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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

BEAZER HOMES USA, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

 

in thousands (except share and per share data)
December 31,

2020
September 30,

2020
ASSETS
Cash and cash equivalents $ 244,628 $ 327,693 
Restricted cash 17,420 14,835 
Accounts receivable (net of allowance of $348 and $358, respectively) 18,599 19,817 
Income tax receivable 9,203 9,252 
Owned inventory 1,413,990 1,350,738 
Investments in unconsolidated entities 3,928 4,003 
Deferred tax assets, net 221,168 225,143 
Property and equipment, net 22,111 22,280 
Operating lease right-of-use assets 13,592 13,103 
Goodwill 11,376 11,376 
Other assets 8,459 9,240 

Total assets $ 1,984,474 $ 2,007,480 
LIABILITIES AND STOCKHOLDERS’ EQUITY
Trade accounts payable $ 120,863 $ 132,192 
Operating lease liabilities 15,560 15,333 
Other liabilities 110,264 135,983 
Total debt (net of debt issuance costs of $10,483 and $10,891, respectively) 1,131,725 1,130,801 

Total liabilities 1,378,412 1,414,309 
Stockholders’ equity:
Preferred stock (par value $0.01 per share, 5,000,000 shares authorized, no shares issued) — — 
Common stock (par value $0.001 per share, 63,000,000 shares authorized, 31,253,816 issued and outstanding
and 31,012,326 issued and outstanding, respectively) 31 31 
Paid-in capital 857,360 856,466 
Accumulated deficit (251,329) (263,326)

Total stockholders’ equity 606,062 593,171 
Total liabilities and stockholders’ equity $ 1,984,474 $ 2,007,480 

See accompanying notes to condensed consolidated financial statements.
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BEAZER HOMES USA, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

 
Three Months Ended

 December 31,
 in thousands (except per share data) 2020 2019
Total revenue $ 428,539 $ 417,804 
Home construction and land sales expenses 352,781 354,667 
Inventory impairments and abandonments 465 — 

Gross profit 75,293 63,137 
Commissions 16,507 16,065 
General and administrative expenses 37,976 39,699 
Depreciation and amortization 3,122 3,427 

Operating income 17,688 3,946 
Equity in loss of unconsolidated entities (75) (13)
Other expense, net (1,452) (1,340)

Income from continuing operations before income taxes 16,161 2,593 
Expense (benefit) from income taxes 4,125 (211)

Income from continuing operations 12,036 2,804 
Loss from discontinued operations, net of tax (39) (58)

Net income $ 11,997 $ 2,746 
Weighted average number of shares:

Basic 29,771 29,746 
Diluted 30,086 30,138 

Basic income (loss) per share:
Continuing operations $ 0.40 $ 0.09 
Discontinued operations — — 
Total $ 0.40 $ 0.09 

Diluted income (loss) per share:
Continuing operations $ 0.40 $ 0.09 
Discontinued operations — — 
Total $ 0.40 $ 0.09 

See accompanying notes to condensed consolidated financial statements.
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BEAZER HOMES USA, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(Unaudited)

Three Months Ended December 31, 2020
Common Stock

Paid-in Capital
Accumulated

Deficitin thousands Shares Amount Total

Balance as of September 30, 2020 31,012 $ 31 $ 856,466 $ (263,326) $ 593,171 
Net income and comprehensive income — — — 11,997 11,997 
Stock-based compensation expense — — 3,511 — 3,511 
Exercises of stock options 117 — 3 — 3 
Shares issued under employee stock plans, net 411 — — — — 
Forfeiture and other settlements of restricted stock — — — — — 
Common stock redeemed for tax liability (286) — (2,620) — (2,620)
Balance as of December 31, 2020 31,254 $ 31 $ 857,360 $ (251,329) $ 606,062 

Three Months Ended December 31, 2019
Common Stock

Paid-in Capital
Accumulated

Deficitin thousands Shares Amount Total

Balance as of September 30, 2019 30,933 $ 31 $ 854,275 $ (315,552) $ 538,754 
Net income and comprehensive loss — — — 2,746 2,746 
Stock-based compensation expense — — 2,311 — 2,311 
Exercises of stock options 47 — 173 — 173 
Shares issued under employee stock plans, net 574 — — — — 
Forfeiture and other settlements of restricted stock (1) — (2,058) — (2,058)
Common stock redeemed for tax liability (170) — (2,646) — (2,646)
Balance as of December 31, 2019 31,383 $ 31 $ 852,055 $ (312,806) $ 539,280 

See accompanying notes to condensed consolidated financial statements.
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BEAZER HOMES USA, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Three Months Ended
 December 31,
in thousands 2020 2019
Cash flows from operating activities:

Net income $ 11,997 $ 2,746 
Adjustments to reconcile net income to net cash used in operating activities:

Depreciation and amortization 3,122 3,427 
Stock-based compensation expense 3,511 2,311 
Inventory impairments and abandonments 465 — 
Deferred and other income tax expense (benefit) 4,114 (228)
Gain on sale of fixed assets (95) (63)
Change in allowance for doubtful accounts (10) 9 
Equity in loss from unconsolidated entities 75 13 
Changes in operating assets and liabilities:

Decrease in accounts receivable 1,228 6,947 
Decrease in income tax receivable 49 303 
Increase in inventory (62,661) (68,999)
Decrease in other assets 1,076 1,978 
Decrease in trade accounts payable (11,329) (20,999)
Decrease in other liabilities (26,120) (11,975)

Net cash used in operating activities (74,578) (84,530)
Cash flows from investing activities:

Capital expenditures (2,953) (2,632)
Proceeds from sale of fixed assets 95 66 
Return of capital from unconsolidated entities — 19 

Net cash used in investing activities (2,858) (2,547)
Cash flows from financing activities:

Repayment of debt — (1,150)
Repayment of borrowings from credit facility — (95,000)
Borrowings from credit facility — 125,000 
Debt issuance costs (427) — 
Tax payments for stock-based compensation awards (2,620) (2,646)
Stock option exercises and other financing activities 3 (1,885)

Net cash (used in) provided by financing activities (3,044) 24,319 
Net decrease in cash, cash equivalents, and restricted cash (80,480) (62,758)
Cash, cash equivalents, and restricted cash at beginning of period 342,528 122,794 
Cash, cash equivalents, and restricted cash at end of period $ 262,048 $ 60,036 

See accompanying notes to condensed consolidated financial statements.
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BEAZER HOMES USA, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(1) Description of Business

Beazer Homes USA, Inc. (“we,” “us,” “our,” “Beazer,” “Beazer Homes” and the “Company”) is a geographically diversified homebuilder with active
operations in 13 states within three geographic regions in the United States: the West, East, and Southeast.

Our homes are designed to appeal to homeowners at different price points across various demographic segments and are generally offered for sale in
advance of their construction. Our objective is to provide our customers with homes that incorporate exceptional value and quality, while seeking to
maximize our return on invested capital over the course of a housing cycle.

For an additional description of our business, refer to Item 1 within our Annual Report on Form 10-K for the fiscal year ended September 30, 2020 (2020
Annual Report).

(2) Basis of Presentation and Summary of Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in accordance with accounting principles
generally accepted in the United States of America (GAAP) for interim financial information and in accordance with the instructions to Form 10-Q and
Article 10 of Regulation S-X. The unaudited condensed consolidated financial statements do not include all of the information and disclosures required by
GAAP for complete financial statements. As such, the accompanying unaudited condensed consolidated financial statements should be read in conjunction
with the consolidated financial statements and notes thereto included in the Company's 2020 Annual Report. In the opinion of management, all
adjustments, consisting of normal recurring adjustments, necessary for a fair presentation have been included in the accompanying unaudited condensed
consolidated financial statements. The results of the Company's consolidated operations presented herein for the three months ended December 31, 2020
are not necessarily indicative of the results to be expected for the full fiscal year due to seasonal variations in our operations and other factors, such as the
effects of the coronavirus (“COVID-19”) pandemic and its influence on our future results.

Basis of Consolidation

The accompanying unaudited condensed consolidated financial statements include the accounts of Beazer Homes USA, Inc. and its consolidated
subsidiaries. Intercompany transactions and balances have been eliminated in consolidation. Our net income (loss) is equivalent to our comprehensive
income (loss), so we have not presented a separate statement of comprehensive income (loss).

In the past, we have discontinued homebuilding operations in various markets. Results from certain of these exited markets are reported as discontinued
operations in the accompanying unaudited condensed consolidated statements of operations for all periods presented (see Note 16 for a further discussion
of our discontinued operations).

Our fiscal year 2021 began on October 1, 2020 and ends on September 30, 2021. Our fiscal year 2020 began on October 1, 2019 and ended on September
30, 2020.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make informed estimates and judgments that affect the amounts
reported in the condensed consolidated financial statements and accompanying notes. Accordingly, actual results could differ from these estimates.
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Share Repurchase Program

During the first quarter of fiscal 2019, the Company's Board of Directors approved a share repurchase program that authorizes the Company to repurchase
up to $50.0 million of its outstanding common stock. As part of this program, the Company repurchased common stock during fiscal 2019 and 2020
through open market transactions, 10b5-1 plans, and accelerated share repurchase (ASR) agreements. All shares have been retired upon repurchase. The
aggregate reduction to stockholders’ equity related to share repurchases during the fiscal year ended September 30, 2020 and September 30, 2019 was $3.3
million and $34.6 million, respectively.

No share repurchases were made during the three months ended December 31, 2020. As of December 31, 2020, the remaining availability of the share
repurchase program was $12.0 million.

Inventory Valuation

Inventory assets are assessed for recoverability no less than quarterly in accordance with the policies described in Notes 2 and 5 to the audited consolidated
financial statements within our 2020 Annual Report. Homebuilding inventories that are accounted for as held for development (projects in progress)
include land and home construction assets grouped together as communities. Homebuilding inventories held for development are stated at cost (including
home construction costs, direct overhead costs, capitalized indirect costs, capitalized interest, real estate taxes and allocated lot costs) unless facts and
circumstances indicate that the carrying value of the assets may not be recoverable. For communities that have been idled (land held for future
development), all applicable carrying costs, such as interest and real estate taxes, are expensed as incurred, and the inventory is stated at cost unless facts
and circumstances indicate that the carrying value of the assets may not be recoverable. We record land held for sale at the lower of the carrying value or
fair value less costs to sell.

Revenue Recognition

We recognize revenue upon the transfer of promised goods to our customers in an amount that reflects the consideration to which we expect to be entitled
by applying the following five-step process specified in Accounting Standards Codification Topic 606.

• Identify the contract(s) with a customer
• Identify the performance obligations
• Determine the transaction price
• Allocate the transaction price
• Recognize revenue when the performance obligations are met

The following table presents our total revenue disaggregated by revenue stream:

Three Months Ended
December 31,

in thousands 2020 2019

Homebuilding revenue $ 424,229 $ 417,399 
Land sales and other revenue 4,310 405 

Total revenue $ 428,539 $ 417,804 

 Please see Note 15 for total revenue disaggregated by reportable segment.

Homebuilding revenue

Homebuilding revenue is reported net of any discounts and incentives and is generally recognized when title to and possession of the home are transferred
to the buyer at the closing date. The performance obligation to deliver the home is generally satisfied in less than one year from the original contract date.
Home sale contract assets consist of cash from home closings held by title companies in escrow for our benefit, typically for less than five days, and are
considered accounts receivable. Contract liabilities include customer deposits related to sold but undelivered homes and totaled $22.9 million and $18.9
million as of December 31, 2020 and September 30, 2020, respectively. Of the customer liabilities outstanding as of September 30, 2020, $8.3 million was
recognized in revenue during the three months ended December 31, 2020 upon closing of the related homes.

(a)

(a)
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Land sales and other revenue

Land sales revenue relates to land that does not fit within our homebuilding programs and strategic plans. Land sales typically require cash consideration
on the closing date, which is generally when performance obligations are satisfied. We also provide title examinations for our homebuyers in certain
markets. Revenues associated with our title operations are recognized as closing services are rendered and title insurance policies are issued, both of which
generally occur as each home is closed.

Recent Accounting Pronouncements

Fair Value Measurements. On October 1, 2020 we adopted Accounting Standards Update (ASU) No. 2018-13, Fair Value Measurement (Topic 820) -
Disclosure Framework (ASU 2018-13). The updated guidance improves the disclosure requirements for fair value measurements. No retrospective
adjustments were required.

Reference Rate Reform. In March 2020, the FASB issued ASU 2020-04, Facilitation of the Effects of Reference Rate Reform on Financial Reporting (ASU
2020-04). ASU 2020-04 provides companies with optional guidance to ease the potential accounting burden associated with transitioning away from
reference rates that are expected to be discontinued. This guidance is effective beginning on March 12, 2020, and we may elect to apply the amendments
prospectively through December 31, 2022. The Company is currently evaluating the effect that the new guidance will have on its consolidated financial
statements and related disclosures.

(3) Supplemental Cash Flow Information

The following table presents supplemental disclosure of non-cash and cash activity as well as a reconciliation of total cash balances between the condensed
consolidated balance sheets and condensed consolidated statements of cash flows for the periods presented:

Three Months Ended
 December 31,
in thousands 2020 2019
Supplemental disclosure of non-cash activity:

Beginning operating lease right-of-use assets (ASC 842 adoption) $ — $ 13,895 
Beginning operating lease liabilities (ASC 842 adoption) — 16,028 
Increase in operating lease right-of-use assets 1,391 — 
Increase in operating lease liabilities 1,391 — 

Supplemental disclosure of cash activity:
Interest payments $ 27,048 $ 15,954 
Income tax payments — — 
Tax refunds received 49 303 

Reconciliation of cash, cash equivalents, and restricted cash:
Cash and cash equivalents $ 244,628 $ 41,277 
Restricted cash 17,420 18,759 
Total cash, cash equivalents, and restricted cash shown in the statement of cash flows $ 262,048 $ 60,036 

On October 1, 2019, we adopted Accounting Standards Update (ASU) No. 2016-02, Leases (ASU 2016-02) and related amendments, collectively
codified in ASC 842, Leases (ASC 842). Upon adoption of ASC 842, we recorded net operating lease right-of-use (ROU) assets of $13.9 million and
operating lease liabilities of $16.0 million. Existing prepaid rent and accrued rent were recorded as an offset to the gross operating lease ROU assets.

