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Explanatory Note
On February 22, 2005 we filed a Form 8-K/A in connection with the completion of our purchase of the homebuilding assets of Fort Myers/Naples-based Colonial Homes of
Florida. Included with that Form 8-K/A as Exhibit 10.1 was a copy of the contracts governing our acquisition of Colonial. We are filing this Form 8-K/A Amendment No. 2
along with Exhibit 10.1 for purpose of indicating on Exhibit 10.1 that certain portions of the exhibit have been omitted based on a request for confidential treatment and that
the non-public information has been filed with the United States Securities and Exchange Commission.

ITEM 9.01. FINANCIAL STATEMENTS AND EXHIBITS
(¢)  Exhibits
10.1 Master Transaction Agreement, dated February 9, 2005*

*  Certain Confidential Information contained in this Exhibit was omitted by means of redacting a portion of the text and replacing it with an asterisk. This Exhibit
has been filed separately with the Secretary of the Securities and Exchange Commission without the redaction pursuant to Confidential Treatment Request under

Rule 24b-2 of the Securities Exchange Act of 1934.
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Exhibit 10.1: Master Transaction Agreement, dated February 9, 2005
MASTER TRANSACTION AGREEMENT
BY AND AMONG
MERITAGE HOMES CORPORATION,
MERITAGE HOMES OF FLORIDA, INC.,
COLONIAL HOMES, INC.,
COLONIAL SHORES, L.L.C.
AND
THE COLONIAL COMPANY
Dated February 9, 2005
Certain Confidential Information contained in this Exhibit was omitted by means
of redacting a portion of the text and replacing it with an asterisk. This
Exhibit (containing the non-public information) has been filed separately with
the Secretary of the Securities and Exchange Commission without redaction

pursuant to Confidential Treatment Request under Rule 24b-2 of the Securities
Exchange Act of 1934.
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MASTER TRANSACTION AGREEMENT

This Master Transaction Agreement (the "AGREEMENT") is made as of February
9, 2005, by and among Meritage Homes Corporation, a Maryland corporation
("MERITAGE"), Meritage Homes of Florida, Inc., an Arizona corporation ("BUYER"),
Colonial Homes, Inc., a Florida corporation and its wholly-owned subsidiary
Colonial Shores, L.L.C., a Florida limited liability company (together,
"COLONIAL") and The Colonial Company, an Alabama corporation ("PARENT," and
together with Colonial, the "SELLER").

RECITALS
1. Colonial owns and operates the Colonial Homes land development,
homebuilding and sales operations in the State of Florida, excluding the Florida
Panhandle (the "COLONIAL BUSINESS"). This Agreement shall constitute the master

agreement pursuant to which Seller shall sell and Buyer shall have the right to
purchase the Colonial Business.

2. Concurrently herewith, the parties are entering into that Agreement
of Purchase and Sale of Assets in the form attached as EXHIBIT A hereto ("ASSET
AGREEMENT") which sets forth the terms and conditions pursuant to which Buyer
will acquire from Colonial the personal, intangible and intellectual property of
the Colonial Business.

3. Concurrently herewith, the parties are entering into that Agreement
of Purchase and Sale of Real Property in the form attached as EXHIBIT B hereto
("REAL PROPERTY AGREEMENT") which sets forth the terms and conditions pursuant
to which Buyer will acquire from Colonial (i) the finished lots, substantially
finished lots and homes under construction in the residential communities known
as Colonial Pointe, Indigo Lakes, Laurel Lakes and Rookery Pointe and (ii) the
homes under construction in the residential communities known as Colonial Shores
(collectively, the "PURCHASED REAL PROPERTY").

4. Concurrently herewith, the parties are entering into that Option and
Development Agreement in the form attached as EXHIBIT C hereto (the "OPTION
AGREEMENT"), including the related form of memorandum of option agreement, which
sets forth the terms and conditions pursuant to which Colonial will grant to
Buyer an option to acquire the following real property assets: as finished, all
of the single family lots and certain of the condominium units within the

50
50
51
51
51
51
51
51
51
51
52
52
52
52
52
52
52
53
53
53
53



residential communities known as Colonial Shores and Renaissance and all of the
single family lots and certain of the condominium units within the residential
communities known as Moody River (excluding the "Marina" project), Smela (Naples
100) and Smeja (Bonita 150) (the "OPTIONED REAL PROPERTY").

Collectively, the Purchased Real Property and the Optioned Real Property
are referred to as the "OWNED REAL PROPERTY".

5. If Colonial enters into any purchase or option contracts to acquire
real property before the Closing, Colonial will assign to Buyer its right under
such contracts or options and will obtain any necessary consents for such
assignments (such real property referred to herein as "FUTURE CONTRACTED REAL
PROPERTY") . As of the date of this Agreement, Colonial has entered

into, and will assign to Buyer, the purchase contract for an approximately 328
acre parcel located in Lee County Florida (the "BONITA 328 PROPERTY").

6. The Option Agreement also sets forth the terms and conditions upon
which Buyer is authorized to pursue and control all entitlements and approvals
and to manage the construction of onsite and offsite subdivision improvements
for the Optioned Real Property.

7. Concurrently herewith, the parties are entering into that
Indemnification Agreement in the form attached as EXHIBIT D hereto (the
"INDEMNIFICATION AGREEMENT") which sets forth the terms, conditions and
limitations pursuant to which the parties will indemnify each other for certain
losses or breaches of the representations and warranties contained in this
Agreement and the other agreements delivered at the Closing.

In consideration of the covenants and mutual agreements set forth herein
and other good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, and in reliance upon the representations and warranties
contained herein, the parties agree as follows:

ARTICLE I
DEFINITIONS

1.1 Definitions. The following terms will have the meanings set forth
below where used in this Agreement and identified with initial capital letters.

"ABOVEGROUND STORAGE TANK" will have the meaning ascribed to such term in
Sections 6901, et seq., as amended, of RCRA, or any applicable state or local
statute, law, ordinance, code, rule, regulation, order ruling or decree
governing Aboveground Storage Tanks.

"ACCOUNTING ARBITRATOR" will have the meaning set forth in Section
2.5B(4) .

"ACQUIRED ASSETS" will have the meaning set forth in Section 2.2A.

"ACQUIRED CONTRACTS" will have the meaning set forth in Section 1.2I of
the Asset Agreement.

"ADJUSTED BOOK EQUITY" will mean total equity of Colonial (including
Colonial's cash balances) as reflected on the Preliminary Closing Balance Sheet
and the Final Closing Balance Sheet, as the case may be, which are to be
prepared in accordance with Adjusted GAAP.

"ADJUSTED GAAP" will mean GAAP, including, without limitation, appropriate
accruals for warranty and other reserves and bonuses, and except that the
Optioned Real Property and Excluded Assets (other than the assets relating to
the Sterling Oaks subdivision) and Excluded Liabilities will be omitted.

"AGREEMENT" means this Master Transaction Agreement.

"APPLICABLE LAWS" will mean all federal, state, regional, local or other
governmental or quasi-governmental statutes, laws, rules, regulations, codes,
ordinances, orders, plans, injunctions, decrees, rulings or judicial or
administrative interpretations thereof, including without limitation
Environmental Laws and the Condominium Act, which are or may be
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applicable to Seller, Buyer, the Colonial Business, the Acquired Assets, the
Owned Real Property or the use, development or condition thereof or otherwise
related to any of the Acquired Assets or Owned Real Property.

"ASSET AGREEMENT" will have the meaning set forth in the recitals.

"ASSETS" will have the meaning set forth in Section 1.2 of the Asset
Agreement.

"ASSOCIATIONS" will mean all property owners and condominium owners
associations applicable to the Owned Real Property.



"ASSUMED CONSTRUCTION CLAIMS" will have the meaning set forth in Section
2.4A(2) .

"ASSUMED LIABILITIES" will have the meaning set forth in Section 2.4A.
"BILL OF SALE" will have the meaning set forth in Section 8.1F.
"BONDS" will have the meaning set forth in Section 4.23.

"BONITA 328 PROPERTY" will have the meaning set forth in the recitals.
"BREAK-UP FEE" will have the meaning set forth in Section 6.2A.
"BUYER" will have the meaning set forth in the recitals.

"CCRS" will have the meaning set forth in Section 4.33.

"CLOSING" will have the meaning set forth in Section 2.1.

"CLOSING DATE" will have the meaning set forth in Section 2.1.

"CODE" will mean the Internal Revenue Code of 1986, as amended.
"COLONIAL BUSINESS" will have the meaning set forth in the recitals.

"CONDOMINIUM ACT" will mean Chapter 718, Florida Statutes, and all rules
promulgated by the Division of Florida Land Sales, Condominiums, and Mobile
Homes of the Department of Business and Professional Regulation.

"CONDOMINIUM ASSOCIATION" will have the meaning set forth in Section
4.31B.

"CONDOMINIUM PROJECTS" will mean the following projects within the Owned
Real Property which have been developed or are being development as condominium
under the Condominium Act.

"CONSTRUCTION CLAIMS" will mean all claims, including, without limitation,
claims for breach of contract, claims for breach of express or implied warranty,
construction defect claims, claims for lost profits, consequential damages and
incidental damages (but not punitive damages) with respect to Assumed
Construction Claims, and all losses, costs and expenses relating to any
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work which has been done, or any corrective work that is to be done, on a
completed Housing Unit or on streets, gradings, landscaping and homeowners'
association improvements and all other similar subdivision work.

"CONTRACT ASSIGNMENTS" will have the meaning set forth in Section 8.1H.
"DEED" will have the meaning set forth in Section 8.1A.

"DISAPPROVED TITLE EXCEPTIONS" will have the meaning set forth in Section
5.2C of the Real Property Agreement

"DISCHARGE" will mean any manner of spilling, leaking, dumping,
discharging, releasing or emitting, as any of such terms may further be defined
in any Environmental Law, into any medium including, without limitation, ground
water, surface water, soil or air.

"DISPUTE" will have the meaning set forth in EXHIBIT E.
"DISPUTE NOTICE" will have the meaning set forth in EXHIBIT E.

"ENVIRONMENTAL LAW" or "ENVIRONMENTAL LAWS" will mean all federal, state,
regional, local or other governmental or quasi-governmental statutes, laws,
Applicable Laws, rules, regulations, codes, ordinances, orders, plans,
injunctions, decrees, rulings or judicial or administrative interpretations
thereof, as amended from time to time, which govern or relate to pollution,
protection of the environment, protection of endangered or threatened species of
flora or fauna, public health and safety, air emissions, water discharges,
hazardous or toxic substances, solid or hazardous waste or occupational health
and safety, historic preservation, the protection of historic and natural and
archeological resources, and the development and use of land as any of these
terms are or may be defined in such statutes, laws, rules, regulations, codes,
ordinances, orders, plans, injunctions, decrees, rulings or judicial or
administrative interpretations thereof, including, without limitation: the
Comprehensive Environmental Response, Compensation and Liability Act of 1980, as
amended by the Superfund Amendment and Reauthorization Act of 1986, 42 U.S.C.
Section 9601, et seq. (collectively "CERCLA"); the Solid Waste Disposal Act, as
amended by the Resource Conversation and Recovery Act of 1976 and subsequent
Hazardous and Solid Waste Amendments of 1984, 42 U.S.C. Sections 6901, et seq.
(collectively "RCRA"); the Hazardous Materials Transportation Act, as amended,
49 U.S.C. Sections 1801, et seq.; the Clean Water Act, as amended, 33 U.S.C.



Section 1311, et seq.; the Clean Air Act, as amended, 42 U.S.C. Section
7401-7642; the Toxic Substances Control Act, as amended, 15 U.S.C. Sections
2601, et seq.; the Federal Insecticide, Fungicide, and Rodenticide Act as
amended, 7 U.S.C. Section 136-136y ("FIFRA"); the Emergency Planning and
Community Right-to-Know Act of 1986 as amended, 42 U.S.C. Sections 11001, et
seq. (Title III of SARA) ("EPCRA"); and the Occupational Safety and Health Act
of 1970, as amended, 29 U.S.C. Sections 651, et seq. ("OSHA"); the National
Environmental Policy Act; and the National Historic Preservation Act.

"ERISA" will mean Title IV of the Employee Retirement Income Security Act
of 1974, as amended.

"ESCROW" will have the meaning set forth in Section 5.1 of the Real
Property Agreement.

"ESCROW AGENT" will have the meaning set forth in Section 5.1 of the Real
Property Agreement.

"EVALUATION INFORMATION" will have the meaning set forth in Section 6.5.
"EXCLUDED ASSETS" will have the meaning set forth in Section 2.3A.
"EXCLUDED LIABILITIES" will have the meaning set forth in Section 2.4B.

"FINAL CLOSING BALANCE SHEET" will have the meaning set forth in Section
2.5B(3) .

"FINANCIAL STATEMENTS" will have the meaning set forth in Section 4.7.

"FLORIDA PANHANDLE" will mean the counties of Bay, Calhoun, Escambia,
Franklin, Gadsden, Gulf, Holmes, Jackson, Jefferson, Leon, Liberty, Okaloosa,
Santa Rosa, Wakulla, Walton and Washington in the State of Florida.

