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PART I

ITEM 1. BUSINESS

We are a leading designer and builder of single-family homes in the rapidly
growing Sunbelt states of Texas, Arizona, California and Nevada. We focus on
providing a broad range of first-time, move-up and luxury homes to our targeted
customer base. We and our predecessors have operated in Arizona since 1985, in
Texas since 1987 and in Northern California since 1989. We expanded our presence
in Texas with the July 2002 acquisition of Hammonds Homes (Hammonds), a builder
that focuses on the move-up market in the Houston, Dallas/Ft. Worth and Austin
areas. We entered the Las Vegas, Nevada market in October 2002 with our
acquisition of Perma-Bilt Homes (Perma-Bilt), another move-up builder.

We operate in Texas as Legacy Homes, Monterey Homes and Hammonds Homes, in
Arizona as Monterey Homes, Meritage Homes and Hancock Communities, in Northern
California as Meritage Homes and in Nevada as Perma-Bilt Homes. At December 31,
2002, we were actively selling homes in 128 communities, with base prices
ranging from $92,000 to $910,000. We have four primary segments: Texas, Arizona,
California and Nevada. See Note 10 to our consolidated financial statements
included in this report for information regarding our segments.

AVAILABLE INFORMATION

Information about our company and communities 1is provided through our
Internet web site at WWW.MERITAGEHOMES.COM. Our periodic and current reports and
amendments to those reports filed or furnished pursuant to section 13(a) or
15(d) of the Securities Exchange Act of 1934 (the "Exchange Act") are available,
free of charge, on our website as soon as reasonably practicable after
electronically filing such reports with the Securities and Exchange Commission
("SEC"). The information on our website is not considered part of this report.

COMPETITIVE STRENGTHS
We believe we possess the following competitive strengths:
CONSERVATIVE INVENTORY MANAGEMENT. We seek to minimize land and inventory

risk in order to optimize our use of capital and maintain moderate leverage
ratios. We accomplish this by:



* generally purchasing land subject to complete entitlements, including
zoning and utility services;

* developing smaller parcels, generally projects that can be completed
within a three-year period;
* controlling approximately 81% of our land inventory through rolling

options with initial deposit requirements typically between 2% and 15%
of the land price;

* managing housing inventory by pre-selling and obtaining substantial
customer deposits on our homes prior to starting construction;

* limiting unsold home construction; and

* minimizing home construction cycles.

DISCIPLINED FINANCIAL MANAGEMENT. We believe that our disciplined financial
management policies enable us to achieve above-average returns on assets
compared to our competitors in the homebuilding industry and maintain reasonable
leverage ratios. Our rigorous investment requirements for the acquisition of
land enable us to deploy capital efficiently and to generate strong cash flows
to fund the acquisition of additional land or homebuilding operations.

STRONG MARGINS. Our focus on achieving high margins results in greater
profitability during strong economic periods and also enables us to realize
lower break-even points and higher pricing flexibility during slower economic
periods. In addition to maintaining low overhead costs, we actively manage
construction costs and pricing and marketing strategies in order to maximize
margins. We seek to optimize our mix of available housing wupgrades and
customization features to offer the highest wvalue to customers at the lowest
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cost. Within our pricing structure we provide our sales and marketing
professionals with the autonomy and flexibility to respond rapidly to changing
market dynamics by customizing our sales programs.

EXPERIENCED MANAGEMENT TEAM WITH SIGNIFICANT EQUITY OWNERSHIP. Members of
our senior management team have extensive experience in the homebuilding
industry as well as in each of the local markets that we serve. Our co-chief
executive officers and senior executives average over 17 years of homebuilding
experience and each has a successful track record of delivering superior results
in varying homebuilding cycles. In addition, our co-chief executive officers
together beneficially own approximately 22% of our outstanding common stock.

PRODUCT BREADTH. We Dbelieve that our product breadth and geographic
diversity enhance our growth potential and help to reduce exposure to economic
cycles. In Arizona, we serve the first-time and move-up markets, and in 2002, we
began delivering homes in the age-restricted active adult community market. We
also build within the Arizona, and beginning in 2002, the Texas and California
luxury markets, characterized by unique communities and distinctive luxury
homes. In Texas, we mainly target the first and second-time move-up markets, and
in Northern California and Nevada, we focus primarily on move-up homes.

BUSINESS STRATEGY

We seek to distinguish ourselves from other production homebuilders through
business strategies focused on the following:

FOCUS ON HIGH GROWTH MARKETS. Our housing markets are located in four
rapidly growing Sunbelt states; Texas, Arizona, California and Nevada. These
areas are generally characterized by high job growth and in-migration trends,
creating strong demand for new housing. We believe they represent attractive
homebuilding markets with opportunities for long-term growth. We believe our
operations in these markets are well established and that we have developed a
reputation for building distinctive quality homes within our markets.

EXPAND INTO NEW AND WITHIN EXISTING MARKETS. We continuously evaluate
expansion opportunities through strategic acquisitions of other homebuilders and
internal growth through expansion of our product offering in existing markets or
start-up operations in new geographic markets. In pursuing expansion, we explore
markets with demographic and other growth characteristics similar to our current
markets and seek the acquisition of entities with operating policies, cash flow
and earnings-focused philosophies similar to ours.

