September 5, 2007

William L. Jews

Chairperson, Nominating and Governance Committee
The Ryland Group, Inc.

/0 General Counsel and Secretary

24025 Park Sorrento, Suite 400

Calabasas, California 91302

Dear Mr. Jews:

The collapse of the housing and mortgage marketsléstroyed billions in shareholder value at
the nation’s homebuilders; Ryland Group investéoa@have lost $1.1 billion this year. Large
homebuilders, however, may not merely be casuadfiéise crisis; as a result of improper
business practices, particularly within their magg affiliates, several of the nation’s largest
homebuilders may, in fact, be complicit partiesansing the industry-wide collapse. As
Business Week observed on August 13, “Now that the boom hadd@zand foreclosures are
rising, the important role of large homebuilderdeaslers is also coming into focus.”

With large homebuilders and their business prasticeler mounting legal and regulatory
scrutiny, we call on the Ryland Group Board of Bices to immediately establish a Legal and
Regulatory Compliance Committee (“Compliance Contemrif) of independent directors to
conduct a comprehensive review of the company’sptiamce status and, based on its findings
and recommendations, implement a compliance progpadetect and prevent material
compliance failures. The need for a dedicated Giamge Committee—common at companies
that face significant regulatory and litigationkrsis evident in light of the following:

* Federal and state authorities have stepped upcamf@nt of existing law and are
considering new regulations on homebuilders andgage originators. A Senate bill
would impose a fiduciary duty on originators, andny in the House and Senate have
signaled willingness to place non-bank lenders ufetkeral oversight. Meanwhile, some
30 states are considering bills targeting decepéinding, foreclosure or fraud.

* An apparent culture of non-compliance has exposaaebuilders and mortgage
originators to extensive litigation alleging illddausiness practices. Beazer, Centex,
D.R. Horton, Hovnanian, NVR, Pulte Homes, Ryland &oll Brothers are among the
homebuilders that have been sued by homebuyershamdholders so far this year.

Ryland shareholders may ultimately pay the priceafoy non-compliance. Beazer Homes, for
example, has seen its share price tumble rougity siice disclosing in March a federal
criminal probe into its mortgage practices.

The CtW Investment Group works with pension funaisnsored by unions affiliated with
Change to Win, a coalition of unions representiagrly 6 million members, to enhance long-
term shareholder value through active ownershipes€ funds, together with public pension
funds in which CtW union members participate, halveut $1.4 trillion in assets and are
substantial long-term Ryland shareholders. Weildaia concerns further below.
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A. Federal and state authorities have stepped up enfoement of existing law and are
considering new regulations on homebuilders and magage originators.

At the federal level, homebuilders are subjechtoReal Estate Settlement Procedures Act
(RESPA), which requires advance disclosure of edtohsettlement charges and prohibits
kickbacks and excessive fees; the Truth in Lendicig(TILA), which requires uniform and
accurate disclosure of key mortgage terms and allmwrowers to rescind mortgages where
lenders fail to disclose material facts; and thenddwnership Equity Protection Act (HOEPA),
which addresses predatory lending. In respongeteased reports of abuse during the recent
housing boom, federal agencies have stepped upethi@ircement activities. For example:

* In July 2005, KB Home’s mortgage unit paid a recB82 million to settle allegations by
the Department of Housing and Urban Development@Hthat it approved loans based
on overstated or incorrect income and failed tduidke all of borrowers' debts, among
other practices. That mortgage unit is now hel@ pgint venture of KB Home and
Countrywide.

* In September 2006, three companies, including haoitedys M.D.C. Holdings and WL
Homes, paid a total of $1.6 million to settle alégns that they violated anti-kickback
provisions of RESPA through the establishment ptiga title reinsurance businesses.

* In November 2006, th@/ashington Post reported that HUD’s RESPA investigators had
“become increasingly active in resolving consun@nplaints through nonpublic
interventions with builders.” Among the abuses Hidnvestigating: complaints that
builders are unfairly forcing buyers to use thdiiliated mortgage companies by raising
home prices when buyers declined to use their rage@ffiliates and requiring buyers to
deposit extra money in escrow accounts if theyseto use the affiliated lender.

