 15, 2008, Houlihan Lokey has worked diligently on the matters for
which it was engaged. The Official Committee has chosen Houlihan Lokey to act as the Official
Committee’s investment banker and financial advisor post-petition because Houlihan Lokey has
substantial expertise in financial restructuring matters and in the homebuilding industry, and is

well qualified to perform these services.



14, Houlihan Lokey is an international investment banking/financial advisory firm,
with fourteen offices worldwide and more than 800 employees. Houlihan Lokey provides
corporate finance and financial advisory services, as well as execution capabilities, in a variety of
areas, including financial restructuring. Houlihan Lokey is one of the leading advisors and
investment bankers to troubled companies, both inside and outside of bankruptcy, as well as to
their bondholders, banks, other secured and unsecured creditors, Official Creditor Committees,
acquirers, equity sponsors and other parties-in-interest involved with financially challenged
companies. Houlihan Lokey’s Financial Restructuring Group has over 130 professionals
worldwide dedicated to providing restructuring and other financial advisory services. Houlihan
Lokey’s Financial Restructuring Group has advised on over 500 transactions, valued in excess of
$200 billion, over the past thirteen years. As an example of its experience and expertise,
Houlihan Lokey has advised, debtors, committees, and parties-in-interest in recent large real
estate restructurings including Kimball Hill, Inc., TOUSA, Inc. and Transeastern Properties, Inc.

15. Dﬁring the Application Period, although a number of professionals have worked
on this engagement, the following professionals in Houlihan Lokey’s New York and Minnesota
offices have performed substantial services to the Committee in these cases (bios of the
following professionals are annexed hereto as Exhibit E):

P. Eric Siegert — Senior Managing Director (MN)
David A. Preiser — Senior Managing Director (NY)
David R. Hilty — Managing Director (NY)

S. Daniel Gissinger — Vice President (NY)

Gabe J. Lewis — Financial Analyst (NY)

Drew Talarico — Financial Analyst (NY)
Nicholas Hammerschlag — Financial Analyst (NY)



16. Houlihan Lokey’s work on behalf of the Committee is being organized into seven

significant categories of work, including:

(a) Evaluating the assets and liabilities of the Debtors;

(b) Analyzing the financial and operating statements of the Debtors;

(c¢) Evaluating the Debtors’ near term liquidity, including all available financing
alternatives;

(d) Providing such specific valuation or other financial analyses as the Committee
has required in connection with the cases.

(e) Evaluating debtor-in-possession financing options and various analyses
relating thereto;

(f) Reviewing and analyzing various motions filed by the Company; and

(g) Assessing the financial issues and options concerning any bulk asset sales of
the Debtors.

17. Evaluating the assets and liabilities of the Debtors. During the Application
Period, Houlihan Lokey expended significant effort commencing presently ongoing due
diligence on the Debtors’ portfolio of assets, businesses and corresponding liabilities. Houlihan
Lokey reviewed information provided by the Debtors electronically and through other forums as
and when made available. Such reviews included a detailed analysis of limited available
financial information. Preliminary telephonic and summary in-person diligence was performed,
reviewing various relationships among the Debtors’ estates and their implications on operations.

18. Analyzing the financial and operating statements of the Debtors. During the
Application Period, Houlihan Lokey undertook to understand and review certain Debtor financial

and operating statements provided, both public and non-public. In connection with monitoring



the Debtors’ various assets and liabilities, Houlihan Lokey spent considerable time reviewing
entity level balance sheets in preparation for diligence meetings that have been requested.
Houlihan Lokey also reviewed extensive documentation, including monthly operations and
inventory reports and 13-week cash flow forecasts. Additionally, Houlihan Lokey held
conversations with the Company’s professionals regarding ongoing cash flow performance and
unit closings and performed weekly spreadsheet analyses of the information provided.

19.  Evaluating the Debtors’ near term liquidity, including all available financing
alternatives. During the Application Period, Houlihan Lokey has spoken and met with the
Debtors’ advisors and senior management to begin to understand the Debtors’ strategic
alternatives. Houlihan Lokey has sought to assist in the development and understanding of the
Debtors’ near-term and longer-term funding needs, and has had discussions concerning potential
sources of new capital. During the Application Period, Houlihan Lokey evaluated the Debtors’
historical and high level preliminary projected cash flows, including both operating cash flows
and planned asset sales.

20. Providing such specific valuation or other financial analyses as the
Committee has required in connection with the cases. Houlihan Lokey expended significant
time and effort (both in-person and via conference calls) meeting the initial due diligence
requirements of the Committee. Houlihan Lokey provided the Committee with ongoing reviews
of the Debtors’ assets and liabilities. Houlihan Lokey regularly evaluated strategic alternatives
available to the Committee. Finally, Houlihan Lokey conducted meetings via conference call

with parties-in-interest to provide periodic situational updates.
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21. Evaluating debtor-in-possession financing options and various analyses
relating thereto. Houlihan Lokey continually monitored the Debtors’ liquidity needs and
explored various debtor-in-possession financing alternatives with the Debtors and third parties,
and assisted in the negotiation of issues for the Committee related thereto.