(a)

(a)

(a) 
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(4) Investments in Unconsolidated Entities

Unconsolidated Entities

As of December 31, 2020, the Company participated in certain joint ventures and had investments in unconsolidated entities in which it had less than a
controlling interest. The following table presents the Company's investment in these unconsolidated entities as well as the total equity and outstanding
borrowings of these unconsolidated entities as of December 31, 2020 and September 30, 2020:
in thousands December 31, 2020 September 30, 2020
Investment in unconsolidated entities $ 3,928 $ 4,003 
Total equity of unconsolidated entities 7,310 7,079 
Total outstanding borrowings of unconsolidated entities 10,843 8,807 

Equity in income from unconsolidated entity activities included in income from continuing operations is as follows for the periods presented:
Three Months Ended

December 31,
in thousands 2020 2019

Equity in loss of unconsolidated entities $ (75) $ (13)

For the three months ended December 31, 2020 and 2019, there were no impairments related to investments in unconsolidated entities.

Guarantees

Historically, the Company's joint ventures typically obtained secured acquisition, development, and construction financing. In addition, the Company and
its joint venture partners provided varying levels of guarantees of debt and other debt-related obligations for these unconsolidated entities. However, as of
December 31, 2020 and September 30, 2020, the Company had no outstanding guarantees or other debt-related obligations related to our investments in
unconsolidated entities.

The Company and its joint venture partners generally provide unsecured environmental indemnities to land development joint venture project lenders.
These indemnities obligate the Company to reimburse the project lenders for claims related to environmental matters for which they are held responsible.
During the three months ended December 31, 2020 and 2019, the Company was not required to make any payments related to environmental indemnities.

In assessing the need to record a liability for these guarantees, the Company considers its historical experience in being required to perform under the
guarantees, the fair value of the collateral underlying these guarantees, and the financial condition of the applicable unconsolidated entities. In addition, the
fair value of the collateral of unconsolidated entities is monitored to ensure that the related borrowings do not exceed the specified percentage of the value
of the property securing the borrowings. As of December 31, 2020, no liability was recorded for the contingent aspects of any guarantees that were
determined to be reasonably possible but not probable.
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(5) Inventory

The components of our owned inventory are as follows as of December 31, 2020 and September 30, 2020:
in thousands December 31, 2020 September 30, 2020
Homes under construction $ 625,296 $ 525,021 
Development projects in progress 563,285 589,763 
Land held for future development 23,068 28,531 
Land held for sale 10,045 12,622 
Capitalized interest 119,148 119,659 
Model homes 73,148 75,142 

Total owned inventory $ 1,413,990 $ 1,350,738 

Homes under construction include homes substantially finished and ready for delivery and homes in various stages of construction, including the cost of the
underlying lot. We had 109 (with a cost of $34.1 million) and 133 (with a cost of $42.2 million) substantially completed homes that were not subject to a
sales contract (spec homes) as of December 31, 2020 and September 30, 2020, respectively.

Development projects in progress consist principally of land acquisition, land development and other common costs. These land related costs are allocated
to individual lots on a pro-rata basis, and the lot costs are transferred to homes under construction when home construction begins for the respective lots.
Certain of the fully developed lots in this category are reserved by a customer deposit or sales contract.

Land held for future development consists of communities for which construction and development activities are expected to occur in the future or have
been idled and are stated at cost unless facts and circumstances indicate that the carrying value of the assets may not be recoverable. All applicable carrying
costs, such as interest and real estate taxes, are expensed as incurred.

Land held for sale includes land and lots that do not fit within our homebuilding programs and strategic plans in certain markets, and land is classified as
held for sale once certain criteria are met (refer to Note 2 to the audited consolidated financial statements within our 2020 Annual Report). These assets are
recorded at the lower of the carrying value or fair value less costs to sell.

The amount of interest we are able to capitalize depends on our qualified inventory balance, which considers the status of our inventory holdings. Our
qualified inventory balance includes the majority of our homes under construction and development projects in progress but excludes land held for future
development and land held for sale (see Note 6 for additional information on capitalized interest).
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Total owned inventory by reportable segment is presented in the table below as of December 31, 2020 and September 30, 2020:

in thousands
Projects in
Progress 

Land Held for Future
Development Land Held for Sale

Total Owned
Inventory

December 31, 2020
West Segment $ 645,137 $ 3,483 $ 1,775 $ 650,395 
East Segment 278,258 14,077 3,844 296,179 
Southeast Segment 284,216 5,508 4,426 294,150 
Corporate and unallocated 173,266 — — 173,266 

Total $ 1,380,877 $ 23,068 $ 10,045 $ 1,413,990 
September 30, 2020
West Segment $ 627,986 $ 3,483 $ 4,516 $ 635,985 
East Segment 241,799 14,077 3,702 259,578 
Southeast Segment 266,905 10,971 4,404 282,280 
Corporate and unallocated 172,895 — — 172,895 

Total $ 1,309,585 $ 28,531 $ 12,622 $ 1,350,738 

Projects in progress include homes under construction, development projects in progress, capitalized interest, and model home categories from the
preceding table.

Projects in progress amount includes capitalized interest and indirect costs that are maintained within our Corporate and unallocated segment.

Inventory Impairments

When conducting our community level review for the recoverability of inventory related to projects in progress, we consider both qualitative and
quantitative factors to establish a quarterly “watch list” of communities. Each community is evaluated qualitatively and quantitatively to determine if there
are factors driving the low profitability levels. Communities with more than ten homes remaining to close with potential indicators of impairment resulting
from this initial evaluation are subjected to additional financial and operational reviews that consider the competitive environment and other factors
contributing to gross margins below our specified threshold. Our assumptions about future home sales prices and absorption rates require significant
judgment because the residential homebuilding industry is cyclical and is highly sensitive to changes in economic conditions. For certain communities, it
may be prudent to reduce sales prices or further increase sales incentives in response to a variety of factors, including competitive market conditions in
those specific submarkets for the product and locations of these communities. For communities where the current competitive and market dynamics
indicate that assets may not be recoverable, a formal impairment analysis is performed. The formal impairment analysis consists of both qualitative
competitive market analyses and quantitative analyses reflecting market and asset specific information. The quantitative analyses compare the projected
future undiscounted cash flows for each such community with its current carrying value. If the aggregate undiscounted cash flows from our quantitative
analyses are in excess of the carrying value, the asset is considered to be recoverable and is not impaired. If the aggregate undiscounted cash flows are less
than the carrying value, we perform a discounted cash flow analysis to determine the fair value of the community.

We performed our quarterly inventory impairment assessment for the quarter ended December 31, 2020 taking into consideration the qualitative and
quantitative factors discussed above, and determined that no community required a formal impairment analysis (projected cash flow analysis). No project in
progress impairment charges were recognized during the quarter ended December 31, 2020 and 2019, respectively. However, because the full magnitude
and duration of the COVID-19 pandemic is uncertain and difficult to predict, changes in our cash flow projections may change our conclusions on the
recoverability of inventory in the future, and we may recognize charges in future periods for inventory impairments related to our current inventory assets.
Any such charges could be material to our consolidated financial statements.

Impairments on land held for sale generally represent write downs of these properties to net realizable value based on sales contracts, letters of intent,
current market conditions, and recent comparable land sale transactions, as applicable. Absent an executed sales contract, our assumptions related to land
sales prices require significant judgment because the real estate market is highly sensitive to changes in economic conditions, and our estimates of sale
prices could differ significantly from actual results. There were no land held for sale impairment charges recognized during the quarter ended December 31,
2020 and 2019, respective

(a)

(b)

(b)

(a) 

(b) 
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From time-to-time, we may determine to abandon lots or not exercise certain option contracts that are not projected to produce adequate results, no longer
fit with our long-term strategic plan. Additionally, in certain limited instances, we are forced to abandon lots due to seller non-performance, or permitting
or other regulatory issues that do not allow us to build on those lots. If we intend to abandon or walk away from a property, we record an abandonment
charge to earnings for the deposit amount and any related capitalized costs in the period such decision is made. During the quarter ended December 31,
2020, we recognized $0.5 million abandonment charges in the East reportable segment related to one under contract land acquisition deal that we decided
to terminate. There were no such abandonment charges during the quarter ended December 31, 2019.

Lot Option Agreements and Variable Interest Entities (VIE)

As previously discussed, we also have access to land inventory through lot option contracts, which generally enable us to defer acquiring portions of
properties owned by third parties and unconsolidated entities until we have determined whether to exercise our lot option. The majority of our lot option
contracts require a non-refundable cash deposit or irrevocable letter of credit based on a percentage of the purchase price of the land for the right to acquire
lots during a specified period of time at a specified price. Under lot option contracts, purchase of the properties is contingent upon satisfaction of certain
requirements by us and the sellers. Our liability under option contracts is generally limited to forfeiture of the non-refundable deposits, letters of credit, and
other non-refundable amounts incurred. We expect to exercise, subject to market conditions and seller satisfaction of contract terms, most of our remaining
option contracts. Various factors, some of which are beyond our control, such as market conditions, weather conditions, and the timing of the completion of
development activities, will have a significant impact on the timing of option exercises or whether lot options will be exercised at all.

The following table provides a summary of our interests in lot option agreements as of December 31, 2020 and September 30, 2020:

in thousands

Deposits &
Non-refundable
Pre-acquisition
Costs Incurred

Remaining
Obligation

As of December 31, 2020
Unconsolidated lot option agreements $ 83,016 $ 493,845 
As of September 30, 2020
Unconsolidated lot option agreements $ 75,921 $ 395,133 

(6) Interest

Interest capitalized during the three months ended December 31, 2020 and 2019 was limited by the balance of inventory eligible for capitalization. The
following table presents certain information regarding interest for the periods presented:

Three Months Ended December 31,
in thousands 2020 2019
Capitalized interest in inventory, beginning of period $ 119,659 $ 136,565 
Interest incurred 19,902 21,556 
Interest expense not qualified for capitalization and included as other expense (1,600) (1,442)
Capitalized interest amortized to home construction and land sales expenses (18,813) (19,669)
Capitalized interest in inventory, end of period $ 119,148 $ 137,010 

The amount of interest capitalized depends on the qualified inventory balance, which considers the status of the Company's inventory holdings. Qualified
inventory balance includes the majority of homes under construction and development projects in progress but excludes land held for future development
and land held for sale.

Capitalized interest amortized to home construction and land sales expenses varies based on the number of homes closed during the period and land
sales, if any, as well as other factors.

(a)

(b)

(a) 

(b) 
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(7) Borrowings

The Company's debt, net of unamortized debt issuance costs consisted of the following as of December 31, 2020 and September 30, 2020:
in thousands Final Maturity Date December 31, 2020 September 30, 2020
Senior Unsecured Term Loan (Term Loan) September 2022 $ 100,000 $ 100,000 
6 3/4% Senior Notes (2025 Notes) March 2025 229,555 229,555 
5 7/8% Senior Notes (2027 Notes) October 2027 394,000 394,000 
7 1/4% Senior Notes (2029 Notes) October 2029 350,000 350,000 
Unamortized debt issuance costs (10,483) (10,891)

Total Senior Notes, net 1,063,072 1,062,664 
Junior Subordinated Notes (net of unamortized accretion of $32,120
and $32,636, respectively) July 2036 68,653 68,137 
Revolving Credit Facility February 2023 — — 

Total debt, net $ 1,131,725 $ 1,130,801 

Secured Revolving Credit Facility

The Secured Revolving Credit Facility (the Facility) provides working capital and letter of credit capacity of $250.0 million. The Facility is currently with
four lenders. For additional discussion of the Facility, refer to Note 8 to the audited consolidated financial statements within our 2020 Annual Report.

On October 8, 2020, the Company executed a Ninth Amendment to the Facility. The Ninth Amendment (1) extended the termination date of the Facility
from February 15, 2022 to February 15, 2023; (2) permits the maximum aggregate amount of commitments under the Credit Agreement to be increased to
up to $300.0 million pursuant to one or more additional incremental increases, subject to the approval of any lenders providing such increases; and (3)
revises the minimum liquidity covenant such that if the interest coverage ratio is greater than or equal to 1.00 to 1.00 and the housing collateral ratio is
greater than or equal to 1.75 to 1.00, the Company is required to maintain minimum liquidity of $50.0 million; and in all other cases, the Company is
required to maintain minimum liquidity of $100.0 million.

As of December 31, 2020, no borrowings and no letters of credit were outstanding under the Facility, resulting in $250.0 million remaining capacity. As of
September 30, 2020, no borrowings and no letters of credit were outstanding under the Facility. The Facility requires compliance with certain covenants,
including negative covenants and financial covenants. As of December 31, 2020, the Company believes it was in compliance with all such covenants.

Senior Unsecured Term Loan

On September 9, 2019, the Company entered into a term loan agreement, which provides for a Senior Unsecured Term Loan (the Term Loan). The
principal balance as of December 31, 2020 was $100.0 million. The Term Loan (1) will mature in September 2022, with remaining $50.0 million annual
repayment installments in September 2021 and September 2022; (2) bears interest at a fixed rate of 4.875%; and (3) includes an option to prepay, subject to
certain conditions and the payment of certain premiums. The Term Loan contains covenants generally consistent with the covenants contained in the
Facility. As of December 31, 2020, the Company believes it was in compliance with all such covenants.

