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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark one)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2012

Or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from             to            

Commission File Number 1-9977
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MERITAGE HOMES CORPORATION
(Exact Name of Registrant as Specified in Its Charter)

Maryland 86-0611231
(State or Other Jurisdiction (I.R.S. Employer

of Incorporation or Organization) Identification No.)

17851 North 85th Street, Suite 300
Scottsdale, Arizona 85255

(Address of Principal Executive Offices) (Zip Code)
(480) 515-8100

(Registrant�s Telephone Number, Including Area Code)

(Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.     Yes   x    No  ¨

Indicate by a checkmark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Date
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by a checkmark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

Common shares outstanding as of May 1, 2012: 32,748,887
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements
MERITAGE HOMES CORPORATION AND SUBSIDIARIES

UNAUDITED CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)

March 31,
2012

December 31,
2011

Assets:
Cash and cash equivalents $ 90,603 $ 173,612
Investments and securities 173,955 147,429
Restricted cash 12,229 12,146
Other receivables 14,884 14,932
Real estate 868,034 815,425
Real estate not owned 1,025 0
Deposits on real estate under option or contract 15,028 15,208
Investments in unconsolidated entities 11,389 11,088
Property and equipment, net 13,733 13,491
Intangibles, net 1,565 1,571
Prepaid expenses and other assets 15,169 16,476

Total assets $ 1,217,614 $ 1,221,378

Liabilities:
Accounts payable $ 39,214 $ 37,735
Accrued liabilities 72,775 79,464
Home sale deposits 11,240 8,858
Liabilities related to real estate not owned 952 0
Senior and senior subordinated notes 606,567 606,409

Total liabilities 730,748 732,466

Stockholders� Equity:
Preferred stock, par value $0.01. Authorized 10,000,000 shares; none issued and outstanding at March 31,
2012 and December 31, 2011 0 0
Common stock, par value $0.01. Authorized 125,000,000 shares; issued 40,639,337 and 40,377,021 shares at
March 31, 2012 and December 31, 2011, respectively 406 404
Additional paid-in capital 481,545 478,839
Retained earnings 193,688 198,442
Treasury stock at cost, 7,891,250 shares at March 31, 2012 and December 31, 2011 (188,773) (188,773) 

Total stockholders� equity 486,866 488,912

Total liabilities and stockholders� equity $ 1,217,614 $ 1,221,378

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

UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

Three Months Ended
March 31,

2012 2011
Home closing revenue $ 204,022 $ 177,489
Land closing revenue 328 100

Total closing revenue 204,350 177,589

Cost of home closings (168,616) (146,445) 
Cost of land closings (205) (91) 
Real estate impairments (293) (664) 

Total cost of closings and impairments (169,114) (147,200) 

Home closing gross profit 35,113 30,380
Land closing gross profit 123 9

Total closing gross profit 35,236 30,389
Commissions and other sales costs (18,977) (15,315) 
General and administrative expenses (14,721) (15,126) 
Earnings from unconsolidated entities, net 1,423 908
Interest expense (7,371) (8,023) 
Other (loss)/income, net (164) 723

Loss before income taxes (4,574) (6,444) 
Provision for income taxes (180) (215) 

Net loss $ (4,754) $ (6,659) 

Loss per common share:
Basic and diluted $ (0.15) $ (0.21) 
Weighted average number of shares:
Basic and diluted 32,634 32,260

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

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Three Months Ended
March 31,

2012 2011
Cash flows from operating activities:
Net loss $ (4,754) $ (6,659) 
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 1,693 1,756
Real-estate-related impairments 293 664
Stock-based compensation 1,653 1,713
Equity in earnings from unconsolidated entities (1,423) (908) 
Distributions of earnings from unconsolidated entities 1,252 1,188
Other operating expenses 20 406
Changes in assets and liabilities:
Increase in real estate (52,722) (19,232) 
Decrease/(increase) in deposits on real estate under option or contract 99 (29) 
Decrease/(increase) in receivables and prepaid expenses and other assets 1,355 (1,540) 
Decrease in accounts payable and accrued liabilities (5,210) (3,484) 
Increase in home sale deposits 2,382 1,562