In the past six years we have successfully completed five acquisitions.
They have enabled us to substantially increase our revenues and earnings, expand
into new markets, increase our market share in existing markets and add new
product lines, such as age-restricted housing for the Arizona retirement market.

MAINTAIN LOW COST STRUCTURE. Throughout our history, we have focused on
minimizing construction costs and overhead, and we believe this attention is a
key factor in maintaining high margins and profitability. We reduce costs by:

* using subcontractors for home construction and site improvement on a
fixed-price basis;
* obtaining favorable pricing from subcontractors through long-term

relationships and high volume;
* reducing interest carry by minimizing our inventory of unsold or



speculative homes and shortening the home construction cycle;

* generally beginning construction on a home once it is under contract,
we have received a satisfactory earnest money deposit and the buyer
has obtained preliminary approval for a mortgage loan;

* minimizing overhead by centralizing certain administrative activities;
and
* monitoring homebuilding production, scheduling and budgeting through

management information systems.

SUPERIOR DESIGN, QUALITY AND CUSTOMER SERVICE. We believe we maximize
customer satisfaction by offering homes that are built with quality materials
and craftsmanship, exhibit distinctive design features and are situated in
premium locations. We believe that we generally offer higher caliber homes in
their defined price range or category compared to those built by our

4
competitors. In addition, we are committed to achieving the highest level of
customer satisfaction as an integral part of our competitive strategy. As part
of the sales process, our experienced sales personnel keep customers informed of
their home's construction progress. After delivery, our customer care
departments respond to homebuyers' questions and warranty matters.

PRODUCTS

Our homes range from first-time purchases to semi-custom luxury, with base
prices ranging from $92,000 to $910,000. A summary of activity by state and
product type as of and for the year ended December 31, 2002, follows (dollars in
thousands) :

HOME SITES
REMAINING (1)

NUMBER OF
ACTIVE
COMMUNITIES

-
U W Joy 0k & Wwokr

<TABLE>
<CAPTION>
NUMBER AVERAGE
OF HOMES CLOSING HOMES IN DOLLAR VALUE
CLOSED PRICE BACKLOG OF BACKLOG
<S> <C> <C> <C> <C>
Texas - First-time -= $ -= 5 $ 844
Texas - Move-up 2,073 183 1,055 207,421
Texas - Luxury 17 428 25 10,634
Arizona - Age Restricted 107 203 76 15,776
Arizona - First-time 445 110 7 838
Arizona - Move-up 1,061 279 326 88,194
Arizona - Luxury 122 641 57 39,347
California - Move-up 540 397 279 108,620
California - Luxury 54 574 54 28,307
Nevada - Move-up 155 221 186 37,783
Total 4,574 $ 243 2,070 $537,764
</TABLE>
(1) "Home Sites Remaining" is the estimated number of homes that could be built
both on the remaining lots available for sale and land to be developed into
lots.

LAND ACQUISITION AND DEVELOPMENT

We typically option or purchase land only after necessary entitlements have
been obtained so that development or construction may begin as market conditions
dictate. The term "entitlements" refers to development agreements, tentative
maps or recorded plats, depending on the jurisdiction within which the land is
located. Entitlements generally give the developer the right to obtain building
permits wupon compliance with conditions that are ordinarily within the
developer's control. Even though entitlements are usually obtained before land
is purchased, we are still required to secure a variety of other governmental
approvals and permits during development. The process of obtaining such
approvals and permits can substantially delay the development process. For this
reason, we may consider, on a limited basis, purchasing unentitled property in
the future when we can do so in a manner consistent with our business strategy.
Although historically we have generally developed parcels ranging from 100 to
300 lots, in order to achieve and maintain an adequate inventory of lots, we are
beginning to purchase larger parcels, in some cases with a joint venture
partner.

We select land for development based upon a variety of factors, including:

* internal and external demographic and marketing studies;

* project suitability, which generally means developments with fewer
than 300 lots;

* suitability for development generally within a one to four-year time

period from the beginning of the development process to the delivery
of the last home;
* financial review as to the feasibility of the proposed project,




including projected profit margins, returns on capital employed, and
the capital payback period;

the ability to secure governmental approvals and entitlements;

results of environmental and legal due diligence;

proximity to local traffic corridors and amenities; and

management's judgment as to the real estate market and economic
trends, and our experience in particular markets.

* ok ko
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We acquire land through purchases and rolling option contracts. Purchases
are financed through our revolving credit facility or working capital. Acquiring
our land through rolling option contracts allows us to control lots and land
through third parties who own or buy properties on which we plan to build homes.
We enter into option contracts to purchase finished 1lots from these third
parties as home construction begins. These contracts are generally non-recourse
and generally require non-refundable deposits of 2% to 15% of the sales price.
At December 31, 2002, we had approximately $77.5 million in deposits and $15.1
million in letters of credit on real estate under option or contract.

Once we acquire land, we generally initiate development through contractual
agreements with subcontractors. These activities include site planning and
engineering, as well as constructing road, sewer, water, utilities, drainage,
recreation facilities and other refinements. We often build homes in
master-planned communities with home sites that are along or near a major
amenity, such as a golf course.