Letter of Credit Facilities

The Company has entered into stand-alone, cash-secured letter of credit agreements with banks to maintain pre-existing letters of credit and to provide for
the issuance of new letters of credit (in addition to the letters of credit issued under the Facility). As of December 31, 2020 and September 30, 2020, the
Company had letters of credit outstanding under these additional facilities of $11.7 million and $12.7 million, respectively, all of which were secured by
cash collateral in restricted accounts. The Company may enter into additional arrangements to provide additional letter of credit capacity.
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In May 2018, the Company entered into a reimbursement agreement, which provides for the issuance of performance letters of credit, and an unsecured
credit agreement that provides for the issuance of up to $50.0 million of standby letters of credit to backstop the Company's obligations under the
reimbursement agreement (collectively, the "Bilateral Facility"). On June 17, 2020, the Company executed an Amendment No. 1 to the Bilateral Facility
that extends the termination date of the agreement from June 10, 2021 to June 10, 2022. As of December 31, 2020, the total stated amount of performance
letters of credit issued under the reimbursement agreement was $25.7 million (and the stated amount of the backstop standby letter of credit issued under
the credit agreement was $40.0 million). The Company may enter into additional arrangements to provide greater letter of credit capacity.

Senior Notes

The Company's Senior Notes are unsecured obligations ranking pari passu with all other existing and future senior indebtedness. Substantially all of the
Company's significant subsidiaries are full and unconditional guarantors of the Senior Notes and are jointly and severally liable for obligations under the
Senior Notes and the Facility. Each guarantor subsidiary is a 100% owned subsidiary of Beazer Homes.

All unsecured Senior Notes rank equally in right of payment with all existing and future senior unsecured obligations, senior to all of the Company's
existing and future subordinated indebtedness and effectively subordinated to the Company's existing and future secured indebtedness, including
indebtedness under the Facility, if outstanding, to the extent of the value of the assets securing such indebtedness. The unsecured Senior Notes and related
guarantees are structurally subordinated to all indebtedness and other liabilities of all of the Company's subsidiaries that do not guarantee these notes but
are fully and unconditionally guaranteed jointly and severally on a senior basis by the Company's wholly-owned subsidiaries party to each applicable
indenture.

The Company's Senior Notes are issued under indentures that contain certain restrictive covenants which, among other things, restrict our ability to pay
dividends, repurchase our common stock, incur certain types of additional indebtedness, and make certain investments. Compliance with the Senior Note
covenants does not significantly impact the Company's operations. The Company believes it was in compliance with the covenants contained in the
indentures of all of its Senior Notes as of December 31, 2020.
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For additional redemption features, refer to the table below that summarizes the redemption terms of our Senior Notes:
Senior Note Description Issuance Date Maturity Date Redemption Terms

6 3/4% Senior Notes March 2017 March 2025

On or prior to March 15, 2020, we may redeem up to 35% of the aggregate
principal amount of the 2025 Notes with the net cash proceeds of certain equity
offerings at a redemption price equal to 106.750% of the principal amount, plus
accrued and unpaid interest to, but excluding, the redemption date, provided at least
65% of the aggregate principal amount of the 2025 Notes originally issued remains
outstanding immediately after such redemption.

Callable at any time prior to March 15, 2020, in whole or in part, at a redemption
price equal to 100.000% of the principal amount, plus a customary make-whole
premium; on or after March 15, 2020, callable at a redemption price equal to
105.063% of the principal amount; on or after March 15, 2021, callable at a
redemption price equal to 103.375% of the principal amount; on or after March 15,
2022, callable at a redemption price equal to 101.688% of the principal amount; on
or after March 15, 2023, callable at a redemption price equal to 100.000% of the
principal amount, plus, in each case, accrued and unpaid interest.

5 7/8% Senior Notes October 2017 October 2027

On or prior to October 15, 2022, we may redeem up to 35% of the aggregate
principal amount of the 2027 Notes with the net cash proceeds of certain equity
offerings at a redemption price equal to 105.875% of the principal amount, plus
accrued and unpaid interest to, but excluding, the redemption date, provided at least
65% of the aggregate principal amount of the 2027 Notes originally issued remains
outstanding immediately after such redemption.

Callable at any time prior to October 15, 2022, in whole or in part, at a redemption
price equal to 100.000% of the principal amount, plus a customary make-whole
premium; on or after October 15, 2022, callable at a redemption price equal to
102.938% of the principal amount; on or after October 15, 2023, callable at a
redemption price equal to 101.958% of the principal amount; on or after October
15, 2024, callable at a redemption price equal to 100.979% of the principal amount;
on or after October 15, 2025, callable at a redemption price equal to 100.000% of
the principal amount, plus, in each case, accrued and unpaid interest.

7 1/4% Senior Notes September 2019 October 2029

On or prior to October 15, 2022, we may redeem up to 35% of the aggregate
principal amount of the 2029 Notes with the net cash proceeds of certain equity
offerings at a redemption price equal to 107.250% of the principal amount, plus
accrued and unpaid interest to, but excluding, the redemption date, provided at least
65% of the aggregate principal amount of the 2029 Notes originally issued remains
outstanding immediately after such redemption.

Callable at any time prior to October 15, 2024, in whole or in part, at a redemption
price equal to 100.000% of the principal amount, plus a customary make-whole
premium; on or after October 15, 2024, callable at a redemption price equal to
103.625% of the principal amount; on or after October 15, 2025, callable at a
redemption price equal to 102.417% of the principal amount; on or after October
15, 2026, callable at a redemption price equal to 101.208% of the principal amount;
on or after October 15, 2027, callable at a redemption price equal to 100.000% of
the principal amount, plus, in each case, accrued and unpaid interest.
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Junior Subordinated Notes

The Company's unsecured junior subordinated notes (Junior Subordinated Notes) mature on July 30, 2036. The Junior Subordinated Notes are redeemable
at par and paid interest at a fixed rate of 7.987% for the first ten years ending July 30, 2016. The securities now have a floating interest rate as defined in
the Junior Subordinated Notes Indenture, which was a weighted-average of 4.25% as of December 31, 2020. The obligations relating to these notes are
subordinated to the Facility and the Senior Notes. In January 2010, the Company modified the terms of $75.0 million of these notes and recorded them at
their then estimated fair value. Over the remaining life of the Junior Subordinated Notes, we will increase their carrying value until this carrying value
equals the face value of the notes. As of December 31, 2020, the unamortized accretion was $32.1 million and will be amortized over the remaining life of
the notes. As of December 31, 2020, the Company believes it was in compliance with all covenants under the Junior Subordinated Notes.

(8) Operating Leases

The Company leases certain office space and equipment under operating leases for use in our operations. We recognize operating lease expense on a
straight-line basis over the lease term. Certain of our lease agreements include one or more options to renew. The exercise of lease renewal options is
generally at our discretion. Variable lease expense primarily relates to maintenance and other monthly expense that do not depend on an index or rate.

We determine if an arrangement is a lease at contract inception. Lease and non-lease components are accounted for as a single component for all leases.
Operating lease ROU assets and liabilities are recognized at the lease commencement date based on the present value of the future lease payments over the
expected lease term, which includes optional renewal periods if we determine it is reasonably certain that the option will be exercised. As our leases do not
provide an implicit rate, the discount rate used in the present value calculation represents our incremental borrowing rate determined using information
available at the commencement date.

Operating lease expense is included as a component of general and administrative expenses in our condensed consolidated statements of operations. For the
three months ended December 31, 2020, we recorded operating lease expense of $1.1 million. Cash payments on lease liabilities during the three months
ended December 31, 2020 totaled $1.4 million. Sublease income and variable lease expenses are de minimis.

At December 31, 2020, weighted-average remaining lease term and discount rate were as follows:
Weighted-average remaining lease term 5.1 years
Weighted-average discount rate 4.77%

The following is a maturity analysis of the annual undiscounted cash flows reconciled to the carrying value of the operating lease liabilities as
of December 31, 2020:
Fiscal Years Ending September 30,
in thousands
2021 $ 3,364 
2022 4,053 
2023 3,254 
2024 2,121 
2025 1,824 
Thereafter 3,000 
Total lease payments 17,616 
Less: Imputed interest 2,056 
Total operating lease liabilities $ 15,560 

Remaining lease payments are for the period beginning January 1, 2021 through September 30, 2021

(a)

(a) 
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(9) Contingencies

Beazer Homes and certain of its subsidiaries have been and continue to be named as defendants in various construction defect claims, complaints, and other
legal actions. The Company is subject to the possibility of loss contingencies related to these defects as well as others arising from its business. In
determining loss contingencies, we consider the likelihood of loss and our ability to reasonably estimate the amount of such loss. An estimated loss is
recorded when it is considered probable that a liability has been incurred and the amount of loss can be reasonably estimated.

Warranty Reserves

We currently provide a limited warranty ranging from one to two years covering workmanship and materials per our defined quality standards. In addition,
we provide a limited warranty for up to ten years covering only certain defined structural element failures.

Our homebuilding work is performed by subcontractors who typically must agree to indemnify us with regard to their work and provide certificates of
insurance demonstrating that they have met our insurance requirements and have named us as an additional insured under their policies. Therefore, many
claims relating to workmanship and materials that result in warranty spending are the primary responsibility of these subcontractors. In addition, we
maintain insurance coverage related to our construction efforts that can result in recoveries of warranty and construction defect costs above certain
specified limits.

Warranty reserves are included in other liabilities within the condensed consolidated balance sheets, and the provision for warranty accruals is included in
home construction expenses in the condensed consolidated statements of operations. Reserves covering anticipated warranty expenses are recorded for each
home closed. Management assesses the adequacy of warranty reserves each reporting period based on historical experience and the expected costs to
remediate potential claims. Our review includes a quarterly analysis of the historical data and trends in warranty expense by division. Such analysis
considers market-specific factors such as warranty experience, the number of home closings, the prices of homes, product mix, and other data in estimating
warranty reserves. In addition, the analysis also contemplates the existence of any non-recurring or community-specific warranty-related matters that might
not be included in historical data and trends. While estimated warranty liabilities are adjusted each reporting period based on the results of our quarterly
analyses, we may not accurately predict actual warranty costs, which could lead to significant changes in the reserve.

Changes in warranty reserves are as follows for the periods presented:
Three Months Ended

 December 31,
in thousands 2020 2019
Balance at beginning of period $ 13,052 $ 13,388 
Accruals for warranties issued 2,254 1,665 
Changes in liability related to warranties existing in prior periods 377 67 
Payments made (3,067) (2,474)
Balance at end of period $ 12,616 $ 12,646 

 Accruals for warranties issued are a function of the number of home closings in the period, the selling prices of the homes closed, and the rates of accrual
per home estimated as a percentage of the selling price of the home.

Insurance Recoveries

The Company has insurance policies that provide for the reimbursement of certain warranty costs incurred above specified thresholds for each period
covered. Amounts recorded for anticipated insurance recoveries are reflected within the condensed consolidated statements of income as a reduction of
home construction expenses. Amounts not yet received from our insurer are recorded on a gross basis, without any reduction for the associated warranty
expense, within accounts receivable on our condensed consolidated balance sheets.

(a)

(a)
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Litigation

In the normal course of business, we are subject to various lawsuits. We cannot predict or determine the timing or final outcome of these lawsuits or the
effect that any adverse findings or determinations in pending lawsuits may have on us. In addition, an estimate of possible loss or range of loss, if any,
cannot presently be made with respect to certain of these pending matters. An unfavorable determination in any of the pending lawsuits could result in the
payment by us of substantial monetary damages that may not be fully covered by insurance. Further, the legal costs associated with the lawsuits and the
amount of time required to be spent by management and our Board of Directors on these matters, even if we are ultimately successful, could have a
material adverse effect on our financial condition, results of operations, or cash flows.

Claims Related to Inventory Impairment Charges. During the quarter ended March 31, 2019, we recognized inventory impairment charges related to 15
communities in California, all of which were previously land held for future development assets. Related to these inventory impairment charges, on June 5,
2019, a putative class action lawsuit was filed against Beazer Homes USA, Inc. and certain of our officers in the U.S. District Court for the Southern
District of New York. The proposed class consisted of all persons and entities that acquired our securities between August 1, 2014 and May 2, 2019. On
October 18, 2019, the plaintiffs filed a notice of voluntary dismissal of this case, and the Court subsequently entered an order dismissing the case.

Beginning June 25, 2019, several shareholder derivative lawsuits relating to the same inventory impairment charges discussed above were filed against
Beazer Homes USA, Inc., certain of our officers and members of our Board of Directors in the U.S. District Court for the Northern District of Georgia. The
plaintiffs in these cases allege breaches of fiduciary duty, unjust enrichment and violations of the federal securities laws. These federal actions have been
consolidated into a single derivative action. Additionally, a substantially similar derivative action has been filed in the Superior Court of Fulton County,
Georgia. The plaintiffs in each of these actions seek, among other things, monetary damages, disgorgement of profits and attorneys’ and experts’ fees, but
do not specify any specific amounts. On October 5, 2020, the Court granted a motion to dismiss the consolidated federal action but provided the plaintiffs
an opportunity to attempt to amend their complaint. An amended complaint was filed in late October, and a motion to dismiss this amended complaint is
pending. We continue to believe the allegations are without merit and intend to vigorously defend against the claims. However, because the outcome of
these legal proceedings cannot be predicted with certainty, we have determined that the amount of any possible losses or range of possible losses in
connection with these matters is not reasonably estimable.

Other Matters

We and certain of our subsidiaries have been named as defendants in various claims, complaints, and other legal actions, most relating to construction
defects, moisture intrusion, and product liability. Certain of the liabilities resulting from these actions are covered in whole or in part by insurance. In our
opinion, based on our current assessment, the ultimate resolution of these matters will not have a material adverse effect on our financial condition, results
of operations, or cash flows.

We have an accrual of $5.1 million and $5.0 million in other liabilities on our condensed consolidated balance sheets related to litigation and other matters,
excluding warranty, as of December 31, 2020 and September 30, 2020, respectively.

We had outstanding letters of credit and surety bonds of approximately $37.4 million and $257.3 million, respectively, as of December 31, 2020, related
principally to our obligations to local governments to construct roads and other improvements in various developments.

