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PART I - - FINANCIAL INFORMATION

 
Item 1.  Financial Statements
 

MERITAGE HOMES CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

 
 

March 31, December 31,
 

2005 2004
 

(in thousands, except share data)
Assets

Cash and cash equivalents $ 44,828 $ 47,876
Real estate 1,002,078 867,218
Real estate not owned 8,185 18,344
Deposits on real estate under option or contract 140,425 129,072
Receivables 12,512 15,974
Goodwill 114,313 91,475
Intangibles, net 2,569 —
Property and equipment, net 31,086 27,742
Prepaid expenses and other assets 14,654 16,749
Investments in unconsolidated entities 52,285 50,944

      
Total assets $ 1,422,935 $ 1,265,394

      
Liabilities

Accounts payable $ 92,280 $ 77,799
Accrued liabilities 120,060 135,590
Home sale deposits 52,863 41,537
Liabilities related to real estate not owned 7,096 14,780
Deferred tax liability, net 1,517 1,518
Loans payable and other borrowings 46,870 54,419
Senior notes 481,654 416,996

      
Total liabilities 802,340 742,639

      
Minority Interests — 200
      
Stockholders’ Equity

Common stock, par value $0.01. 50,000,000 shares authorized; 32,714,480 and 31,460,050 shares issued at
March 31, 2005 and December 31, 2004, respectively * 327 315

Additional paid-in capital 283,461 209,630
Retained earnings 405,778 381,583
Treasury stock at cost, 5,704,452 shares at March 31, 2005 and December 31, 2004 * (68,971 ) (68,973 )

      
Total stockholders’ equity 620,595 522,555
      
Total liabilities and stockholders’ equity $ 1,422,935 $ 1,265,394

 

* All share amounts reflect a 2-for-1 stock split in the form of a stock dividend that occurred in January 2005.
 

See accompanying notes to consolidated financial statements
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MERITAGE HOMES CORPORATION AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
 

 

Three Months Ended March 31,
 

2005
 

2004
 

(in thousands, except per share data)
      
Home closing revenue $ 550,947 $ 423,502
Land closing revenue 221 —

551,168 423,502
      
Cost of home closings (431,622 ) (340,339 )
Cost of land closings (212 ) —

(431,834 ) (340,339 )
      
Home closing gross profit 119,325 83,163
Land closing gross profit 9 —

119,334 83,163
      
Commissions and other sales costs (31,471 ) (25,833 )
General and administrative expenses (21,997 ) (16,056 )
Loss on extinguishment of debt (31,280 ) —
Other income, net 4,135 2,189
      



Earnings before provision for income taxes 38,721 43,463
Provision for income taxes (14,525 ) (16,544 )
      
Net earnings $ 24,196 $ 26,919
      
Net earnings per common share:

Basic * $ 0.92 $ 1.02
Diluted * $ 0.86 $ 0.96

 

* Amounts reflect a 2-for-1 stock split in the form of a stock dividend that occurred in January 2005.
 

See accompanying notes to consolidated financial statements
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MERITAGE HOMES CORPORATION AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
 

Three Months Ended March 31,
2005 2004

(in thousands)
Cash flows from operating activities:

Net earnings $ 24,196 $ 26,919
Adjustments to reconcile net earnings to net cash provided by (used in) operating activities:

Depreciation and amortization 3,754 2,747
Write-off of senior note issuance costs 4,942 —
Increase in deferred tax asset — (239 )
Tax benefit from stock option exercises 2,643 900
Equity in earnings of unconsolidated entities (4,461 ) (434 )
Net increase in liabilities over assets not owned — 96

Changes in assets and liabilities, net of effect of acquisitions:
Increase in real estate (83,725 ) (6,597 )
Increase in deposits on real estate under option or contract (7,735 ) (2,254 )
Decrease (increase) in receivables and prepaid expenses and other assets 5,441 (3,527 )
Decrease in accounts payable and accrued liabilities (5,217 ) (12,218 )
Increase in home sale deposits 6,103 3,269

Net cash provided by (used in) operating activities (54,059 ) 8,662
      
Cash flows from investing activities:

Investments in unconsolidated entities (3,103 ) (4,945 )
Distributions from unconsolidated entities 1,932 916
Purchases of property and equipment (5,974 ) (4,286 )
Cash paid for acquisitions (65,956 ) (24,091 )
Cash paid for earn-out agreements — (1,015 )
Proceeds from sales of property and equipment 57 —

Net cash used in investing activities (73,044 ) (33,421 )
      
Cash flows from financing activities:

Proceeds from loans payable and other borrowings 587,600 466,800
Repayments of loans payable and other borrowings (595,149 ) (436,300 )
Proceeds from issuance of senior notes 348,250 —
Senior note issuance costs (4,414 ) —
Payments for repurchase of senior notes (283,424 ) —
Proceeds from sale of common stock, net 69,694 —
Proceeds from stock option exercises 1,498 1,150

Net cash provided by financing activities 124,055 31,650
      
Net (decrease) increase in cash and cash equivalents (3,048 ) 6,891
Cash and cash equivalents, beginning of period 47,876 4,799
Cash and cash equivalents, end of period $ 44,828 $ 11,690
 
See supplemented disclosure of cash flow information at Note 10.
 

See accompanying notes to consolidated financial statements
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MERITAGE HOMES CORPORATION AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE MONTHS ENDED MARCH 31, 2005 AND 2004

 
NOTE 1 – ORGANIZATION AND BASIS OF PRESENTATION
 

Organization.  We are a leading designer and builder of single-family homes in the rapidly growing Western and Southern states of Texas, Arizona, California,
Nevada, Colorado and Florida.  We focus on providing a broad range of first-time, move-up, luxury and active adult homes to our targeted customer base.  We and our
predecessors have operated in Arizona since 1985, in Texas since 1987 and in Northern California since 1989.  We entered the move-up market in the Las Vegas, Nevada area
in 2002 and the Inland Empire region of the greater Los Angeles area in January 2004 with our acquisition of Citation Homes of Southern California (Citation).  We began
start-up operations in the Denver, Colorado and Orlando, Florida markets in 2004, and in February 2005, we acquired Colonial Homes, a homebuilder that serves the Fort



Myers/Naples, Florida market.  In March 2005, we entered the Reno, Nevada market through a greenfield start-up operation.
 

We operate in Texas as Legacy Homes, Monterey Homes and Hammonds Homes; in Arizona as Meritage Homes and Monterey Homes; in Florida as Meritage
Homes and Colonial Homes and in Northern California, Nevada and Colorado as Meritage Homes.  At March 31, 2005, we were actively selling homes in 147 communities,
with base prices ranging from $96,000 to $927,000.
 

Basis of Presentation.  The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America and include the accounts of Meritage Homes Corporation and those of our consolidated subsidiaries, partnerships and
other entities in which we have a controlling financial interest, and variable interest entities (see Note 3) in which we are deemed the primary beneficiary (the “Company”).
Intercompany balances and transactions have been eliminated in consolidation and certain prior year amounts have been reclassified to be consistent with current financial
statement presentation.  In our opinion, these unaudited condensed consolidated financial statements reflect all adjustments, consisting only of normal recurring adjustments,
necessary to present fairly our financial position, results of operations and cash flows for the periods presented.  The results of operations for any interim period are not
necessarily indicative of results to be expected for a full fiscal year or for any future periods.  These financial statements should be read in conjunction with our consolidated
financial statements and footnotes thereto included in our annual report on Form 10-K for the year ended December 31, 2004.
 

The Company designs, constructs and sells a wide range of homes designed to meet the specific needs of each of its markets.  Because each of the Company’s
geographic homebuilding regions has similar economic characteristics, housing products and class of prospective buyers, the geographic homebuilding regions have been
aggregated into a single homebuilding segment.
 

Stock-Based Compensation.  At March 31, 2005, we had a stock-based employee compensation plan under which officers, key employees, non-employee directors
and consultants may be granted options to purchase shares of our common stock.  We currently apply the intrinsic value-based method of accounting prescribed in
Accounting Principles Board (“APB”) Opinion No. 25 “Accounting for Stock Issued to Employees”, as allowed by SFAS No. 123 “Accounting for Stock-Based
Compensation” and SFAS No. 148, “Accounting for Stock-Based Compensation – Transition and Disclosure.”  Under this method, compensation expense is recorded on the
date of the grant only if the market price of the underlying stock on the date of the grant is greater than the exercise price.  SFAS No. 123 established accounting and
disclosure requirements using a fair value-based method of accounting for stock-based employee compensation plans.  We have adopted the disclosure requirements of SFAS
No. 123.  We have not issued options with exercise prices below the market value on the date of the grant; therefore, we have not recognized compensation expense for our
stock-based plan.  Had compensation cost for this plan been determined pursuant to SFAS No. 123, our net earnings and earnings per common share would have been reduced
to the following pro forma amounts.  For the purpose of this disclosure, the value of the options is estimated by applying a Black-Scholes option pricing model and amortized
to expense over the options’ vesting periods.
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Three Months Ended March 31,
 

2005 2004
 

(in thousands, except per share amounts)
Net earnings As reported $ 24,196 $ 26,919

Deduct* (1,402) (902) 
Pro forma $ 22,794 $ 26,017

      
Basic earnings per share As reported $ 0.92 $ 1.02

Pro forma $ 0.87 $ 0.98
      
Diluted earnings per share As reported $ 0.86 $ 0.96

Pro forma $ 0.81 $ 0.93
 

* Total stock-based compensation expense determined under the fair value method for awards, net of related tax effects.
 

The fair value for options granted in the first quarter of 2005 and 2004 was established at the date of grant using a Black-Scholes option pricing model with the
following weighted average assumptions.
 

 

Three Months Ended
March 31,

 

2005
 

2004
Expected dividend yield 0% 0%
Risk-free interest rate 4.44% 3.83%
Expected volatility 52% 53%
Expected life (in years) 7 7

 
The weighted average fair value of the options for the three months ended March 31, 2005 and 2004 are $34.26 and $18.35, respectively.

 
We have generally granted options only to employees and non-employee directors.  To date, the amount of compensation expense recorded in association with granting
options to other individuals has not been material.
 