"FUTURE CONTRACTED REAL PROPERTY" will have the meaning set forth in the
recitals.

"FUTURE LAND PROFIT" will have the meaning set forth in Section 2.3B.

"GAAP" will mean generally accepted accounting principles, consistently
applied with past practice, except that with respect to Colonial, GAAP includes
capitalized interest with respect to land under development but excludes
capitalized interest with respect to the construction of Housing Units.

"GOVERNMENTAL AUTHORITY" will mean any nation or government, any state or
other political subdivision thereof, any county, city, regional and local public
body and all agencies and subdivisions thereof, any entity exercising executive,
legislative, judicial, regulatory or administrative functions of or pertaining
to government, including, without limitation, any government authority, agency,
department, board, commission or instrumentality of the United States, any State
of the United States, or any political subdivision thereof and any tribunal or
arbitrator(s) of competent jurisdiction and any self-regulatory organizations.

"HANDLE" will mean any manner of generating, accumulating, storing,
treating, disposing of, transporting, transferring, labeling, handling,
manufacturing or using, as any of such terms may further be defined in any
Environmental Law, of any Hazardous Substances or Waste.

"HAZARDOUS SUBSTANCES" will be construed broadly to include any toxic or
hazardous substance, material or waste and any other contaminant, pollutant or
constituent thereof, whether liquid, solid, semi-solid, sludge and/or gaseous,
including without limitation, chemicals, compounds, by-products, pesticides,
asbestos containing materials, petroleum or petroleum products, polychlorinated
biphenyls, airborne, waterborne or soil contamination, the presence of which
requires or may require investigation or remediation under any Environmental
Laws or which are or become regulated, listed, or controlled by, under, or
pursuant to any Environmental Laws, including, without limitation, RCRA, CERCLA,
the Hazardous Materials Transportation Act, the Toxic Substances Control Act,
the Clean Air Act, the Clean Water Act, FIFRA, EPCRA and OSHA, or any similar
federal, state, regional or local statute, or any future amendments to, or
regulations implementing such statutes, laws, ordinances, codes, rules,
regulations, orders,

rulings, or decrees or which has been or will be determined or interpreted at
any time by any Governmental Authority to be a hazardous or toxic substance
regulated under any other statute, law, regulation, order, code, rule, order or
decree.

"HOUSING UNIT" will mean (i) a residential dwelling constructed or to be
constructed on a lot, together with the associated lot or (ii) any condominium
unit.



"INDEMNIFICATION AGREEMENT" will have the meaning set forth in the
recitals.

"INTELLECTUAL PROPERTY" will have the meaning set forth in Section 1.2E of
the Asset Agreement.

"KNOWLEDGE OF SELLER" will have the meaning set forth in the first
paragraph of Article IIT.

"LAND USE ENTITLEMENTS" will have the meaning set forth in Section 4.26B.

"LICENSE AGREEMENT" will have the meaning set forth in Section 1.3 of the
Asset. Agreement.

"MERITAGE" will have the meaning set forth in the recitals.

"NON-DISCLOSURE AND NON-COMPETE AGREEMENT" will have the meaning set forth
in Section 7.2L.

"NOTICES" will have the meaning set forth in Section 4.16B.

"OPENING DATE" will have the meaning set forth in Section 5.1 of the Real
Property Agreement.

"OPTION AGREEMENT" will have the meaning set forth in the recitals.
"OPTIONED REAL PROPERTY" will have the meaning set forth in the recitals.
"OWNED REAL PROPERTY" will have the meaning set forth in the recitals.
"PARENT" will mean The Colonial Company.

"PERMITS" will have the meaning set forth in Section 4.26A.

"PERMITTED EXCEPTIONS" will have the meaning set forth in Section 5.2C of
the Real Property Agreement.

"PERMITTED LIENS" will have the meaning set forth in Section 4.11.

"PERMITTED MATERIALS" will mean (i) reasonable amounts of gasoline and oil
or other vehicle lubricants stored in the vehicles and equipment used on the
Owned Real Property, (ii) reasonable amounts of fertilizers, herbicides and/or
pesticides and ordinary, everyday painting and cleaning supplies, used only in
the ordinary course of completing and maintaining the

buildings, landscaping and improvements on the Owned Real Property and (iii)
standard building components and materials which are properly and lawfully
installed in or incorporated into the improvements and may lawfully remain
therein in accordance with Applicable Laws, taking into account the nature,
purpose and intended use and occupancy thereof; provided that in all cases all
such components, materials, substances and other items referred to in clauses

(i) through (iii), above, are stored, transported, used, installed, incorporated
and disposed of, in accordance with all Applicable Laws.

"PERSICHILLI EMPLOYMENT AGREEMENT" will have the meaning set forth in
Section 6.1A.

"PERSON" will mean any natural person, corporation, general or limited
partnership, limited liability company, trust, sole proprietorship or other
entity, organization or association of any kind.

"PRELIMINARY CLOSING BALANCE SHEET" will mean a projected balance sheet as
of January 31, 2005, which shall be prepared using a balance sheet as of
December 31, 2004, and adjusted to reflect projected activity during January
2005 prior to the Closing.

"PROCEEDINGS" will mean claims, suits, actions, arbitrations, dispute
resolution proceedings, judgments, penalties, fines or administrative or
judicial investigations or proceedings.

"PROPERTY LEASES" will have the meaning set forth in Section 4.14TI.

"PURCHASE PRICE" will have the meaning set forth in Section 2.5A(1).

"PURCHASED REAL PROPERTY" will have the meaning set forth in the recitals.

"REAL PROPERTY AGREEMENT" will have the meaning set forth in the recitals.

"REPORT SUPPLEMENT" will have the meaning set forth in Section 5.2B of the
Real Property Agreement.

"REPORTS" will have the meaning set forth in Section 5.2A of the Real
Property Agreement.



"RESERVES" will mean the reserves for Unassumed Construction Claims as
reflected on the Final Closing Balance Sheet.

"RETAIL SALES CONTRACTS" will have the meaning set forth in Section 4.32.

"RETAINED CONDOMINIUM PARCELS" will have the meaning set forth in Section
2.2D.

"RETAINED DEBT" will have the meaning set forth in Section 2.4B(6).
"SEC" will mean the Securities and Exchange Commission.

"SELLER" will mean collectively Colonial Homes, Inc., Colonial Shores,
L.L.C. and The Colonial Company.

"SUPPLEMENTAL TITLE REVIEW PERIOD"™ will have the meaning set forth in
Section 5.2B of the Real Property Agreement.

"SURVEY" will have the meaning set forth in Section 5.2A of the Real
Property Agreement.

"TAXES" will mean any and all federal, state, local or foreign income,
gross receipts, license, payroll, employment, excise, severance, stamp,
occupation, premium, windfall profits, environmental (including taxes under Code
Section 59A), customs duties, capital stock, franchise, profits, withholding,
social security (or similar), unemployment, payroll, employment, recapture,
disability, real property, personal property, sales, use, transfer,
registration, value-added, alternative or add-on minimum, estimated, "roll-back"
and any other taxes, assessments, or government charges of any kind whatsoever,
including any interest, penalty or addition thereto, whether disputed or not.

"TAX RETURNS" will mean any return, declaration, report, claim to refund
or information return or statement relating to Taxes, including any schedule or
attachment thereto, and including any amendment thereof.

"TITLE COMPANY" means First American Title Insurance Company.

"TITLE POLICY" will have the meaning set forth in Section 5.2D of the Real
Property Agreement.

"TRANSACTION AGREEMENTS" will have the meaning set forth in Section 11.17.

"UNASSUMED CONSTRUCTION CLAIMS" will have the meaning set forth in Section
2.4B(5) .

"UNDERGROUND STORAGE TANK" will have the meaning ascribed to such term in
Section 6901 et seq., as amended, of RCRA, or any applicable state or local
statute, law, ordinance, code, rule, regulation, order ruling or decree
governing Underground Storage Tanks.

"WASTE" will be construed broadly to include any abandoned or disposed
agricultural wastes, biomedical wastes, biological wastes, bulky wastes,
construction and demolition debris, garbage, household wastes, industrial solid
wastes, liquid wastes, recyclable materials, sludge, solid wastes, special
wastes, used oils, white goods and yard trash as those terms are defined under
any applicable Environmental Laws.

ARTICLE II
PURCHASE AND SALE OF ASSETS

2.1 Closing. The closing of the purchase and sale of the Acquired Assets
(the "CLOSING") will take place at the offices of Greenberg Traurig, P.A. in
Dallas, Texas at such time as agreed to by Buyer and Seller no less than three
business days prior to the anticipated Closing. The parties anticipate that the
Closing will occur during the first two weeks of February 2005. Except as set
forth in the following sentence, the "CLOSING DATE" for purposes of this
Agreement and the other Transaction Agreements will be the date on which the
Closing occurs. Notwithstanding the previous sentence, the parties agree to
account for the business activity

occurring during the period between the Closing Date and the Closing as if the
Closing had occurred on January 31, 2005.

2.2 Assets to be Purchased.

A. Upon the terms and subject to the conditions set forth herein,
and in reliance on the respective representations and warranties of the parties
contained herein and in the Asset Agreement and the Real Property Agreement, at
the Closing, Colonial agrees to sell, convey, grant, assign and transfer to
Buyer and Buyer agrees to purchase and acquire from Colonial all of the



Purchased Real Property, the Assets and any other assets, properties, or rights
of every nature, kind, description, tangible and intangible, whether real,
personal or mixed, whether accrued, contingent or otherwise and whether now
existing or hereinafter acquired relating in any way to or used or held for use
in connection with the Colonial Business, whether directly or indirectly owned
(other than the Excluded Assets) (collectively, the "ACQUIRED ASSETS"). A
detailed listing of the Purchased Real Property (by lot) is included on Schedule
2.2A.

B. The parties agree that the Acquired Assets include:

(1) An easement or perpetual right to use the approximately
2-3 acre portion of the "Marina" project identified on Schedule 2.2B(1)
that provides access to the boat launch and park area of the "Marina"
project. For purposes of this Section 2.2B(1l), the "Marina" project means
that certain parcel described in the Memorandum of Right of First Refusal
(attached as EXHIBIT L to this Agreement) as "Owned Property." The parties
agree that the 2-3 acre parcel will be conveyed to the Moody River
homeowners association pursuant to Section 7.1.21 of the Option Agreement
and Exhibit L to be delivered thereunder.

(2) Fifty percent (50%) of any net recoveries received by
Seller in that certain lawsuit titled Colonial Homes, Inc. vs. Minanis,
Inc., in the Circuit Court of the Twentieth Judicial Circuit, Collier
County, Florida, Civil Division, Case No. 04-2886-CA.

C. Prior to or at the Closing, Colonial will transfer, dedicate
or convey by Deed to the applicable homeowners association or municipality those
parcels of real property located in the Sterling Oaks, Colonial Pointe, Indigo
Lakes, Rookery Pointe and Laurel Lakes subdivisions which are identified on
Schedule 2.2C. Buyer will provide Schedule 2.2C to Colonial prior to the
Closing. Seller agrees to transfer, dedicate or convey after the Closing by Deed
to the applicable homeowners association or municipality those parcels of real
property located in the Moody, Smela, Smeja and Colonial Shores projects that
are dedicated and/or reserved as common areas from time to time when required by
Buyer in the ordinary course of development of the respective projects. In
addition, Buyer will not assume any covenants, conditions and restrictions
relating to these subdivisions except for those that run with the Purchased Real
Property.

D. At the Closing, Colonial will retain title to certain
condominium units under construction in the Triana at Renaissance project,
certain land designated for condominium development within the Triana at
Renaissance project, and certain lands within the Moody River

project designated for future condominium development (the "RETAINED CONDOMINIUM
PARCELS"), which Retained Condominium Parcels are identified on Schedule 2.2A.
The parties agree that after the Closing, Buyer may improve the Retained
Condominium Parcels, and, if it elects to do so, shall be financially
responsible for future vertical construction of these units. In connection with
the Retained Condominium Parcels, the following terms and conditions will apply.

(1) The parties agree that some of these units represent
condominiums under construction, some represent condominiums sold but not
under construction, some represent condominiums neither sold nor under
construction, and others represent land that is designated for future
condominium development.

(2) The book value of the Retained Condominium Parcels under
construction on the Closing Date will be included for purposes of
calculating the Purchase Price paid at Closing, and the Purchase Price
includes the price to be paid for the land included within the Retained
Condominium Parcels in Triana at Renaissance.

(3) Colonial will, within ten (10) days of instruction from
Meritage, convey individual condominium units within the Retained
Condominium Parcels directly to third party retail buyers (or to Buyer) as
and when instructed by Buyer. Buyer shall pay all costs of Colonial in
connection with such retail sales conveyances, and shall be entitled to
all proceeds due Colonial from said closings.Colonial shall be responsible
for conveying title to such individual condominium unit in the Retained
Condominium Parcels to the third party homebuyers. Colonial shall also
convey one or more condominium units or one or more portions of the
Retained Condominium Parcels directly to Buyer at any time upon Buyer's
election. Colonial shall have the same obligations with respect to the
conveyance of title and the delivery of closing documents as to the
Retained Condominium Parcels as it does with respect to the Purchased Real
Property.