We develop a design and marketing concept for each project, which includes
determination of size, style and price range of homes. For these projects, we
also determine street layout, individual 1lot size and layout, and overall
community design. The product line offered in each project depends upon many
factors, including the housing generally available in the area, the needs of a
particular market, and our lot costs for the project; though we are sometimes
able to use standardized design plans for a product line.

To a limited extent, we may use joint ventures to purchase and develop land
where such arrangements are necessary to acquire the property or appear to be
otherwise economically advantageous. At December 31, 2002, we were involved in
five such joint ventures which are accounted for using the equity method. Our
investment in these entities of approximately $9.3 million is classified within
other assets on our December 31, 2002 consolidated balance sheet.

The following table presents information regarding land owned or land under
contract or option by market as of December 31, 2002:

<TABLE>
<CAPTION>
LAND OWNED (1) LAND UNDER CONTRACT OR OPTION (1)
LOTS HELD LOTS HELD
LOTS UNDER FOR LOTS UNDER FOR
FINISHED DEVELOPMENT DEVELOPMENT FINISHED DEVELOPMENT DEVELOPMENT
LOTS (ESTIMATED) (ESTIMATED) LOTS (ESTIMATED) (ESTIMATED)
TOTAL
<S> <C> <C> <C> <C> <C> <C>
<C>
TEXAS:
Dallas/Ft. Worth 955 228 874 591 895 --=
3,543
Houston 616 258 -- 596 955 810
3,235
Austin 313 56 45 611 989 --
2,014
San Antonio -= -= -- -= -= 370
370
Total Texas 1,884 542 919 1,798 2,839 1,180
9,162
ARIZONA:
Phoenix/Scottsdale 701 - - - 6,003 1,343
8,047
Tucson 137 - -— 415 2,293 744
3,589
Total Arizona 838 —-— -— 415 8,296 2,087

11,636



CALIFORNIA:

Sacramento 47 - 185
676

East San Francisco Bay 62 340 20 203
1,777

Total California 109 340 20 388
2,453

NEVADA:
Las Vegas - 181 - -
2,143

</TABLE>

(1) Excludes lots with finished homes or homes under construction.

CONSTRUCTION OPERATIONS

We are the general contractor for our projects and typically hire
subcontractors on a project-by-project or reasonable geographic-proximity basis
to complete construction at a fixed price. We usually enter into agreements with
subcontractors and materials suppliers after receiving competitive bids on an
individual basis. We obtain information from prospective subcontractors and
suppliers with respect to their financial condition and ability to perform their
agreements before formal bidding begins. Occasionally, we enter into longer-term
contracts with subcontractors and suppliers if we can obtain more favorable
terms. Our project managers and field superintendents coordinate and supervise
the activities of subcontractors and suppliers, subject the development and
construction work to quality and cost controls, and assure compliance with
zoning and building codes. At December 31, 2002, we employed 406 construction
operations personnel.

We specify that quality, durable materials be used in construction of our
homes and we do not maintain significant inventories of construction materials,
except for work in process materials for homes under construction. When
possible, we negotiate price and volume discounts with manufacturers and
suppliers on behalf of our subcontractors to take advantage of production
volume. Historically, access to our principal subcontracting trades, materials
and supplies has been readily available in each of our markets. Prices for these
goods and services may fluctuate due to various factors, including supply and
demand shortages that may be beyond the control of our vendors. We believe that
we have strong relationships with our suppliers and subcontractors.

We generally build and sell homes in clusters or phases within our larger
projects, which we Dbelieve creates efficiencies in 1land development and
construction, and improves customer satisfaction by reducing the number of
vacant lots surrounding a completed home. Our homes are typically completed
within four to nine months from the start of construction, depending upon home
size and complexity. Construction schedules may vary depending on the
availability of labor, materials and supplies, product type, location and
weather. Our homes are usually designed to promote efficient use of space and
materials, and to minimize construction costs and time. We do not enter into any
weather or materials commodity futures derivative contracts.

MARKETING AND SALES

We believe that we have an established reputation for developing high
quality homes, which helps generate interest in each new project. We also use
advertising and other promotional activities, including our website at
www.MERITAGEHOMES.COM, magazine and newspaper advertisements, brochures, direct
mailings, and the placement of strategically located signs in the immediate
areas of our developments.

We use furnished model homes as tools in demonstrating the competitive
advantages of our home designs and various features to prospective homebuyers.
We generally employ or contract with interior and landscape designers who are
responsible for creating an attractive model home for each product line within a
project. We generally build between one and four model homes for each active
community, depending upon the number of homes to be built in the project and the
products to be offered. Often, we lease our model homes from institutional
investors who own the homes for investment purposes or from buyers who do not
intend to occupy the home immediately. A summary of model homes owned or leased
at December 31, 2002, follows:



MODEL HOMES MODEL HOMES MONTHLY LEASE MODELS UNDER

OWNED LEASED AMOUNT CONSTRUCTION
Texas 53 58 $ 53,002 16
Arizona 14 64 130,028 20
California -= 38 52,720 14
Nevada 1 19 22,533 -
Total 68 179 $258,283 50