Common Stock Repurchase.  In August 2004, the Board of Directors approved a stock buyback program authorizing the expenditure of up to $50 million to
repurchase shares of our common stock.  As of March 31, 2005, we had not purchased any shares under this program.  No date for completing the program has been
determined, but we will purchase shares subject to applicable securities law, and at times and in amounts as management deems appropriate.
 

Off-Balance Sheet Arrangements.  We often acquire finished homesites at market prices from various development entities under fixed price purchase agreements. 
This lot acquisition strategy reduces the financial requirements and risks associated with the direct ownership of undeveloped land.  We are subject to customary obligations
associated with these purchase agreements, which typically require us to make deposits in the form of cash or letters of credit.  These deposits may be forfeited if we fail to
perform under the agreement.  As of March 31, 2005, we had entered into purchase agreements with an aggregate purchase price of approximately $2.1 billion, by making
deposits of approximately $141.5 million in the form of cash and approximately $50.9 million in letters of credit.
 

Occasionally, we enter into land development joint ventures.  We and/or our joint venture partners occasionally provide limited repayment guarantees.  As of
March 31, 2005, we had limited repayment guarantees of approximately $15.5 million.
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We and our joint venture partners are also typically obligated to the project lenders to complete land development improvements if the joint venture does not perform

the required development.  Provided we and the other joint venture partners are in compliance with these completion obligations, the project lenders would be obligated to



fund these improvements through any financing commitments available under the applicable joint venture development and construction loans.  In addition, we and our joint
venture partners have from time to time provided unsecured environmental indemnities to joint venture project lenders.  In some instances, these indemnities are subject to
caps.  These indemnities obligate us to reimburse the project lenders only for claims related to environmental matters for which such lenders are held responsible.  As part of
our project acquisition due diligence process to determine potential environmental risks, we generally obtain an independent environmental review from outside consultants.
 

Additionally, we and our joint venture partners have agreed to indemnify third party surety providers with respect to performance bonds issued on behalf of certain
of our joint ventures.  If a joint venture does not perform its obligations, the surety bond could be called.  If these surety bonds are called and the joint venture fails to
reimburse the surety, we and our joint venture partners would be obligated to indemnify the surety.  These surety indemnity arrangements are generally joint and several
obligations with our other joint venture partners.  As of March 31, 2005, there were approximately $13.4 million of surety bonds outstanding subject to these indemnity
arrangements.  None of these bonds have been called to date and we believe it is unlikely that any of these bonds will be called.
 

We also obtain letters of credit and surety bonds in support of our related obligations with respect to the development of our projects.  The amount of these
obligations outstanding at any time varies depending on the stage and level of our development activities.  In the event the letters of credit or bonds are drawn upon, we would
be obligated to reimburse the issuer of the letter of credit or bond.  At March 31, 2005, we had approximately $50.9 million in outstanding letters of credit and $166.2 million
in performance bonds for such purposes.  We believe it is unlikely that any of these letters of credit or bonds will be drawn upon.
 

Warranty Reserves.  We have certain obligations related to post-construction warranties and defects related to homes closed.  We have estimated these reserves
based on historical data and trends with respect to similar product types and geographic areas.  Warranty reserves are included in accrued liabilities on the accompanying
consolidated balance sheets.  Additions to warranty reserves are included in cost of sales within the accompanying statement of earnings. We periodically review the adequacy
of our warranty reserves, and believe they are sufficient to cover potential costs for materials and labor related to post-construction warranties and defects.  A summary of
changes in our warranty reserve follow (in thousands):
 

 

Three Months Ended
March 31,

 

 

2005
 

2004
 

Warranty reserve, beginning of period $ 14,967 $ 9,253
Additions to reserve 3,546 2,271
Warranty claims and expenses (2,213) (1,537)
Warranty reserve at end of period $ 16,300 $ 9,987

 
Recently Issued Accounting Pronouncements.  In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (revised 2004),

“Share-Based Payment” (“SFAS No. 123R”), effective for the first fiscal year beginning after June 15, 2005.  SFAS 123R requires that all stock-based compensation be
treated as a cost that is reflected in the financial statements.  The Company is required to adopt the new standard for its fiscal year beginning January 1, 2006.  The Company
is currently reviewing the effect of this statement on the Company’s consolidated financial statements.
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NOTE 2 – REAL ESTATE AND CAPITALIZED INTEREST
 
Real estate consists of the following (in thousands):
 

 

March 31, 2005
 

December 31, 2004
      
Homes under contract under construction $ 577,802 $ 492,378
Finished home sites 198,648 179,306
Home sites under development 106,564 83,735
Unsold homes completed and under construction 57,585 53,098
Model homes 11,154 1,294
Model home lease program 46,870 53,819
Land held for development 3,455 3,588

$ 1,002,078 $ 867,218
 

We capitalize all development period interest costs incurred in connection with the development and construction of real estate. Capitalized interest is allocated to real
estate when incurred and charged to cost of home closings when the related property is delivered. Certain information regarding interest follows (in thousands):

 
Three Months Ended

March 31,
2005 2004

      
Capitalized interest, beginning of period $ 19,701 $ 13,074
Interest incurred and capitalized 10,129 8,191
Amortization to cost of home closings (7,928 ) (6,682)
Capitalized interest, end of period $ 21,902 $ 14,583
 
NOTE 3 – VARIABLE INTEREST ENTITIES AND CONSOLIDATED REAL ESTATE NOT OWNED
 

Financial Accounting Standards Board (FASB) Interpretation No. 46 (revised December 2003), “Consolidation of Variable Interest Entities” (“FIN 46R”) requires
the consolidation of entities in which an enterprise absorbs a majority of the entity’s expected losses, receives a majority of the entity’s expected residual returns, or both, as a
result of ownership, contractual or other financial interests in the entity.  Prior to the issuance of FIN 46R, entities were generally consolidated by an enterprise when it had a
controlling financial interest through ownership of a majority voting interest in the entity.  FIN 46R applied immediately to variable interests created after January 31, 2003,
and with respect to variable interests created before February 1, 2003, FIN 46R application was deferred and not required to be applied until the end of the first reporting
period ending after March 15, 2004.  Accordingly, we fully implemented FIN 46R by March 31, 2004.
 

Under FIN 46R, a variable interest entity, or VIE, is created when (i) the equity investment at risk is not sufficient to permit the entity to finance its activities without
additional subordinated financial support from other parties or (ii) equity holders either (a) lack direct or indirect ability to make decisions about the entity, (b) are not
obligated to absorb expected losses of the entity or (c) do not have the right to receive expected residual returns of the entity if they occur.
 

Based on the provisions of FIN 46R, we have concluded that when we enter into option or purchase agreements to acquire land or lots from an entity and pay a non-
refundable deposit, a VIE is created because we are deemed to have provided subordinated financial support, which refers to variable interests that will absorb some or all of
an entity’s expected losses if they occur.  For each VIE created where the fair value of
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the land or lots under contract are not more than half of the total fair value of the entity’s assets, we are not deemed to be the primary beneficiary of the VIE and therefore do
not consolidate the assets on our consolidated financial statements. For each VIE created where the fair value of the land or lots under contract are more than half of the total
fair value of the entity’s assets, then we compute expected losses and residual returns based on the probability of future cash flows as outlined in FIN 46R.  If we are deemed to
be the primary beneficiary of the VIE, because we are obligated to absorb the majority of the expected losses, receive the majority of the residual returns, or both, we will
consolidate the VIE in our consolidated financial statements.  Not all of our purchase or option agreements are determined to be VIEs.
 

We have applied FIN 46R by developing a methodology to determine whether or not we are the primary beneficiary of the VIE.  Part of this methodology requires
the use of estimates in assigning probabilities to various future cash flow possibilities relative to changes in the fair value and changes in the development costs associated with
the property.  Although we believe that our accounting policy properly identifies our primary beneficiary status with these VIEs, changes in the probability estimates could
produce different conclusions regarding our primary beneficiary status.
 

We generally do not have any ownership interest in the VIEs that hold the lots and land under option or contract, and accordingly, we generally do not have legal or
other access to the VIE’s books or records.  Therefore, it is not possible for us to compel the VIEs to provide financial or other data to us in performing our primary
beneficiary evaluation.  Accordingly, this lack of information from the VIEs may result in our evaluation being conducted primarily based on management judgements and
estimates.
 

Creditors, if any, of the entities with which we have option agreements have no recourse against us.  In most cases, the maximum exposure to loss in our option
agreements is limited to our option deposit.  Occasionally, we may be at risk for items over budget related to land development on property we have under option.  In these
cases, we have contracted to complete development at a fixed cost on behalf of the land owner.  Some of our option deposits may be refundable if certain contractual
conditions are not performed by the party selling the lots.
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The table below presents a summary of our lots under option at March 31, 2005 (dollars in thousands):

 

    

Option/Earnest
Money Deposits

 

# of
Lots

Fair
Value

Purchase
Price

 

Cash
 

Letters
of Credit

Specific performance options (1) 148 $ 6,759 $ 6,759 $ 778 —
Options recorded on balance sheet(2) 19 1,426 1,466 311 —

Total options recorded on balance sheet as real estate not owned (3) 167 8,185 8,225 1,089 —
            
Option contracts not recorded on balance sheet – non-refundable deposits

(3) 25,921 — 1,441,004 115,987 $ 50,903
Purchase contracts not recorded on balance sheet – non-refundable

deposits (3) 11,866 — 400,247 20,877 —
Purchase contracts not recorded on balance sheet – refundable deposits (4) 7,383 — 222,517 3,561 —

Total options not recorded on balance sheet 45,170 — 2,063,768 140,425 50,903
Total lots under option or contract 45,337 $ 8,185 $ 2,071,993 $ 141,514 $ 50,903

 

(1)  Fair value of specific performance options approximates purchase price due to the short-lived nature of the options.
(2)  The purpose and nature of these consolidated lot option contracts (VIE’s) is to provide the Company the option to purchase lots in anticipation of building homes on the
lots in the future.
(3)  Deposits are non-refundable except if certain contractual conditions are not performed by the selling party.
(4)  Deposits are refundable at our sole discretion.
 