» In March 2007, the Federal Bureau of Investigatloternal Revenue Service, Inspector
General of HUD, and the Justice Department opereohanal probe into Beazer’s
lending practices and financial transactions. 8gbsntly, the Securities and Exchange
Commission launched a formal investigation intogilgle securities law violations by
Beazer Homes and its officers and directors. bhtamh, the company is under civil
investigation by the North Carolina Attorney Getisraffice.

* In April 2007, HUD bolstered its RESPA investigatistaff to more than 20 and added a
private investigative firm. According to HUD, itilwuse its expanded investigative
power to review mortgage and title industry viatas and to combat predatory lending,
unlawful builder incentives and mortgage fraud. H&Jdirector of RESPA also
predicted RESPA reform by the end of the year.

In response to the mortgage meltdown, there haee bwunting calls in Congress for stronger
federal regulation, particularly of non-bank moggdenders such as the one operated by
Ryland. Prominent officials have signaled supportdlacing all non-bank lenders under Federal
Reserve oversight. In May 2007, three U.S. sesgtmposed legislation establishing that non-
bank lenders and mortgage brokers owe a fiduciaty @ borrowers, and requiring them to
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comply with a standard of good faith and fair degliAnd last Friday, President Bush
announced that—in addition to “pursuing wrongdaamgl fraud in the mortgage industry”
through HUD, the Department of Justice, the FedBradle Commission, and other agencies—
“the federal government is taking a variety of aeti to make the mortgage industry more
transparent, more reliable and more fair.”

In addition, individual states have stepped up eeiment of predatory lending laws that address
practices not covered by HOEPA (39 states have lsues). A number of states, including
Arizona, California, Colorado, Florida, Minnesolgvada, Virginia and Washington, have been
examining affiliated business arrangements betwiderinsurers and captive re-insurers
controlled by homebuilders.

Finally, numerous states are moving aggressiveimfdement new regulations. According to
an analysis byloomberg (7/10/07), lawmakers in 30 states are considdriltgto protect
borrowers from deceptive-lending practices anddiosure.

B. An apparent culture of non-compliance has exposedomebuilders and mortgage
originators to increased litigation targeting illegal and unethical business practices.

TheNew York Law Journal reported on August 16 that some law firms—inclgdillsbury
Winthrop, Patterson Belknap, Greenberg TraurigRawl, Hastings—have recently formed
special practice teams in preparation for an exgokestirge in real estate- and mortgage-related
litigation. We believe homebuilders with captiveadfiliated mortgage units, such as Ryland,
are especially vulnerable since these units creatflict of interest that requires effective
compliance procedures and attentive board oversigailure to effectively manage this conflict
is at the heart of the illegal business practibas, taccording to recently filed litigation, allethe
took place at both Beazer and Ryland.

As Business Week (8/13/07) details, “Even as the housing supplyaneigp exceed demand last
year, builders kept sales brisk by pushing adjustedie, interest-only, and other risky loans. In
some cases they attracted clientele who couldféttonventional mortgages. In others,
builders allegedly violated federal lending stanidaio get customers to sign on the dotted line.”
It appears that shareholders, homebuyers, morigagstors and warehouse lenders are among
those already suing homebuilders and mortgagenartigis to recoup losses. For example:

» According to theNew York Law Journal, individual borrowers are filing actions against
brokers and loan originators under the TILA, HOERASPA, and state anti-predatory
lending statutes. D.R. Horton, Pulte Homes, Cerdag KB Home all have been sued
this year for RESPA and similar violations.

» In the wake of Beazer’s disclosure of criminal imgps, shareholders filed a securities
fraud class action lawsuit against the companye ddmpany also faces at least two a
putative homeowner class action lawsuits, one atlwvhlleges executive officer and
director breaches of fiduciary duty related to¢benpany’s mortgage business.
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* The Ryland Group itself faces a class-action latvded in June 2007 in federal court
charging that the home builder required buyerstteeeuse Ryland Mortgage Co. or pay
several thousand dollars more for their homes.