(4) The parties will file and record a memorandum of
agreement in the form attached to this Agreement as EXHIBIT M.

(5) Buyer agrees to pay all costs for vertical construction



performed after the Closing Date with respect to these units as invoices,
bills or charges are received. The parties agree that the lot and
improvement costs associated with the units in Triana at Renaissance that
are under construction as of the Closing Date are part of the Purchase
Price and thus Buyer will have paid for those lots at the Closing. With
respect to those units on which vertical construction has not commenced
construction as of the Closing Date (whether sold or unsold) Buyer shall
pay to Colonial the associated unit lot cost upon commencement of vertical
construction.

(6) Colonial agrees that Buyer shall have the unlimited
right and unlimited access to direct or oversee vertical construction
associated with the Retained Condominium Units, which right shall include
all necessary easements for ingress, egress and construction.
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(7) Buyer is in the process of submitting with the
appropriate Florida regulatory authorities prospectuses that will enable
it to sell and construct condominium units in these projects. In
connection therewith Buyer acknowledges that in certain situations the
third party homebuyers in these projects may have rescission rights. In
this regard, Buyer agrees that any cancellations resulting from such
rescission rights will not be deemed a breach or violation of any
representation, warranty or covenant of Colonial contained in this
Agreement.

(8) Colonial will cooperate and join in any of the following
that relate to the Retained Condominium Parcels all at Buyer's direction:
the platting and replatting of land; the filing of condominium
prospectuses; and recording of condominium declarations and other
instruments of record; provided Colonial will take no action to affect
title to the Retained Condominium Parcels property without Buyer's express
written direction.

(9) Colonial agrees to provide any further assurances
reasonably requested by Buyer to confirm and/or effectuate the terms

hereof.

2.3 Excluded Assets Not Being Transferred; Option Agreement.

A. (x) Colonial will retain (i) any of its assets relating to the
Sterling Oaks subdivision (other than the profits from the sale of the remaining
units), (ii) any of its assets relating to the "Marina" project, except for the

parcel referred to in Section 2.2B(l) of this Agreement, (iii) the Retained
Condominium Parcels, subject to Section 2.2D, (iv) any of its assets relating to
its business in the Florida Panhandle, (v) cash bonds relating to land
development and (vi) the assets listed on Schedule 2.3A and (y) Parent and its
subsidiaries will retain all of their assets relating to its land development
and construction business in the Florida Panhandle (collectively, the "EXCLUDED
ASSETS") .

B. At the Closing, Buyer and Colonial will enter into the Option
Agreement pursuant to which Buyer will have the option to acquire from Colonial
the Optioned Real Property. A detailed listing of the Optioned Real Property is
included on Schedule 2.3B. The parties agree that the purchase price for the
Optioned Real Property will generally include (i) the cost of the lots plus (ii)
the cost of all improvements, including capitalized interest on the cost basis
and improvements of the real property at a rate not to exceed LIBOR plus 200
basis points, plus (iii) $35,000,000 (the "FUTURE LAND PROFIT") which shall be
subject to and payable in accordance with the terms and conditions set forth in
the Option Agreement. Colonial will provide the Buyer at the Closing an extended
optionee's title policy covering the Optioned Real Property to be acquired
pursuant to the Option Agreement. If Buyer utilizes Colonial's existing title
insurance company, the cost of the extended policy will be paid 50% by Colonial
and 50% by Buyer. If Buyer utilizes a different title insurance company,
Colonial will pay 50% of the cost of the extended policy that would have been
charged had Colonial's existing title insurance company been used and Buyer will
pay the remainder of any such cost. As more fully provided for in the Option
Agreement, such optionee's policy will include a commitment to issue an owners
title policy naming Buyer as the insured in the amount of the purchase price
(excluding the Future Land Profit) for the Optioned Real Property under the
Option Agreement, insuring that the estate or interest to the Optioned Real
Property will become vested in Buyer, subject only to title exceptions approved
by Buyer prior to its acquisition of the lots.

_ll_
C. The Option Agreement sets forth the terms and conditions upon
which Buyer is authorized to pursue and control all entitlements and approvals
and to manage the construction of onsite and offsite subdivision improvements

for the Optioned Real Property.

2.4 Liabilities.



A. Assumed Liabilities. Upon the terms and subject to the
conditions of this Agreement, at the Closing, Buyer will assume from and
after the Closing Date, and perform and pay when due, only the following
liabilities and no others (the "ASSUMED LIABILITIES"):

(1) the obligations under the Acquired Contracts solely to
the extent arising out of events occurring on or after the Closing Date
(excluding any breaches thereof that began prior to the Closing Date, the
exclusion for which will continue until Buyer has notice thereof and
reasonable opportunity to cure);

(2) any Construction Claim that arises out of or is related
to any Housing Unit acquired hereunder that closes after the Closing (the
"ASSUMED CONSTRUCTION CLAIMS"), in each case other than Construction

Claims pending or, to the Knowledge of Seller, threatened on or prior to
the Closing;

(3) all liabilities or obligations reflected on the Final
Closing Balance Sheet; and

(4) borrowed money/bank debt (other than the Retained Debt,
which Buyer will pay off concurrently with the Closing).

B. Excluded Liabilities. Notwithstanding any other provision of
this Agreement, neither Buyer nor Meritage will assume, acquire or be
responsible for any liabilities, obligations or expenses, whether fixed or
contingent, known or unknown, matured or unmatured, executory or
non-executory, to the extent such liability or obligations arise out of
acts, omissions or occurrences on or prior to the Closing Date, even if
they do not become known until after such date, relating to or consisting
of (collectively, the "EXCLUDED LIABILITIES"):

(1) liabilities and obligations not reflected on the Final
Closing Balance Sheet;

(2) except as reflected on the Final Closing Balance Sheet,
all liabilities and obligations relating to the Sterling Oaks, Colonial
Pointe, Indigo Lakes, Rookery Pointe and Laurel Lakes subdivisions, other
than Construction Claims arising out of Housing Units closed in these
subdivisions after the Closing;

(3) liabilities, obligations and expenses (including Taxes)
of Seller under this Agreement or with respect to or arising out of the
consummation of the transactions contemplated by this Agreement;

(4) (a) any Taxes (including deferred Tax liabilities)
applicable to Colonial or the Colonial Business arising out of or relating
to periods prior to the Closing Date or as a result of the transactions
contemplated by this Agreement, (b) any liabilities
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or obligations or expenses of the Colonial related to pending or
threatened litigation against Colonial, the Colonial Business, the
Acquired Assets or the Owned Real Property (including, without limitation,
the matters listed in Section 4.20 of the Seller's Disclosure Schedule),
(c) any liabilities, obligations or expenses arising from or relating to
or consisting of any lien, encumbrance or claim affecting the title to the
Acquired Assets or the Owned Real Property, other than Permitted Liens,
(d) any liabilities, obligations or expenses under any contracts arising
out of or relating to periods prior to the Closing Date, unless the
obligation is reflected on the Final Closing Balance Sheet in accordance
with GAAP, (e) any liabilities, obligations or expenses relating to any
environmental matter or condition, (f) any liabilities or obligations
relating to performance or surety bonds relating to land development
activities on the Optioned Real Property and (g) any liability or
obligation to or in respect of any employees or former employees of
Colonial, including without limitation: (i) any employment agreement,
whether or not written, between Colonial and any person (excluding the
bonuses between Colonial and John Mirabile, David Brogdon and Jack Shea in
an amount not to exceed $130,000 in the aggregate), (ii) under any
employee plan at any time maintained, contributed to or required to be
contributed to by or with respect to Colonial or under which Colonial may
incur liability, or any contributions, benefits or liabilities therefor,
or any liability with respect to Colonial's withdrawal or partial
withdrawal from or termination of any employee plan or (iii) with respect
to any claim of an unfair labor practice, or any claim under any state
unemployment compensation or worker's compensation law or regulation or
under any federal or state employment discrimination law or regulation,
except as to (d), (e) , (f) and (g), the extent set forth on the Final
Closing Balance Sheet;

(5) any Construction Claim that is not an Assumed
Construction Claim ("UNASSUMED CONSTRUCTION CLAIMS");



(6) debt related to the Optioned Real Property in an amount
equal to the cost of such projects (the "RETAINED DEBT") ;

(7) any remaining costs or expenses necessary to complete
any Housing Unit closed prior to the Closing Date;

(8) checks outstanding on the Closing Date;

(9) any other costs to complete reflected on the Closing
Balance Sheet as an excluded item; and

(10) any obligation or liability in excess of $102,000 (which
$102,000 amount Buyer will be responsible for in connection with the
closing of homes in the Renaissance project) relating to that certain
promissory note in favor of the Renaissance Community Association in the
original principal amount of $117,000.

Anything contained in this Agreement to the contrary notwithstanding,
Buyer will not assume the Excluded Liabilities, which Excluded Liabilities will
at and after the Closing remain the exclusive responsibility of Seller. Seller
will discharge all Excluded Liabilities in accordance with their terms (subject
to Seller's right to contest obligations believed in good faith not to be then
due) and Applicable Law.
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2.5 Purchase Price; Adjustment; and Warranty and Reserve Administration.
A. Purchase Price.

(1) At Closing, in addition to assuming the Assumed Liabilities,
Meritage will cause Buyer to pay to Colonial, for the Acquired Assets and
in immediately available funds, an amount equal to (i) the Adjusted Book
Equity of Colonial based on the Preliminary Closing Balance Sheet plus
(ii) a premium of $40,000,000 (together, the "PURCHASE PRICE").

(2) The Purchase Price will be adjusted to account for Colonial's
cash balances as set forth in Section 2.5B(2).

(3) In addition to the Purchase Price for the Acquired Assets
(which includes the Purchased Real Property), at the Closing, Buyer and
Colonial will enter into the Option Agreement pursuant to which Buyer will
have the option to acquire the Optioned Real Property. The purchase price
for certain lots comprising the Optioned Real Property will include an
allocable portion of the Future Land Profit of $35,000,000 as set forth in
Section 2.1 and the Option Agreement.

B. Adjustment.

(1) For the purpose of making an initial determination of Adjusted
Book Equity, Seller will deliver to Meritage, at least five days prior to
the Closing, the Preliminary Closing Balance Sheet, prepared in accordance
with Adjusted GAAP consistent with the December 31, 2004 balance sheet
attached as Schedule 2.5B(1).

(2) Cash balances reflected on the Preliminary Closing Balance
Sheet will be used by Colonial first to payoff any borrowed money/bank
debt referred to in Section 2.4A(4). Any remaining cash balances will be
retained by Colonial and will reduce the Purchase Price by an equal
amount.

(3) No later than one month after the Closing Date, Meritage will
deliver to Seller a balance sheet reflecting the actual closing balances
for Colonial as of the Closing Date, prepared in accordance with Adjusted
GAAP (the "FINAL CLOSING BALANCE SHEET").

(4) The Final Closing Balance Sheet will become final and binding
on the parties unless within 15 business days following delivery thereof
to Seller, Seller notifies Buyer in writing that Seller objects thereto.
If Seller objects to the Final Closing Balance Sheet, and after good faith
consultation with respect to the objection, the parties are unable to
reach an agreement within 15 days, then the parties will resolve the
dispute in the manner provided in EXHIBIT E; provided, however, that the
arbitrator will be an accounting firm of national repute (other than (i)
PricewaterhouseCoopers or (ii) Deloitte & Touche or KPMG, the firms
currently or previously serving as auditors for Seller and Meritage,
respectively) as may be mutually agreed upon by Meritage and Seller (the
"ACCOUNTING ARBITRATOR"). The determination of the Accounting Arbitrator
will be final and binding on all parties, and judgment on the arbitration
award may be enforced in any
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court having jurisdiction over the subject matter of the controversy.



2.5C,

Buyer and Seller will each pay the cost of their own accounting and other
professionals and will bear equally the fees and expenses of the
Accounting Arbitrator.

(5) Within five business days of the determination of the Final
Closing Balance Sheet (as set forth in Section 2.5B(4)), (i) in the event
the Adjusted Book Equity of Colonial on the Final Closing Balance Sheet is
greater than the Adjusted Book Equity of Colonial on the Preliminary
Closing Balance, Buyer will pay to Colonial an amount equal to such
difference or (ii) in the event the Adjusted Book Equity of Colonial on
the Final Closing Sheet is less than the Adjusted Book Equity of Colonial
on the Preliminary Closing Balance Sheet, Colonial will pay to Buyer an
amount equal to such difference. Such payment shall not be subject to the
indemnification procedures or limitations set forth in the Indemnification
Agreement delivered hereunder, and will be treated by the parties as an
adjustment to the Purchase Price.