Note:  Except for our specific performance options, none of our option agreements require us to purchase lots.  Our option to purchase lots remains effective so long as we
purchase a pre-established minimum number of lots each month or quarter, as determined by the agreement.  The pre-established number of lots typically is structured to
approximate our expected rate of home orders.
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NOTE 4 – INVESTMENTS IN UNCONSOLIDATED ENTITIES
 

We enter into homebuilding and land development joint ventures from time to time as a means of accessing larger parcels of land and lot positions, expanding our
market opportunities, managing our risk profile and leveraging our capital base.  At March 31, 2005, we had equity investments of 50% or less and did not have controlling
financial interests in these unconsolidated entities.  Our partners generally are unrelated homebuilders, land sellers or other real estate entities.  We also enter into mortgage
and title business joint ventures from time to time.  These unconsolidated entities follow accounting principles generally accepted in the United States of America and we
share in their profits and losses generally in accordance with our ownership interests.
 

We and/or our joint venture partners sometimes obtain certain options or enter into other arrangements under which we can purchase portions of the land held by the
unconsolidated joint ventures.  Option prices are generally negotiated prices that approximate fair value when we enter into the option contract.  Our share of the joint venture
earnings is deferred until homes are delivered by us and title passes to a homebuyer. At such time, we allocate our joint venture earnings to the land acquired by us as a
reduction in the basis of the property. Summarized condensed financial information related to unconsolidated joint ventures that are accounted for using the equity method
was as follows:
 

March 31, December 31,
 

2005 2004
 

(in thousands)
 

Assets:
Cash $ 12,778 $ 8,689
Inventories 215,652 227,104
Other assets 24,819 13,026

Total assets $ 253,249 $ 248,819
      
Liabilities and equity:



Accounts payable and other liabilities $ 18,010 $ 13,284
Notes and mortgages payable 126,972 145,209
Equity of:

Meritage 38,962 40,785
Other 69,305 49,541

Total liabilities and equity $ 253,249 $ 248,819
 

 

Three Months Ended March 31,
 

 

2005 2004
 

 

 

(in thousands)
 

Revenues $ 30,668 $ 3,676
Costs and expenses (20,830) (1,887 )
Net earnings of unconsolidated entities $ 9,838 $ 1,789
      
Meritage’s share of pre-tax earnings $ 4,461 $ 433

 
 

Our share of net earnings, including any applicable management fees, is recorded in “Other income, net” on our consolidated statements of earnings.
 

At March 31, 2005 and December 31, 2004, our investment in unconsolidated entities includes $1.8 million and $2.9 million, respectively, related to the difference
between the amounts at which our investments
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are carried and the amount of underlying equity in net assets.  This amount will be amortized to equity of earnings of unconsolidated entities over the lives of the respective
joint ventures.
 

In addition to joint ventures accounted for under the equity method summarized in the above table, at March 31, 2005, and December 31, 2004, our investment in
unconsolidated entities included joint ventures recorded under the cost method.  These joint ventures have obtained large parcels of land and are designed to perform off-site
development work and to sell lots to the joint venture members.  As of March 31, 2005, and December 31, 2004, our investment in unconsolidated entities recorded under the
cost method was $11.5 and $7.2 million, respectively. As of March 31, 2005, we have not recorded any income or distributions from these joint ventures.
 
NOTE 5 – LOANS PAYABLE AND OTHER BORROWINGS
 
Loans payable consist of the following (in thousands):
 

March 31, December 31,
2005 2004

$400 million unsecured revolving credit facility maturing May 2009 with extension provisions, and interest payable
monthly approximating LIBOR (approximately 3.115% at March 31, 2005) plus 2.0% or prime (5.75% at March 31,
2005) $ — $ —

      
Model home lease program, with interest in the form of lease payments payable monthly approximating LIBOR

(approximately 3.115% at March 31, 2005) plus 4.25% 46,870 53,819
      
Acquisition and development seller carry back financing, interest payable at a fixed rate of 7% per annum, paid in full in

2005 — 600
      

Total loans payable and other borrowings $ 46,870 $ 54,419
 

During January 2005 we determined that the construction costs and related debt associated with model homes which are owned and leased to us by others and that
we use to market our communities are required to be included on our balance sheet.  We do not legally own the model homes, but we are reimbursed by the owner for our
construction costs and we have the right, but not the obligation, to purchase these homes.  Although we have no legal obligation to repay any amounts received from the third-
party owner, such amounts are recorded as debt and are typically deemed repaid when we simultaneously exercise our option to purchase the model home and sell such model
home to a third-party home buyer.  Should we elect not to exercise our rights to purchase these model homes, the model home costs and related debt under the model lease
program will be eliminated upon the termination of the lease, which is generally between one and three years from the origination of the lease.
 
NOTE 6 – SENIOR NOTES
 

In April 2004 we issued $130 million in aggregate principal amount of our 7% senior notes due 2014.  The notes were priced to us at a slight premium implying an
interest rate to us of 6.99%.  At March 31, 2005, these notes totaled approximately $130.1 million, including unamortized premium.
 

In March 2005, we completed the private placement of $350 million in aggregate principal amount of 6.25% senior notes due 2015 which resulted in net proceeds to
the Company, after commissions, discounts and fees, of approximately $343.8 million.  The indenture which governs the new 6.25% senior notes contains
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covenants that are substantially similar to the covenants in the indentures which govern our existing 7% senior notes.
 

We used the proceeds from the issuance of the 6.25% senior notes to repurchase pursuant to a tender offer and consent solicitation approximately $276.8 million of
our outstanding 9.75% senior notes due 2011 and to pay down our bank credit facility.  In connection with this tender offer and repurchase, we recorded an after-tax one-time
charge of approximately $19.5 million for premiums, commissions and expenses associated with the tender offer and the write-off of existing offering costs associated with
the 9.75% senior notes, net of the accretion of existing note premiums on the 9.75% senior notes and taxes.  Approximately $3.2 million in principal amount of the 9.75%
senior notes remained outstanding at March 31, 2005.
 

At March 31, 2005 our outstanding 6.25% senior notes due 2015 totaled approximately $348.3 million, which includes unamortized discounts of approximately $1.7
million.
 

Our bank credit facility and senior notes contain covenants which require maintenance of certain levels of tangible net worth and compliance with certain minimum



financial ratios, place limitations on the payment of dividends and redemptions of equity, and limit the incurrence of additional indebtedness, asset dispositions, mergers,
certain investments and creations of liens, among other items.  As of and for the quarter ended March 31, 2005, we were in compliance with these covenants.  After
considering our most restrictive bank covenants, our borrowing availability under the bank credit facility was approximately $254.2 million at March 31, 2005 as determined
by borrowing base limitations defined by our agreement with the lending banks.  The revolving credit facility and senior notes restrict our ability to pay dividends, and at
March 31, 2005, our maximum permitted amount available to pay dividends was approximately $68.1 million.
 

Obligations to pay principal and interest on the bank credit facility and senior notes are guaranteed by all of our subsidiaries (collectively, the Guarantor
Subsidiaries), each of which is directly or indirectly 100% owned by Meritage Homes Corporation, other than certain minor subsidiaries (collectively, Non-Guarantor
Subsidiaries).  Such guarantees are full and unconditional, and joint and several.  Separate financial statements of the Guarantor Subsidiaries are not provided because
Meritage (the parent company) has no independent assets or operations, the guarantees are full and unconditional and joint and several, and the Non-Guarantor Subsidiaries
are, individually and in the aggregate, minor.  There are no significant restrictions on the ability of the parent company or any guarantor to obtain funds from its subsidiaries
by dividend or loan.
 
NOTE 7 – ACQUISITIONS, GOODWILL AND INTANGIBLES
 

 Colonial Homes of Florida Acquisition.  In February 2005, we purchased the homebuilding and related assets of Colonial Homes of Florida (“Colonial”), which
primarily operates in the Fort Myers/Naples area.  The purchase price was approximately $66.0 million in cash.   The results of Colonial’s operations have been included in
our consolidated financial statements as of the effective date of acquisition, February 1, 2005.
 

Goodwill and Intangibles.  Goodwill represents the excess of the purchase price of our acquisitions over the fair value of the assets acquired.  The acquisition of
Colonial was recorded using the purchase method of accounting.  The purchase price was allocated based on estimated fair values of the assets acquired and liabilities assumed
at the date of the acquisition, and is subject to change when the Company finalizes its analysis.  The excess purchase price over the fair value of the net assets acquired of
$22.5 million for Colonial was recorded as goodwill.
 

Intangible assets consist primarily of a non-compete agreement, a tradename and floor plan designs acquired in connection with our February 1, 2005 acquisition of
Colonial.  These intangible assets were valued at the acquisition date utilizing accepted valuation procedures.  The non-compete agreement is being amortized over five years
while our tradename and floor plan designs are being amortized over one year.  The acquired cost and accumulated amortization of the Company’s intangible assets was $2.8
million and $0.2 million at
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March 31, 2005.  Amortization expense for the quarter ending March 31, 2005 was $0.2 million and is expected to be approximately $1.1 million in 2005, $0.5 million in
2006 and $0.4 million in 2007, 2008 and 2009, respectively.
 

The changes in the carrying amount of goodwill for the three months ended March 31, 2005, follow (in thousands):
 

Balance at December 31, 2003 $ 91,475
Goodwill acquired – Colonial acquisition 22,528
Increase due to earn-out agreements 453
Purchase accounting adjustments (143 )
Balance at March 31, 2005 $ 114,313

 
Under the guidelines contained in SFAS No. 142, “Goodwill and Other Intangible Assets,” in the first quarter of 2005 management performed its annual assessment

of goodwill and determined that no impairment exists.
 