Our homes generally are sold by full-time, commissioned employees who
typically work from a sales office located in one of the model homes for each
project. At December 31, 2002, we had 248 sales and marketing employees. Our
goal is to ensure that our sales force has extensive knowledge of our operating
policies and housing products. To achieve this goal, we train our sales
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personnel and conduct periodic meetings to update them on sales techniques,
competitive products in the area, financing availability, construction
schedules, marketing and advertising plans, and the available product lines,
pricing, options, and warranties offered. Sales personnel are licensed real
estate agents where required by law. Independent Dbrokers also sell our homes,
and are usually paid a sales commission based on the price of the home. Our
sales personnel assist our customers 1in selecting wupgrades or in adding
available customization features to their homes. We attempt to present our
available upgrade and customization options to appeal to local consumer demands
while at the same time minimizing our costs. Occasionally we offer various sales
incentives, such as landscaping and certain interior home improvements, to
attract buyers. The use and type of incentives depends largely on economic and
competitive market conditions.

BACKLOG

Most of our home sales are made under standard sales contracts signed
before construction of the home begins. The contracts require substantial cash
deposits and are usually subject to certain contingencies such as the buyer's
ability to qualify for financing. Homes covered by such sales contracts but not
yet closed are considered "backlog." Sales contingent wupon the sale of a
customer's existing home are not included as new sales contracts until the
contingency 1s removed. We do not recognize revenue upon the sale of a home
until it is delivered to the homebuyer and other criteria for sale and profit
recognition are met. We sometimes build homes before obtaining a sales contract,
however, these homes are excluded from backlog until a sales contract is signed.
At December 31, 2002, 11% of our inventory was comprised of homes under
construction without sales contracts, and 5% of inventory were completed homes
without sales contracts. We believe that we will deliver substantially all homes
in backlog at December 31, 2002 to customers during 2003.

Our Dbacklog increased to 2,070 wunits with a value of $537.8 million at
December 31, 2002 from 1,602 units with a value of $375.0 million at December
31, 2001. These increases are primarily due to our acquisition of two
homebuilders during the year, additional communities that opened for sale in
2002, along with continued buyer demand for homes.

CUSTOMER FINANCING

We attempt to help qualified homebuyers who require financing to obtain
loans from mortgage lenders that offer a variety of financing options. We
provide mortgage-broker services in some of our markets through investments in
mortgage Dbrokers which originate loans on behalf of third party lenders. 1In
other markets we use wunaffiliated preferred mortgage lenders. We may pay a
portion of the closing costs and discount mortgage points to assist homebuyers
with financing. We do not fund or service the mortgages obtained by our home
buyers, and therefore do not assume the risks associated with a mortgage banking
business. Since many customers use long-term mortgage financing to purchase
homes, adverse economic conditions, increases in unemployment and rising
mortgage interest rates may deter or reduce the number of potential homebuyers.

CUSTOMER RELATIONS, QUALITY CONTROL AND WARRANTY PROGRAMS

We believe that positive customer relations and an adherence to stringent
quality control standards are fundamental to our continued success, and that our
commitment to buyer satisfaction and quality control has significantly
contributed to our reputation as a high quality builder.

A Meritage project manager or project superintendent and a customer
relations representative generally oversee compliance with quality control
standards for each community. These representatives perform the following tasks:

* oversee home construction;
* oversee subcontractor and supplier performance;
* review the progress of each home and conduct formal inspections as

specific stages of construction are completed; and
* regularly update buyers on the progress of their homes.
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We generally provide a one-year limited warranty on workmanship and
building materials with each home. As subcontractors wusually provide an
indemnity and a certificate of insurance before beginning work, claims relating
to workmanship and materials are generally the subcontractors' responsibility.
Reserves for future warranty costs are established based on historical
experience within each division or region, and are recorded when the homes are
delivered. Reserves generally range from 0.45% to 0.75% of a home's sale price.
Historically, these reserves have been sufficient to cover warranty repairs.

COMPETITION AND MARKET FACTORS

The development and sale of residential property is a highly competitive
industry. We compete for sales in each of our markets with national, regional,
and local developers and homebuilders, existing home resales, and to a lesser
extent, condominiums and rental housing. Some of our competitors have
significantly greater financial resources, lower costs and/or more favorable
land positions than we do. Competition among both small and large residential
homebuilders is based on a number of interrelated factors, including location,
reputation, amenities, design, quality and price. We believe that we compare
favorably to other homebuilders in the markets in which we operate due to our:

* experience within our geographic markets which allows us to develop
and offer new products;

* ability to recognize and adapt to changing market conditions,
including from a capital and human resource perspective;

* ability to <capitalize on opportunities to acquire land on favorable
terms; and

* reputation for outstanding service and quality products.

GOVERNMENT REGULATION AND ENVIRONMENTAL MATTERS

We option or purchase most of our land after entitlements have been
obtained, which provide for zoning and utility services to project sites and
give us the right to obtain building permits. Construction may begin almost
immediately on such entitled land upon compliance with and receipt of specified
permits, approvals and other conditions, which generally are within our control.
The time needed to obtain such approvals and permits affects the carrying costs
of unimproved property acquired for development and construction. The continued
effectiveness of permits already granted is subject to factors such as changes
in government policies, rules and regulations, and their interpretation and
application. To date, the government approval processes discussed above have not
had a material adverse effect on our development activities, although there is
no assurance that these and other restrictions will not adversely affect future
operations.