C. Warranty and Reserve Administration. As set forth in this Section
for a period of [ * ] after the Closing Date, Buyer will administer

certain Unassumed Construction Claims for Colonial. Buyer will administer and
discharge (but is not financially responsible for) Unassumed Construction Claims
in accordance with Colonial's normal procedures to the extent of [ * ]. Buyer
will administer the Unassumed Construction Claims consistent with its normal
procedures, which Seller acknowledges include taking certain actions to cure or
mitigate problems as a preemptive measure against a drawn out or contentious
battle with a homeowner or homeowners. Seller further acknowledges that these
procedures may include discharging warranty claims in the ordinary course of
business for customer goodwill reasons. Buyer's administration of the Unassumed
Construction Claims is subject to the following additional provisions:

(1) Buyer's responsibility extends only to corrective work
relating to Housing Units and does not extend to litigation or to
corrective work on streets, gradings, landscaping and homeowners'
associations improvements and similar work. In no case is Buyer obligated
to defend any litigation with respect to Unassumed Construction Claims or
similar construction defect matters.

(2) For claims above [ * ], Buyer will obtain Seller's advance
approval. If Seller does not approve of Buyer's proposed disposition of
the claim, Seller will administer the claim and be responsible for all
costs incurred relating thereto.

(3) In the event that costs related to Unassumed Construction
Claims exceed [ * ], Buyer's obligation to administer and discharge
Unassumed Construction Claims will cease unless and until Seller provides
to Buyer in advance, and replenishes thereafter, a cash reserve of [ * ],
from which Buyer can continue to administer pending and future Unassumed
Construction Claims.

(4) Except in cases of gross negligence, Seller agrees to hold
harmless Buyer with respect to Buyer's acts or omissions in connection
with its administration and discharge of Unassumed Construction Claims
pursuant to this Section 2.5C.

Confidential information on this page has been omitted and filed
separately with the Securities Exchange Commission pursuant to a
Confidential Treatment Request.
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(5) At the end of the [ * ] administration period, Buyer will
promptly return to Seller any remaining Reserves.

(6) During the warranty administration period, Buyer will provide
to Colonial a quarterly report, in a form mutually acceptable to Buyer and
Colonial, which summarizes warranty expenditures and the related
reductions to the Reserves. Buyer will provide such report within 30 days
of the end of each fiscal quarter (March 31, June 30, September 30 and
December 31) commencing with the June 30, 2005 quarter-end; provided,
however, the June 30, 2005 report shall reflect activity for the period
between the Closing Date and June 30, 2005. Buyer's failure to provide
this report will not be considered a breach of this Agreement unless
Colonial provides to Buyer written notice of such failure and Buyer fails
to provide the report with 10 business days of such notice.

(7) Colonial shall have 30 days from the receipt of each quarterly
report to review Buyer's calculations and object. If Colonial objects to
Buyer's calculations, it shall provide written notice to Buyer of its
objection and the parties shall meet and attempt to resolve Colonial's
objections. If the parties are unable to resolve such objections within 15
days of such written notice, the parties shall settle the dispute in the
manner provided in EXHIBIT E, provided, however, that the arbitrator will
be an accounting firm of national repute (other than
PricewaterhouseCoopers or Deloitte & Touche or KPMG) as may be mutually



agreed upon by Buyer and Colonial. If Colonial does not object to Buyer's
quarterly report as provided in this Section 2.5C, it will be deemed to
have accepted Buyer's calculations.

2.6 Allocation of Purchase Price. The Purchase Price and the Assumed
Liabilities will be allocated among the Acquired Assets in accordance with
Section 197 and 1060 of the Code and the regulations thereunder. Such allocation
will be reported consistently by Buyer and Seller on Internal Revenue Service
Form 8594, Asset Acquisition Statement, which will be filed with Buyer's and
Seller's Federal income tax returns for the tax year that includes the Closing
Date. Buyer and Seller agree that 90% of the Purchase Price premium (90% of
$40,000,000) will be treated as goodwill by the Buyer and that the $35,000,000
Future Land Profit will be treated by Buyer as an expense, (i.e., included as a
part of lot cost and expensed through cost of sales as property is sold) and by
Seller as ordinary income.

2.7 Risk of Loss. All risk of loss with respect to the Acquired Assets
on or before the Closing Date will remain the sole risk of Colonial.

ARTICLE III
REPRESENTATIONS AND WARRANTIES OF BUYER AND MERITAGE

As of the date hereof and as of the Closing Date, Buyer and Meritage
hereby represent and warrant to Seller, the following:

3.1 Organization and Qualification. Each of Buyer and Meritage is a
corporation duly organized, validly existing and in good standing under the laws
of the jurisdiction of its incorporation and has the requisite power and
authority to own and operate its properties and to

* Confidential information on this page has been omitted and filed
separately with the Securities Exchange Commission pursuant to a
Confidential Treatment Request.
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carry on its business as now conducted in every jurisdiction where the failure
to do so would have a material adverse effect on its business, properties or
ability to conduct the business currently conducted by it.

3.2 Authority Relative to this Agreement. Each of Buyer and Meritage has
the requisite power and authority to enter into this Agreement and to carry out
its obligations hereunder. The execution and delivery of this Agreement by Buyer
and Meritage and the consummation by Buyer and Meritage of the transactions
contemplated hereby have been duly authorized by each of them, and no other
actions or proceedings, corporate or otherwise, on the part of Buyer or Meritage
are necessary to authorize this Agreement and such transactions. This Agreement
has been duly executed and delivered by each of Buyer and Meritage and
constitutes a valid and binding obligation of each of them, enforceable in
accordance with its terms, except as the enforceability thereof may be limited
by bankruptcy, insolvency, reorganization or other similar laws relating to the
enforcement of creditors' rights generally and by general principles of equity.

3.3 No Conflicts. Neither Buyer or Meritage is subject to or obligated
under (i) any provision of its articles of incorporation or bylaws or other
organizational documents, (ii) any material agreement, arrangement or
understanding, (iii) any material license, franchise or permit or (iv) any law,
regulation, order, judgment or decree which would be breached or violated, or in
respect of which a right of termination or acceleration would arise, or pursuant
to which any encumbrance on any of its assets would be created, by its
execution, delivery, and performance of this Agreement and the consummation by
it of the transactions contemplated hereby.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF SELLER

For Purposes of this Article IV, the term "KNOWLEDGE OF SELLER" means that
no facts or information have come to the attention of the executive officers of
Colonial or Parent or Anthony Persichilli and after reasonable inquiry that
would make him or her aware of any inaccuracy of the representations or
warranties of Seller set forth in this Agreement. Except as set forth in the
disclosure schedule delivered by Seller to Buyer at or prior to the execution
hereof that is arranged in the numbered and lettered sections contained in this
Agreement (the "SELLER'S DISCLOSURE SCHEDULE"), as of the date hereof and as of
the Closing Date, Seller hereby represents, warrants and agrees as follows, to
and for the benefit of Buyer and Meritage:

4.1 Organization and Qualification. Each of Colonial and Parent is a
corporation duly organized, validly existing and in good standing under the laws
of the jurisdiction of its incorporation and has the requisite power and
authority to own and operate its properties and to carry on its business as now
conducted in every jurisdiction where the failure to do so would have a material
adverse effect on its business, properties or ability to conduct the business
currently conducted by it.



4.2 Authority Relative to this Agreement. Each of Colonial and Parent
has the requisite power and authority to enter into this Agreement and to carry
out its obligations hereunder. The execution and delivery of this Agreement by
Colonial and Parent and the consummation by Colonial and Parent of the
transactions contemplated hereby have been duly authorized, and no actions or
proceedings, corporate or otherwise, on the part of Colonial and

- 17 -

Parent are necessary to authorize this Agreement and such transactions. This
Agreement has been duly executed and delivered by each of Colonial and Parent
and constitutes a valid and binding obligation of each Colonial and Parent
enforceable in accordance with its terms, except as the enforceability thereof
may be limited by bankruptcy, insolvency, reorganization or other similar laws
relating to the enforcement of creditors' rights generally and by general
principles of equity.

4.3 Legal Capacity and Authority of Selling Parties. Each of Colonial
and Parent possesses the legal capacity to execute and deliver each document to
which it is a party, to perform its obligations thereunder, and to consummate
the transactions contemplated thereby. With respect to each document
contemplated by this Agreement to which Colonial and Parent is, or should be, a
party, each of Colonial and Parent has or will duly execute and deliver such
documents, which will be a valid, legal and binding obligation of each Colonial
and Parent enforceable against each Colonial and Parent in accordance with its
terms, as the case may be.

4.4 No Conflicts. Except as set forth on Section 4.4 of the Seller's
Disclosure Schedule, neither Colonial or Parent is subject to or obligated under
(i) any provision of its articles of incorporation, bylaws or other
organizational documents, (ii) any agreement, arrangement or understanding,

(iii) any license, franchise or permit or (iv) any law, regulation, order,
judgment, or decree, which would be breached or violated, or in respect of which
a right of termination or acceleration would arise, or pursuant to which any
encumbrance on any of its assets would be created, by its execution, delivery,
and performance of this Agreement and the consummation by it of the transactions
contemplated hereby.

4.5 No Consents. Except as set forth on Section 4.5 of the Seller's
Disclosure Schedule, no authorization, consent or approval of, or filing with,
any public body, court, or authority or pursuant to any Acquired Contract is
necessary on the part of Seller for the consummation by Seller of the
transactions contemplated by this Agreement.

4.6 Ownership Interests. Except as disclosed on Section 4.6 of the
Seller's Disclosure Schedule, Colonial does not own any stock, partnership
interest, joint venture interest or any other security issued by or equity
interest in any other corporation, organization, association or other entity.

4.7 Financial Statements. Seller has provided: (a) the audited financial
statements of the Colonial Business for and as of the fiscal years ended
December 31, 2003, 2002 and 2001 and (b) the unaudited consolidated financial
statements of the Colonial Business for and as of the period ended December 31,
2004 (the "FINANCIAL STATEMENTS"). The Financial Statements have been prepared
in accordance with GAAP on a consistent basis throughout the periods involved
and fairly present the financial position of the Colonial Business as of the
dates thereof and the results of its operations and cash flows for the periods
then ended; provided that the November 30, 2004 Financial Statements have been
prepared in accordance with Adjusted GAAP. The Financial Statements are attached
hereto as Section 4.7 of the Seller's Disclosure Schedule.

4.8 Absence of Undisclosed Liabilities.

A. There are no obligations or liabilities relating to or
affecting the Colonial Business, the Acquired Assets or the Owned Real Property
(whether accrued, absolute,
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contingent, liquidated, unliquidated or otherwise, whether due or to become due
and regardless of when asserted), except: (i) liabilities reflected in the
Financial Statements or disclosed in the notes thereto, (ii) liabilities which
have arisen in the ordinary course of business after the date of the Financial
Statements and (iii) liabilities specifically disclosed on Section 4.8 of the
Seller's Disclosure Schedule.

B. In accordance with Section 2.5B(3), Seller will deliver the
Final Closing Balance Sheet, prepared in accordance with Adjusted GAAP. There
will be no obligations or liabilities relating to or affecting the Colonial
Business, the Acquired Assets or the Owned Real Property (whether accrued,
absolute, contingent, liquidated, unliquidated or otherwise, whether due or to
become due and regardless of when asserted), except: (i) liabilities reflected
in the Final Closing Balance Sheet, (ii) liabilities which have arisen in the
ordinary course of business after the date of the Final Closing Balance Sheet



and (iii) liabilities specifically disclosed on Section 4.8 of the Seller's
Disclosure Schedule.

4.9 No Material Adverse Changes. Except as set forth on Section 4.9 of
the Seller's Disclosure Schedule or in the Financial Statements, since December
31, 2003, there has not been any material adverse change in the assets,
financial condition or operating results, customer, employee or supplier
relations, business condition or prospects or financing arrangements related to
the Colonial Business, the Acquired Assets or the Owned Real Property.