NOTE 8 – EARNINGS PER SHARE
 

A summary of the reconciliation from basic earnings per share to diluted earnings per share for the three months ended March 31, 2005 and 2004 follows:
 

Three Months Ended March 31,
 

2005 *
 

2004 *
 

(in thousands, except per
share amounts)

 

      
Basic average number of shares outstanding 26,218 26,468
      
Effect of dilutive securities:

Options to acquire common stock 1,966 1,636
      
Diluted average shares outstanding 28,184 28,104
      
Net earnings $ 24,196 $ 26,919
      
Basic earnings per share $ .92 $ 1.02
      
Diluted earnings per share $ .86 $ .96
      
Antidilutive stock options not included in the calculation of diluted earnings per share — —

 

* Amounts reflect a 2-for-1 stock split in the form of a stock dividend that occurred in January 2005.
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NOTE 9 – INCOME TAXES
 

Components of income tax expense are (in thousands):
 

 

Three Months Ended
March 31,



 

2005 2004
      
Federal $ 12,580 $ 14,658
State 1,945 1,886

Total $ 14,525 $ 16,544
 
NOTE 10 – SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
 

The February 2005 acquisition of Colonial Homes and the January 2004 acquisition of Citation Homes resulted in the following changes in assets and liabilities
during the first quarter of 2005 and 2004 (in thousands):
 

2005 2004
Increase in real estate $ (47,010) $ (12,036)
Increase in deposits on real estate under option or contract (1,343) (1,870)
Increase in receivables and other assets (1,065) (747)
Increase in goodwill (22,421) (11,214)
Increase in intangibles (2,763) —
Increase in property and equipment (327) (89)
Increase in accounts payable and accrued liabilities 3,750 1,704
Increase in home sale deposits 5,223 87
      
Net cash paid for acquisition $ (65,956) $ (24,165)

 
Supplemental cash flow information is as follows:
 

Three Months Ended March 31,
2005 2004

Cash paid during the period for:
Interest $ 8,529 $ 977
Income taxes $ 17,000 $ 6,373
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 Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations
 

This Quarterly Report on Form 10-Q contains forward-looking statements.  The words “believe,” “expect,” “anticipate,” “forecast”, “plan” and “project” and similar
expressions identify forward-looking statements, which speak only as of the date the statement was made.  All statements other than forward-looking statements are within the
meaning of the Private Securities Litigation Reform Act of 1995.  Such statements may include, but are not limited to, projections of revenue, income or loss, capital
expenditures and backlog; plans for future operations; financing needs or plans and liquidity; the impact of changes in interest rates; plans relating to our products or services,
acquisitions, and new or planned development projects; the demand for and pricing of our homes; the expected outcome of legal proceedings against us; the growth potential
of the markets we operate in; the sufficiency of our capital resources to support our growth strategy; the sufficiency of our warranty reserves; and our ability to continue
positive operating results in light of current economic and political conditions, as well as assumptions relating to the foregoing.
 

Actual events and results may differ materially from those expressed in forward-looking statements due to a number of factors.  Risks identified in Exhibit 99.1 to
this Quarterly Report on Form 10-Q and in our Annual Report on Form 10-K for the year ended December 31, 2004, including those under the caption “Management’s
Discussion and Analysis of Financial Condition and Results of Operations - Factors That May Affect Our Future Results and Financial Condition” describe factors, among
others, that could contribute to or cause such differences.  These factors may also affect our business generally and as a result, our stock and note prices may fluctuate
dramatically.
 
Overview
 

We are a leading designer and builder of single-family homes in the rapidly growing Western and Southern states of Texas, Arizona, California, Nevada, Colorado
and Florida.  We focus on providing a broad range of first-time, move-up, luxury and Active Adult homes to our targeted customer base.  We and our predecessors have
operated in Arizona since 1985, in Texas since 1987 and in Northern California since 1989.  We entered the move-up market in the Las Vegas, Nevada area in 2002.  We
entered the Inland Empire region of the greater Los Angeles area in January 2004 with our acquisition of Citation Homes of Southern California (Citation), and we began
start-up operations in the Denver, Colorado and Orlando, Florida markets.  In February 2005, we acquired Colonial Homes, a homebuilder that serves the Fort Myers/Naples,
Florida market.  In March 2005, we entered the Reno, Nevada market through a greenfield start-up operation.  With the addition of Reno, we now have a presence in 14
dynamic housing markets in the southern and western regions of the country.  We operate in these states, predominantly in one industry, homebuilding, and thus have only one
single reportable segment.
 

Total home closing revenue was $550.9 million for the three months ended March 31, 2005, increasing $127.4 million, or 30% from $423.5 million for the same
period last year.  Net earnings for the first quarter of 2005 decreased $2.7 million, or 10%, to $24.2 million from $26.9 million in the same quarter of 2004. This decrease was
primarily due to a one-time bond refinancing charge related to a series of refinancing transactions.  We believe these transactions will enhance our liquidity and, in the long
term, result in significant cash interest savings.  On March 2, 2005, we completed the sale of 1,035,000 shares of our common stock in a registered public offering resulting in
net proceeds to the Company of approximately $69.7 million.  On March 10, 2005, we completed the private placement of $350 million in aggregate principal amount of
6.25% senior notes due 2015 which resulted in net proceeds to the Company, after commission, discounts and fees of approximately $343.8 million.  We used the proceeds
from these transactions to repurchase pursuant to a tender offer and consent solicitation approximately $276.8 million of our outstanding 9.75% senior notes due 2011.  In
connection with this tender offer and repurchase, we incurred a one-time charge of $31.3 million, which reduced net earnings after-tax by $19.5 million and diluted earnings
per share by $0.69.  Excluding this one-time charge, we would have reported net earnings of $43.7 million, an increase of 62% compared to the same period a year earlier.
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Critical Accounting Policies
 

We have established various accounting policies which govern the application of accounting principles generally accepted in the United States of America in the
preparation and presentation of our consolidated financial statements.  Our significant policies are described in Note 1 of the consolidated financial statements in our Annual
Report on Form 10-K for December 31, 2004.  Certain of these policies involve significant judgments, assumptions and estimates by management that have a material impact
on the carrying value of certain assets and liabilities, and revenues and costs.  The judgments, assumptions and estimates we use and believe to be critical to our business are
based on historical experience, knowledge of the accounts and other factors which we believe to be reasonable under the circumstances.  We evaluate our judgments and
assumptions on an on-going basis. Because of the nature of the judgments and assumptions we have made, actual results may differ from these judgments and estimates,



which could have a material impact on the carrying values of assets and liabilities, and the results of our operations.
 

The accounting policies that we deem most critical to us, and involve the most difficult, subjective or complex judgments, include our estimates of costs to complete
our individual projects, the ultimate recoverability (or impairment) of these costs, goodwill impairment, the likelihood of closing lots held under option or contract, the ability
to determine the fair value of consolidated real estate not owned and liabilities related to such, certain estimates and assumptions related to complying with FIN 46R, and the
ability to estimate expenses and accruals, including legal and warranty reserves.  Should we under or over estimate costs to complete individual projects, gross margins in a
particular period could be misstated and the ultimate recoverability of costs related to a project from home sales may be uncertain.  Furthermore, non-refundable deposits paid
for land options or contracts may have no economic value to us if we do not ultimately purchase the land.  Our inability to accurately estimate expenses, accruals, or an
impairment of real estate or goodwill could result in charges, or income, in future periods, which relate to activities or transactions in a preceding period.  The estimates and
assumptions we make relating to our implementation of FIN 46R, if not accurate, could result in us incorrectly including, or excluding, certain contractual land acquisition
arrangements as variable interest entities in, or from, respectively, our consolidated financial statements.
 
Results Of Operations
 

The following discussion and analysis of financial condition and results of operations is based on our consolidated unaudited financial statements for the three
months ended March 31, 2005 and 2004.  All material balances and transactions between us and our subsidiaries have been eliminated.  In management’s opinion, the data
reflects all adjustments, consisting of only normal recurring adjustments, necessary to fairly present our financial position and results of operations for the periods presented. 
The results of operations for any interim period are not necessarily indicative of results expected for a full fiscal year.
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Home Closing Revenue, Sales Contracts and Net Sales Backlog
 
                                                The data provided below presents operating and financial data regarding our homebuilding activities.
 

 
 

Quarter Ended March 31,
 

 

($ in thousands)
 

Home Closing Revenue 2005 2004 % Change
Total

Dollars $ 550,947 $ 423,502 30%
Homes closed 1,787 1,569 14%
Average sales price $ 308.3 $ 269.9 14%

        
Texas

Dollars $ 155,955 $ 157,272 (1)%
Homes closed 717 730 (2)%
Average sales price $ 217.5 $ 215.4 1%

        
Arizona

Dollars $ 153,955 $ 97,932 57%
Homes closed 599 381 57%
Average sales price $ 257.0 $ 257.0 —

        
California

Dollars $ 194,487 $ 130,870 49%
Homes closed 345 307 12%
Average sales price $ 563.7 $ 426.3 32%

        
Nevada

Dollars $ 31,189 $ 37,428 (17)%
Homes closed 88 151 (42)%
Average sales price $ 354.4 $ 247.9 43%

        
Florida

Dollars $ 15,361 $ n/a n/a
Homes closed 38 n/a n/a
Average sales price $ 404.2 $ n/a n/a
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Quarter Ended March 31,
 

($ in thousands)
Home Orders 2005 2004 % Change
Total

Dollars $ 881,346 $ 591,999 49 %
Homes ordered 2,639 2,193 20 %
Average sales price $ 334.0 $ 269.9 24 %

        
Texas

Dollars $ 212,601 $ 199,857 6 %
Homes ordered 973 947 3 %
Average sales price $ 218.5 $ 211.0 4 %
        

Arizona
Dollars $ 272,849 $ 208,388 31 %
Homes ordered 925 807 15 %
Average sales price $ 295.0 $ 258.2 14 %

        
California



Dollars $ 288,206 $ 159,831 80 %
Homes ordered 474 365 30 %
Average sales price $ 608.0 $ 437.9 39 %

        
Nevada

Dollars $ 46,856 $ 23,923 96 %
Homes ordered 129 74 74 %
Average sales price $ 363.2 $ 323.3 12 %

        
Florida

Dollars $ 60,834 $ n/a n/a
Homes ordered 138 n/a n/a
Average sales price $ 440.8 $ n/a n/a

 
20

 
 

March 31,
 

($ in thousands)
Order Backlog 2005 2004 % Change
Total

Dollars $ 1,781,196 $ 900,242 98 %
Homes in backlog 5,627 3,279 72 %
Average sales price $ 316.5 $ 274.5 15 %

        
Texas

Dollars $ 369,736 $ 284,004 30 %
Homes in backlog 1,741 1,336 30 %
Average sales price $ 212.4 $ 212.6 —