» According to theNew York Law Journal, warehouse lenders, who finance mortgage
originators until a mortgage is sold to a permamavestor, have filed state breach of
contract claims against the originators — at 18&sn New York alone — alleging that
they failed to uphold their promise to repurchaasdyepayment default loans.

C. Ryland’s exposure to substantial legal and regulaty risk requires dedicated board
capacity and focus.

Currently, responsibility for board oversight ofIRyd’s legal and regulatory compliance falls to
the Audit Committee, which is also responsibletfa integrity of the company’s financial
statements. Nor does the company appear to hdedieated Chief Compliance Officer;
according to the company’s Code of Ethics, compaohations must be reported to the CEO,
the General Counsel, or the Chairperson of the tAGdmmittee.

This structure is simply inadequate to addresseiy@ and regulatory environment the company
now faces. In light of these risks, a dedicatech@litance Committee of independent directors is
warranted. The purpose of the Compliance Commitiméld be to oversee the company’s
compliance with applicable legal and regulatoryursgments (excluding securities laws and
regulations, which would remain the responsibititfhe Audit Committee). As an immediate
first step, we ask that the Compliance Committee:

* Retain independent counsel and initiate a comphemeview of the company’s legal
and regulatory compliance status, placing particeitaphasis on business practices
involving its mortgage business and other affilid@isiness arrangements.

* Name a dedicated Chief Compliance Officer, wholgieglort directly to the Committee,
to work with the independent counsel and, basetheCommittee’s findings and
recommendations, develop and implement a compliprmgram under the Committee’s
ongoing oversight.

* Work with the Audit Committee to develop enhandedricial disclosures relating to
mortgage and other affiliated business arrangemergsable investors to evaluate the
resulting legal and regulatory risk.

* Issue a report to shareholders with the Committietsngs and recommendations, and
describing its compliance program.

Going forward, we believe the board, informed lsycdmprehensive review, is in the best
position to define the Compliance Committee’s dtite, duties and responsibilities. At a
minimum, however, the Committee should:

» Consist of at least three directors, all of whom iadependent.
* Meet at least four times per year, or more freqyeat it deems necessary.
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* Review management’s implementation of Ryland’s clanpe program.

* Review with management, including the General Celasd Chief Compliance Officer,
the Company’s relations with regulators or governtakagencies, and any significant
legal, compliance or regulatory matters that haisen.

* Inform the Audit Committee promptly of any matténat come to its attention that could
affect the Audit Committee’s responsibilities, iding issues of financial disclosure.

* Retain independent legal, accounting, and otheisadyas appropriate to assist the
Committee in the discharge of its duties.

» Conduct investigations into matters relating to¢dbenpany’s legal and regulatory
compliance as necessary.

* Issue a report to shareholders in the company’sarmproxy statement, summarizing the
Committee’s meetings, risks identified and actitaken over the previous year.

We note that the above are generally consisteiit tvé duties and responsibilities of dedicated
compliance committees of other companies that $agr@aficant regulatory and litigation risk. In
addition to Fannie Mae, for example, these inclndey health care companies (e.g. Express
Scripts, HealthSouth and Sun Healthcare), insuraooganies (e.g. AlG, AON, MetLife and
Unum Group) and pharmaceutical companies (e.g. ditedvlylan and Watson
Pharmaceuticals).

D. Summary

The Ryland Group is at a critical juncture. Théagse of the housing and mortgage markets
has not only decimated its earnings and share,ptikcas also exposed the company and its
shareholders to considerable legal, regulatoryrapdtation risk.

It is essential that the Ryland Group Board talmagptive steps to mitigate these risks and protect
the long-term interests of the corporation andglitareholders, most importantly by establishing a
dedicated Compliance Committee to implement andsaeea robust program to detect and
prevent material compliance failures.

Thank you for your consideration. We look forw&wdyour prompt response.

Sincerely,

T
William Patterson

Executive Director

cc: Board of Directors