4.10 Absence of Certain Developments. Except as set forth on Section 4.10
of the Seller's Disclosure Schedule or except as contemplated in and consistent
with the terms of this Agreement since the date of the Financial Statements,
Seller has not, in respect of the Colonial Business:

A. changed its accounting methods or practices (including any
change in depreciation or amortization policies or rates) or revalued any of its
assets;

B. other than distributions necessary for Colonial, Parent or
Parent's ultimate owners to pay taxes in respect of Colonial, declared or paid
any dividend or distributions;

C. borrowed any amount under existing lines of credit, or
otherwise incurred or become subject to any indebtedness, except in the ordinary
course of business and in a manner and in amounts that are in keeping with
historical practice;

D. discharged or satisfied any lien (other than property taxes
and assessments, business and personal property taxes, mechanic's liens and
similar items discharged in the ordinary course of business consistent with past
practices) or encumbrance;

E. except as 1s reasonably necessary for the ordinary operation
of the Colonial Business and in a manner and in amounts that are in keeping with
historical practice, mortgaged, pledged, or subjected to any lien, charge, or
other encumbrance, any of Colonial's assets with a fair market value in excess
of $25,000, except liens for current property taxes not yet due and payable;

_19_

F. sold, assigned or transferred (including, without limitation,
transfers to any employees, shareholders or affiliates) any assets or canceled
any debts or claims, except in the ordinary course of business and consistent
with past practices;

G. sold, assigned or transferred any patents, trademarks, trade
names, copyrights, trade secrets or other intangible assets, or disclosed any
proprietary or confidential information to any person other than Meritage or
Buyer;

H. suffered any extraordinary loss or waived any material right
or claim, including any write-off or compromise of any contract or other account
receivable;

I. taken any other action or entered into any other transaction
other than in the ordinary course of business and in accordance with past custom
and practice, or entered into any transaction with an employee, shareholder,
member, partner or officer of Seller or any other entity associated with the
Colonial Business;

J. suffered any theft, damage, destruction or loss of or to any
property or properties owned or used by it, whether or not covered by insurance;

K. increased the annualized level of compensation of or granted
any extraordinary bonuses, benefits or other forms of direct or indirect
compensation to any employee, officer, director or consultant that aggregate in
excess of $25,000, or increased, terminated or amended or otherwise modified any
plans for the benefit of employees;

L. except as is reasonably necessary for the ordinary operation
of the Colonial Business and in a manner and in amounts that are in keeping with
historical practice, made any capital expenditures or commitments for property,
plant and equipment that aggregate in excess of $25,000;

M. engaged or agreed to engage in any extraordinary transactions
or distributions, or except as is reasonably necessary for the ordinary
operation of the Colonial Business and in keeping with historical practice,
entered into any contract, written or oral, that involves consideration or
performance by it of a value exceeding $25,000 or a term exceeding one year;

N. made any loans, advances or commitments to, or guarantees in
excess of $50,000 for the benefit of, any persons; or

0. made charitable contributions or pledges, which in the



aggregate exceed $10,000.

4.11 Permitted Liens; Good Title to and Condition of Assets. Colonial's
title to the Acquired Assets and the Purchased Real Property is free and clear
of all liens and encumbrances other than those listed on Section 4.11 of the
Seller's Disclosure Schedule and Permitted Exceptions (collectively, the
"PERMITTED LIENS"). All of the Acquired Assets and the Purchased Real Property
are in good condition and repair, ordinary wear and tear excepted, and are
usable in the ordinary course of business. The Acquired Assets and the Owned
Real Property represent all of the assets of the Colonial Business and all of
the assets necessary or required by Buyer to
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continue to operate the Colonial Business as conducted prior to the Closing.
Colonial owns, or leases under valid leases, all property, machinery, equipment
and other tangible and intangible assets necessary for the conduct of the
Colonial Business. None of the assets attributable to, or necessary to the
operation of, the Colonial Business, as conducted immediately prior to the
Closing, are held or owned by an entity other than Colonial. There are no
shareholders, partners or affiliates of Colonial, including Parent, that own any
assets, licenses, permits or other authorizations relating to the Acquired
Assets, the Owned Real Property or the Colonial Business.

4.12 Legal Descriptions of Real Property. Section 4.12 of the Seller's
Disclosure Schedule sets forth a complete and accurate legal description for
each parcel of Owned Real Property.

4.13 Real Property. Except as set forth on Section 4.13 of the Seller's
Disclosure Schedule:

A. With respect to any agreements, arrangements, contracts,
leases, licenses, covenants, conditions, deeds, deeds of trust, rights-of-way,
easements, mortgages, restrictions, surveys, title insurance policies and other
documents granting to Colonial title to or an interest in or otherwise affecting
the Owned Real Property, no breach or event of default exists, and no condition
or event has occurred that with the giving of notice, the lapse of time, or both
would constitute a breach or event of default, by Colonial or any other person.

B. The Owned Real Property has all necessary access to and from
public highways, streets and roads and no pending or, to the Knowledge of
Seller, threatened proceeding or other fact or condition exists that could limit
or result in the termination of such access.

C. Electric, gas (if applicable), sewage, telephone and water
utility facilities are available for connection and service to homes constructed
or being constructed on the Owned Real Property, which facilities are in
compliance in all respects with all Applicable Laws, subject to such
installation and connection charges with respect thereto which in the ordinary
course of business are payable upon issuance of certificates of occupancy which
have not yet been procured.

D. No condemnation, eminent domain or similar proceeding exists,
is pending or, to the Knowledge of Seller, is threatened with respect to, or
that could affect, any of the Owned Real Property.

E. Any buildings and improvements on the Owned Real Property to
the extent installed or constructed by Colonial are in compliance with all
Applicable Laws and do not violate, in any material respect, (i) any set-back,
(ii) zoning law, ordinance, regulation, statute or other governmental
restriction in the nature thereof, or (iii) any restrictive covenant affecting
any such Owned Real Property.

F. There are no parties in possession of any portion of the Owned
Real Property as lessees, tenants at sufferance or trespassers.
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G. Except as incurred in the ordinary course of business after
the date of the Financial Statements, there are no unpaid charges, debts,
liabilities, claims or obligations arising from the construction, occupancy,
ownership, use or operation of the Owned Real Property. No Owned Real Property
is subject to any condition or obligation to any Governmental Authority or other
person requiring the owner or any transferee thereof to donate land, money or
other property or to make off-site public improvements. With respect to the
Owned Real Property, Colonial has fully funded any homeowners association
reserves relating to maintenance, repairs, capital improvements, operating
deficiencies and similar items for which Colonial is or will be responsible
pursuant to the respective terms of the association documents, Florida law or as
otherwise required in the normal course of business (i.e., to the extent such
items are due and payable before Closing) .

H. Except as set forth on Section 4.7 or 4.10 of the Seller's
Disclosure Schedule, no developer-related fees, charges or assessments for
public improvements or otherwise made against the Owned Real Property or any



lots included therein are due and unpaid, including without limitation those for
construction of sewer lines, water lines, storm drainage systems, electric
lines, natural gas lines, streets (including perimeter streets), roads and
curbs, other than as may be required in the ordinary course of completing such
project from its current (incomplete) status or as may be contemplated in the
conditions of approval and contained in the Land Use Entitlements for such
projects.

I. There is no moratorium applicable to any of the Owned Real
Property on (i) the issuance of building permits for the construction of houses,
or certificates of occupancy therefor or (ii) the purchase of sewer or water
taps.

J. Each of the lots included in the Owned Real Property is stable
and otherwise suitable for the construction of a residential structure suitable
to the soil conditions thereon, as set forth in the soil report related to each
such subdivision.

K. Except as set forth in the Reports or Surveys, the Owned Real
Property does not contain "wetlands," as defined, or subject to regulation by,
the Army Corps of Engineers, the Environmental Protection Agency, the Florida
Department of Environmental Protection, the South Florida Water Management
District or Lee and Collier Counties and the municipalities located therein, or,
to the Knowledge of Seller, a level of radon or radon's daughter above action
levels of the U.S. Environmental Protection Agency and is not located within nor
does the Owned Real Property include a "critical", "preservation",
"conservation," "habitat conservation area," area of recognized historical or
archeological importance or similar type of area subject to regulation under any
Environmental Laws. No portion of the Owned Real Property is situated within a
"noise cone" such that the Federal Housing Administration will not approve
mortgages due to the noise level classification of such real property.

L. The Owned Real Property has not been used as a gravesite,
landfill or waste disposal area.

M. No Proceeding, claim or demand is pending or, to the Knowledge
of Seller, threatened which involves any of the Owned Real Property, or against
Seller with respect to any of the Owned Real Property. including without
limitation proceedings, claims or demands involving construction defects or
deficiencies, or against the Associations. All of the developed
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Owned Real Property and the lots included therein are in compliance with all
Applicable Laws, including without limitation, zoning and subdivision laws and
ordinances and the Owned Real Property is zoned to permit single family home
construction; none of the development-site preparation and construction work
performed on the Owned Real Property has concentrated or diverted surface water
or percolating water improperly onto or from the Owned Real Property or caused
or resulted in a release of any Hazardous Substance in violation of any
Environmental Law.

N. Colonial has not granted to any person any contract or other
right to the use of any portion of the Owned Real Property or to the furnishing
or use of any facility or amenity on or relating to the Owned Real Property.

0. Neither Colonial or Parent is a "foreign person" within the
meaning of Sections 1445 and 7701 of the Code.

P. Subject to the Reserves, all of the Housing Units,
improvements and buildings on the Owned Real Property were constructed in a good
and workmanlike manner, substantially comply with Applicable Laws, are
structurally sound, are in good and proper working condition and repair, normal
wear and tear, normal maintenance and normal warranty and customer services
matters excepted, are free of mold, asbestos, radon and radon's daughter and are
useful for their intended purposes.

Q. Any improvements and buildings included within the Owned Real
Property are located within the boundary lines of the Owned Real Property and do
not encroach upon the land of any adjacent owner; to the Knowledge of Seller, no
improvements of any third Person encroach upon the Owned Real Property and no
Person has any unrecorded right, title or interest in the real property
constituting the Owned Real Property, whether by right of adverse possession,
prescriptive easement or otherwise.

R. The recorded easements, rights-of-way, covenants and other
title exceptions and survey matters do not adversely affect the current
beneficial use of the Owned Real Property. The Owned Real Property is being
developed and used in compliance with all covenants, easements and restrictions
affecting the Owned Real Property, and all obligations of Colonial on the Owned
Real Property with regard to such covenants, easements and restrictions have
been and are being performed in a proper and timely manner.

S. Except as set forth on Section 4.16 of the Seller's Disclosure
Schedule:



(1) To the Knowledge of Seller, all property adjacent to the
Owned Real Property is free from Hazardous Substances (other than
Permitted Materials), and is not in violation of any Environmental Law.

(2) No environmental lien in favor of any Governmental
Authority has attached to any of the Owned Real Property.

T. There are no historical or archeological materials or
artifacts of any kind or any Indian ruins of any kind located on the Owned Real
Property.
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U. No part of the Owned Real Property is "critical habitat" as
defined in the Federal Endangered Species Act, 16 U.S.C. Sections 1531 et seq.,
as amended, or in regulations promulgated thereunder, nor are any "endangered
species" or "threatened species" located on the Owned Real Property, as defined
therein, or under any similar state or local Environmental Law.

V. The Owned Real Property is not within a flood plain, flood way or
flood control district as reflected in the currently adopted 100-year flood
plain of the Federal Emergency Management Agency.

W. Neither Colonial or Parent have any liability for any Taxes, or
any interest or penalty in respect thereof, of any nature that may be assessed
against Buyer or Meritage or that are or may become a lien against the Owned
Real Property, other than the lien for current real property taxes, special
taxes and assessments paid with taxes not yet delinquent.

X. All work performed on or about the Owned Real Property or to any
improvements located thereon within six months prior to the date of this
Agreement has been paid for or will be reflected in the Final Closing Balance
Sheet.

Y. Except as set forth on Section 4.13 of the Seller's Disclosure
Schedule, to the Knowledge of Seller, the representations set forth in this
Section 4.13 are true and correct with respect to the Future Contracted Property
and there are no conditions affecting the Future Contracted Property that would
lead Seller to the good faith belief that the properties cannot be developed in
accordance with Seller's project feasibility plans currently in existence.

4.14 Acquired Contracts.

A. Section 4.14 of the Seller's Disclosure Schedule lists as of the
date hereof all of the material Acquired Contracts. The provisions of this
Section 4.14 will also apply to all Acquired Contracts entered into following
the date of this Agreement and prior to the Closing.

B. Each of the Acquired Contracts is valid, binding and in full
force and effect on Colonial and, to the Knowledge of Seller, is valid, binding
and in full force and effect on the other parties to the Acquired Contracts.
Except as set forth on Section 4.14 of the Seller's Disclosure Schedule, if
applicable, no Acquired Contract has been amended or supplemented in any way and
Colonial has not and no party thereto has, assigned any of its rights or
delegated any of its duties thereunder. True and complete copies of the Acquired
Contracts have been delivered to Meritage.

C. Except as set forth on Section 4.14 of the Seller's Disclosure
Schedule, no breach or default exists under any Acquired Contract and no event
has occurred with respect thereto that with the lapse of time or action or
inaction by Colonial or, to the Knowledge of Seller, any other party thereto,
would result in a breach thereof or a default thereunder.

D. Except as specifically disclosed on Section 4.14 of the Seller's
Disclosure Schedule, (i) since the date of the Financial Statements, no supplier
or materialman has indicated that it will stop or decrease the rate of business
done with Colonial, except for changes in the ordinary course of the Colonial
Business, (ii) Colonial has performed in all material respects the obligations
which were or are now required to be performed by each in connection with the
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Acquired Contracts and Colonial has not been advised of or received any claim of
default under any Acquired Contract, (iii) Colonial has no present expectation
or intention of not fully performing any obligation pursuant to any Acquired
Contract and (iv) there has been no breach and, to the Knowledge of Seller,
there is no anticipated breach by any other party to any Acquired Contract.

E. Upon the assignment of each Acquired Contract to Buyer pursuant
hereto, and subject to any consent requirements contained therein, all rights of
Colonial with respect to each Acquired Contract will inure to Buyer and each
Acquired Contract will be enforceable by Buyer in the same manner as such
Acquired Contract is enforceable by Colonial.