22 Reviewing and analyzing various motions filed by the Company. Houlihan
Lokey expended considerable effort during the Application Period reviewing and analyzing
various motions concerning the Debtor. During the Application Period, such motions included
those concerning Bulk Sales, Sales Director Commission Payment, Waterlefe Rejection, Lien
Claims, DIP financing, and Various Executory Contract Rejection. Houlihan Lokey also
coordinated with the Company’s financial advisors regarding financial analyses of damages
associated with lease rejections.

23. Assessing the financial issues and options concerning any bulk asset sales of
the Debtors. During the Application Period, Houlihan Lokey commenced due diligence on
certain of the Debtors’ properties determined by the Debtors to be potentially considered for sale,
including the review and analysis of such property’s financial condition, general operations, local
real estate market, and historical and projected financial results (where available). Houlihan
Lokey participated in regular calls with the Debtors’ advisors and management to review
expected timing and economics of asset sales. Considerable time and effort was expended
reviewing and advising on the bulk sale of twenty-two units at Pelican Preserve and other
potential asset sale processes. In connection with each proposed asset sale, Houlihan Lokey will
cvaluate the marketing process, seek to augment the parties to be contacted in furtherance of (he

process and analyze the adequacy of proposed consideration and other key deal terms for the

11



Committee. In addition, Houlihan Lokey is also working to advise on potential strategic
alternatives that could be pursued to maximize value for the Debtors’ estate.

24. Houlihan Lokey has also coordinated any such services performed at the
Committee's request with services of any other advisors and counsel, as appropriate, in an effort
to avoid duplication of effort.

25.  Pursuant to the Retention Order, attached as Exhibit F is detail of effort expended
by Houlihan Lokey professionals during the Application Period. As Houlihan Lokey does not
have the systems in place to allow its professional staff to regularly log hours worked given the
flat monthly fee nature of all of its retentions, Houlihan Lokey firmly believes the hours provided

are materially understated, notwithstanding its best efforts to capture relevant activities.
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Houlihan Lokey’s Application

26.  The professional services and related expenses that are the subject of Houlihan
Lokey’s Application were rendered and incurred in connection with these cases, and in discharge
of Houlihan Lokey’s professional responsibilities as investment banker and financial advisor to
the Committee in this chapter 11 case. Houlihan Lokey’s services have been substantial,
necessary, and beneficial to the Committee and other parties in interest. Houlihan Lokey
believes that the fees and expenses requested by this Application are reasonable and necessary
given the variety and complexity of the issues involved in this case and the need to act or
respond on an expedited basis to those issues - and are contemplated by the Bankruptcy Code
and this Court’s Retention Order.

27.  All requested expenses are in compliance with Local Rule Number 2016-2.
Houlihan Lokey has maintained detailed records of actual and necessary expenses incurred
during the Application Period.

28.  Houlihan Lokey requests allowance of compensation in the amount of $350,000
for financial advisory services rendered during the Application Period and seeks reimbursement
of actual, reasonable and necessary out-of-pocket expenses during the same period in the amount
of $10,426.18. Fee and expense detail is outlined in Exhibit D attached hereto. Total
compensation and expense reimbursement being requested for this Application Period is

$360,426.18 of which, $360,426.18 remains unpaid, further detailed in Exhibit G.
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WHEREFORE, Houlihan Lokey requests that the Court enter an order providing that, for
the period of August 15, 2008 through October 14, 2008, an interim allowance be made to
Houlihan Lokey for: (a) compensation for financial advisory and investment banking services
rendered to the Committee during the Application Period in the amount of $350,000.00 for
professional services rendered, (b) reimbursement of actual, reasonable and necessary expenses
of $10,426.18, and (c) authorizing and directing the Debtors to pay (i) to Houlihan Lokey the
amount of $280,000.00 which is equal to the sum of 80% of Houlihan Lokey’s allowed interim
compensation and 100%, of Houlihan Lokey’s allowed expense reimbursement of $10.426.18,

and (d) granting any such and further relief as the Court may deem proper.

Dated: December 12, 2008
New York, NY

HOULIHAN LOKEY HOWARD & ZUKIN
CAPITAL

David R. Hilty

245 Park Avenue

20" Floor

New York, NY 10167
(212) 497-4133

Financial Advisor and Investment Banker to
the Official Committee of Unsecured
Creditors of WCI Communities. Inc., et al.