(10) Fair Value Measurements

As of the dates presented, we had assets on our condensed consolidated balance sheets that were required to be measured at fair value on a recurring or
non-recurring basis. We use a fair value hierarchy that requires us to maximize the use of observable inputs and minimize the use of unobservable inputs
when measuring fair value as follows:

• Level 1 – Quoted prices in active markets for identical assets or liabilities;

• Level 2 – Inputs other than quoted prices included in Level 1 that are observable either directly or indirectly through corroboration with market
data; and

• Level 3 – Unobservable inputs that reflect our own estimates about the assumptions market participants would use in pricing the asset or liability.

Certain of our assets are required to be recorded at fair value on a recurring basis. The fair value of our deferred compensation plan assets is based on
market-corroborated inputs (Level 2).
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Certain of our assets are required to be recorded at fair value on a non-recurring basis when events and circumstances indicate that the carrying value of
these assets may not be recovered. We review our long-lived assets, including inventory, for recoverability when factors indicate an impairment may exist,
but no less than quarterly. Fair value on assets deemed to be impaired is determined based upon the type of asset being evaluated. Fair value of our owned
inventory assets, when required to be calculated, is further discussed within Notes 2 and 5. The fair value of our investments in unconsolidated entities is
determined primarily using a discounted cash flow model to value the underlying net assets of the respective entities. Due to the substantial use of
unobservable inputs in valuing the assets on a non-recurring basis, they are classified within Level 3.

During the three months ended December 31, 2020 and 2019 we recognized no impairments on projects in process or land held for sale.

Determining within which hierarchical level an asset or liability falls requires significant judgment. We evaluate our hierarchy disclosures each quarter.

The following table presents the period-end balances of assets measured at fair value on a recurring basis and the impairment-date fair value of certain
assets measured at fair value on a non-recurring basis for each hierarchy level. These balances represent only those assets whose carrying values were
adjusted to fair value during the periods presented:
in thousands Level 1 Level 2 Level 3 Total
As of December 31, 2020

Deferred compensation plan assets $ — $ 2,552 $ — $ 2,552 
As of September 30, 2020

Deferred compensation plan assets $ — $ 2,339 $ — $ 2,339 
Land held for sale — — 6,240 6,240 

Measured at fair value on a recurring basis.

Measured at fair value on a non-recurring basis, including the capitalized interest and indirect costs related to the asset.

Amount represents the impairment-date fair value of the land held for sale assets that were impaired during the period indicated.

The fair value of cash and cash equivalents, restricted cash, accounts receivable, trade accounts payable, other liabilities, amounts due under the Facility (if
outstanding), and other secured notes payable approximate their carrying amounts due to the short maturity of these assets and liabilities. When
outstanding, obligations related to land not owned under option agreements approximate fair value.

The following table presents the carrying value and estimated fair value of certain other financial liabilities as of December 31, 2020 and September 30,
2020:

As of December 31, 2020 As of September 30, 2020

in thousands
Carrying

Amount Fair Value
Carrying

Amount Fair Value
Senior Notes and Term Loan $ 1,063,072 $ 1,147,058 $ 1,062,664 $ 1,098,117 
Junior Subordinated Notes 68,653 68,653 68,137 68,137 
Total $ 1,131,725 $ 1,215,711 $ 1,130,801 $ 1,166,254 

Carrying amounts are net of unamortized debt issuance costs or accretion.

 The estimated fair value for our publicly-held Senior Notes and the Term Loan have been determined using quoted market rates (Level 2).

Since there is no trading market for our Junior Subordinated Notes, the fair value of these notes is estimated by discounting scheduled cash flows through
maturity (Level 3). The discount rate is estimated using market rates currently being offered on loans with similar terms and credit quality. Judgment is
required in interpreting market data to develop these estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of
the amounts that we could realize in a current market exchange.

(a)

(a)

(b) (c)

(a) 

(b) 

(c) 

(a) (a)

(b)

(c)

(a) 

(b)

(c) 
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(11) Income Taxes

Income Tax Provision

The Company's income tax provision for quarterly interim periods is based on an estimated annual effective income tax rate calculated separately from the
effect of significant, infrequent, or unusual items. The total income tax provision, including discontinued operations, was a tax expense of $4.1 million for
the three months ended December 31, 2020, compared to an income tax benefit of $0.2 million for the three months ended December 31, 2019. Income tax
expense for the three months ended December 31, 2020 was substantially driven by (1) income from continuing operations, and (2) the discrete impact
related to stock-based compensation expense as a result of current period activity. Income tax benefit for the three months ended December 31, 2019 was
primarily driven by (1) the completion of work necessary to claim an additional $0.7 million in tax credits related to prior fiscal years, and (2) the discrete
impact related to stock-based compensation expense as a result of current period activity, partially offset by (3) income from continuing operations.

Deferred Tax Assets and Liabilities

The Company continues to evaluate its deferred tax assets each period to determine if a valuation allowance is required based on whether it is more likely
than not that some portion of these deferred tax assets will not be realized. As of December 31, 2020, management concluded that it is more likely than not
that a substantial portion of our deferred tax assets will be realized. As part of our analysis, we considered both positive and negative factors that impact
profitability and whether those factors would lead to a change in the estimate of our deferred tax assets that may be realized in the future. As we continue to
monitor the impacts of the COVID-19 pandemic on our business, any sustained or prolonged reductions in future earnings periods may change our
conclusions on whether we are more likely than not to realize portions of our deferred tax assets. At this time, our conclusions on the valuation allowance
and Internal Revenue Code Section 382 limitations related to our deferred tax assets remain consistent with the determinations we made during the period
ended September 30, 2020, and such conclusions are based on similar company specific and industry factors to those discussed in Note 13 to the audited
consolidated financial statements within our 2020 Annual Report.
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(12) Stock-based Compensation

Stock-based compensation expense is included in general and administrative expenses in the condensed consolidated statements of operations. Following is
a summary of stock-based compensation expense related to stock options and restricted stock awards for the three months ended December 31, 2020 and
December 31, 2019, respectively.

Three Months Ended
December 31,

in thousands 2020 2019

Stock-based compensation expense $ 3,511 $ 2,311 

Stock Options

Following is a summary of stock option activity for the three months ended December 31, 2020:
Three Months Ended

 December 31, 2020

 Shares
Weighted Average

Exercise Price
Outstanding at beginning of period 392,465 $ 15.47 
Exercised (116,465) 13.33 
Outstanding at end of period 276,000 $ 16.37 
Exercisable at end of period 269,498 $ 16.53 
Vested or expected to vest in the future 275,783 $ 16.38 

As of December 31, 2020 and September 30, 2020, unrecognized compensation costs related to unvested stock options were less than $0.1 million. The
remaining costs as of December 31, 2020 are expected to be recognized over a weighted-average period of 0.66 years.

Restricted Stock Awards

During the three months ended December 31, 2020, the Company issued time-based restricted stock awards. The time-based restricted shares granted to our
non-employee directors vest on the first anniversary of the grant, while the time-based restricted shares granted to our executive officers and other
employees generally vest ratably over three years from the date of grant. Performance-based restricted share awards vest subject to the achievement of
performance and market conditions over a three-year period.

Following is a summary of restricted stock activity for the three months ended December 31, 2020:
Three Months Ended December 31, 2020

 
Performance-Based
Restricted Shares

Time-Based Restricted
Shares Total Restricted Shares

Beginning of period 796,024 610,130 1,406,154 
Granted 164,296 246,550 410,846 
Vested (222,165) (277,857) (500,022)
End of period 738,155 578,823 1,316,978 

Each of our performance-based restricted share represents a contingent right to receive one share of the Company's common stock if vesting is satisfied
at the end of the three-year performance period. Our performance stock award plans provide that any performance shares earned in excess of the target
number of performance shares issued may be settled in cash or additional shares at the discretion of the Compensation Committee. In November 2020,
we issued 60,930 shares earned above target level based on the performance level achieved under the fiscal 2018 performance-based award plan.

As of December 31, 2020 and September 30, 2020, total unrecognized compensation costs related to unvested restricted stock awards was $12.5 million
and $9.0 million, respectively. The remaining costs as of December 31, 2020 are expected to be recognized over a weighted average period of 1.92 years.

(a)

(a) 
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(13) Earnings Per Share

Basic income (loss) per share is calculated by dividing net income (loss) by the weighted-average number of shares outstanding during the period. Diluted
income (loss) per share adjusts the basic income (loss) per share for the effects of any potentially dilutive securities in periods in which the Company has
net income and such effects are dilutive under the treasury stock method.

Following is a summary of the components of basic and diluted income (loss) per share for the periods presented:
Three Months Ended December 31,

in thousands, except per share data 2020 2019
Numerator:
Income from continuing operations $ 12,036 $ 2,804 
Loss from discontinued operations, net of tax (39) (58)

Net income $ 11,997 $ 2,746 

Denominator:
Basic weighted-average shares 29,771 29,746 
Dilutive effect of restricted stock awards 294 353 
Dilutive effect of stock options 21 39 

Diluted weighted-average shares 30,086 30,138 

Basic income (loss) per share:
Continuing operations $ 0.40 $ 0.09 
Discontinued operations — — 

Total $ 0.40 $ 0.09 

Diluted income (loss) per share:
Continuing operations $ 0.40 $ 0.09 
Discontinued operations — — 

Total $ 0.40 $ 0.09 

 The following potentially dilutive shares were excluded from the calculation of diluted income (loss) per share as a result of their anti-dilutive effect.
Three Months Ended December 31,

in thousands 2020 2019

Stock options 242,793 210,509 

(a)

(a)
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(14) Other Liabilities

Other liabilities include the following as of December 31, 2020 and September 30, 2020:
in thousands December 31, 2020 September 30, 2020

Accrued compensations and benefits $ 26,826 $ 50,246 
Customer deposits 22,917 18,937 
Accrued interest 15,613 23,870 
Warranty reserve 12,616 13,052 
Litigation accruals 5,066 4,981 
Income tax liabilities 722 584 
Other 26,504 24,313 

Total $ 110,264 $ 135,983 

(15) Segment Information

We currently operate in 13 states that are grouped into three homebuilding segments based on geography. Revenues from our homebuilding segments are
derived from the sale of homes that we construct and from land and lot sales. Our reportable segments have been determined on a basis that is used
internally by management for evaluating segment performance and resource allocations. We have considered the applicable aggregation criteria and have
combined our homebuilding operations into three reportable segments as follows:

West: Arizona, California, Nevada, and Texas

East: Delaware, Indiana, Maryland, New Jersey , Tennessee, and Virginia

Southeast: Florida, Georgia, North Carolina, and South Carolina

During our fiscal 2015, we made the decision that we would not continue to reinvest in new homebuilding assets in our New Jersey division; therefore, it
is no longer considered an active operation. However, it is included in this listing because the segment information below continues to include New
Jersey.

Management’s evaluation of segment performance is based on segment operating income (loss). Operating income (loss) for our homebuilding segments is
defined as homebuilding and land sales and other revenue less home construction, land development, and land sales expense, commission expense,
depreciation and amortization, and certain G&A expenses that are incurred by or allocated to our homebuilding segments. The accounting policies of our
segments are those described in Note 2 to the consolidated financial statements within our 2020 Annual Report.

The following tables contain our revenue, operating income, and depreciation and amortization by segment for the periods presented:
Three Months Ended

 December 31,
in thousands 2020 2019
Revenue
West $ 236,880 $ 254,398 
East 97,964 78,040 
Southeast 93,695 85,366 

Total revenue $ 428,539 $ 417,804 

(a)

(a) 
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Three Months Ended
 December 31,
in thousands 2020 2019
Operating income (loss)
West $ 33,303 $ 30,331 
East 11,368 5,321 
Southeast 10,308 3,156 

Segment total 54,979 38,808 
Corporate and unallocated (37,291) (34,862)

Total operating income $ 17,688 $ 3,946 

Three Months Ended
 December 31,
in thousands 2020 2019
Depreciation and amortization
West $ 1,537 $ 1,808 
East 471 554 
Southeast 595 540 

Segment total 2,603 2,902 
Corporate and unallocated 519 525 

Total depreciation and amortization $ 3,122 $ 3,427 

Corporate and unallocated operating loss includes amortization of capitalized interest, movement in capitalized indirect costs, expenses related to
numerous shared services functions that benefit all segments but are not allocated to the operating segments reported above, including information
technology, treasury, corporate finance, legal, branding and national marketing, and other amounts that are not allocated to our operating segments.
Corporate and unallocated depreciation and amortization represents depreciation and amortization related to assets held by our corporate functions that
benefit all segments.

The following table presents capital expenditures by segment for the periods presented:
Three Months Ended

 December 31,
in thousands 2020 2019
Capital Expenditures
West $ 1,636 $ 1,484 
East 434 452 
Southeast 234 516 
Corporate and unallocated 649 180 

Total capital expenditures $ 2,953 $ 2,632 

The following table presents assets by segment as of December 31, 2020 and September 30, 2020:
in thousands December 31, 2020 September 30, 2020
Assets
West $ 673,605 $ 658,909 
East 305,980 267,050 
Southeast 312,123 301,827 
Corporate and unallocated 692,766 779,694 

Total assets $ 1,984,474 $ 2,007,480 

 Primarily consists of cash and cash equivalents, restricted cash, deferred taxes, capitalized interest and indirect costs, and other items that are not
allocated to the segments.

(a)

(a)

(a) 

(a)

(a)
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(16) Discontinued Operations

We continually review each of our markets in order to refine our overall investment strategy and to optimize capital and resource allocations in an effort to
enhance our financial position and to increase stockholder value. This review entails an evaluation of both external market factors and our position in each
market and over time has resulted in the decision to discontinue certain of our homebuilding operations.