F. The assignment to Buyer of all of Colonial's right, title and
interest in, to and under each Acquired Contract pursuant hereto will be free
and clear of any lien except for Permitted Liens.

G. Except as set forth on Section 4.14 of the Seller's Disclosure
Schedule, as of the Closing Date, Colonial will not owe any amount (whether
absolute, contingent or otherwise) with respect to any Acquired Contract other
than amounts properly recorded in the Final Closing Balance Sheet in accordance
with GAAP.

H. Except as disclosed on Section 4.14 of the Seller's Disclosure
Schedule, no Acquired Contract (i) requires Colonial to make purchases or pay
for services in excess of the requirements of the Colonial Business or (ii)
guarantees any obligation of another person.

I. Colonial has paid all rental and other payments due under each
personal property lease and real property lease (collectively, the "PROPERTY
LEASES") under which Colonial is the lessee in accordance with its terms. With
respect to each such Property Lease, Colonial has been in peaceable possession
of the buildings, equipment, machinery, Owned Real Property, vehicles or other
tangible property covered thereby since the commencement of the original term of
such Property Lease. No indulgence, postponement or waiver of Colonial's
obligations under any such Property Lease has been granted by the lessor.
Subject to the terms of the Property Leases, Colonial possesses full right and
power to occupy or possess, as the case may be, all of the buildings, equipment,
machinery, real property, vehicles and other tangible property covered by such
Property Leases.

J. With respect to any written or oral agreement, arrangement,
commitment, contract or lease that Colonial entered into, after the date hereof,
such agreement, arrangement, commitment, contract or lease will satisfy all the
representations and warranties set forth in this Section 4.14.

4.15 Warranties. Except as set forth on Section 4.15 of the Seller's
Disclosure Schedule, Colonial has not given or made any other express warranties
to third parties with respect to any property or products sold or services
performed by Colonial and there are no facts or the occurrence of any event
forming the basis of any present claim against Colonial for liabilities due to
any express or implied warranty. Section 4.15 of the Seller's Disclosure
Schedule includes forms of Colonial's residential sales contracts containing
applicable guaranty, warranty and indemnity provisions.

_25_
4.16 Environmental Matters.

A. Colonial has at all times been in compliance with all
Environmental Laws governing the Colonial Business, properties and assets,
including, without limitation: (i) all requirements relating to the Discharge
and Handling of Hazardous Substances, (ii) all requirements relating to notice,
record keeping and reporting, (iii) all requirements relating to obtaining and
maintaining Permits for the ownership of its properties and assets and the
operation of its business, including Permits relating to the Handling and
Discharge of Hazardous Substances or (iv) all applicable writs, orders,
judgments, injunctions, governmental communications, decrees, informational
requests or demands issued pursuant to, or arising under, any Environmental
Laws.

B. Except as set forth on Section 4.16 of the Seller's Disclosure
Schedule, there are no, and, to the Knowledge of Seller, there is no basis for,
any orders, warning letters, notices of violation (collectively "NOTICES") or
Proceedings against or involving Colonial, the Colonial Business, the Acquired
Assets or the Owned Real Property issued by any Governmental Authority or third
party with respect to any Environmental Laws or Permits issued to Colonial
thereunder in connection with, related to, or arising out of the ownership by
Colonial of its properties or assets or the operation of their business which
have not been resolved to the satisfaction of the issuing Governmental Authority
or third party in a manner that would not impose any obligation, burden or
continuing liability on Buyer in the event that the transactions contemplated by
this Agreement are consummated, or which could have an adverse effect on the
Colonial Business, the Acquired Assets, the Owned Real Property or Colonial's
financial condition or results of operations including, without limitation: (i)
Notices or Proceedings related to Colonial being potentially responsible parties
for a federal, state, regional or local environmental cleanup site or for
corrective action under any applicable Environmental Laws, (ii) Notices or
Proceedings in connection with any federal, state, regional or local
environmental cleanup site, or in connection with any of the real property or
premises where Colonial has transported, transferred or disposed of Hazardous
Substances, (iii) Notices or Proceedings relating to Colonial being responsible
to undertake any response or remedial actions or clean-up actions of any kind or
(iv) Notices or Proceedings related to Colonial being liable under any
Environmental Laws for personal injury, property damage, natural resource damage
or clean up obligations.

C. Except for the Permitted Materials and except as set forth on



Section 4.16 of the Seller's Disclosure Schedule, Colonial has not Handled or
Discharged, nor allowed or arranged for any third party to Handle or Discharge,
Hazardous Substances to, at or upon: (i) any location other than a site lawfully
permitted to receive such Hazardous Substances, (ii) any of the Owned Real
Property or (iii) any site which: (a) pursuant to CERCLA or any similar state
law has been placed on the National Priorities List or its state equivalent or
(b) with respect to which the Environmental Protection Agency or the relevant
state agency or other Governmental Authority has notified Colonial that such
governmental authority has proposed or is proposing to place on the National
Priorities List or its state equivalent. There has not occurred, nor is there
presently occurring, a Discharge, or, to the Knowledge of Seller, threatened
Discharge, of any Hazardous Substance on, into or beneath the surface of, or
adjacent to, any of the Owned Real Property in an amount or otherwise requiring
a Notice or report to be made to a Governmental Authority or in violation of any
applicable Environmental Laws.
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D. Section 4.16 of the Seller's Disclosure Schedule identifies the
operations and activities and locations thereof, if any, which have been
conducted and are being conducted by Colonial on any of the Owned Real Property
which have involved the Handling or Discharge of Hazardous Substances, other
than Permitted Materials.

E. Except as set forth on Section 4.16 of the Seller's Disclosure
Schedule, Colonial does not use, and has never used, any Aboveground Storage
Tanks or Underground Storage Tanks, and there are not now nor, to the Knowledge
of Seller, have there ever been any Underground Storage Tanks beneath any of the
Owned Real Property that are required to be registered and/or upgraded under
applicable Environmental Laws.

F. Section 4.16 of the Seller's Disclosure Schedule identifies (1)
all environmental audits, assessments or occupational health studies undertaken
by Colonial or their agents or, to the Knowledge of Seller, undertaken by any
Governmental Authority or any third party, relating to or affecting Colonial or
any of the Owned Real Property, (ii) the results of any ground, water, soil, air
or asbestos monitoring undertaken by Colonial or their agents or, and to the
extent available or made known to Colonial, undertaken by any Governmental
Authority or any third party, relating to or affecting Colonial or any of the
Owned Real Property, which indicate the presence of Hazardous Substances at
levels requiring a notice or report to be made to a governmental authority or in
violation of any applicable Environmental Laws, (iii) all material written
communications between Colonial and any Governmental Authority arising under or
related to Environmental Laws and (iv) all outstanding citations issued under
OSHA, or similar state or local statutes, laws, ordinances, codes, rules,
regulations, orders, rulings or decrees, relating to or affecting either
Colonial or any of the Owned Real Property.

4.17 Tax Matters.

A. Except for current filings, which are the subject of extensions
under applicable procedures and which are identified in Section 4.17 of the
Seller's Disclosure Schedule, Colonial and Parent have filed all Tax Returns
that they were required to file prior to the date hereof. All such Tax Returns
were correct and complete in all respects. Except as set forth on Section 4.17
of the Seller's Disclosure Schedule, all Taxes owed by Colonial or owed by
Parent in respect of Colonial (whether or not shown on any Tax Return), the due
date of which preceded the date hereof, have been paid. Except as set forth on
Section 4.17 of the Seller's Disclosure Schedule, all other Taxes due and
payable by Colonial or owed by Parent in respect of Colonial, with respect to
periods ending on or as of the date of the Closing (whether or not a Tax Return
is due on such date) have been paid or are accrued on the applicable Financial
Statements or will be accrued on the Final Closing Balance Sheet.

B. Except as set forth on Section 4.17 of the Seller's Disclosure
Schedule, with respect to each taxable period for Colonial ending prior to the
date hereof or prior to the date of the Closing: (i) except for taxable periods
which are open either such taxable period has been audited by the relevant
taxing authority or the time for assessing or collecting Taxes with respect to
each such taxable period has closed and each taxable period is not subject to
review by any relevant taxing authority, (ii) no deficiency or proposed
adjustment which has not been settled or otherwise resolved for any amount of
Taxes has been asserted or assessed by any taxing authority against Colonial or
Parent, (iii) neither Parent nor Colonial has consented to extend the time in
which any Taxes may be assessed or collected by any taxing authority, (iv)
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neither Parent nor Colonial has requested or been granted an extension of the
time for filing any Tax Return to a date later than the Closing, (v) there is no
action, suit, taxing authority proceeding or audit or claim for refund now in
progress, pending or, to the Knowledge of Seller, threatened against or with
respect to Colonial or Parent regarding Taxes, (vi) neither Parent nor Colonial
has made an election or filed a consent under Section 341 (f) of the Code (or any
corresponding provision of state, local or foreign law), (vii) there are no



liens on the assets of Colonial relating or attributable to Taxes (other than
liens for sales and payroll Taxes not yet due and payable and liens for
non-delinquent current real property taxes, special taxes, and assessments paid
with real property taxes), and, to the Knowledge of Seller, there is no
reasonable basis for the assertion of any claim relating or attributable to
Taxes which, if adversely determined, would result in any such lien (other than
those noted in the preceding parenthetical) on the assets of Colonial, (viii)
Colonial has not been a member of an affiliated group (as defined in Section
1504 of the Code) or filed or been included in a combined, consolidated or
unitary income Tax Return, (ix) Colonial is not a party to or bound by any tax
allocation or tax sharing agreement and has no current or potential contractual
or other obligation to indemnify any other person with respect to Taxes, (x) to
the Knowledge of Seller, no taxing authority will claim or assess any additional
Taxes against Colonial for any period for which Tax Returns have been filed,
(xi) no claim has ever been made by a taxing authority in a jurisdiction where
Colonial or Parent does not file Tax Returns that Colonial or Parent is or may
be subject to Taxes assessed by such jurisdiction, (xii) neither Colonial nor
Parent have a permanent establishment in any foreign country, as defined in the
relevant tax treaty between the United States of America and such foreign
country, (xiii) true, correct and complete copies of all income and sales Tax
Returns filed by or with respect to Colonial for the past three years have been
furnished or made available to Meritage, (xiv) Colonial or Parent, as
applicable, has disclosed on each Tax Return filed by Colonial or Parent, as
applicable, all positions taken thereon that could give rise to a substantial
understatement of penalty of federal income Taxes within the meaning of Code
Section 6662, (xv) no sales or use Tax will be payable by Colonial as a result
of this transaction, and there will be no non-recurring intangible tax,
documentary stamp tax, or other excise tax (or comparable tax imposed by an
Governmental Authority) as a result of this transaction, (xvi) each of Colonial
and Parent has withheld and paid all Taxes required to have been withheld and
paid in connection with any amounts paid or owing to any employee, independent
contractor, creditor, stockholder, or other third party, and all Forms W-2 and
1099 required with respect thereto have been properly completed and timely
filed, and (xvii) none of the Assumed Liabilities is an obligation to make a
payment that will not be deductible under Code Section 280G.

C. Except as set forth on Section 4.17 of the Seller's Disclosure
Schedule, there is no "roll-back" Tax pertaining to or affecting the Owned Real
Property that is being conveyed to Buyer that would be owed by, or become an
obligation of, Buyer or Meritage.

D. Parent (and any predecessor of Parent) has been a validly
electing S corporation within the meaning of Code Sections 1361 and 1362 at all
times during its existence and Parent will be an S corporation up to and
including the Closing Date.

E. Colonial and each subsidiary set forth on Section 4.6 of the
Seller's Disclosure Schedule has been a validly electing "qualified subchapter S
subsidiary" within the
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meaning of Code Section 1361 (b) (3) (B) at all times during its existence and
Colonial will be qualified subchapter S subsidiary up to and including the
Closing Date.

F. Neither Parent nor Colonial has any potential liability for any
Tax under Code Section 1374. Neither Parent nor any qualified subchapter S
subsidiary of Parent, including Colonial, has, in the past 10 years, (i)
acquired assets from another corporation in a transaction in which Parent's Tax
basis for the acquired assets was determined, in whole or in part, by reference
to the Tax basis of the acquired assets (or any other property) in the hands of
the transferor or (ii) acquired the stock of any corporation that is a qualified
subchapter S subsidiary.

G. Seller has paid all applicable State of Florida sales and use tax
on its initial purchase of the furniture, fixtures and equipment to be conveyed
to Buyer hereunder. Seller's engagement of the broker referred to in Section
11.15 of this Agreement will not result in the inability of Buyer to rely on the
Florida sales tax exemption for occasional sales pursuant to Rule 12A-1.037 of
the Florida Administrative Code.