        
Arizona

Dollars $ 656,281 $ 348,815 88 %
Homes in backlog 2,317 1,258 84 %
Average sales price $ 283.2 $ 277.3 2 %

        
California

Dollars $ 484,990 $ 227,290 113 %
Homes in backlog 824 538 53 %
Average sales price $ 588.6 $ 422.5 39 %

        
Nevada

Dollars $ 94,870 $ 40,133 136 %
Homes in backlog 278 147 89 %
Average sales price $ 341.3 $ 273.0 25 %

        
Florida *

Dollars $ 175,319 $ n/a n/a
Homes in backlog 467 n/a n/a
Average sales price $ 375.4 $ n/a n/a

 

* March 31, 2005 backlog includes 367 homes with a sales value of approximately $130 million from our February 2005 acquisition of Colonial Homes of Florida.
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Home Closing Revenue
 

Home closing revenue increased 30% to $550.9 million in the first quarter of 2005 as compared to the same period a year ago, the result of a 14% rise in the number
of homes closed to 1,787 and a 14% increase in the average selling price of those homes to approximately $308,300.  Our Arizona and California housing markets continue to
be very strong as home closing revenue advanced 57% in Arizona and 49% in California compared to the same period a year ago, though wet weather conditions in those
states delayed some of the deliveries we anticipated closing in the first quarter.  In the very competitive Texas housing market, weather delays also had some impact on home
closing revenue in the first quarter and both revenue and closings were down slightly compared to the same period last year.  In Nevada, home closing revenue and the number
of homes closed decreased compared to the same period a year ago.  These decreases can be attributed to the opening of new communities in Nevada lagging the close out of a
number of communities in 2004.  In connection with our February 2005 acquisition of Colonial Homes of Florida, we closed 38 homes generating approximately $15.4
million of home closing revenue.  In the first quarter of 2005, we benefited from positive demographic factors in the Southern and Western United States, an increasing home
ownership rate and favorable employment trends.
 
Home Orders
 

Home orders for any period represent the aggregate sales price of all homes ordered by customers, net of cancellations.  We do not include orders contingent upon
the sale of a customer’s existing home as a sales contract until the contingency is removed.  Historically, we have experienced a cancellation rate of approximately 25% of the
gross sales, which we believe is consistent with industry norms.  There were 2,639 homes ordered in the first quarter of 2005 compared to 2,193 for the same period a year
ago, representing a 20% increase.  Our Arizona, California and Nevada regions posted particularly strong results with 31%, 80% and 96% increase in the dollar value of
homes ordered compared to the same period a year ago primarily due to healthy housing markets in all three states, as well as communities that are thoughtfully designed, in
good locations and that meet the needs of our homebuyers.  In the California and Nevada housing markets, rising population and housing demand, combined with a restricted
land supply are providing pricing power for homebuilders.  In addition, the introduction of several higher-priced communities in those states and their strong sales contributed
to the increases in average selling prices.  In spite of intense competition in Texas, new home orders were up 3% over the prior year’s first quarter.  In Florida, through our
acquisition of Colonial Homes, we exceeded our expectations by taking orders for 138 homes.
 
Order Backlog
 

Our backlog represents net sales contracts that have not yet closed.  We began 2005 with a very strong backlog and with a strong quarter of sales orders, our backlog



at March 31, 2005 was 5,627 homes, an increase of 72% compared to the same period a year ago, with the dollar value of $1.8 billion, a 98% increase over March 31, 2004. 
This increase in backlog is primarily due to the strong order demand along with pricing power we have in many of our markets and closings that were delayed due to first
quarter wet weather conditions.  We believe that demand is still solid in Texas despite very competitive market conditions, which is illustrated by the fact that the number of
homes in backlog is up 30% compared to the same quarter a year ago.  The dollar value of our Arizona, California, and Nevada order backlog increased 88%, 113% and
136%, respectively from the same period a year ago due to positive demographic factors, strong housing demand and an increase in the number of actively selling
communities.  Our March 31, 2005 backlog includes 367 home orders valued at approximately $130 million in our Ft. Myers/Naples, Florida division that were acquired as
part of the Colonial acquisition.  Excluding this order backlog, the number of homes in backlog rose 60%.  We had 147 actively selling communities at the end of the first
quarter 2005, an increase of 14% as compared to March 31, 2004.
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Other Operating Information
 

Quarter Ended March 31,
($in thousands)

2005 2004
Home Closing Gross Profit
Dollars $ 119,325 $ 83,163
Percent of home closing revenue 21.7% 19.6 %
      
Commissions and Other Sales Costs
Dollars $ 31,471 $ 25,833
Percent of home closing revenue 5.7% 6.1 %
      
General and Administrative Costs
Dollars $ 21,997 $ 16,056
Percent of total revenue 4.0% 3.8 %
      
Income Taxes
Dollars $ 14,525 $ 16,544
Percent of earnings before income taxes 37.5% 38.1 %

 
Home Closing Gross Profit
 

At March 31, 2005, our home closing gross margin increased 2.1% from the same period a year ago primarily as a result of pricing power in many of our markets
due to strong demand, and our ability to manage construction and land costs.
 
Commissions and Other Sales Costs
 

During the first quarter of 2005, our commissions and sales costs decreased from 6.1% of home closing revenue to 5.7% of home closing revenue.  This decrease is
attributable primarily to our ability to leverage fixed and semi-fixed sales and marketing cost against a 30% increase in home closing revenue.
 
General and Administrative Costs
 

General and administrative expenses represent corporate and divisional overhead expenses such as salaries and bonuses, occupancy, insurance and travel expenses. 
General and administrative costs as a percent of total revenue remained relatively consistent in the first quarter of 2005 at 4.0% compared to 3.8% for the same period a year
ago.
 
Income Taxes
 

The decrease in income tax expense to $14.5 million for the first quarter ended March 31, 2005 from $16.5 million in the prior year’s first quarter resulted from a
decrease in pre-tax earnings resulting from a one-time bond refinancing charge as well as a lower effective tax rate resulting from the enactment of Internal Revenue Code
Section 199, which provides for deductions relating to domestic production activities.  This decrease was partially offset by a higher state income tax rate due to increased
activity in Florida.
 
Liquidity and Capital Resources
 

Our principal uses of capital for the quarter ended March 31, 2005 were the repurchase of our 9.75% senior notes, the acquisition of Colonial Homes, operating
expenses, land and property purchases, lot development, home construction, income taxes, investments in joint ventures and the payment of various liabilities.  We use a
combination of borrowings and funds generated by operations to meet our short-term working capital requirements.
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Cash flows for each of our communities depends on the status of the development cycle, and can differ substantially from reported earnings.  Early stages of

development or expansion require significant cash outlays for land acquisitions, plat and other approvals, and construction of model homes, roads, utilities, general
landscaping and other amenities.  Because these costs are capitalized, income reported for financial statement purposes during those early stages may significantly exceed
cash flow.  Future cash flows may significantly exceed earnings reported for financial statement purposes, as cost of closings includes charges for substantial amounts of
previously expended costs.
 

We enter into various options and purchase contracts for land in the normal course of business.  Except for our specific performance options, none of these
agreements require us to purchase lots.  Generally, our options to purchase lots remain effective so long as we purchase a pre-established minimum number of lots each month
or quarter, as determined by the respective agreement.  The pre-established number is typically structured to approximate our expected rate of home construction starts.  At
March 31, 2005, we had entered into option purchase contracts with an aggregate purchase price of approximately $2.1 billion, on which we had made deposits of
approximately $141.5 million in cash along with approximately $50.9 million in letters of credit.  Additional information regarding our purchase agreements and related
deposits is presented in Note 3 – Variable Interest Entities and Consolidated Real Estate Not Owned in the accompanying consolidated financial statements.
 

At March 31, 2005 there was no outstanding balance under our senior unsecured revolving credit facility and approximately $58.7 million was outstanding in letters
of credit that collateralize our obligations under various land purchase and other contracts.  After considering our most restrictive bank covenants, our borrowing availability
under the bank credit facility was approximately $254.2 million at March 31, 2005, as determined by borrowing base limitations defined by our agreement with the lending
banks.
 



In March 2005, we completed the sale of 1,035,000 shares of our common stock in a registered public offering resulting in net proceeds to the Company of
approximately $69.7 million.  In March 2005, we completed the private placement of $350 million in aggregate principal amount of 6.25% senior notes due 2015 which
resulted in net proceeds to the Company, after commissions, discounts and fees of approximately $343.8 million.  The indenture which governs the new 6.25% senior notes
contains covenants that are substantially similar to the covenants in the indentures which govern our existing 7% senior notes.  Also in March 2005, we used the proceeds from
these transactions to repurchase pursuant to a tender offer and consent solicitation approximately $276.8 million of our outstanding 9.75% senior notes due 2011 and to pay
down our bank credit facility.  In connection with this tender offer and repurchase, we incurred an after-tax one-time charge of approximately $19.5 million for premiums,
commissions and expenses associated with the tender offer and the write-off of existing offering costs associated with the 9.75% senior notes, net of the accretion of existing
note premiums on the 9.75% senior notes and taxes.
 

At March 31, 2005, our outstanding 9.75% senior notes due 2011 totaled approximately $3.3 million, which includes unamortized premiums of approximately $0.1
million, our outstanding 7% senior notes due 2014 totaled approximately $130.1 million, which includes unamortized premiums of approximately $0.1 million and our
outstanding 6.25% senior notes due 2015 totaled approximately $348.3 million, which includes unamortized discounts of approximately $1.7 million.
 

We believe that our current borrowing capacity, cash on hand and anticipated net cash flows from operations are and will be sufficient to meet liquidity needs for the
foreseeable future.  We believe our future cash needs will include funds for the completion of projects that are underway, the maintenance of our day-to-day operations, and
the acquisition or start-up of additional homebuilding operations, should the opportunities arise.  There is no assurance, however, that future cash flows will be sufficient to
meet future capital needs.  The amount and types of indebtedness that we incur may be limited by the terms of the indentures governing our senior notes and by the terms of
the credit agreement governing our senior unsecured credit facility.
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Off-Balance Sheet Arrangements
 

Reference is made to Notes 1, 3 and 4 to the Notes to Condensed Consolidated Financial Statements included in this Form 10-Q.  These notes discuss our off-balance
sheet arrangements with respect to land acquisition contracts and option agreements, and land development joint ventures, including the nature and amounts of financial
obligations relating to these items.  In addition, these notes discuss the nature and amounts of certain types of commitments that arise in connection with the ordinary course
of our land development and homebuilding operations, including commitments of land development joint ventures for which we might be obligated.