We have classified the results of operations of our discontinued operations separately in the accompanying condensed consolidated statements of operations
for all periods presented. There were no material assets or liabilities related to our discontinued operations as of December 31, 2020 or September 30, 2020.
Discontinued operations were not segregated in the condensed consolidated statements of cash flows. Therefore, amounts for certain captions in the
condensed consolidated statements of cash flows will not agree with the respective data in the condensed consolidated statements of operations. The results
of our discontinued operations in the condensed consolidated statements of operations for the periods presented were as follows:

Three Months Ended
 December 31,
in thousands 2020 2019
Total revenue $ — $ — 
Home construction and land sales expenses (2) 1 
Gross profit (loss) 2 (1)
General and administrative expenses 52 74 
Loss from discontinued operations before income taxes (50) (75)
Benefit from income taxes (11) (17)
Loss from discontinued operations, net of tax $ (39) $ (58)
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Executive Overview and Outlook

Market Conditions

The demand for new and existing homes is dependent on a variety of demographic and economic factors, including job and wage growth, household
formation, consumer confidence, mortgage financing, and overall housing affordability. Prior to the onset of the COVID-19 pandemic, broad economic
factors including rising levels of household formation, a constrained supply of new and used homes, and low mortgage rates, by historical standards,
contributed to improving conditions for new home sales.

The COVID-19 pandemic has led to significant market disruptions and volatility. While the economic recovery following initial containment and
mitigation measures of COVID-19 is still ongoing, demand for new homes in our markets remains strong. We believe this is the result of low interest rates
and short supply of homes, together with what may be a desire by many people to move out of crowded urban areas into new homes in the suburbs.

Despite this, the magnitude and duration of the COVID-19 pandemic remains unknown. If economic conditions deteriorate, we may experience material
declines in our net new orders, closings, revenues, cash flow and/or profitability in fiscal 2021, compared to the corresponding prior-year periods, and
compared to our expectations. In addition, if conditions in the overall housing market or in a specific market worsen in the future beyond our current
expectations, if future changes in our business strategy significantly affect any key assumptions used in our projections of future cash flows, or if there are
material changes in any of the other items we consider in assessing recoverability, we may recognize charges in future periods for inventory impairments
related to our current inventory assets. Any such charges could be material to our consolidated financial statements. For further discussion of the potential
impacts on our business from the COVID-19 pandemic, see Part I, Item 1A – Risk Factors within our 2020 Annual Report.

Overview of Results for Our Fiscal First Quarter

Reflecting on the current market conditions discussed above and our operating strategy, during the first quarter of fiscal 2021, we made improvements in
net new orders, sales pace, homes in backlog, homebuilding gross margin, and net income as compared to the first quarter of fiscal 2020.

Profitability

For the quarter ended December 31, 2020, we recorded net income from continuing operations of $12.0 million compared to net income from continuing
operations of $2.8 million in the first quarter of fiscal 2020. There were certain items that impacted the comparability of net income from continuing
operations between periods:

• We recognized $0.5 million in inventory abandonment charges in the current quarter compared to no such charges recognized in the prior year
quarter.

• Income tax expense from continuing operations was $4.1 million during the current quarter primarily due to income from continuing operations,
as compared to $0.2 million income tax benefit for the prior year quarter. Refer to Note 10 of the notes to the condensed consolidated financial
statements for additional details.

Balanced Growth Strategy

We continue to execute against our balanced growth strategy, which we define as the expansion of earnings at a faster rate than our revenue growth,
supported by a less-leveraged and return-driven capital structure. This strategy provides us with flexibility to increase return on capital, reduce leverage, or
increase investment in land and other operating assets in response to changing market conditions. Over the last ten years, our balanced growth strategy has
led to significant improvements in profitability without asset growth. Beginning in fiscal 2021, we expect to allocate more capital to grow our total lot
position, and generate higher operating margins by delivering higher margin homes and maximizing overhead leverage. The following is a summary of our
performance against certain key operating and financial metrics during the current period:

• Sales per community per month was 3.5 and 2.5 for the quarter ended December 31, 2020 and 2019, respectively. The increase in sales pace
is reflective of the high demand for new homes primarily driven by low interest rates, short supply of homes, and consumers' reassessment of
living arrangements. Sales per community per month was 3.5 and 2.9 for the trailing 12 months ended December 31, 2020 and 2019, respectively.
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• During the quarter ended December 31, 2020, our net new orders increased to 1,442, up 15.3% from the prior year quarter, while our
average active community count of 136 was down 19.0% from the prior year quarter. We ended the quarter with a lower active community
count in part due to strong sales pace we have experienced since the fourth fiscal quarter of 2020 through the current quarter. We are working to
rebuild community counts by investing in new communities. We continue to evaluate strategic opportunities to purchase land within our
geographic footprint, balancing our desire to reduce leverage with land acquisition strategies that maximize the efficiency of capital employed.

• Aggregated dollar value of homes in backlog as of December 31, 2020 was $1,162.4 million, up 58.8% compared to a year earlier. As a
result of our strong sales pace, we ended the quarter with 2,837 homes in backlog, up 53.6% compared to a year earlier. ASP in backlog as of
December 31, 2020 has risen 3.4% versus the prior year quarter to $409.7 thousand.

• Homebuilding gross margin for the quarter ended December 31, 2020 was 17.6%, up from 15.1% in the prior year quarter. Homebuilding
gross margin excluding impairments and abandonments and interest for the quarter ended December 31, 2020 was 22.1%, up from 19.8% in the
prior year quarter. With our strong sales paces and strong backlog, we believe opportunities remain for continued gross margin expansion through
maximizing revenue while reducing costs by simplifying our product offerings, although cost pressures from lumber and other direct materials
costs may temper gross margin expansion in the future.

• SG&A for the quarter ended December 31, 2020 was 12.7% of total revenue, down from 13.3% a year earlier. We remain focused on
improving overhead cost management in relation to our revenue growth, contributing to our balanced growth strategy.

Seasonal and Quarterly Variability

Our homebuilding operating cycle historically has reflected escalating new order activity in the second and third fiscal quarters and increased closings in
the third and fourth fiscal quarters. Accordingly, our financial results for the three months ended December 31, 2020 may not be indicative of our full year
results, particularly in light of the COVID-19 pandemic.

Commitment to Environmental, Social and Governance (ESG) Matters

Our focus for fiscal 2021 is not only about positioning us for future growth but also involves another important part of our operations, namely our
commitment to ESG matters. Although we believe we have been a leader among the public homebuilders in ESG for some time, we are taking a number of
important steps forward in fiscal 2021. As described in our proxy statement filed on December 18, 2020 (2020 Proxy Statement), we are the first national
builder to publicly commit to ensuring each home we build is Net Zero Energy Ready (defined below), and we have committed to reach this objective by
the end of 2025. We calculate the energy performance of our homes using the industry standard Home Energy Rating System (HERS), which measures
energy efficiency on an easy to understand scale: the lower the number, the more energy efficient the home. Net Zero Energy Ready means that every home
we build will have a gross HERS index score (before any benefit of renewable energy production) of 45 or less, and homeowners will be able to achieve
net zero energy by attaching a properly sized renewable energy system. We have been among the most efficient public builders from a HERS perspective.
We believe our commitment to Net Zero Energy Ready will continue to keep the energy-efficiency of the homes we build well ahead of other new homes
built to code. Further, we have incorporated HERS environmental achievement goals into our fiscal 2021 long-term incentive compensation awards to
demonstrate our commitment to Net Zero Energy Ready. Refer to our 2020 Proxy Statement for further discussions on our ESG initiatives.
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RESULTS OF CONTINUING OPERATIONS:

The following table summarizes certain key income statement metrics for the periods presented:
Three Months Ended

 December 31,
$ in thousands 2020 2019
Revenue:
Homebuilding $ 424,229 $ 417,399 
Land sales and other 4,310 405 

Total $ 428,539 $ 417,804 
Gross profit:
Homebuilding $ 74,837 $ 63,108 
Land sales and other 456 29 

Total $ 75,293 $ 63,137 
Gross margin:
Homebuilding 17.6  % 15.1  %
Land sales and other 10.6 % 7.2 %

Total 17.6 % 15.1 %
Commissions $ 16,507 $ 16,065 
General and administrative expenses (G&A) $ 37,976 $ 39,699 
SG&A (commissions plus G&A) as a percentage of total revenue 12.7 % 13.3 %
G&A as a percentage of total revenue 8.9 % 9.5 %
Depreciation and amortization $ 3,122 $ 3,427 
Operating income $ 17,688 $ 3,946 
Operating income as a percentage of total revenue 4.1 % 0.9 %
Effective tax rate 25.5 % (8.1) %
Equity in income of unconsolidated entities $ (75) $ (13)

Calculated as tax expense (benefit) for the period divided by income from continuing operations. Due to a variety of factors, including the impact of
discrete tax items on our effective tax rate, our income tax benefit is not always directly correlated to the amount of pre-tax income for the associated
periods.

(a)

(a) 
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EBITDA: Reconciliation of Net Income (Loss) to Adjusted EBITDA

Reconciliation of Adjusted EBITDA to total company net income (loss), the most directly comparable GAAP measure, is provided for each period
discussed below. Management believes that Adjusted EBITDA assists investors in understanding and comparing the operating characteristics of
homebuilding activities by eliminating many of the differences in companies' respective capitalization, tax position, and level of impairments. These
EBITDA measures should not be considered alternatives to net income (loss) determined in accordance with GAAP as an indicator of operating
performance.

The reconciliation of Adjusted EBITDA to total company net income (loss) below differs from prior year, as it reclassifies stock-based compensation
expense from an adjustment within EBITDA to an adjustment within Adjusted EBITDA in order to accurately present EBITDA per its definition.

The following table reconciles our net income (loss) to Adjusted EBITDA for the periods presented:
Three Months Ended December 31, LTM Ended December 31,

in thousands 2020 2019 20 vs 19 2020 2019 20 vs 19
Net income (loss) $ 11,997 $ 2,746 $ 9,251 $ 61,477 $ (84,085) $ 145,562 
Expense (benefit) from income taxes 4,114 (228) 4,342 22,006 (33,549) 55,555 
Interest amortized to home construction and land sales expenses and
capitalized interest impaired 18,813 19,669 (856) 94,806 111,172 (16,366)
Interest expense not qualified for capitalization 1,600 1,442 158 8,626 4,309 4,317 
EBIT 36,524 23,629 12,895 186,915 (2,153) 189,068 
Depreciation and amortization 3,122 3,427 (305) 15,335 15,416 (81)
EBITDA 39,646 27,056 12,590 202,250 13,263 188,987 
Stock-based compensation expense 3,511 2,311 1,200 11,236 10,723 513 
Loss on extinguishment of debt — — — — 24,920 (24,920)
Inventory impairments and abandonments 465 — 465 2,576 133,819 (131,243)
Restructuring and severance expenses (10) — (10) 1,307 — 1,307 
Litigation settlement in discontinued operations — — — 1,260 — 1,260 
Adjusted EBITDA $ 43,612 $ 29,367 $ 14,245 $ 218,629 $ 182,725 $ 35,904 

 “LTM” indicates amounts for the trailing 12 months.

 In periods during which we impaired certain of our inventory assets, capitalized interest that is impaired is included in the line above titled “Interest
amortized to home construction and land sales expenses and capitalized interest impaired.”

(a)

(b)

(a)

(b)
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Homebuilding Operations Data

The following table summarizes new orders and cancellation rates by reportable segment for the periods presented:
Three Months Ended December 31,

 New Orders, net Cancellation Rates
 2020 2019 20 vs 19 2020 2019

West 782 737 6.1 % 14.6 % 15.6 %
East 320 233 37.3 % 8.6 % 14.7 %
Southeast 340 281 21.0 % 10.1 % 13.3 %

Total 1,442 1,251 15.3 % 12.3 % 14.9 %

Net new orders for the quarter ended December 31, 2020 increased to 1,442, up 15.3% from the quarter ended December 31, 2019. The increase in net new
orders was driven primarily by an increase in absorption rate from 2.5 sales per community per month in the prior year quarter to 3.5, and a decrease in
cancellation rates from 14.9% in the prior year quarter to 12.3%. All three of our reportable segments experienced sales pace increases during the current
quarter, while average active community count decreased across all reportable segments.

The table below summarizes backlog units by reportable segment as well as the aggregate dollar value and ASP of homes in backlog as of December 31,
2020 and December 31, 2019:

As of December 31,
 2020 2019 20 vs 19
Backlog Units:
West 1,505 1,025 46.8 %
East 721 382 88.7 %
Southeast 611 440 38.9 %

Total 2,837 1,847 53.6 %
Aggregate dollar value of homes in backlog (in millions) $ 1,162.4 $ 732.1 58.8 %
ASP in backlog (in thousands) $ 409.7 $ 396.4 3.4 %

Backlog reflects the number of homes for which the Company has entered into a sales contract with a customer but has not yet delivered the home. Homes
in backlog are generally delivered within three to six months following commencement of construction. The aggregate dollar value of homes in backlog as
of December 31, 2020 increased 58.8% compared to December 31, 2019 due to a 3.4% increase in the ASP of homes in backlog as well as a 53.6%
increase in backlog units. The increase in backlog units was primarily due to the increase in sales pace and net new orders.

Homebuilding Revenue, Average Selling Price, and Closings

The table below summarizes homebuilding revenue, ASP of our homes closed, and closings by reportable segment for the periods presented:

 Three Months Ended December 31,
 Homebuilding Revenue Average Selling Price Closings
$ in thousands 2020 2019 20 vs 19 2020 2019 20 vs 19 2020 2019 20 vs 19
West $ 232,940 $ 254,398 (8.4)% $ 362.8 $ 366.6 (1.0)% 642 694 (7.5)%
East 97,964 77,645 26.2 % 439.3 404.4 8.6 % 223 192 16.1 %
Southeast 93,325 85,356 9.3 % 374.8 377.7 (0.8)% 249 226 10.2 %

Total $ 424,229 $ 417,399 1.6 % $ 380.8 $ 375.4 1.4 % 1,114 1,112 0.2 %

For the three months ended December 31, 2020, homebuilding revenue increased primarily as a result of increase in ASP, while closings stayed relatively
flat year over year. The ASP changes were impacted primarily by a change in mix of closings between geographies, products, and among communities
within each individual market as compared to the prior year period. On average, we anticipate that our ASP will continue to increase in the near-term as
indicated by the ASP for homes in backlog as of December 31, 2020.
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Homebuilding Gross Profit and Gross Margin

The following tables present our homebuilding (HB) gross profit and gross margin by reportable segment and in total. In addition, such amounts are
presented excluding inventory impairments and abandonments and interest amortized to cost of sales (COS). Homebuilding gross profit is defined as
homebuilding revenue less home cost of sales (which includes land and land development costs, home construction costs, capitalized interest, indirect costs
of construction, estimated warranty costs, closing costs, and inventory impairment and abandonment charges).