4.18 Restrictions on Business Activities. With respect to the Acquired
Assets and the Owned Real Property, there are no agreements (non-compete or
otherwise), arrangements, commitments, judgments, injunctions, orders or decrees
to which Colonial is party or otherwise binding on Colonial, the Colonial
Business, the Acquired Assets or the Retained Property that has or reasonably
could be expected to have the effect of prohibiting or impairing the conduct
necessary or required by Buyer to continue to operate the Colonial Business as
conducted prior to the Closing.

4.19 Intellectual Property. Section 4.19 of the Seller's Disclosure
Schedule sets forth a description of the Intellectual Property for which
Colonial or Parent has rights to use in the conduct of the Colonial Business.
The conduct of the Colonial Business as presently conducted and the conduct and



the use and exploitation of the Intellectual Property do not infringe or
misappropriate any rights held or asserted by any person, and no person is
infringing on the Intellectual Property. Except as set forth in the Acquired
Contracts, no payments are required for the continued use of the Intellectual
Property. None of the Intellectual Property has ever been declared invalid or
unenforceable, or is the subject of any pending or threatened action for
opposition, cancellation, declaration, infringement, invalidity,
unenforceability, or misappropriation or like claim, action, or proceeding.
Except as set forth on Section 4.19 of the Seller's Disclosure Schedule, all
house plans used by the Colonial Business are owned outright by Colonial or are
licensed to Colonial without payment of any fee, and may be assigned without
cost to Buyer. Seller has all rights of ownership necessary to grant Buyer and
Meritage the rights granted under the License Agreement.

4.20 Litigation. Except as set forth on Section 4.20 of the Seller's
Disclosure Schedule, there are no suits, claims, actions, arbitrations,
investigations or proceedings entered against, now pending, or, to the Knowledge
of Seller, threatened against Colonial, the Colonial Business, the Acquired
Assets or the Owned Real Property or any other party before any court,
arbitration, administrative or regulatory body or any governmental agency which
may result in any judgment, order, award, decree, liability or other
determination which will or could reasonably be expected to have any effect upon
Colonial, the Acquired Assets, the Owned Real Property or the Colonial Business.
Except as set forth on Section 4.20 of the Seller's Disclosure Schedule, neither
Colonial nor, to the Knowledge of Seller, any other party is subject to any
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continuing court or administrative order, writ, injunction or decree applicable
to the Colonial Business, the Acquired Assets or the Owned Real Property or to
their property or employees, and neither Colonial nor any other party is in
default with respect to any order, writ, injunction or decree of any court or
federal, state, municipal, or other governmental department, commission, board,
agency or instrumentality applicable to the Colonial Business.

4.21 Employees. Attached on Section 4.21 of the Seller's Disclosure
Schedule is a list of names, current annual rates of salary, bonus, employee
benefits, accrued vacation and sick time, sick pay and other compensation,
severance, benefits and perquisites, including the provision of company owned
automobiles, of all the employees and agents of Colonial whose work relates,
directly or indirectly, to the Colonial Business. To the Knowledge of Seller, no
key employee of Colonial, and no group of Colonial's employees, has any plans to
terminate his, her or its employment. Colonial is not a party to any collective
bargaining agreement with any labor union or association. There are no
discussions, negotiations, demands or proposals that are pending or that have
been conducted or made with or by any labor union or association, and there are
no pending or, to the Knowledge of Seller, threatened labor disputes, strikes or
work stoppages that may affect Colonial or the Colonial Business. Colonial is in
material compliance with all federal and state laws respecting employment and
employment practices, terms and conditions of employment, and wages and hours,
and are not engaged in any unfair labor practices. Except as accrued on the
Final Closing Balance Sheet or as set forth on Section 4.21 of the Seller's
Disclosure Schedule, Colonial may terminate any employee, with or without cause,
without liability or obligation, other than for salary and bonuses accrued
through the date of any such termination and for the obligations of Colonial
referred to in Section 4.22 below.

4.22 Employee Benefit Plans.

A. With respect to all employees and former employees of Colonial,
except as set forth on Section 4.22 of the Seller's Disclosure Schedule,
Colonial does not presently maintain, contribute to or have any liability
(including current or potential multi-employer plan withdrawal liability under
ERISA) under any: (i) non-qualified deferred compensation or retirement plan or
arrangement which is an "employee pension benefit plan" as such term is defined
in Section 3(2) of ERISA, (ii) defined contribution retirement plan or
arrangement designed to satisfy the requirements of section 401 (a) of the Code,
which is an employee pension benefit plan, (iii) defined benefit pension plan or
arrangement designed to satisfy the requirements of Section 401 (a) of the Code,
which is an employee pension benefit plan, (iv) "multi-employer plan" as such
term is defined in Section 3(37) of ERISA, (v) unfunded or funded medical,
health, or life insurance plan or arrangement for present or future retirees or
present or future terminated employees which is an "employee welfare benefit
plan" as such term is defined in Section 3(1l) of ERISA, except as required by
Section 4980B of the Code or Sections 601 through 609 of ERISA or (vi) any other
employee welfare benefit plan.

B. With respect to each of the employee benefit plans listed on
Section 4.22 of the Seller's Disclosure Schedule, Colonial has furnished to
Buyer true and complete copies of: (i) the plan documents (including any related
trust agreements), (ii) the most recent determination letter received from the
Internal Revenue Service, (iii) the latest actuarial valuation, (iv) the latest
financial statement, (v) the last Form 5500 Annual Report and (vi) all related
trust agreements, insurance contracts or other funding agreements which
implement such employee benefit plan. Neither Colonial, nor any of its



respective officers, partners, employees
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or any other "fiduciary", as such term is defined in Section 3(21) of ERISA, has
any liability for failure to comply with ERISA or the Code for any action or
failure to act in connection with the administration or investment of such
plans.

C. With respect to each plan listed on Section 4.22 of the Seller's
Disclosure Schedule: (i) Colonial has performed all obligations required to be
performed by it under each such plan and each such plan has been established and
maintained in accordance with its terms and in compliance with all applicable
laws, statutes, rules and regulations, including but not limited to the Code and
ERISA, (ii) there are no actions, suits or claims pending or threatened or
anticipated (other than routine claims for benefits) against any such plan,
(iii) each such plan can be amended or terminated after the Closing in
accordance with its terms, without liability to Colonial, Buyer or Meritage and
(iv) there are no inquiries or proceedings pending or threatened by the Internal
Revenue Service or the Department of Labor with respect to any such plan.

D. With respect to the insurance contracts or funding agreements
which implement any of the employee benefit plans listed on Section 4.22 of the
Seller's Disclosure Schedule, such insurance contracts or funding agreements are
fully insured or the reserves under such contracts are sufficient to pay claims
incurred.

E. Each plan listed on Section 4.22 of the Seller's Disclosure
Schedule that is intended to be qualified under Section 401 (a) of the Code has
been determined by the Internal Revenue Service to so qualify and each trust
created thereunder has been determined by the Internal Revenue Service to be
exempt from tax under Section 501 (a) of the Code and nothing has occurred since
the date of the most recent determination that would be reasonably likely to
cause any such plan or trust to fail to qualify under Section 401 (a) of the
Code.

F. With respect to each plan listed on Section 4.22 of the Seller's
Disclosure Schedule that is intended to be qualified under Section 401 (a) of the
Code, a "partial termination" will be deemed to have occurred and each "affected
employee" will become fully vested in his or her accrued benefit and/or account
balance in such plan, or plans, as of the Closing Date. The term partial
termination and affected employee shall be defined by reference to Code Section
411 (d) (3) and the regulations and interpretations issued thereunder.

4.23 Insurance. Section 4.23 of the Seller's Disclosure Schedule lists and
briefly describes each insurance policy and fidelity bond, including performance
improvement bonds, maintenance bonds, labor and material bonds and other bonds
related to the Owned Real Property (collectively, the "BONDS"), maintained by
Colonial with respect to their properties or business, and sets forth the date
of expiration of each such insurance policy. All of such insurance policies and
Bonds are in full force and effect and Colonial is not in default with respect
to its obligations under any of such insurance policies or Bonds. Except as set
forth on Section 4.23 of the Seller's Disclosure Schedule, there is no claim of
Colonial pending under any of such policies or Bonds as to which coverage has
been questioned, denied or disputed by the underwriters of such policies or
Bonds and there has been no threatened termination of, or material premium
increase with respect to, any of such policies. The insurance coverage of
Colonial is customary for entities of similar size engaged in similar lines of
business.

4.24 Affiliate Transactions. Except as set forth on Section 4.24 of the
Seller's Disclosure Schedule, neither Colonial or Parent nor any employee,
officer, member, shareholder
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or affiliate thereof, or any member of their immediate family, or any entity in
which any of such persons owns any beneficial interest (other than a publicly
held corporation whose stock is traded on a national securities exchange or in
the over-the-counter market and less than 1% of the stock of which is
beneficially owned by any of such persons) has any agreement with Colonial or
any interest in any property (real, personal or mixed, tangible or intangible)
used in or pertaining to the Colonial Business. For purposes of the preceding
sentence, the members of the immediate family of a person will consist of the
spouse, parents, children, siblings, mothers- and fathers-in-law, sons- and
daughters-in-law and brothers- and sisters-in-law of such person.

4.25 Compliance with Laws. Colonial and Parent and their respective
officers, agents, employees, members, shareholders and affiliates have
materially complied with all Applicable Laws, which affect the Colonial
Business. No claims have been filed against Colonial alleging a violation of any
Applicable Laws, except as set forth on Section 4.25 of the Seller's Disclosure
Schedule. Without limiting the generality of the foregoing, Colonial has not
materially violated, or received a notice or charge asserting any violation of,
OSHA, or any other state, federal, regional and local acts (including rules and



regulations thereunder) regulating or otherwise affecting employee health and
safety. Colonial has not given or agreed to give any money, gift or similar
benefit (other than incidental gifts of articles of nominal value) to any actual
or potential customer, supplier, governmental employee or any other person in a
position to assist or hinder Colonial in connection with any actual or proposed
transaction.

4.26 Permits.

A. Colonial possesses all approvals, authorizations, certificates,
consents, franchises, licenses and permits necessary for the lawful conduct of
its business (collectively, the "PERMITS"), including but not limited to the
Permits listed in Section 4.26 of the Seller's Disclosure Schedule. Such Permits
are in full force and effect, no violations have occurred with respect thereto,
and to the Knowledge of Seller, no basis exists for any limitation, revocation
or withdrawal thereof.

B. Colonial also possesses (or there have been granted by the
applicable governmental authorities with respect to the Owned Real Property) the
subdivision, development, construction and sale permits, development orders,
concurrency certifications, and other authorizations, approvals, and
entitlements set forth on Section 4.26 of the Seller's Disclosure Schedule
(collectively "LAND USE ENTITLEMENTS"). With respect to the Owned Real Property,
no approvals are required as of the Closing from any Governmental Authority to
complete the development and construction of homes and the sale thereof in the
respective Owned Real Property, there are in full force and effect validly
issued building permits for each home under construction or completed and
Colonial has no notice of any pending or threatened moratorium or other
restriction that would preclude the obtaining of building permits for any homes
on such Owned Real Property not yet under construction or for which building
permits have not been obtained. No decision-making body has denied or withheld
any Land Use Entitlements.

C. All required surface water management permits for the Owned Real
Property have been issued by the South Florida Water Management District and any
other applicable governing body. The construction of all necessary surface water
management facilities has been completed in accordance with the surface water
management permits issued
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for the Owned Real Property and certified as complete by the engineer of record,
and said permits have been converted to operating permits by the applicable
agencies.

D. Except for cash bonds that are related to home construction,
which are an Acquired Asset, Colonial shall receive the benefit of all cash and
other performance bonds posted prior to the Closing in satisfaction of the
condition imposed by the Land Use Entitlements, and any assets or cash released
upon satisfaction of the requisite obligations after closing shall be paid to
Colonial.

4.27 Membership Records; Minute Books. The minute books of Colonial made
available to Meritage are the only minute books of Colonial and its subsidiaries
and contain an accurate summary of all meetings of directors (or committees
thereof) and members or shareholders or actions by written consent since the
time of incorporation of Colonial.

4.28 Budgets. Section 4.28 of the Seller's Disclosure Schedule sets forth
the site development budgets for the Owned Real Property. Such budgets include
adequate provision for (i) costs to complete remaining site improvement work and
amenities and (ii) Colonial's obligation to fund any homeowners association
reserve deficiency amounts to the extent of such obligations. Such budgets are
complete and were prepared by Colonial in good faith and the assumptions
underlying such budgets are reasonable.

4.29 Hurricane Damage. Except as set forth on Section 4.29 of the Seller's
Disclosure Schedule, none of the Owned Real Property suffered any material
damage as a result of the hurricanes that struck Florida during 2004.

4.30 Disclosure. Neither this Agreement nor the Seller's Disclosure
Schedule or Exhibits hereto contains any untrue statement of a material fact or,
to the Knowledge of Seller, omits to state a material fact necessary to make the
statements contained herein or therein, in light of the circumstances in which
they were made, not misleading, and there is no fact which has not been
disclosed to Meritage or Buyer which materially adversely affects or could
reasonably be anticipated to materially adversely affect the financial
condition, results of operations, customer, employee or supplier relations,
business condition, or prospects of Colonial, the Colonial Business, the
Acquired Assets or the Owned Real Property. To the Knowledge of Seller, (i)
there are no defects, deficiencies or inaccuracies in any of the information
furnished by Seller to Buyer or Meritage with respect to the Colonial Business
and (ii) all information furnished by Seller to Buyer or Meritage with respect
to the Colonial Business is accurate and complete.