Net cash used in operating activities (55,362) (24,563) 

Cash flows from investing activities:
Investments in unconsolidated entities (130) (138) 
Purchases of property and equipment (2,336) (1,431) 
Proceeds from sales of property and equipment 350 3
Maturities of investments and securities 50,000 85,000
Payments to purchase investments and securities (76,503) (59,908) 
Increase in restricted cash (83) (926) 

Net cash (used in)/provided by investing activities (28,702) 22,600

Cash flows from financing activities:
Proceeds from stock option exercises 1,055 1,518

Net cash provided by financing activities 1,055 1,518

Net decrease in cash and cash equivalents (83,009) (445) 
Cash and cash equivalents at beginning of period 173,612 103,953

Cash and cash equivalents at end of period $ 90,603 $ 103,508

See supplemental disclosures of cash flow information at Note 9.

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

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 � ORGANIZATION AND BASIS OF PRESENTATION

Organization. Meritage Homes is a leading designer and builder of single-family detached homes based on the number of home closings. We
primarily build in the historically high-growth regions of the western and southern United States and offer a variety of homes that are designed
to appeal to a wide range of homebuyers, including first-time, move-up, active adult and luxury. We have operations in three regions: West,
Central and East, which are comprised of seven states: Arizona, Texas, California, Nevada, Colorado, Florida and North Carolina. In 2011, we
announced our expansion into Raleigh-Durham, North Carolina, and within Florida through entry into the Tampa market and the wind-down of
our operations in Nevada. Through our predecessors, we commenced our homebuilding operations in 1985. Meritage Homes Corporation was
incorporated in 1988 in the State of Maryland.

Our homebuilding and marketing activities are conducted under the name of Meritage Homes in each of our markets, although we also operate
as Monterey Homes in Arizona and Texas. At March 31, 2012, we were actively selling homes in 150 communities, with base prices ranging
from approximately $105,000 to $683,000.

Basis of Presentation. The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States (�GAAP�) for interim financial information and with the instructions to Form 10-Q and Article
10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial
statements. These financial statements should be read in conjunction with the consolidated financial statements in our Annual Report on Form
10-K for the year ended December 31, 2011. The consolidated financial statements include the accounts of Meritage Homes Corporation and
those of our consolidated subsidiaries, partnerships and other entities in which we have a controlling financial interest, and of variable interest
entities (see Note 3) in which we are deemed the primary beneficiary (collectively, �us�, �we�, �our� and �the Company�). Intercompany balances and
transactions have been eliminated in consolidation. In the opinion of management, the accompanying financial statements include all
adjustments, which only include normal recurring adjustments, necessary for the fair presentation of our results for the interim periods presented.
Results for interim periods are not necessarily indicative of results to be expected for the full year.

Cash and Cash Equivalents. Liquid investments with an initial maturity of three months or less are classified as cash equivalents. Amounts in
transit from title companies for home closings of approximately $21.4 million and $13.1 million are included in cash and cash equivalents at
March 31, 2012 and December 31, 2011, respectively. Included in our balance as of March 31, 2012 are $15.8 million of money market funds
that are invested in short term (three months or less) government securities.

Restricted Cash. Restricted cash consists of amounts held in restricted accounts as collateral for our letter of credit arrangements. The aggregate
capacity of these secured letters of credit is $40 million. Our restricted cash accounts invest in money market accounts and United States
Government securities, totaling $12.2 million and $12.1 million at March 31, 2012 and December 31, 2011, respectively.

Investments and Securities. Our investments and securities are comprised of both treasury securities and deposits with money center banks that
are FDIC-insured and secured by treasury-backed investments. All of our investments are classified as held-to-maturity and are recorded at
amortized cost as we have both the ability and intent to hold them until their respective maturities. The contractual lives of these investments are
greater than three months. The amortized cost of the investments approximates fair value.