Three Months Ended December 31, 2020

$ in thousands
HB Gross

Profit
HB Gross
Margin

Impairments &
Abandonments

(I&A)

HB Gross
Profit w/o

I&A

HB Gross
Margin w/o

I&A

Interest
Amortized  to
COS (Interest)

HB Gross Profit
w/o I&A and

Interest

HB Gross  Margin
w/o I&A and

Interest
West $ 52,874 22.7 % $ — $ 52,874 22.7 % $ — $ 52,874 22.7 %
East 19,865 20.3 % 465 20,330 20.8 % — 20,330 20.8 %
Southeast 19,822 21.2 % — 19,822 21.2 % — 19,822 21.2 %
Corporate &
unallocated (17,724) — (17,724) 18,560 836 

Total
homebuilding $ 74,837 17.6 % $ 465 $ 75,302 17.8 % $ 18,560 $ 93,862 22.1 %

Three Months Ended December 31, 2019

$ in thousands
HB Gross

Profit
HB Gross

Margin

Impairments &
Abandonments

(I&A)

HB Gross
Profit w/o

I&A

HB Gross
Margin w/o

I&A

Interest
Amortized to

COS
(Interest)

HB Gross Profit
w/o I&A and

Interest

HB Gross Margin
w/o I&A and

Interest
West $ 52,109 20.5 % $ — $ 52,109 20.5 % $ — $ 52,109 20.5 %
East 13,892 17.9 % — 13,892 17.9 % — 13,892 17.9 %
Southeast 13,460 15.8 % — 13,460 15.8 % — 13,460 15.8 %
Corporate &
unallocated (16,353) — (16,353) 19,669 3,316 

Total
homebuilding $ 63,108 15.1 % $ — $ 63,108 15.1 % $ 19,669 $ 82,777 19.8 %

 Corporate and unallocated includes capitalized interest amortized to HB cost of sales, and indirect costs capitalized and amortized related to HB cost of
sales.

Our homebuilding gross profit increased by $11.7 million to $74.8 million for the three months ended December 31, 2020, compared to $63.1 million in the
prior year quarter. The increase in homebuilding gross profit was primarily driven by growth in homebuilding revenue of $6.8 million, and an increase in
gross margin of 250 basis points to 17.6%. However, as shown in the tables above, the comparability of our gross profit and gross margin was modestly
impacted by impairments and abandonment charges which increased by $0.5 million, and interest amortized to homebuilding cost of sales which decreased
by  $1.1 million period-over-period (refer to Note 5 and Note 6 of the notes to the condensed consolidated financial statements in this Form 10-Q for
additional details). When excluding the impact of impairment and abandonments charges and interest amortized to homebuilding cost of sales,
homebuilding gross profit increased by $11.1 million compared to the prior year quarter, while homebuilding gross margin increased by 230 basis points
percent to 22.1%. The year-over-year improvement in gross margin for the three months ended December 31, 2020 is primarily driven by lower sales
incentives and pricing increases.

Measures of homebuilding gross profit and gross margin after excluding inventory impairments and abandonments, interest amortized to cost of sales, and
other non-recurring items are not GAAP financial measures. These measures should not be considered alternatives to homebuilding gross profit and gross
margin determined in accordance with GAAP as an indicator of operating performance.

In particular, the magnitude and volatility of non-cash inventory impairment and abandonment charges for the Company and other homebuilders have been
significant historically and, as such, have made financial analysis of our industry more difficult. Homebuilding metrics excluding these charges, as well as
interest amortized to cost of sales and other similar presentations by analysts and other companies, are frequently used to assist investors in understanding
and comparing the operating characteristics of homebuilding activities by eliminating many of the differences in companies' respective level of
impairments and levels of debt. Management believes these non-GAAP measures enable holders of our securities to better understand the cash implications
of our operating performance and our ability to service our debt obligations as they currently exist and as

(a)

(a)

(a)
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additional indebtedness is incurred in the future. These measures are also useful internally, helping management to compare operating results and to
measure cash available for discretionary spending.

In a given period, our reported gross profit is generated from both communities previously impaired and communities not previously impaired. In addition,
as indicated above, certain gross profit amounts arise from recoveries of prior period costs, including warranty items that are not directly tied to
communities generating revenue in the period. Home closings from communities previously impaired would, in most instances, generate very low or
negative gross margins prior to the impact of the previously recognized impairment. Gross margin for each home closing is higher for a particular
community after an impairment because the carrying value of the underlying land was previously reduced to the present value of future cash flows as a
result of the impairment, leading to lower cost of sales at the home closing. This improvement in gross margin resulting from one or more prior
impairments is frequently referred to in the aggregate as the “impairment turn” or “flow-back” of impairments within the reporting period. The amount of
this impairment turn may exceed the gross margin for an individual impaired asset if the gross margin for that asset prior to the impairment would have
been negative. The extent to which this impairment turn is greater than the reported gross margin for the individual asset is related to the specific historical
cost basis of that individual asset.

The asset valuations that result from our impairment calculations are based on discounted cash flow analyses and are not derived by simply applying
prospective gross margins to individual communities. As such, impaired communities may have gross margins that are somewhat higher or lower than the
gross margins for unimpaired communities. The mix of home closings in any particular quarter varies to such an extent that comparisons between
previously impaired and never impaired communities would not be a reliable way to ascertain profitability trends or to assess the accuracy of previous
valuation estimates. In addition, since any amount of impairment turn is tied to individual lots in specific communities, it will vary considerably from
period to period. As a result of these factors, we review the impairment turn impact on gross margin on a trailing 12-month basis rather than a quarterly
basis as a way of considering whether our impairment calculations are resulting in gross margins for impaired communities that are comparable to our
unimpaired communities. For the trailing 12-month period, our homebuilding gross margin was 16.9% and excluding interest and inventory impairments
and abandonments, it was 21.5%. For the same trailing 12-month period, homebuilding gross margin was as follows in those communities that have
previously been impaired, which represented 9.4% of total closings during this period:

Homebuilding Gross Margin from previously impaired communities:
Pre-impairment turn gross margin 1.7 %
Impact of interest amortized to COS related to these communities 4.4 %
Pre-impairment turn gross margin, excluding interest amortization 6.1 %
Impact of impairment turns 17.6 %
Gross margin (post impairment turns), excluding interest amortization 23.7 %

For a further discussion of our impairment policies, refer to Notes 2 and 5 of the notes to the condensed consolidated financial statements in this Form 10-
Q.

32



Table of Contents

Land Sales and Other Revenue and Gross Profit

Land sales relate to land and lots sold that do not fit within our homebuilding programs and strategic plans. We also have other revenue related to title
examinations provided for our homebuyers in certain markets. The following tables summarize our land sales and other revenue and related gross profit by
reportable segment for the periods presented:

Land Sales and Other Revenue Land Sales and Other Gross Profit
Three Months Ended December 31, Three Months Ended December 31,

in thousands 2020 2019 20 vs 19 2020 2019 20 vs 19
West $ 3,940 $ — $ 3,940 $ 707 $ — $ 707 
East — 395 (395) — 17 (17)
Southeast 370 10 360 57 12 45 
Corporate and unallocated — — — (308) — (308)

Total $ 4,310 $ 405 $ 3,905 $ 456 $ 29 $ 427 

 Corporate and unallocated includes capitalized interest and capitalized indirect costs expensed to land cost of sale related to land sold.

To further support our efforts to reduce leverage, we continued to focus on closing a number of land sales in the three months ended December 31, 2020 for
land positions that did not fit within our strategic plans. Future land and lot sales will depend on a variety of factors, including local market conditions,
individual community performance, and changing strategic plans.

Operating Income

The table below summarizes operating income by reportable segment for the periods presented:
Three Months Ended December 31,

in thousands 2020 2019 20 vs 19

West $ 33,303 $ 30,331 $ 2,972 
East 11,368 5,321 6,047 
Southeast 10,308 3,156 7,152 
Corporate and unallocated (37,291) (34,862) (2,429)
Operating income $ 17,688 $ 3,946 $ 13,742 

 Corporate and unallocated includes amortization of capitalized interest, capitalization and amortization of indirect costs, expenses related to numerous
shared services functions that benefit all segments but are not allocated to the operating segments, and certain other amounts that are not allocated to our
operating segments.

Our operating income increased by $13.7 million to $17.7 million for the three months ended December 31, 2020, compared to operating income of $3.9
million for the three months ended December 31, 2019, driven primarily by the previously discussed increase in gross profit and decreased SG&A costs
compared to the prior year quarter.

Below operating income, we experienced a slight increase in other expense, net, for the three months ended December 31, 2020, primarily due to an
increase of $0.2 million in interest expense not qualified for capitalization. See Note 6 of the notes to our condensed consolidated financial statements in
this Form 10-Q for a further discussion.

Three Months Ended December 31, 2020 as compared to 2019

West Segment: Homebuilding revenue decreased by 8.4% for the three months ended December 31, 2020 compared to the prior year quarter due to a 7.5%
decrease in closings and a 1.0% decrease in ASP. Compared to the prior year quarter, homebuilding gross profit increased by $0.8 million due to the
increase in homebuilding gross margin. Homebuilding gross margin increased to 22.7%, up from 20.5% in the prior year quarter. The increase in gross
margin was driven primarily by lower sales incentives and pricing increases. The $3.0 million increase in operating income compared to the prior year
quarter was due to the aforementioned increase in gross profit and lower SG&A expenses in the segment.

East Segment: Homebuilding revenue increased by 26.2% for the three months ended December 31, 2020 compared to the prior year quarter due to a
16.1% increase in closings as well as an 8.6% increase in ASP. Compared to the prior year quarter, homebuilding gross profit increased by $6.0 million due
to the increase in homebuilding revenue and higher gross margin, which, excluding abandonment, increased from 17.9% to 20.8%. The increase in gross
margin was driven primarily by lower

(a)

(a)

(a)

(b)

(a)
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sales incentives and pricing increases. The increase of $6.0 million in operating income was primarily due to the increase in gross profit.

Southeast Segment: Homebuilding revenue increased by 9.3% for the three months ended December 31, 2020 compared to the prior year quarter due to a
10.2% increase in closings, partially offset by a 0.8% decrease in ASP. Compared to the prior year quarter, homebuilding gross profit increased by $6.4
million due to an increase in homebuilding gross margin and homebuilding revenue. Homebuilding gross margin increased from 15.8% to 21.2% compared
to the prior year quarter. The increase in gross margin was primarily driven by lower sales incentives and pricing increases. The increase in operating
income of $7.2 million was primarily due to the previously discussed increase in gross margin and reduced SG&A expenses period-over-period in the
segment.

Corporate and Unallocated: Our Corporate and unallocated results include amortization of capitalized interest, capitalization and amortization of indirect
costs, expenses for various shared services functions that benefit all segments but are not allocated, including information technology, treasury, corporate
finance, legal, branding and national marketing, and certain other amounts that are not allocated to our operating segments. For the three months ended
December 31, 2020, corporate and unallocated net expenses were up $2.4 million from the prior year quarter primarily due to higher corporate G&A costs
and an increase in the proportion of indirect costs expensed to cost of sales period-over-period, partially offset by lower amortization of capitalized interest
to cost of sales.

Income Taxes

Our income tax assets and liabilities and related effective tax rate are affected by various factors, the most significant of which is the valuation allowance
recorded against a portion of our deferred tax assets. Due to the effect of our valuation allowance adjustments beginning in fiscal 2008, a comparison of our
annual effective tax rates must consider the changes in our valuation allowance. As such, our effective tax rates have not been meaningful metrics, as our
income tax expense/benefit was not directly correlated to the amount of pretax income or loss for the associated periods. Beginning in fiscal 2016, the
Company began using an annualized effective tax rate in interim periods to determine its income tax benefit/expense, which we believe more closely
correlates with our periodic pretax income or loss. The annualized effective tax rate will continue to be impacted by discrete tax items.

Our current fiscal year-to-date income tax expense was primarily driven by income tax expense on earnings from continuing operations. The tax benefit for
the three months ended December 31, 2019 was primarily driven by the generation of additional federal tax credits, partially offset by income tax expense
on earnings from continuing operations. Refer to Note 11 of the notes to the condensed consolidated financial statements included in this Form 10-Q for
further discussion of our income taxes.

Liquidity and Capital Resources

Our sources of liquidity include, but are not limited to, cash from operations, proceeds from Senior Notes, our Secured Revolving Credit Facility (the
Facility) and other bank borrowings, the issuance of equity and equity-linked securities, and other external sources of funds. Our short-term and long-term
liquidity depends primarily upon our level of net income, working capital management (cash, accounts receivable, accounts payable and other liabilities),
and available credit facilities.

Cash, cash equivalents, and restricted cash decreased as follows for the periods presented:
Three Months Ended December 31,

in thousands 2020 2019

Cash used in operating activities $ (74,578) $ (84,530)
Cash used in investing activities (2,858) (2,547)
Cash (used in) provided by financing activities (3,044) 24,319 
Net decrease in cash, cash equivalents, and restricted cash $ (80,480) $ (62,758)

Operating Activities

Net cash used in operating activities was $74.6 million for the three months ended December 31, 2020. The primary drivers of operating cash flows are
typically cash earnings and changes in inventory levels, including land acquisition and development spending. Net cash used in operating activities during
the period was primarily driven by an increase in inventory of $62.7 million resulting from land acquisition, land development, and house construction
spending to support continued growth, and a net increase in non-inventory working capital balances of $35.1 million, partially offset by income before
income taxes of $16.1 million, which included $7.1 million of non-cash charges.
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Net cash used in operating activities was $84.5 million for the three months ended December 31, 2019, primarily driven by income before income taxes of
$2.5 million, which included, $5.7 million of non-cash charges, offset by an increase in inventory of $69.0 million resulting from land acquisition, land
development, and house construction spending to support continued growth, and a net increase in non-inventory working capital balances of $23.7 million.