 
Seasonality
 

We historically have closed more homes in the second half of the fiscal year than in the first half, due in part to the slightly seasonal nature of the market for our
move-up and semi-custom luxury products.  We expect this seasonal trend to continue, although it may vary if our operations continue to expand.
 
 Item 3.  Quantitative and Qualitative Disclosures About Market Risk
 

We are exposed to market risk primarily related to potential adverse changes in interest rates on our revolving credit facility.  The interest rate relative to this
borrowing fluctuates with the prime and Eurodollar lending rates.  As of March 31, 2005, there was no outstanding balance under our senior revolving credit facility that is
subject to changes in interest rates.  We do not enter into, or intend to enter into, derivative financial instruments for trading or speculative purposes.
 

 Our fixed rate debt is made up primarily of our $3.2 million in principal of our 9.75% senior notes, $130 million in principal of our 7% senior notes and $350
million in principal of our 6.25% senior notes.  Except in limited circumstances, we do not have an obligation to prepay our fixed-rate debt prior to maturity and, as a result,
interest rate risk and changes in fair value should not have a significant impact on fixed rate of borrowings until we would be required to refinance such debt.
 

Our operations are interest rate sensitive.  As overall housing demand is adversely affected by increases in interest rates, a significant increase in mortgage interest
rates may negatively affect the ability of homebuyers to secure adequate financing.  Higher interest rates could adversely affect our revenues, gross margins and net earnings
and would also increase our variable rate borrowing costs.
 
 Item 4.  Controls and Procedures
 

In order to ensure that the information we must disclose in our filings with the SEC is recorded, processed, summarized and reported on a timely basis, we have
developed and implemented disclosure controls and procedures.  Our management with the participation of our co-chief executive officers and chief financial officer have
reviewed and evaluated the effectiveness of our disclosure controls and procedures, as defined in Exchange Act Rules 13a-15(e) and 15d-15(e), as of the end of the period
covered by this Form 10-Q (the “Evaluation Date”).  Based on such evaluation, these officers have concluded that, as of the Evaluation Date, our disclosure controls and
procedures were effective in ensuring that information that is required to be disclosed in the reports we file under the Securities Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms.  During the fiscal quarter covered by this Form 10-Q, except as discussed in the
paragraphs below, there have not been any changes in our internal control over financial reporting that have materially affected, or that are reasonably likely to materially
affect, our internal control over financial reporting:
 

As disclosed in the Company’s Form 10-K for the fiscal year ended December 31, 2004, in connection with the evaluation and audit of the Company’s consolidated
financial statements for fiscal year 2004, we reported to our audit committee and our independent auditors a material weakness in our internal control over
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financial reporting relating to the balance sheet presentation of costs associated with models in our model lease program.
 

Our management and the audit committee reviewed and analyzed our internal controls, policies and procedures in response to this material weakness.  Our model
home lease program transactions are highly technical in nature.  Meritage management has taken exhaustive efforts to document its assumptions and conclusions related to all
complex transactions.  Additionally, Meritage management has hired additional financial and accounting staff, enhanced the training of our finance and accounting staff and
requires periodic review of a wider variety of current technical accounting literature.
 

Based on the foregoing, our management, including our Co-Chief Executive Officers and our Chief Financial Officer, concluded that the material weakness had
been remediated.
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PART II - - OTHER INFORMATION

 
 Item 2.           Changes in Securities, Use of Proceeds and Issuer Purchases of Equity Securities



 
In November 2004, we announced that the Board of Directors had approved a new stock buyback program, authorizing the expenditure of up to $50 million to

repurchase shares of our common stock.  As of March 31, 2005, we had not purchased any shares under this program.  No date for completing the program has been
determined, but we will purchase shares subject to applicable securities law, and at times and in amounts as management deems appropriate.
 
 Item 6.           Exhibits
 
Exhibit 

 

Page or
Number Description Method of Filing

     
3.1 Restated Articles of Incorporation of Meritage Homes Corporation Incorporated by reference to Exhibit 3 of Form 8-K dated

June 20, 2002
     

3.1.1 Amendment to Articles of Incorporation of Meritage Homes Corporation Incorporated by reference to Exhibit 3.1 of Form 8-K
dated September 15, 2004

     
3.2 Amended and Restated Bylaws of Meritage Homes Corporation Incorporated by reference to Exhibit 3.3 of Form S-3

Registration Statement No. 333-58793
     

4.1 Indenture, dated March 10, 2005 relating to 6.25% senior notes due 2015 Incorporated by reference to Exhibit 4.4 of Form 10-K for
the year ended December 31, 2004

     
4.1.1 First Supplemental Indenture, dated April 18, 2005 (to indenture relating to 6.25% senior notes

due 2015)
Incorporated by reference to Exhibit 4.4.1 of Form S-3
Registration Statement No. 333-123661

     
4.2 Third Supplemental Indenture, dated April 18, 2005 (to indenture relating to 7% senior notes

due 2014)
Incorporated by reference to Exhibit 4.3.3 of Form S-3
Registration Statement No. 333-123661

     
4.3 Eighth Supplemental Indenture dated March 10, 2005 (to indenture relating to 9.75% senior

notes due 2011)
Incorporated by reference to Exhibit 4.2.8 of Form 10-K
for the year ended December 31, 2004

     
4.5 Registration Rights Agreement dated March 10, 2005 relating to 6.25% senior notes Incorporated by reference to Exhibit 4.5 of Form 10-K for
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorized, this 9th day of May, 2005.
 
 

MERITAGE HOMES CORPORATION,
a Maryland Corporation

  
By    /s/ LARRY W. SEAY

Larry W. Seay
Chief Financial Officer
(Duly Authorized Officer and Principal
Financial Officer)

   
   

By    /s/ VICKI L. BIGGS
Vicki L. Biggs
Vice President-Controller (Principal Accounting
Officer)
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Exhibit 10.3
 

DEFERRED BONUS AGREEMENT

2004 AWARD YEAR

 

THIS DEFERRED BONUS AGREEMENT (the “Agreement”) is entered into as of May 9, 2005, by Larry W. Seay (the “Executive”) and Meritage Homes
Corporation, a Maryland corporation (the “Company”).

1.             PURPOSE.

The purpose of this Agreement is to reward Executive for his service for the Company.

2.             COMPANY CONTRIBUTION.

The Company agrees to make a “Company Contribution” of $47,000 to the Deferred Bonus Account established pursuant to Section 3 effective as of December 31,
2004.  The purpose of this Company Contribution is to further compensate Executive for his many years of service to the Company as a tool to retain the valuable services of
the Executive.

3.             DEFERRED COMPENSATION ACCOUNT.

The Company shall maintain a bookkeeping account (the “Deferred Bonus Account”) to which it shall credit the Company Contribution in accordance with
Section 2.  Interest shall be credited to the Deferred Bonus Account in accordance with Section 5, below.  The Deferred Compensation Account is a bookkeeping account only
and Executive shall not have any claim to any particular assets of the Company.

4.             VESTING.

(a)           As of the date of this Agreement, the Company Contribution credited to Executive’s Deferred Bonus Account shall be unvested and subject to forfeiture on
the termination of Executive’s employment for any reason prior to January 1, 2008. If Executive continues to be employed by the Company on and through December 31,
2007, Executive shall be fully vested in amounts credited to his Deferred Bonus Account and his rights and interests therein shall not be forfeitable.

(b)           Not withstanding the previous paragraph 4(a), if the Executive is terminated without “cause”, upon a “change of control”, or upon the “death” or
“disability” or Executive, (as defined in the Executive’s Employment Agreement), all amounts due under this Agreement shall fully vest and shall be payable within 30 days
of the Executive’s termination.

5.             INTEREST. 

Each December 31, the Company shall credit the Deferred Bonus Account with interest calculated at an annual rate equal to 1.5% plus the prime rate as announced
in the Wall Street Journal on the first business day of each year compounded annually (or, if no prime rate is announced in the Wall Street Journal on such date, then on the
first day of each year in which
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the prime rate is reported in the Wall Street Journal), or such other greater interest rate as determined by the Company in its discretion.

6.             DISTRIBUTION OF BENEFITS.

(a)   Distribution of Benefits.  Payment to Executive shall occur within thirty (30) days of the effective date of Executive’s vesting in his Deferred Bonus Account.
For purposes of determining the distributable amount, the Deferred Bonus Account shall be valued through the day prior to the day on which the Deferred Bonus Account is
distributed, less any claim, debt, reimbursement, recoupment, or offset the Company may have against Executive.

(b)   In-Service Distributions.  Executive shall have no right to borrow money from his Deferred Bonus Account nor shall he be allowed to receive a distribution
except as provided above.

(c)   Method of Distribution.  Distribution of benefits shall be made in one cash lump sum.

7.             INALIENABILITY OF BENEFITS.

(a)           General Prohibition.  Executive, nor creditors of Executive, shall have any right to assign, pledge, hypothecate, anticipate or in any way create a lien upon
Executive’s interest created under this Agreement.  All payments to be made to Executive shall be made only upon his personal receipt or endorsement, and no interest under
this Agreement shall be subject to assignment or transfer or otherwise be alienable, either by voluntary or involuntary act or by operation of law or equity, or subject to
attachment, execution, garnishment, sequestration, levy or other seizure under any legal, equitable or other process, or be liable in any way for the debts or defaults of
Executive.

(b)           Permitted Arrangements.  This Section shall not preclude arrangements for the withholding of applicable taxes from payments under this Agreement, or
arrangements for direct deposit of benefit payments to an account in a bank, savings and loan association or credit union (provided that such arrangement is not part of an
arrangement constituting an assignment or alienation).

8.             BINDING NATURE OF AGREEMENT.

This Agreement shall be binding upon the heirs, executors, administrators, successors and assigns of any and all interested parties, present and future.