4.31 Condominiums.

A. The Condominium Projects have been developed in accordance with
Applicable Laws, and in accordance with all of the organizational documents
applicable to each Condominium Project, including but not limited to the
declaration of condominium, articles of incorporation, bylaws and rules and
regulations applicable to the Condominium Project, and the Seller has satisfied
all of its obligations under the foregoing.

B. Each of the Condominium Projects is governed by a condominium
association organized as a not for profit corporation under the laws of the
state of Florida and in
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accordance with the Condominium Act (each a "CONDOMINIUM ASSOCIATION",
collectively the "CONDOMINIUM ASSOCIATIONS"). Each Condominium Association is
controlled by Colonial and has been operated and managed by Colonial in
accordance with Applicable Laws and the Condominium Association's organizational
documents.

C. Colonial has established and funded all requisite capital
reserves for each Condominium Associations, which reserves have not been spent
or otherwise depleted by Colonial and/or the Condominium Association, and which
reserves shall remain the property of each Condominium Association after the
Closing Date.

D. All retail sales contracts for condominium units within the
Condominium Projects comply with Applicable Laws, and the retail buyers
thereunder have been provided with all documents and materials required by
Applicable Laws.

E. True and complete copies of the offering prospectus required by
the Condominium Act and true and complete copies of all offering materials
required to be provided to retail buyers under the Condominium Act have been
delivered to Buyer.

F. All earnest money deposits received by Seller for residential
condominium units within the Condominium Projects are held in escrow with Beta
Title Company and Worthington Title Company, in accordance with the Condominium
Act. No reservation or other deposits have been accepted. Colonial's rights in
and to the escrow account holding the foregoing deposits shall be assigned to
Buyer at Closing.

G. All improvements constructed as of the Closing Date within the
Condominium Projects have been constructed pursuant Applicable Laws and the
applicable declaration of condominium, and the statutory warranties provided in
section 718.203, Florida Statutes, are hereby made and extended by Colonial, as
developer, to (i) Buyer, (ii) the respective Condominium Association, and (iii)
all retail buyers within the Condominium Project for all improvement built
before the Closing.

4.32 Retail Sales Contracts. Section 4.32 of the Seller's Disclosure
Schedule lists as of the date hereof all of the retail sales agreements Seller
has entered into concerning the sale and delivery of homes within the Owned Real
Property (the "RETAIL SALES CONTRACTS") and the earnest money deposits made
pursuant thereto. Each of the Retail Sales Contracts complies with Applicable
Laws and is valid, binding and in full force and effect and is free of default.
True and complete copies of the Retail Sales Contracts have been delivered to
Buyer. All earnest money deposits for condominium units are held with an escrow
agent pursuant to the foregoing Section 4.31, and all earnest money deposits for
single family homes have been paid directly to the Seller pursuant in accordance
with Applicable Laws.

4.33 Covenants, Conditions and Restrictions. All Housing Units conform
with the requirements of any applicable covenants, conditions, restrictions and
declarations (the "CCRs") and have received all requisite approvals required
pursuant to the CCRs.

4.34 Associations. All of the Associations are controlled by Seller in
accordance with Applicable Laws, and have been duly organized and are in good
standing under Applicable Laws, and have been operated and managed by Seller in
accordance with Applicable Laws and
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all organizational documents applicable thereto, including without limitation,
the articles of incorporation, bylaws, CCRs applicable to each Association, and
declaration of condominium applicable to each such Condominium Association. The
minute books of all Associations shall be made available to Buyer and shall be
delivered to Buyer at Closing.

4.35 Coastal Construction Control Line. No portion of the Owned Real
Property is affected by the Coastal Construction Control Line as defined in
section 161.053, Florida Statutes.



ARTICLE V
CONDUCT OF COLONIAL PENDING THE CLOSING

Colonial and Parent hereby covenant and agree that from the date hereof to
the Closing Date:

5.1 Conduct of Business Pending the Closing. Seller will take no action
except in the ordinary course, on an arm's length basis, and in accordance with
all Applicable Laws and past custom and practice, and Seller will not, directly
or indirectly, do and Seller will not permit to occur any of the following,
without the prior written consent of Meritage:

A. cancel or terminate or permit to be canceled or terminated
Colonial's current insurance (or reinsurance) policies or permit any of the
coverage thereunder to lapse, unless simultaneous with such termination,
cancellation or lapse, replacement policies providing coverage equal to or
greater than the coverage under the canceled, terminated or lapsed policies for
substantially similar premiums are in full force and effect;

B. sell, lease, encumber, or otherwise dispose of any of the
Acquired Assets or the Optioned Real Property other than, in the case of lots
and homes held for sale in the ordinary course, the sale of such lots or homes
in the ordinary course of Colonial's business as previously conducted;

C. without the prior written consent of Buyer or Meritage, acquire
or enter into any option or other agreement to acquire any real property or
other material assets;

D. default under any material contract, agreement, commitment or
undertaking;

E. violate or fail to comply with any Applicable Laws;

F. fail to maintain and repair the Acquired Assets and the Owned
Real Property in accordance with good standards of maintenance and as required
in any leases or other agreements pertaining thereto;

G. enter into or modify any employment, severance or similar
agreements or arrangements with, or adopt or amend any bonus, profit sharing,
compensation, stock option, pension, retirement, deferred compensation,
employment or other benefit plan, trust, fund or group arrangement for the
benefit or welfare of any officers, directors, employees or consultants;
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H. except in the ordinary course of business, consistent with
historical practices, modify or terminate any of the Acquired Contracts or enter
into any new contracts that would become Acquired Contracts;

I. acquire (by merger, exchange, consolidation, acquisition of stock
or assets or otherwise) any corporation, partnership, joint venture or other
business organization or division or material assets thereof;

J. issue or create any additional shares or other ownership
interests in Colonial or issue or create any warrants, obligations,
subscriptions, options or other commitments under which any additional shares or
other ownership interests in Colonial might be authorized, issued or
transferred;

K. incur any indebtedness for borrowed money or issue any debt
securities except the borrowing of working capital in the ordinary course of
business and consistent with past practice;

L. (i) enter into any contract or arrangement which results in a
financial commitment that exceeds in the aggregate $100,000 or one year or (ii)
except in the ordinary course of business consistent with historical practices,
pay any obligation or liability, fixed or contingent, other than current
liabilities;

M. waive or compromise any right or claim (other than as required to
resolve any pending or threatened litigation disclosed in the Seller's
Disclosure Schedule or warranty claims);

N. start more "spec" homes than is consistent with past practice;

0. commit any act described in Section 4.10;

P. except for distributions necessary for Colonial or Parent or
Parent's ultimate owners to pay Taxes in respect of the Colonial Business, pay

any dividends or make any distributions; or

Q. agree to do any of the actions described in the preceding clauses
A through P.



5.2 Business Relationships. Seller will exercise its best efforts to:

A. preserve intact the Acquired Assets and the Owned Real Property
and any assets associated with the Colonial Business;

B. maintain all facilities and equipment in good condition, ordinary
wear and tear excepted;

C. keep available the services of Colonial's officers and employees
as a group;
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D. maintain satisfactory relationships with suppliers, distributors,
customers and others having business relationships with Colonial; and

E. upon execution of this Agreement, adopt Meritage's policy with
respect to purchases of homes by relatives, family members and affiliates.

5.3 Notification of Certain Matters. Seller will:

A. confer on a regular basis with representatives of Meritage and
report operational matters and the general status of ongoing operations;

B. notify Meritage of any material adverse change in the Colonial
Business or in the operation of its properties and of any governmental or third
party complaints, investigations or hearings (or communications indicating that
the same may be contemplated);

C. not take any action which would render, or which reasonably may
be expected to render, any representation or warranty made by it in this
Agreement untrue at, or at any time prior to, the Closing; and

D. promptly notify Meritage if Seller discovers that any
representation or warranty made in this Agreement was when made, or has
subsequently become, untrue.

5.4 Required Approvals. As promptly as practicable after the date of this
Agreement, Meritage, Buyer and Colonial will cooperate in making all filings
required by Applicable Laws in order to consummate the transactions contemplated
by this Agreement. The parties also will cooperate with each other in obtaining
all consents for Acquired Contracts in accordance with Section 7.2C.

ARTICLE VI
ADDITIONAL AGREEMENTS

6.1 Employment; Transition Matters.

A. Colonial will be responsible for any severance or other payments,
including, but not limited to, other compensation, benefits and perquisites
incurred in connection therewith and during the period prior to the Closing
Date. Seller agrees to retain liability for any COBRA continuation coverage with
respect to any qualified beneficiary whose qualifying event occurs on or before
the Closing Date. The terms COBRA continuation coverage, qualified beneficiary,
and qualifying event shall be defined by reference to Section 4980B of the Code
and the regulations and interpretations issued thereunder. Subject to Section
7.2, immediately after the Closing, Buyer agrees to hire such employees of
Colonial on an "at will" basis as it determines in its sole discretion are
necessary and Colonial will cooperate with Buyer to that end. In addition, Buyer
will employ Anthony Persichilli pursuant to the terms of that employment
agreement, in the form attached hereto as EXHIBIT F (the "PERSICHILLI EMPLOYMENT
AGREEMENT") . Buyer shall use reasonable commercial efforts, without incurring
any material incremental monetary obligation, to credit all employees hired
pursuant to this Section 6.1A with service with Colonial for purposes of
seniority, eligibility and vesting under Buyer's employee benefit plans,
programs or arrangements which such employees may be eligible to participate.
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Buyer shall also use reasonable commercial efforts, without incurring any
material incremental monetary obligation, to waive all limitations as to
pre-existing condition exclusions and waiting periods with respect to
participation and coverage requirements applicable to employees of Buyer under
any welfare benefit plans that such employees are eligible to participate in
after the Closing, other than to the extent that exclusions or waiting periods
already in effect with respect to such employees have not been satisfied as of
the Closing Date under any welfare benefit plan maintained for employees
immediately prior to the Closing Date.

B. For a period of six months from the Closing Date, Seller will
lease to Buyer the employees listed on Schedule 6.1B. Such employees are
employed by Seller in Montgomery, Alabama and handle accounting related
functions for the Colonial Business. Buyer will reimburse Seller for the salary
and direct employment related costs incurred by Seller relating to these
employees as set forth on Schedule 6.1B. Direct employment related costs shall



not include any costs and expenses incurred as a result of Seller's violation of
any Applicable Laws in relation to said employees, including but not limited to
any violation or alleged violation of any civil rights laws, anti-discrimination
laws, wage and hour and compensation laws. Buyer shall be entitled to utilize
the services of these employees in connection with the transition of the
Colonial Business in a manner reasonably consistent with their utilization by
Seller prior to the Closing; provided, however, neither Seller or the employees
listed on Schedule 6.1B are obligated to assist Buyer with Buyer's installation
or implementation of Buyer's new computer system(s) relating to the Colonial
Business. Upon expiration of such six month period, Buyer will have the right to
interview and offer employment to the leased employees listed on Schedule 6.1B
which are identified by Colonial and Buyer with an asterisk (*); provided,
however, Buyer will be under no obligation to hire any of the leased employees.

C. For a period of six months following the Closing Date, Buyer will
be entitled to use Seller's accounting and finance related computer systems in
connection with the transition of the Colonial Business. The parties agree there
will be no charge for such use.

6.2 Break-Up Fee.

A. If the transactions contemplated by this Agreement are not
consummated due to the following: (i) a material breach of any representation,
warranty or covenant of Seller as contained herein, (ii) Colonial fails to close
the transaction without cause or (iii) Seller breaches Section 6.3 and, with
respect to clause (iii) only, prior to February 11, 2005, agrees to a term
sheet, letter of intent or definitive agreement, whether oral or in writing,
relating to the acquisition of the Colonial Business, in whole or in part,
whether through purchase, merger, consolidation or other business combination
(other than sales of inventory or immaterial portions of Colonial's assets in
the ordinary course) and such transaction is ultimately consummated, then
immediately upon the occurrence of any such event, subject to Section 10.3,
Seller will pay to Meritage the sum of [ * ] (the "BREAK-UP FEE").

B. If the transactions contemplated by this Agreement are not
consummated due to the following: (i) a material breach of any representation,
warranty or covenant of Meritage or Buyer as contained herein or (ii) Meritage
or Buyer fails to close the transaction without cause then immediately upon the
occurrence of any such event, subject to Section 10.3, Meritage will pay to
Colonial the Break-Up Fee.

* Confidential information on this page has been omitted and filed separately
with the Securities Exchange Commission pursuant to a Confidential Treatment
Request.
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without cause then immediately upon the occurrence of any such event, subject to
Section 10.3, Meritage will pay to Colonial the Break-Up F