Investing Activities

Net cash used in investing activities for the three months ended December 31, 2020 and December 31, 2019, was $2.9 million and $2.5 million,
respectively, primarily driven in both periods by capital expenditures for model homes.

Financing Activities

Net cash used in financing activities was $3.0 million for the three months ended December 31, 2020 primarily driven by tax payments for stock-based
compensation awards vesting and payment of debt issuance costs.

Net cash provided by financing activities was $24.3 million for the three months ended December 31, 2019 driven by net borrowings under the Facility,
partially offset by tax payments for stock-based compensation awards vesting, cash settlement of performance-based restricted stock, and repayment of
other miscellaneous borrowings.

Financial Position

As of December 31, 2020, our liquidity position consisted of $244.6 million in cash and cash equivalents and $250.0 million of remaining capacity under
the Facility.

The unprecedented public health and governmental efforts to contain the COVID-19 pandemic have created significant uncertainty as to general economic
and housing market conditions for 2021 and beyond. As of the date of this report, we believe we have adequate capital resources and sufficient access to
external financing sources to satisfy our current and reasonably anticipated requirements for funds to conduct our operations and meet other needs in the
ordinary course of our business.

During this time, we may also engage in capital markets, bank loan, project debt or other financial transactions, including the repurchase of debt or
potential new issuances of debt or equity securities to support our business needs. The amounts involved in these transactions, if any, may be material. In
addition, as necessary or desirable, we may adjust or amend the terms of and/or expand the capacity of the Facility, or enter into additional letter of credit
facilities, or other similar facility arrangements, in each case with the same or other financial institutions, or allow any such facilities to mature or expire.
However, with the uncertainty surrounding the COVID-19 pandemic, our ability to engage in such transactions may be constrained by volatile or tight
economic, capital, credit and financial market conditions, as well as lender interest and capacity and our liquidity, leverage and net worth. Accordingly, we
can provide no assurance as to the successful completion of, or the operational limitations arising from, any one or series of such transactions. For further
discussion of the potential impacts from the COVID-19 pandemic on our capital resources and liquidity, see Part I, Item 1A – Risk Factors within our 2020
Annual Report..
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Debt

We generally fulfill our short-term cash requirements with cash generated from operations and available borrowings. Additionally, our Secured Revolving
Credit Facility (the Facility) provides working capital and letter of credit capacity of $250.0 million. As of December 31, 2020, no borrowings and no
letters of credit were outstanding under the Facility, resulting in $250.0 million remaining capacity.

On October 8, 2020, the Company executed a Ninth Amendment to the Facility. The Ninth Amendment (1) extended the termination date of the Facility
from February 15, 2022 to February 15, 2023; (2) permits the maximum aggregate amount of commitments under the Credit Agreement to be increased to
up to $300.0 million pursuant to one or more additional incremental increases, subject to the approval of any lenders providing such increases; and (3)
revises the minimum liquidity covenant such that if the interest coverage ratio is greater than or equal to 1.00 to 1.00 and the housing collateral ratio is
greater than or equal to 1.75 to 1.00, the Company is required to maintain minimum liquidity of $50.0 million; and in all other cases, the Company is
required to maintain minimum liquidity of $100.0 million.

We have also entered into a number of stand-alone, cash secured letter of credit agreements with banks. These combined facilities provide for letter of
credit needs collateralized by either cash or assets of the Company. We currently have $11.7 million of outstanding letters of credit under these facilities,
which are secured by cash collateral that is maintained in restricted accounts totaling $12.9 million.

To provide greater letter of credit capacity, the Company has also entered into a reimbursement agreement, which provides for the issuance of performance
letters of credit, and an unsecured credit agreement that provides for the issuance of up to $50.0 million of standby letters of credit to backstop the
Company's obligations under the reimbursement agreement (collectively, the "Bilateral Facility"). As of December 31, 2020, the total stated amount of
performance letters of credit issued under the reimbursement agreement was $25.7 million (and the stated amount of the backstop standby letter of credit
issued under the credit agreement was $40.0 million).

In the future, we may from time to time seek to continue to retire or purchase our outstanding debt through cash repurchases or in exchange for other debt
securities, in open market purchases, privately-negotiated transactions, or otherwise. In addition, any material variance from our projected operating results
could require us to obtain additional equity or debt financing. There can be no assurance that we will be able to complete any of these transactions in the
future on favorable terms or at all. See Note 7 of the notes to the condensed consolidated financial statements in this Form 10-Q for additional details
related to our borrowings.
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Supplemental Guarantor Information

As discussed in Note 7 of the notes to the condensed consolidated financial statements in this Form 10-Q, the Company's obligations to pay principal and
interest under certain debt agreements are guaranteed on a joint and several basis by substantially all of the Company's subsidiaries. Some of the immaterial
subsidiaries do not guarantee the Senior Notes. The guarantees are full and unconditional.

The following summarized financial information is presented for Beazer Homes USA, Inc. and the guarantor subsidiaries on a combined basis after
elimination of intercompany transactions between entities in the combined group and amounts related to investments in any subsidiary that is a non-
guarantor.
in thousands As of December 31, 2020 As of September 30, 2020

Total assets $ 1,982,883 2,006,611 
Due from non-guarantor subsidiary 620 417 
Total liabilities 1,377,616 1,414,105 

Three Months Ended Three Months Ended
in thousands December 31, 2020 December 31, 2020

Total revenues $ 428,184 417,804 
Gross profit 75,040 63,137 
Income from continuing operations 11,906 2,804 
Net income 11,867 2,755 

Credit Ratings

Our credit ratings are periodically reviewed by rating agencies. In July 2020, Moody's reaffirmed the Company's issuer corporate family rating of B3 and
stable outlook for the Company. In October 2020, S&P revised the Company’s outlook to positive and reaffirmed the Company’s corporate credit rating of
B-. These ratings and our current credit condition affect, among other things, our ability to access new capital. Negative changes to these ratings may result
in more stringent covenants and higher interest rates under the terms of any new debt. Our credit ratings could be lowered, or rating agencies could issue
adverse commentaries in the future, which could have a material adverse effect on our business, financial condition, results of operations, and liquidity. In
particular, a weakening of our financial condition, including any further increase in our leverage or decrease in our profitability or cash flows, could
adversely affect our ability to obtain necessary funds, could result in a credit rating downgrade or change in outlook, or could otherwise increase our cost of
borrowing.

Stock Repurchases and Dividends Paid

During the first quarter of fiscal 2019, the Company's Board of Directors approved a share repurchase program that authorizes the Company to repurchase
up to $50.0 million of its outstanding common stock. As part of this program, the Company repurchased common stock during fiscal 2019 and 2020
through open market transactions, 10b5-1 plans, and accelerated share repurchase (ASR) agreements. All shares have been retired upon repurchase. The
aggregate reduction to stockholders’ equity related to share repurchases during the fiscal year ended September 30, 2020 and September 30, 2019 was $3.3
million and $34.6 million, respectively. No share repurchases were made during the three months ended December 31, 2020. As of December 31, 2020, the
remaining availability of the share repurchase program was $12.0 million.

The indentures under which our Senior Notes were issued contain certain restrictive covenants, including limitations on the payment of dividends. There
were no dividends paid during the three months ended December 31, 2020 or 2019.
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Off-Balance Sheet Arrangements and Aggregate Contractual Commitments

Lot Option Contracts

We historically have attempted to control a portion of our land supply through lot option contracts. As of December 31, 2020, we controlled 18,801 lots,
which includes 366 lots of land held for future development and 295 lots of land held for sale. Of the total active 18,140 lots, we owned 58.5%, or 10,604
of these lots, and the remaining 7,536 of these lots, or 41.5%, were under option contracts with land developers and land bankers, which generally require
the payment of cash or the posting of a letter of credit for the right to acquire lots during a specified period of time at a certain price. As a result of the
flexibility that these options provide us, upon a change in market conditions (as we are currently experiencing as a result of the COVID-19 pandemic), we
may renegotiate the terms of the options prior to exercise or terminate the agreement. Under option contracts, purchase of the properties is contingent upon
satisfaction of certain requirements by us and the sellers, and our liability is generally limited to forfeiture of the non-refundable deposits and other non-
refundable amounts incurred, which totaled approximately $83.0 million as of December 31, 2020. The total remaining purchase price, net of cash deposits,
committed under all options was $493.8 million as of December 31, 2020. Based on market conditions and our liquidity, we may further expand our use of
option agreements to supplement our owned inventory supply.

We expect to exercise, subject to market conditions and seller satisfaction of contract terms, most of our option contracts. Various factors, some of which
are beyond our control, such as market conditions, weather conditions, and the timing of the completion of development activities, will have a significant
impact on the timing of option exercises or whether lot options will be exercised at all.

We have historically funded the exercise of lot options with operating cash flows. We expect these sources to continue to be adequate to fund anticipated
future option exercises. Therefore, we do not anticipate that the exercise of our lot options will have a material adverse effect on our liquidity.

Investments in Unconsolidated Entities

Occasionally, we use legal entities in which we have less than a controlling interest. We enter into the majority of these arrangements with land developers,
other homebuilders, and financial partners to acquire attractive land positions, to manage our risk profile, and to leverage our capital base. The underlying
land positions are developed into finished lots for sale to the unconsolidated entity’s members or other third parties. We account for our interest in
unconsolidated entities under the equity method.

Historically, we and our partners have provided varying levels of guarantees of debt or other obligations of our unconsolidated entities. As of December 31,
2020, we had no repayment guarantees outstanding related to the debt of our unconsolidated entities. See Note 4 of the notes to the condensed consolidated
financial statements in this Form 10-Q for more information.

Letters of Credit and Surety Bonds

In connection with the development of our communities, we are frequently required to provide performance, maintenance, and other bonds and letters of
credit in support of our related obligations with respect to such developments. The amount of such obligations outstanding at any time varies in accordance
with our pending development activities. In the event any such bonds or letters of credit are drawn upon, we would be obligated to reimburse the issuer of
such bonds or letters of credit. As of December 31, 2020, we had outstanding letters of credit and surety bonds of approximately $37.4 million and $257.3
million, respectively, primarily related to our obligations to local governments to construct roads and other improvements in various developments.

Derivative Instruments and Hedging Activities

We are exposed to fluctuations in interest rates. From time-to-time, we may enter into derivative agreements to manage interest costs and hedge against
risks associated with fluctuating interest rates. However, as of December 31, 2020, we were not a party to any such derivative agreements. We do not enter
into or hold derivatives for trading or speculative purposes.
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Critical Accounting Policies and Estimates

Our critical accounting policies require the use of judgment in their application and in certain cases require estimates of inherently uncertain matters.
Although our accounting policies are in compliance with accounting principles generally accepted in the United States of America (GAAP), a change in the
facts and circumstances of the underlying transactions could significantly change the application of the accounting policies and the resulting financial
statement impact. It is also possible that other professionals applying reasonable judgment to the same set of facts and circumstances could reach a different
conclusion. As disclosed in our 2020 Annual Report, our most critical accounting policies relate to inventory valuation (projects in progress, land held for
future development, and land held for sale), revenue recognition, warranty reserves, and income tax valuation allowances and ownership changes. There
have been no significant changes to our critical accounting policies and estimates during the three months ended December 31, 2020 as compared to those
described in Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations included in our 2020 Annual Report on Form
10-K.
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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q (Form 10-Q) contains forward-looking statements. These forward-looking statements represent our expectations or
beliefs concerning future events or results, and it is possible that such events or results described in this Form 10-Q will not occur or be achieved. These
forward-looking statements can generally be identified by the use of statements that include words such as “estimate,” “project,” “believe,” “expect,”
“anticipate,” “intend,” “plan,” “foresee,” “likely,” “will,” "outlook," “goal,” “target” or other similar words or phrases.