9.             NATURE OF PAYMENTS.

Executive shall, for the purpose of this Agreement, be treated as general creditors of the Company.  Nothing in this Agreement or any action taken pursuant to this
Agreement shall create or be construed to create a fiduciary relationship between the Company and Executive, or any other person.
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10.          DISPUTE RESOLUTION.

All claims, disputes and other matters in question between the parties arising under this Agreement shall, unless otherwise provided herein, be resolved in
accordance with the dispute resolution provisions set forth in Executive’s Employment Agreement.  If no such agreement is in effect, or if the Employment Agreement in
effect at the time of Executive’s termination of employment does not include a dispute resolution provision, all claims, disputes and other matters in question between the
parties arising under this Agreement shall be decided in accordance with the dispute resolution provisions stated below:

(a)                Mediation.  Any and all disputes arising under, pertaining to or touching upon this Agreement, or the statutory rights or obligations of either party
hereto, shall, if not settled by negotiation, be subject to non-binding mediation before an independent mediator selected by the parties pursuant to Section 10(d). 
Notwithstanding the foregoing, both Executive and Company may seek preliminary judicial relief if such action is necessary to avoid irreparable damage during the pendency
of the proceedings described in this Section 10.  Any demand for mediation shall be made in writing and served upon the other party to the dispute, by certified mail, return
receipt requested, at the address specified in the signature blocks of this agreement.  The demand shall set forth with reasonable specificity the basis of the dispute and the
relief sought.  The mediation hearing will occur at a time and place convenient to the parties within 30 days of the date of selection or appointment of the mediator.

(b)               Arbitration.  In the event that the dispute is not settled through mediation, the parties shall then proceed to binding arbitration before an independent
arbitrator selected pursuant to Section 10(d).  The mediator shall not serve as the arbitrator.  EXCEPT AS PROVIDED IN SECTION 10(a), ALL DISPUTES INVOLVING
ALLEGED UNLAWFUL EMPLOYMENT DISCRIMINATION, TERMINATION BY ALLEGED BREACH OF CONTRACT OR POLICY, OR ALLEGED
EMPLOYMENT TORT COMMITTED BY COMPANY OR A REPRESENTATIVE OF COMPANY, INCLUDING CLAIMS OF VIOLATIONS OF FEDERAL OR
STATE DISCRIMINATION STATUTES OR PUBLIC POLICY, SHALL BE RESOLVED PURSUANT TO THIS SECTION 10 AND THERE SHALL BE NO
RECOURSE TO COURT, WITH OR WITHOUT A JURY TRIAL.  The arbitration hearing shall occur at a time and place convenient to the parties within 90 days of
selection or appointment of the arbitrator, or as otherwise agreed to.  The arbitration shall be governed by the Federal Arbitration Act, 9 U.S.C. §§ 1-16 and the National Rules
for the Resolution of Employment Disputes of the American Arbitration Association (“AAA”) in effect on the date of the first notice of demand for arbitration. 
Notwithstanding any provisions in such rules to the contrary, the arbitrator shall issue findings of fact and conclusions of law, and an award, within 15 days of the date of the
hearing unless the parties otherwise agree.

 
(c)                Damages.  In case of breach of contract or policy, damages shall be limited to contract damages.  In cases of discrimination claims prohibited by statute,

the arbitrator may direct payment consistent with the applicable statute.  In cases of employment tort, the arbitrator may award punitive damages if proved by clear and
convincing evidence.  Issues of procedure, arbitrability, or confirmation of award shall be governed by the Federal Arbitration Act, 9 U.S.C. §§ 1-16, except that court review
of the arbitrator’s award shall be that of an appellate court reviewing a decision of a trial judge sitting without a jury.
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(d)               Selection of Mediator or Arbitrator.  The parties shall select the mediator and arbitrator from a panel list made available by the AAA.  If the parties

are unable to agree to a mediator or an arbitrator within 10 days of receipt of a demand for mediation or arbitration, the mediator or arbitrator will be chosen by alternatively
striking from a list of five mediators or arbitrators obtained by Company from the AAA. Executive shall have the first strike.

(e)                Fees and Expenses.  The fees of the AAA and Mediation/Arbitration shall be borne equally by the parties, unless ordered otherwise by the Arbitrator. 
Each party shall bear its own attorney’s fees and other expenses, unless ordered otherwise by the Arbitrator.

11.          VALIDITY.

The invalidity or unenforceability of any provision of this Agreement shall not affect the validity or enforceability of any other provision of this Agreement, which
shall remain in full force and effect.

12.          NO EMPLOYMENT OR SERVICE CONTRACT.

Except as may be otherwise provided in the Executive’s Employment Agreement, nothing in this Agreement shall confer upon Executive any right to continue in the
service of the Company (or any parent or subsidiary corporation of the Company employing or retaining Executive) for any period of time.

13.          AMENDMENT AND TERMINATION.

Any amendment, modification, change, or termination of this Agreement must be done so in writing and signed by both parties.

14.          GOVERNING LAW.

The validity, interpretation, construction, and performance of this Agreement shall be governed by the laws of the State of Arizona.

15.          COUNTERPARTS.

This Agreement may be executed in several counterparts, each of which shall be deemed to be an original, but all of which together will constitute one and the same
instrument.

16.          EFFECT ON EMPLOYMENT AGREEMENT.

This Agreement supplements, and does not replace, Executive’s Employment Agreement as it may be amended or replaced from time to time.  If there are any
conflicts between the provisions of this Agreement and Executive’s Employment Agreement, the provisions of this Agreement shall control.
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17.          ENTIRE AGREEMENT.

This Agreement sets forth the entire agreement between Executive and the Company concerning the subject matter discussed in this Agreement and supersedes all
prior agreements, promises, covenants, arrangements, communications, and representations or warranties, whether written or oral, by any officer, employee, or representative
of the Company.  Any prior agreements or understandings with respect to the subject matter set forth in this Agreement are hereby terminated and canceled.



IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date set forth above.

MERITAGE HOMES CORPORATION
  

8501 E. Princess Drive, Suite 290
Scottsdale, AZ 85255

   
By: /s/ Steven J. Hilton

   
Its: Co-Chief Executive Officer

   
EXECUTIVE

   
Larry W. Seay

   
/s/ Larry W. Seay

   
Address:
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Exhibit 10.4
 

DEFERRED BONUS AGREEMENT

2004 AWARD YEAR

 

THIS DEFERRED BONUS AGREEMENT (the “Agreement”) is entered into as of April 29, 2005, by Richard T. Morgan (the “Executive”) and Meritage Homes
Corporation, a Maryland corporation (the “Company”).

1.             PURPOSE.

The purpose of this Agreement is to reward Executive for his service for the Company.

2.             COMPANY CONTRIBUTION.

The Company agrees to make a “Company Contribution” of $47,000 to the Deferred Bonus Account established pursuant to Section 3 effective as of December 31,
2004.  The purpose of this Company Contribution is to further compensate Executive for his many years of service to the Company as a tool to retain the valuable services of
the Executive.

3.             DEFERRED COMPENSATION ACCOUNT.

The Company shall maintain a bookkeeping account (the “Deferred Bonus Account”) to which it shall credit the Company Contribution in accordance with
Section 2.  Interest shall be credited to the Deferred Bonus Account in accordance with Section 5, below.  The Deferred Compensation Account is a bookkeeping account only
and Executive shall not have any claim to any particular assets of the Company.

4.             VESTING.

As of the date of this Agreement, the Company Contribution credited to Executive’s Deferred Bonus Account shall be unvested and subject to forfeiture on the
termination of Executive’s employment for any reason prior to January 1, 2008. If Executive continues to be employed by the Company on and through December 31, 2007,
Executive shall be fully vested in amounts credited to his Deferred Bonus Account and his rights and interests therein shall not be forfeitable.

5.             INTEREST. 

Each December 31, the Company shall credit the Deferred Bonus Account with interest calculated at an annual rate equal to 1.5% plus the prime rate as announced
in the Wall Street Journal on the first business day of each year compounded annually (or, if no prime rate is announced in the Wall Street Journal on such date, then on the
first day of each year in which the prime rate is reported in the Wall Street Journal), or such other greater interest rate as determined by the Company in its discretion.
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6.             DISTRIBUTION OF BENEFITS.

(a)           Distribution of Benefits.  Payment to Executive shall occur within thirty (30) days of the effective date of Executive’s vesting in his Deferred Bonus
Account. For purposes of determining the distributable amount, the Deferred Bonus Account shall be valued through the day prior to the day on which the Deferred Bonus
Account is distributed, less any claim, debt, reimbursement, recoupment, or offset the Company may have against Executive.

(b)           In-Service Distributions.  Executive shall have no right to borrow money from his Deferred Bonus Account nor shall he be allowed to receive a
distribution except as provided above.

(c)           Method of Distribution.  Distribution of benefits shall be made in one cash lump sum.

7.             INALIENABILITY OF BENEFITS.

(a)           General Prohibition.  Executive, nor creditors of Executive, shall have any right to assign, pledge, hypothecate, anticipate or in any way create a lien upon
Executive’s interest created under this Agreement.  All payments to be made to Executive shall be made only upon his personal receipt or endorsement, and no interest under
this Agreement shall be subject to assignment or transfer or otherwise be alienable, either by voluntary or involuntary act or by operation of law or equity, or subject to
attachment, execution, garnishment, sequestration, levy or other seizure under any legal, equitable or other process, or be liable in any way for the debts or defaults of
Executive.

(b)           Permitted Arrangements.  This Section shall not preclude arrangements for the withholding of applicable taxes from payments under this Agreement, or
arrangements for direct deposit of benefit payments to an account in a bank, savings and loan association or credit union (provided that such arrangement is not part of an
arrangement constituting an assignment or alienation).

8.             BINDING NATURE OF AGREEMENT.

This Agreement shall be binding upon the heirs, executors, administrators, successors and assigns of any and all interested parties, present and future.

9.             NATURE OF PAYMENTS.

Executive shall, for the purpose of this Agreement, be treated as general creditors of the Company.  Nothing in this Agreement or any action taken pursuant to this
Agreement shall create or be construed to create a fiduciary relationship between the Company and Executive, or any other person.
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10.          DISPUTE RESOLUTION.