Local and state governments have broad discretion regarding the imposition
of development fees for projects wunder their Jjurisdictions. These fees are
normally established when we receive recorded maps and building permits. In
addition, communities occasionally impose construction moratoriums. Because most
of our land is entitled, construction moratoriums generally would affect us if
they arose from health, safety or welfare issues, such as insufficient water,
electric or sewage facilities. We could become subject to delays or may be
precluded entirely from developing communities due to building moratoriums, "no
growth" or "slow growth" initiatives or building permit allocation ordinances,
which could be implemented in the future.

We are also subject to a variety of local, state, and federal statutes,
ordinances, rules and regulations concerning the protection of health and the
environment. In some markets, we are subject to environmentally sensitive land
ordinances that mandate open space areas with public elements in housing
developments, and prevent development on hillsides, wetlands and other protected
areas. We must also comply with flood plain restrictions, desert wash area
restrictions, native plant regulations, endangered species acts and view
restrictions. These and similar laws may result in delays, cause substantial
compliance and other costs, and prohibit or severely restrict development in
certain environmentally sensitive regions or areas. To date, compliance with
such ordinances has not materially affected our operations, although it may do
so in the future.

We usually will condition our obligation to option or purchase property on,
among other things, an environmental review of the land. To date, we have not
incurred any unanticipated liabilities relating to the removal of unknown toxic
wastes or other environmental matters. However, there is no assurance that we
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will not incur material 1liabilities in the future relating to toxic waste
removal or other environmental matters affecting land currently or previously
owned.

SARBANES-OXLEY ACT OF 2002

On July 30, 2002, the Sarbanes-Oxley Act of 2002 (SOA) was signed into law.
The stated goals of the SOA are to increase corporate responsibility, to provide



for enhanced penalties for accounting and auditing improprieties at publicly
traded companies and to protect investors by improving the accuracy and
reliability of corporate disclosures pursuant to the securities laws.

The SOA is the most far-reaching U.S. securities 1legislation enacted in
some time. The SOA generally applies to all companies that file or are required
to file periodic reports with the SEC wunder the Exchange Act. Given the
extensive SEC role in implementing rules relating to many of the SOA's new
requirements, the final scope of some of these requirements remains to be
determined.

The SOA includes very specific additional disclosure requirements and new
corporate governance rules, requires the SEC and securities exchanges to adopt
extensive additional disclosure, corporate governance and other related rules,
and mandates further studies of certain issues by the SEC and the Comptroller
General. The SOA represents significant federal involvement 1in matters
traditionally left to state regulatory systems, such as the regulation of the
accounting profession, and to state corporate law, such as the relationship
between a board of directors and management and between a board of directors and
its committees.

The SOA addresses, among other matters, audit committees; certification of
financial interests Dby the chief executive officer and the chief financial
officer; the forfeiture of bonuses and profits made by directors and senior
officers in the twelve month period covered by restated financial statements; a
prohibition on insider trading during pension plan black-out periods; disclosure
of off-balance sheet transactions; a prohibition on personal loans to directors
and officers; expedited filing requirements for stock transaction reports by
officers and directors; disclosure of a code of ethics and filing a Form 8-K for
a change or waiver of such code; "real time" filing of periodic reports; the
formation of a public accounting oversight board; auditor independence; and
various increased criminal penalties for violations of securities laws.

The SOA contains provisions that became effective upon enactment on July
30, 2002 and other provisions that will become effective within one year from
enactment. The SEC has been delegated the task of enacting rules to implement
various of the provisions with respect to, among other matters, disclosure in
periodic filings pursuant to the Exchange Act.

EMPLOYEES AND SUBCONTRACTORS

At December 31, 2002, we had 869 employees, including 215 in management and
administration, 248 in sales and marketing, and 406 in construction operations.
Our employees are not unionized, and we believe that we have good employee
relationships. We act solely as a general contractor and all construction
operations are conducted by our project managers and field superintendents who
manage third party subcontractors. We wuse independent contractors for
construction, architectural and advertising services, and we believe that we
have good relationships with our subcontractors and independent contractors.

ITEM 2. PROPERTIES

Our corporate offices are leased properties located in Scottsdale, Arizona,
and Plano, Texas. The Scottsdale lease expires in February 2006. The Plano lease
expires in May 2005 and the building is leased from a company owned beneficially
by one of our co-chairmen. We believe that the Plano lease rate is competitive
with rates for comparable space in the area and the terms of the lease are
similar to those we could obtain in an arm's length transaction. We lease an
aggregate of approximately 92,800 square feet of office space in our markets for
our operating divisions and corporate and executive offices. These leases expire
between May 2003 and March 2007.
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As of December 31, 2002, we also had leases for 179 model homes and lots
with terms ranging from three months to 36 months, with various renewal options.
Our aggregate monthly lease amount is approximately $258,000.

The following schedule summarizes leased real estate for each of our
operating segments.