These forward-looking statements involve risks, uncertainties and other factors, many of which are outside of our control, that could cause actual events or
results to differ materially from the events or results discussed in the forward-looking statements, including, among other things, the matters discussed in
this Form 10-Q in the section captioned “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” Additional
information about factors that could lead to material changes is contained in Part I, Item 1A— Risk Factors of our Annual Report on Form 10-K for the
fiscal year ended September 30, 2020. These factors are not intended to be an all-inclusive list of risks and uncertainties that may affect the operations,
performance, development and results of our business, but instead are the risks that we currently perceive as potentially being material. Such factors may
include:

• the cyclical nature of the homebuilding industry and a potential deterioration in homebuilding industry conditions;

• economic changes nationally or in local markets, changes in consumer confidence, wage levels, declines in employment levels, inflation or
increases in the quantity and decreases in the price of new homes and resale homes on the market;

• the potential negative impact of the COVID-19 pandemic, which, in addition to exacerbating each of the risks listed above and below, may include
a significant decrease in demand for our homes or consumer confidence generally with respect to purchasing a home, an inability to sell and build
homes in a typical manner or at all, increased costs or decreased supply of building materials, including lumber, or the availability of
subcontractors, housing inspectors, and other third-parties we rely on to support our operations, and recognizing charges in future periods, which
may be material, for goodwill impairments, inventory impairments and/or land option contract abandonments;

• shortages of or increased prices for labor, land or raw materials used in housing production, and the level of quality and craftsmanship provided by
our subcontractors;

• the availability and cost of land and the risks associated with the future value of our inventory, such as asset impairment charges we took on select
California assets during the second quarter of fiscal 2019;

• factors affecting margins, such as decreased land values underlying land option agreements, increased land development costs in communities
under development or delays or difficulties in implementing initiatives to reduce our production and overhead cost structure;

• our ability to raise debt and/or equity capital, due to factors such as limitations in the capital markets (including market volatility) or adverse credit
market conditions, and our ability to otherwise meet our ongoing liquidity needs (which could cause us to fail to meet the terms of our covenants
and other requirements under our various debt instruments and therefore trigger an acceleration of a significant portion or all of our outstanding
debt obligations), including the impact of any downgrades of our credit ratings or reduction in our liquidity levels;

• market perceptions regarding any capital raising initiatives we may undertake (including future issuances of equity or debt capital);

• terrorist acts, protests and civil unrest, political uncertainty, natural disasters, acts of war or other factors over which the Company has little or no
control;

• estimates related to homes to be delivered in the future (backlog) are imprecise, as they are subject to various cancellation risks that cannot be
fully controlled;

• increases in mortgage interest rates, increased disruption in the availability of mortgage financing, changes in tax laws or otherwise regarding the
deductibility of mortgage interest expenses and real estate taxes or an increased number of foreclosures;

• increased competition or delays in reacting to changing consumer preferences in home design;
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• natural disasters or other related events that could result in delays in land development or home construction, increase our costs or decrease
demand in the impacted areas;

• the potential recoverability of our deferred tax assets;

• potential delays or increased costs in obtaining necessary permits as a result of changes to, or complying with, laws, regulations or governmental
policies, and possible penalties for failure to comply with such laws, regulations or governmental policies, including those related to the
environment;

• the results of litigation or government proceedings and fulfillment of any related obligations;

• the impact of construction defect and home warranty claims;

• the cost and availability of insurance and surety bonds, as well as the sufficiency of these instruments to cover potential losses incurred;

• the impact of information technology failures, cybersecurity issues or data security breaches; or

• the impact on homebuilding in key markets of governmental regulations limiting the availability of water.

Any forward-looking statement, including any statement expressing confidence regarding future outcomes, speaks only as of the date on which such
statement is made and, except as required by law, we undertake no obligation to update any forward-looking statement to reflect events or circumstances
after the date on which such statement is made or to reflect the occurrence of unanticipated events. New factors emerge from time to time, and it is not
possible to predict all such factors.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to a number of market risks in the ordinary course of business. Our primary market risk exposure relates to fluctuations in interest rates.
We do not believe that our exposure in this area is material to our cash flows or results of operations. As of December 31, 2020, we had variable rate debt
outstanding totaling approximately $68.7 million. A one percent increase in the interest rate for these notes would result in an increase of our interest
expense by approximately $1.0 million over the next twelve-month period. The estimated fair value of our fixed-rate debt as of December 31, 2020 was
$1.15 billion, compared to a carrying amount of $1.06 billion. The effect of a hypothetical one-percentage point decrease in our estimated discount rates
would increase the estimated fair value of the fixed rate debt instruments from $1.15 billion to $1.21 billion as of December 31, 2020.

Item 4. Controls and Procedures

Disclosure Controls and Procedures

As of the end of the period covered by this report, an evaluation was performed based on criteria established in the Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 Framework) under the supervision and with the
participation of the Company’s management, including the Chief Executive Officer (CEO) and Chief Financial Officer (CFO), of the effectiveness of the
Company’s disclosure controls and procedures as defined in Rule 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934 (the Act). Based on
that evaluation, the CEO and CFO concluded that the Company’s disclosure controls and procedures were effective as of December 31, 2020 at a
reasonable assurance level.

Attached as exhibits to this Quarterly Report on Form 10-Q are certifications of our CEO and CFO, which are required by Rule 13a-14 of the Act. This
Disclosure Controls and Procedures section includes information concerning management’s evaluation of disclosure controls and procedures referred to in
those certifications and should be read in conjunction with the certifications of the CEO and CFO.

Changes in Internal Control Over Financial Reporting

There have been no changes in the Company’s internal control over financial reporting during the quarter ended December 31, 2020 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting. We have not experienced any material impact to our
internal control over financial reporting despite the fact that most of our employees are working remotely due to the COVID-19 pandemic.
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Item 5. Other Information

None.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

For a discussion of our legal proceedings, see Note 9 of the notes to our condensed consolidated financial statements in this Form 10-Q.

Item 1A. Risk Factors

There have been no material changes to the risk factors we previously disclosed in our Annual Report on Form 10-K for the year ended September 30,
2020.

Item 6. Exhibits
10.1 Severance and Change in Control Agreement, dated November 20, 2020 (incorporated herein by reference to Exhibit 10.1 of the

Company’s Form 8-K/A filed on November 20, 2020).
10.2 Letter Agreement dated November 20, 2020 (incorporated herein by reference to Exhibit 10.1 of the Company’s Form 8-K filed on

November 20, 2020), as amended.
10.3 Ninth Amendment to the Second Amended and Restated Credit Agreement, dated as of September 24, 2012, among the Company, as

borrower, the lenders party thereto, the issuers party thereto, and Credit Suisse AG, Cayman Islands Branch, as agent, as amended
(incorporated herein by reference to Exhibit 10.1 of the Company’s Form 8-K filed on October 13, 2020).

22 List of Guarantor Subsidiaries
31.1 Certification of Chief Executive Officer pursuant to 17 CFR 240.13a-14 promulgated under Section 302 of the Sarbanes-Oxley Act of

2002.
31.2 Certification of Chief Financial Officer pursuant to 17 CFR 240.13a-14 promulgated under Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act

of 2002.
32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act

of 2002.
101.INS Inline XBRL Instance Document - The instance document does not appear in the Interactive Data File because its XBRL tags are

embedded within the Inline XBRL document.

101.SCH Inline XBRL Taxonomy Extension Schema Document

101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document

101.LAB Inline XBRL Taxonomy Extension Label Linkbase Document

101.PRE Inline XBRL Taxonomy Extension Presentation Linkbase Document

104 Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101).
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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.

Date: January 28, 2021 Beazer Homes USA, Inc.

 By:  /s/ David I. Goldberg
 Name: David I. Goldberg

  
Senior Vice President and

Chief Financial Officer

43



EXHIBIT 10.2

November 20, 2020

Robert L. Salomon
Beazer Homes USA, Inc.
1000 Abernathy Road
Suite 260
Atlanta, Georgia 303028

    Re:    New Role Going Forward

Dear Bob:

As we have discussed, the purpose of this letter agreement is to set forth our mutual agreement regarding the terms and
conditions of your new role with Beazer Homes USA, Inc., its subsidiaries and related entities (“Beazer”). Please review this
letter carefully and, if you are in agreement with the terms contained herein, please sign and return it to Keith Belknap.

1.    New Role and Term.

(a)    You will resign from all offices of Beazer (including, but not limited to, your current positions as Executive
Vice President, Chief Financial Officer and Chief Accounting Officer) effective as of November 20, 2020 (your “Resignation
Date”).

(b)    From November 20, 2020 through and including November 20, 2021, you will continue your employment
with Beazer (the “Continued Employment Period”) and during the Continued Employment Period you will provide such services
to Beazer as it may reasonably request, including but not limited to coaching, consulting and assisting in the onboarding of your
replacement, and specific responsibilities related to land acquisition and development. You will be reimbursed for all reasonable
business expenses you incur during the Continued Employment Period in accordance with Beazer’s expense reimbursement
policies.

2.    Compensation and Benefits.

(a)    During the Continued Employment Period and subject to compliance with the terms of this letter, you will be
paid at the rate of $50,000 annually in substantially equal regular periodic payments in accordance with Beazer’s regular payroll
process, less all applicable withholdings and deductions.    

(b)    Your participation in Beazer’s benefits plans will continue during the Continued Employment Period in
accordance with the terms of such plans. Participation in all benefit plans of Beazer will end on the last day of your employment
in accordance with the terms of such plans.



Robert L. Salomon
November 20, 2020
Page 2

(c)    Schedule 1 attached hereto correctly sets forth your rights and interests, including the vested amounts, in the
equity or equity-based awards previously granted to you under Beazer’s incentive plans. Such awards will be administered in
accordance with their respective plan and award documents, provided, however, that for purposes of such awards, you will be
deemed to not have experienced a termination of employment any time prior to September 30, 2021, such that you shall vest in
all awards that are scheduled to vest prior to such date. The timing of settlement of all awards subject to continued vesting
pursuant to the preceding sentence shall be unchanged and shall continue to be governed by the applicable award agreements.

3.    Other Agreements. This letter sets forth the entire agreement between you and Beazer pertaining to the subject matter
hereof. This letter supersedes all prior agreements addressing severance, separation pay, change-in-control pay or benefits
between you and Beazer, including those contained in your Severance and Change-in-Control Agreement dated September 18,
2018 (the “Severance Agreement”). For the avoidance of doubt, this letter does not abrogate, limit, supersede or otherwise impair
any of Beazer’s rights or any of your post-employment obligations under any confidentiality, trade secrets, non-compete, non-
disparagement or other similar agreements, including those contained in the Severance Agreement.

4.    General Release. Notwithstanding anything contained in this letter to the contrary, Beazer’s obligations hereunder are
subject to the satisfaction of the following conditions: (a) you execute and deliver to Beazer no later than 21 calendar days after
your Resignation Date and after the end of the Continued Employment Period a general release attached hereto as Exhibit A (the
“Release Agreement”); (b) you do not revoke either of the Release Agreements within seven calendar days after their respective
executions; and (c) each of the Release Agreements becomes effective and irrevocable in accordance with its terms.

5.    Governing Law. This letter will be construed in accordance with the laws of the State of Delaware without regard to
choice or conflict of law principles. The language of all parts of this letter will be construed as a whole, according to its fair
meaning, and not strictly for or against either party.

6.    No Reliance. No agreements or representations, oral or otherwise, express or implied, with respect to the subject
matter hereof have been made by either party which are not expressly set forth in this letter.

7.    Assignment. Your rights and benefits under this letter are personal to you and therefore (a) no such right or benefit
shall be subject to voluntary or involuntary alienation, assignment or transfer; and (b) you may not delegate your duties or
obligations hereunder. This letter shall inure to the benefit of and be binding upon Beazer and its successors and assigns.

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

[Remainder of page intentionally left blank.]
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    Bob, I appreciate your loyal service leading Beazer over our many years together. We wish you and your family all the best.

Sincerely,

BEAZER HOMES USA, INC.

/s/ ALLAN P. MERRILL    
Allan P. Merrill

President and Chief Executive Officer

AGREED TO:

/s/ ROBERT L. SALOMON                  
Robert L. Salomon

Date:         11/19/2020            



EXHIBIT 22

List of Guarantor Subsidiaries

As of June 30, 2020, the following subsidiaries of Beazer Homes USA, Inc., a Delaware corporation (the “Company”), jointly and severally and fully and
unconditionally, guaranteed the Company’s (i) 6 3/4% Senior Notes due 2025, (ii) 5 7/8% Senior Notes due 2027, and (iii) 7 1/4% Senior Notes due 2029:

Name of Guarantor Subsidiary
Jurisdiction of
Incorporation

Beazer Clarksburg, LLC Maryland
Beazer Gain, LLC Delaware
Beazer General Services, Inc. Delaware
Beazer Homes Holdings, LLC Delaware
Beazer Homes Indiana Holdings Corp. Delaware
Beazer Homes Indiana LLP Indiana
Beazer Homes Investments, LLC Delaware
Beazer Homes Sales, Inc. Delaware
Beazer Homes Texas Holdings, Inc. Delaware
Beazer Homes Texas, L.P. Delaware
Beazer Homes, LLC Delaware
Beazer Mortgage Corporation Delaware
Beazer Realty Corp. Georgia
Beazer Realty Los Angeles, Inc. Delaware
Beazer Realty Services, LLC Delaware
Beazer-Inspirada LLC Delaware
BH Building Products, LP Delaware
BH Procurement Services, LLC Delaware
Clarksburg Arora LLC Maryland
Clarksburg Skylark, LLC Maryland
Dove Barrington Development LLC Delaware
Elysian Heights Potomia, LLC Virginia



Exhibit 31.1

CERTIFICATION
PURSUANT TO 17 CFR 240.13a-14

PROMULGATED UNDER
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Allan P. Merrill, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Beazer Homes USA, Inc.;

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 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 15d-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 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 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 the 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: January 28, 2021

/s/ Allan P. Merrill
Allan P. Merrill
President and Chief Executive Officer



Exhibit 31.2

CERTIFICATION
PURSUANT TO 17 CFR 240.13a-14

PROMULGATED UNDER
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David I Goldberg, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Beazer Homes USA, Inc.;

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 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 15d-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 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 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 the 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: January 28, 2021

/s/ David I. Goldberg
David I. Goldberg
Senior Vice President and 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

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned Chief Executive Officer of Beazer Homes USA, Inc. (the “Company”) hereby
certifies that the Report on Form 10-Q of the Company for the period ended December 31, 2020, accompanying this certification, fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in the periodic report fairly presents, in all
material respects, the financial condition and results of operations of the Company.

Date: January 28, 2021

 /s/ Allan P. Merrill
 Allan P. Merrill
 President and Chief Executive Officer

The foregoing certification is being furnished solely pursuant to Rule 13a-14(b) under the Securities Exchange Act of 1934 and Section 1350 of Title 18,
United States Code, and is not being filed as part of the report or as a separate disclosure document.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned Chief Financial Officer of Beazer Homes USA, Inc. (the “Company”) hereby
certifies that the Report on Form 10-Q of the Company for the period ended December 31, 2020, accompanying this certification, fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in the periodic report fairly presents, in all
material respects, the financial condition and results of operations of the Company.

Date: January 28, 2021

 /s/ David I. Goldberg
 David I. Goldberg
 Senior Vice President and Chief Financial Officer

The foregoing certification is being furnished solely pursuant to Rule 13a-14(b) under the Securities Exchange Act of 1934 and Section 1350 of Title 18,
United States Code, and is not being filed as part of the report or as a separate disclosure document.