All claims, disputes and other matters in question between the parties arising under this Agreement shall be decided in accordance with the dispute resolution



provisions stated below:

(a)                Mediation.  Any and all disputes arising under, pertaining to or touching upon this Agreement, or the statutory rights or obligations of either party
hereto, shall, if not settled by negotiation, be subject to non-binding mediation before an independent mediator selected by the parties pursuant to Section 10(d). 
Notwithstanding the foregoing, both Executive and Company may seek preliminary judicial relief if such action is necessary to avoid irreparable damage during the pendency
of the proceedings described in this Section 10.  Any demand for mediation shall be made in writing and served upon the other party to the dispute, by certified mail, return
receipt requested, at the address specified in the signature blocks of this agreement.  The demand shall set forth with reasonable specificity the basis of the dispute and the
relief sought.  The mediation hearing will occur at a time and place convenient to the parties within 30 days of the date of selection or appointment of the mediator.

(b)               Arbitration.  In the event that the dispute is not settled through mediation, the parties shall then proceed to binding arbitration before an independent
arbitrator selected pursuant to Section 10(d).  The mediator shall not serve as the arbitrator.  EXCEPT AS PROVIDED IN SECTION 10(a), ALL DISPUTES INVOLVING
ALLEGED UNLAWFUL EMPLOYMENT DISCRIMINATION, TERMINATION BY ALLEGED BREACH OF CONTRACT OR POLICY, OR ALLEGED
EMPLOYMENT TORT COMMITTED BY COMPANY OR A REPRESENTATIVE OF COMPANY, INCLUDING CLAIMS OF VIOLATIONS OF FEDERAL OR
STATE DISCRIMINATION STATUTES OR PUBLIC POLICY, SHALL BE RESOLVED PURSUANT TO THIS SECTION 10 AND THERE SHALL BE NO
RECOURSE TO COURT, WITH OR WITHOUT A JURY TRIAL.  The arbitration hearing shall occur at a time and place convenient to the parties within 90 days of
selection or appointment of the arbitrator, or as otherwise agreed to.  The arbitration shall be governed by the Federal Arbitration Act, 9 U.S.C. §§ 1-16 and the National Rules
for the Resolution of Employment Disputes of the American Arbitration Association (“AAA”) in effect on the date of the first notice of demand for arbitration. 
Notwithstanding any provisions in such rules to the contrary, the arbitrator shall issue findings of fact and conclusions of law, and an award, within 15 days of the date of the
hearing unless the parties otherwise agree.

 
(c)                Damages.  In case of breach of contract or policy, damages shall be limited to contract damages.  In cases of discrimination claims prohibited by statute,

the arbitrator may direct payment consistent with the applicable statute.  In cases of employment tort, the arbitrator may award punitive damages if proved by clear and
convincing evidence.  Issues of procedure, arbitrability, or confirmation of award shall be governed by the Federal Arbitration Act, 9 U.S.C. §§ 1-16, except that court review
of the arbitrator’s award shall be that of an appellate court reviewing a decision of a trial judge sitting without a jury.

(d)               Selection of Mediator or Arbitrator.  The parties shall select the mediator and arbitrator from a panel list made available by the AAA.  If the parties
are unable to agree to a mediator or an arbitrator within 10 days of receipt of a demand for mediation or arbitration, the
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mediator or arbitrator will be chosen by alternatively striking from a list of five mediators or arbitrators obtained by Company from the AAA. Executive shall have the first
strike.

(e)                Fees and Expenses.  The fees of the AAA and Mediation/Arbitration shall be borne equally by the parties, unless ordered otherwise by the Arbitrator. 
Each party shall bear its own attorney’s fees and other expenses, unless ordered otherwise by the Arbitrator.

11.          VALIDITY.

The invalidity or unenforceability of any provision of this Agreement shall not affect the validity or enforceability of any other provision of this Agreement, which
shall remain in full force and effect.

12.          NO EMPLOYMENT OR SERVICE CONTRACT.

Nothing in this Agreement shall confer upon Executive any right to continue in the service of the Company (or any parent or subsidiary corporation of the Company
employing or retaining Executive) for any period of time.

13.          AMENDMENT AND TERMINATION.

Any amendment, modification, change, or termination of this Agreement must be done so in writing and signed by both parties.

14.          GOVERNING LAW.

The validity, interpretation, construction, and performance of this Agreement shall be governed by the laws of the State of Arizona.

15.          COUNTERPARTS.

This Agreement may be executed in several counterparts, each of which shall be deemed to be an original, but all of which together will constitute one and the same
instrument.

16.          ENTIRE AGREEMENT.

This Agreement sets forth the entire agreement between Executive and the Company concerning the subject matter discussed in this Agreement and supersedes all
prior agreements, promises, covenants, arrangements, communications, and representations or warranties, whether written or oral, by any officer, employee, or representative
of the Company.  Any prior agreements or understandings with respect to the subject matter set forth in this Agreement are hereby terminated and canceled.
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date set forth above.

MERITAGE HOMES CORPORATION
   

8501 E. Princess Drive, Suite 290
Scottsdale, AZ 85255

   
By: /s/ John R. Landon

   



Its: Co-Chief Executive Officer
   

EXECUTIVE
   

Richard T. Morgan
   

Richard T. Morgan
   

Address:
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Exhibit 31.1
 
CERTIFICATION OF THE CO-CHIEF EXECUTIVE OFFICER
 
I, Steven J. Hilton, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Meritage Homes Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15(d)-15(f)) for the registrant and have:
 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;
 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.
 

Date: May 9, 2005
 

/s/ Steven J. Hilton
Steven J. Hilton
Co-Chief Executive Officer

 



Exhibit 31.2
 
CERTIFICATION OF THE CO-CHIEF EXECUTIVE OFFICER
 
I, John R. Landon, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Meritage Homes Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15(d)-15(f)) for the registrant and have:
 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;
 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.
 

Date: May 9, 2005
 

/s/ John R. Landon
John R. Landon
Co-Chief Executive Officer

 



Exhibit 31.3
 
CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
 
I, Larry W. Seay, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Meritage Homes Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15(d)-15(f)) for the registrant and have:
 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;
 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.
 

Date: May 9, 2005
 

/s/ Larry W. Seay
Larry W. Seay
Chief Financial Officer

 



EXHIBIT 32.1
 

Certification Pursuant to 18 U.S.C. Section 1350,
As adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

 
In connection with the Quarterly Report of Meritage Homes Corporation (the “Company”) on Form 10-Q for the period ending March 31, 2005, as filed with the

Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned certify, pursuant to 18 U.S.C., Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of his knowledge:
 

(1)          The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2)          The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 

MERITAGE HOMES CORPORATION,
a Maryland Corporation

  
  

By: /s/ Steven J. Hilton
Steven J. Hilton
Co-Chief Executive Officer

  
Date: May 9, 2005

  
  

By: /s/ John R. Landon
John R. Landon
Co-Chief Executive Officer

  
Date: May 9, 2005

  
  

By: /s/ Larry W. Seay
Larry W. Seay
Chief Financial Officer

  
Date: May 9, 2005

 



EXHIBIT 99.1
 

Private Securities Litigation Reform Act of 1995
Safe Harbor Compliance Statement for Forward-Looking Statements

 
In passing the Private Securities Litigation Reform Act of 1995 (the “PSLRA”), Congress encouraged public companies to make “forward-looking statements” by

creating a safe-harbor to protect companies from securities law liability in connection with forward-looking statements. Meritage intends to qualify both its written and oral
forward-looking statements for protection under the PSLRA.
 

The words “believe,” “expect,” “anticipate,” “plan” and “project” and similar expressions identify forward-looking statements, which speak only as of the date the
statement was made.  Such forward-looking statements are within the meaning of that term in Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934.  Forward-looking statements in this Form 10-Q may include, but are not limited to, projections of revenue, income or loss; capital expenditures and
backlog; plans for future operations; financing needs or plans and liquidity; the impact of changes in interest rates; plans relating to our products or services, acquisitions, and
new or planned development projects; the demand for and pricing of our homes; the expected outcome of legal proceedings against use; the sufficiency of our capital
resources; the sufficiency of our warranty reserves; and our ability to continue positive operating results in light of current economic and political conditions, as well as
assumptions relating to the foregoing.
 

Important factors currently known to management that could cause actual results to differ materially from those in forward-looking statements, and that could
negatively affect the Company’s business, include, but are not limited to, interest rates and changes in the availability and pricing of residential mortgages; our success in
locating and negotiating favorably with possible acquisition candidates; the success of our program to integrate existing operations with any new operations or those of past or
future acquisitions, including Colonial Homes of Florida; our dependence on key personnel and the availability of satisfactory subcontractors; our ability to take certain
actions because of restrictions contained in the indentures for our senior notes and the agreement for our unsecured credit facility; our lack of geographic diversification; the
cost and availability of insurance, including the unavailability of insurance for the presence of mold; our potential exposure to natural disasters; the impact of inflation; the
impact of construction defect and home warranty claims; the strength and competitive pricing of the single-family housing market; demand for and acceptance of our homes;
changes in the availability and pricing of real estate in the markets in which we operate; our ability to acquire additional land or options to acquire additional land on
acceptable terms, particularly in our greenfield start-up markets; general economic slow downs; consumer confidence, which can be impacted by economic and other factors
such as terrorism, war, or threats thereof and changes in stock markets; our level of indebtedness and our ability to raise additional capital when and if needed; legislative or
other initiatives that seek to restrain growth or new housing construction or similar measures and other factors identified in documents filed with the Securities and Exchange
Commission, including those set forth in our Form 10-K for the year ended December 31, 2004 under the caption “Management’s Discussion and Analysis of Financial
Condition and Results of Operations – Factors That May Affect Our Future Results and Financial Condition.”
 

Forward-looking statements express expectations of future events.  All forward-looking statements are inherently uncertain as they are based on various expectations
and assumptions concerning future events and they are subject to numerous known and unknown risks and uncertainties, which could cause actual events or results to differ
materially from those projected.  Due to these inherent uncertainties, the investment community is urged not to place undue reliance on forward-looking statements.  In
addition, Meritage undertakes no obligations to update or revise forward-looking statements to reflect changed assumptions, the occurrence of anticipated events or changes to
projections over time.  As a result of these and other factors, the Company’s stock and note prices may fluctuate dramatically.
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