MONTHLY OFFICE APPROXIMATE MONTHLY MODEL NUMBER OF
LEASE AMOUNT SQUARE FOOTAGE LEASE AMOUNT MODEL HOMES
Texas $ 56,700 41,300 $ 53,002 58
Arizona 71,700 32,600 130,028 64
California 15,000 7,400 52,720 38
Nevada 8,900 7,000 22,533 19
Corporate 9,200 4,500 -= -=
Total $161,500 92,800 $258,283 179

ITEM 3. LEGAL PROCEEDINGS

We are involved in various routine legal proceedings incidental to our



business, some of which are covered by insurance. With respect to all pending
litigation matters, our ultimate legal and financial responsibility, if any,
cannot be estimated with certainty and, in most cases, any potential losses
related to these matters are not considered probable. We have accrued
approximately $937,000 for losses related to potential 1litigation where our
ultimate exposure 1is considered probable and the potential loss can be
reasonably estimated, which is classified in accrued liabilities on our December
31, 2002 Dbalance sheet. We believe that none of these matters will have a
material adverse impact upon our consolidated financial condition, results of
operations or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We did not submit any matters to a vote of stockholders during the fourth
quarter of 2002.

PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

GENERAL
Our common stock is traded on the New York Stock Exchange ("NYSE") under
the symbol "MTH". The high and low sales prices of the common stock for the

periods indicated, as reported by the NYSE, follow. All amounts reflect a
2-for-1 stock split in the form of a stock divided that occurred in April 2002.

2002 2001
HIGH LOW HIGH LOwW
First Quarter $35.12 $23.28 $24.00 $13.70
Second Quarter $47.10 $31.22 $26.88 $13.05
Third Quarter $46.25 $26.38 $29.98 $13.75
Fourth Quarter $42.20 $28.90 $26.49 $17.00

On March 14, 2003, the closing sales price of the common stock as reported
by the NYSE was $32.31 per share. At that date, there were approximately 213
owners of record. There are approximately 3,200 Dbeneficial owners of common
stock.

The transfer agent for our common stock is Mellon Investor Services LLC, 85
Challenger Road, Ridgefield Park, NJ 07660. (WWW.MELLONINVESTOR.COM)

We did not declare cash dividends in 2002, 2001 or 2000, nor do we intend
to declare cash dividends in the foreseeable future. Earnings will be retained
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to finance the continuing development of the business. Future cash dividends, if
any, will depend upon our financial condition, results of operations, capital
requirements, compliance with debt covenants, as well as other factors
considered relevant by our Board of Directors.

FACTORS THAT MAY AFFECT FUTURE STOCK PERFORMANCE

The performance of our common stock depends upon many factors, including
those listed below and in "Management's Discussion and Analysis of Financial
Condition and Results of Operations - Factors That May Affect Our Future Results
and Financial Condition."

The market price of our common stock could be subject to significant
fluctuations in response to certain factors, such as variations in anticipated
or actual results of our operations or that of other homebuilding companies,
changes in conditions affecting the general economy, war or other hostilities
involving the United States, including the armed conflict with Iraqg, widespread
industry trends and analysts' reports, changes in interest rates, as well as
other factors unrelated to our operating results.

ITEM 6. SELECTED FINANCIAL DATA

The following table presents selected historical consolidated financial and
operating data of Meritage Corporation and subsidiaries as of and for each of
the last five years ended December 31, 2002. The financial data has been derived
from our consolidated financial statements and related notes audited by KPMG
LLP, independent auditors. For additional information, see the consolidated
financial statements included elsewhere in this Annual Report on Form 10-K. The
following table should be read in conjunction with Management's Discussion and
Analysis of Financial Condition and the Results of Operations. These historical
results may not be indicative of future results.

The data below includes the operations of Meritage Homes of California,
Hancock Communities, Hammonds Homes and Perma-Bilt Homes since their respective
dates of acquisition. Those dates are: Meritage Homes of California, acquired
July 1998; Hancock Communities, acquired May 2001; Hammonds Homes, acquired July
2002; and Perma-Bilt Homes, acquired October 2002.



<TABLE>
<CAPTION>

<S>

STATEMENT OF EARNINGS DATA:
Total sales revenue
257,113

Total cost of sales
(205,188)

Gross profit
51,925
Earnings from mortgage assets and other
income, net (1)
3,961
Commissions and other sales costs
(14,292)
General and administrative expenses
(10,632)
Interest expense
(462)

Earnings before income taxes and
extraordinary items

30,500

Income taxes(2)

(6,497)

Extraordinary items, net of tax effects(3)

24,003

Net earnings per common share: (4) (5)
Basic

2.26
Diluted

1.96

BALANCE SHEET DATA (END OF YEAR):
Real estate

104,759

Total assets

152,250

Notes payable

37,205

</TABLE>
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<TABLE>
<CAPTION>
<S>
Total liabilities
79,971
Stockholders' equity
72,279

SUPPLEMENTAL FINANCIAL DATA:
Cash provided by (used in):
Operating activities
(2,366)

Investing activities
(3,928)

Financing activities
10,436
</TABLE>

(1) Earnings from mortgage

HISTORICAL CONSOLIDATED FINANCIAL DATA
YEARS ENDED DECEMBER 31,

($ IN THOUSANDS,

EXCEPT PER SHARE AMOUNTS)

2002 2001 2000 1999
<C> <C> <C> <C>
$ 1,119,817 s 744,174 $ 520,467 s 341,786
(904, 921) (586,914) (415, 649) (277,287)
214,896 157,260 104,818 64,499
5,435 2,884 1,847 2,064
(65,291) (41,085) (28, 680) (19,243)
(41, 496) (35,723) (21,215) (15,100)
-- -- (8) (6)
113,544 83,336 56,762 32,214
(43, 607) (32,444) (21,000) (13,269)
- (233) - -
s 69,937 $ 50,659 $ 35,762 s 18,945
s 5.64 $ 4.78 $ 3.46 $ 1.75
s 5.31 $ 4.30 $ 3.13 $ 1.57
$ 484,970 $ 330,238 $ 211,307 s 171,012
691,788 436,715 267,075 226,559
264,927 177,561 86,152 85,937
<C> <C> <C> <C>
374,480 260,128 145,976 136,148
317,308 176,587 121,099 90,411
s (5,836) $  (17,137) § 6,252 $  (36,387)
(142,805) (75,739) (8,175) (9,902)
151,858 91,862 (7,102) 47,324

assets that were obtained from our

disposed of in 1998 are applicable only to that year.

(2) Prior to the full utilization in

carryforward obtained from our predecessor,

of our net

predecessor and

operating loss
we paid limited income taxes.

<C>

<C>

$



(3) The 2001 amount reflects the net effect of extraordinary items from early
extinguishments of long-term debt.

(4) 2001 earnings per share are shown after a $0.02 loss from the extraordinary
items. Basic and diluted earnings per share before the extraordinary items
were $4.80 and $4.32, respectively. We did not pay cash dividends in the
years 1998 through 2002.

(5) All amounts reflect a 2-for-1 stock split in the form of a stock dividend
that occurred in April 2002.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis of financial condition and results of
operations is based upon our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the
United States of America.

CRITICAL ACCOUNTING POLICIES

We have established various accounting policies which govern the
application of accounting principles generally accepted in the United States of
America 1in the preparation and presentation of our consolidated financial
statements. Our significant policies are described in Note 1 of the consolidated
financial statements. Certain accounting policies involve significant judgments,
assumptions and estimates by management that have a material impact on the
carrying value of certain assets and liabilities, and revenues and costs which
we consider to be critical accounting policies. The judgments, assumptions and
estimates we use are based on historical experience, knowledge of the accounts
and other factors which we believe to be reasonable under the circumstances, and
we evaluate our judgments and assumptions on an on-going basis. Because of the
nature of the judgments and assumptions we have made, actual results could
differ from these judgments and estimates, which could have a material impact on
the carrying values of assets and liabilities and the results of our operations.

The accounting policies that we deem most critical to us, and involve the
most difficult, subjective or complex judgments, include our estimates of costs
to complete our individual projects, the ultimate recoverability (or impairment)
of these costs, goodwill impairment, the likelihood of closing lots held under
option or contract and the ability to estimate expenses and accruals, including
legal and warranty reserves. Should we under or over estimate costs to complete
individual projects, gross margins in a particular period could be misstated and
the ultimate recoverability of costs related to a project from home sales may be
uncertain. Furthermore, non-refundable deposits paid for 1land options or
contracts may have no economic value to us if we do not ultimately purchase the
land. Our inability to accurately estimate expenses, accruals, or an impairment
of real estate or goodwill could result in charges, or income, in future
periods, which relate to activities or transactions in a preceding period.

We acquired Hancock Communities (Hancock), a homebuilder in the Phoenix,
Arizona metropolitan area, effective May 31, 2001, Hammonds Homes, a builder in
Houston, Austin and Dallas, Texas, effective July 1, 2002, and Perma-Bilt Homes,
which Dbuilds in the Las Vegas, ©Nevada area, effective October 1, 2002. The
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results presented below include the operations of these three acquisitions since
their dates of purchase and are not necessarily indicative of results to be
expected in the future.

HOME SALES REVENUE, SALES CONTRACTS AND NET SALES BACKLOG

The tables provided below show operating and financial data regarding our
homebuilding activities (dollars in thousands).

YEARS ENDED DECEMBER 31,

2002 2001 2000
HOME SALES REVENUE
TOTAL
Dollars $1,112,439 $ 742,576 $ 515,428
Homes closed 4,574 3,270 2,227
Average sales price $ 243.2 $ 227.1 $ 231.4
TEXAS
Dollars $ 387,264 $ 259,725 S 214,472
Homes closed 2,090 1,518 1,239
Average sales price $ 185.3 S 171.1 S 173.1
ARIZONA
Dollars $ 445,275 $ 325,918 $ 175,674
Homes closed 1,735 1,343 623
Average sales price $ 256.6 $ 242.7 $ 282.0
CALIFORNIA

Dollars $ 245,640 $ 156,933 $ 125,282



Homes closed 594 409 365

Average sales price $ 413.5 $ 383.7 $ 343.2
NEVADA

Dollars S 34,260 - -

Homes closed 155 -= -=

Average sales price $ 221.0 -- --

SALES CONTRACTS

TOTAL
Dollars $1,161,899 $ 700,104 S 604,444
Homes ordered 4,504 3,016 2,480
Average sales price $ 258.0 S 232.1 S 243.7
TEXAS
Dollars $ 417,158 $ 255,811 $ 240,054
Homes ordered 2,134 1,516 1,368
Average sales price $ 195.5 $ 168.7 $ 175.5
ARIZONA
Dollars $ 383,445 $ 309,170 $ 196,567
Homes ordered 1,425 1,165 643
Average sales price $ 269.1 S 265.4 S 305.7
CALIFORNIA
Dollars $ 329,252 $ 135,123 $ 167,823
Homes ordered 794 335 469
Average sales price $ 414.7 $ 403.4 $ 357.8
14
NEVADA
Dollars S 32,044 - -=
Homes ordered 151 - -
Average sales price $ 212.2 -- --
YEARS ENDED DECEMBER 31,
2002 2001 2000
NET SALES BACKLOG
TOTAL
Dollars $ 537,764 $ 374,951 $ 309,901
Homes in backlog 2,070 1,602 1,246
Average sales price $ 259.8 $ 234.1 $ 248.7
TEXAS
Dollars $ 218,899 $ 115,651 $ 119,564
Homes in backlog 1,085 693 695
Average sales price $ 201.8 S 166.9 S 172.0
ARIZONA
Dollars $ 144,155 $ 205,985 $ 115,211
Homes in backlog 466 776 344
Average sales price $ 309.3 $ 265.4 $ 334.9
CALIFORNIA
Dollars $ 136,927 S 53,315 S 75,126
Homes in backlog 333 133 207
Average sales price $ 411.2 S 400.9 S 362.9
NEVADA
Dollars S 37,783 - -
Homes in backlog 186 -= -=
Average sales price $ 203.1 -- -

YEAR ENDED DECEMBER 31, 2002 COMPARED TO YEAR ENDED DECEMBER 31, 2001

HOME SALES REVENUE. The increases in total home sales revenue in 2002
compared to 2001 resulted mainly from a 40% increase in the number of homes
closed and an increase 1in our average sales price from $227,100 in 2001 to
$243,200 in 2002. The number of closings increased as a result of continued
growth in our mid-priced communities in Arizona and growth from the acquisitions
of Hammonds and Perma-Bilt. The number of homes closed in Texas during 2002
included 442 Hammonds closings. The increases were offset to some degree by
decreases in closings in our Austin division due to an overall weaker economy in
that market and in Monterey Phoenix Dbecause of a slowing in demand for our
luxury priced homes.

SALES CONTRACTS. Sales contracts for any period represent the aggregate
sales price of all homes ordered by customers, net of cancellations. We do not
include sales contingent upon the sale of a customer's existing home as a sales
contract until the contingency is removed. Contributing to the increase in sales
contracts for the year 2002 from the previous year were the addition of the
Hammonds and Perma-Bilt operations along with strong markets in 2002. The number
of new orders in Texas during 2002 includes 466 orders from our Hammonds



operations. As a whole, we Dbenefited from positive demographic factors,
historically high home ownership rates, relatively low mortgage interest rates
and generally low unemployment figures. We saw declines in new orders in our
Monterey Phoenix and Austin divisions in 2002, which we believe is due to a
slowing in demand for luxury homes in Phoenix and a weaker local economy in
Austin. Historically, we have experienced a cancellation rate of approximately
25% of gross sales, which we believe is consistent with industry norms.

NET SALES BACKLOG. Backlog represents net sales contracts that have not
closed. Total dollar backlog at December 31, 2002 increased 43% over the 2001
amount due to a 29% increase in the number of homes in Dbacklog and an 11%
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increase in the average sales prices of those homes. The increase in the number
of homes resulted mainly from our acquisitions, which contributed 558 homes with
a sales value of approximately $117.3 million to our December 31, 2002 backlog.
Backlog in our Monterey Phoenix and Austin divisions decreased in 2002 due to a
slowing in demand for luxury homes in Phoenix and a weaker local economy in
Austin.

YEAR ENDED DECEMBER 31, 2001 COMPARED TO YEAR ENDED DECEMBER 31, 2000

HOME SALES REVENUE. The increases 1in total home sales revenue and the
number of homes closed in 2001 compared to 2000 resulted mainly from the strong
market activity at the time the orders for these closings were taken in some of
our divisions, continued growth in our mid-priced communities in Arizona and the
May 2001 addition of Hancock to our Phoenix operations. These increases were
somewhat offset by decreases 1in closings in our Monterey Phoenix and Austin
divisions in 2001, due to weaker demand in the luxury price segment and a weaker
local economy, respectively. Hancock contributed 673 closings with a sales value
of approximately $122.5 million to our 2001 results. The decreases in average
home sales ©prices in Arizona for the year 2001 reflect a change in our product
mix, as we are now selling more first-time and first and second time move-up
homes than in 2000, due in large part to the Hancock acquisition.

SALES CONTRACTS. As a whole, we benefited from low mortgage interest rates,
generally low employment figures and improved home affordability in 2001.
Contributing to the increase 1in sales contracts for the year 2001 from the
previous year were 484 new contracts from the Hancock acquisition along with
strong markets early in the year. As a whole, we benefited from low mortgage
interest rates, generally low unemployment figures and improved home
affordability early in 2001. We saw declines in new orders in our Monterey
Phoenix, Northern California and Austin divisions in 2001, and believe this is
due to a slowing in demand for luxury homes and weaker local economies in the
Northern California and Austin markets.

NET SALES BACKLOG. Total dollar backlog a