Real Estate. Real estate is stated at cost unless the asset is determined to be impaired, at which point the inventory is written down to fair value
as required by Accounting Standards Codification (�ASC�) Subtopic 360-10, Property, Plant and Equipment (�ASC 360-10�). Inventory includes
the costs of land acquisition, land development, home construction, capitalized interest, real estate taxes, capitalized direct overhead costs
incurred during development and home construction that benefit the entire community, less impairments, if any. Land and development costs are
typically allocated and transferred to homes under construction when construction begins. Home construction costs are accumulated on a
per-home basis, while selling costs are expensed as incurred. Cost of home closings includes the specific construction costs of the home and all
related allocated land acquisition, land development and other common costs (both incurred and estimated to be incurred) that are allocated
based upon the total number of homes expected to be closed in each community or phase. Any changes to the estimated total development costs
of a community or phase are allocated to the remaining homes in the community or phase. When a home closes, we may have incurred costs for
goods and services that have not yet been paid. Therefore, an accrued liability to capture such obligations is recorded in connection with the
home closing and charged directly to cost of sales.

Edgar Filing: Meritage Homes CORP - Form 10-Q

Table of Contents 9



6

Edgar Filing: Meritage Homes CORP - Form 10-Q

Table of Contents 10



Table of Contents

We rely on certain estimates to determine our construction and land development costs. Construction and land costs are comprised of direct and
allocated costs, including estimated future costs. In determining these costs, we compile project budgets that are based on a variety of
assumptions, including future construction schedules and costs to be incurred. It is possible that actual results could differ from budgeted
amounts for various reasons, including construction delays, labor or material shortages, increases in costs that have not yet been committed,
changes in governmental requirements, or other unanticipated issues encountered during construction and development and other factors beyond
our control. To address uncertainty in these budgets, we assess, update and revise project budgets on a regular basis, utilizing the most current
information available to estimate construction and land costs.

Typically, a community�s life cycle ranges from three to five years, commencing with the acquisition of the land, continuing through the land
development phase, if applicable, and concluding with the sale, construction and closing of the homes. Actual community lives will vary based
on the size of the community, the sales absorption rate and whether the land purchased was raw, partially-developed or in finished status.
Master-planned communities encompassing several phases and super-block land parcels may have significantly longer lives and projects
involving smaller finished lot purchases may be shorter.

All of our land inventory and related real estate assets are reviewed for recoverability quarterly, as our inventory is considered �long-lived� in
accordance with GAAP. Impairment charges are recorded to write down an asset to its estimated fair value if the undiscounted cash flows
expected to be generated by the asset are lower than its carrying amount. Our determination of fair value is based on projections and estimates.
Changes in these expectations may lead to a change in the outcome of our impairment analysis, and actual results may also differ from our
assumptions. Our analysis is completed on a quarterly basis with each community or land parcel evaluated individually. For those assets deemed
to be impaired, the impairment recognized is measured as the amount by which the assets� carrying amount exceeds their fair value. The
impairment of a community is allocated to each lot on a straight-line basis.

Existing and continuing communities. When projections for the remaining income expected to be earned from existing communities are no
longer positive, the underlying real estate assets are not deemed fully recoverable, and further analysis is performed to determine the required
impairment. The fair value of the community�s assets is determined using either a discounted cash flow model for projects we intend to build out
or a market-based approach for projects to be sold. Impairments are charged to cost of home closings in the period during which it is determined
that the fair value is less than the assets� carrying amount. If a market-based approach is used, we determine fair value based on recent
comparable purchase and sale activity in the local market, adjusted for variances as determined by our knowledge of the region and general real
estate expertise. If a discounted cash flow approach is used, we compute our fair value based on a proprietary model. Our key estimates in
deriving fair value under our cash flow model are (i) home selling prices in the community adjusted for current and expected sales discounts and
incentives, (ii) costs related to the community � both land development and home construction � including costs spent to date and budgeted
remaining costs to spend, (iii) projected sales absorption rates, reflecting any product mix change strategies implemented to stimulate the sales
pace and expected cancellation rates, (iv) alternative land uses including disposition of all or a portion of the land owned and (v) our discount
rate, which is currently 14-16% and varies based on the perceived risk inherent in the community�s other cash flow assumptions. These
assumptions vary widely across different communities and geographies and are largely dependent on local market conditions. Community-level
factors that may impact our key estimates include:

� The presence and significance of local competitors, including their offered product type, comparable lot size, and competitive
actions;

� Economic and related demographic conditions for the population of the surrounding community;

� Desirability of the particular community, including unique amenities or other favorable or unfavorable attributes; and

� Existing home inventory supplies, including foreclosures and short sales.
These local circumstances may significantly impact our assumptions and the resulting computation of fair value and are, therefore, closely
evaluated by our division personnel in their generation of the discounted cash flow models. The models are also evaluated by regional and
corporate personnel for consistency and integration, as decisions that affect pricing or absorption at one community may have resulting
consequences for neighboring communities. We typically do not project market improvements in our discounted cash flow models, but may do
so in limited circumstances in the latter years of a long-lived community. In certain cases, we may elect to stop development of an existing
community (mothball) if we believe the economic performance of the community would be maximized by deferring development for a period of
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cease future development activity until such a time when management believes that market conditions have improved and economic
performance will be maximized. No costs are capitalized to communities that are designated as mothballed. Quarterly, we review all
communities, including mothballed communities, for potential impairments.

For our land held for future development and our mothballed communities, our inventory assessments typically include highly subjective
estimates for future performance, including the timing of development, the product to be offered, sales rates and selling prices of the product
when the community is anticipated to open for sales, and the projected costs to develop and construct the community. We evaluate various
factors to develop our forecasts, including the availability of and demand for homes and finished lots within the marketplace, historical, current
and future sales trends, and third-party data, if available. Based on these factors, we reach conclusions for future performance based on our
judgment.

Option deposits and pre-acquisition costs. We also evaluate assets associated with future communities for impairments on a quarterly basis.
Using similar techniques described in the Existing and continuing communities section above, we determine if the income to be generated by our
future communities is acceptable to us. If the projections indicate that a community is still meeting our internal investment guidelines and is
generating a profit, those assets are determined to be fully recoverable and no impairments are required. In cases where we decide to abandon a
project, we will fully impair all assets related to such project and will expense and accrue any additional costs that we are contractually obligated
to incur. In certain circumstances, we may elect to continue with a project because it is expected to generate positive cash flows, even though it
may not be generating an accounting profit. In such cases, we will impair our pre-acquisition costs and deposits, as necessary, and record an
impairment to bring the carrying value to fair value. Refer to Note 2 of these consolidated financial statements for further information regarding
our impairments.

Deposits. Deposits paid related to land options and purchase contracts are capitalized when incurred and classified as Deposits on real estate
under option or contract until the related land is purchased. Deposits are reclassified as a component of real estate inventory at the time the
deposit is used to offset the acquisition price of the lots based on the terms of the underlying agreements. To the extent they are non-refundable,
deposits are charged to expense if the land acquisition is terminated or no longer considered probable. As our exposure associated with these
non-refundable deposits is usually limited to the deposit amount, since the acquisition contracts typically do not require specific performance,
we do not consider the options to be a contractual obligation to purchase the land. The review of the likelihood of the acquisition of contracted
lots is completed quarterly in conjunction with the real estate impairment analysis noted above and therefore, if impaired, the deposits are
recorded at the lower of cost or fair value. Our deposits were $15.0 million and $15.2 million as of March 31, 2012 and December 31, 2011,
respectively.

Off-Balance Sheet Arrangements � Joint Ventures. Historically, we have participated in land development joint ventures as a means of
accessing larger parcels of land and lot positions, expanding our market opportunities, managing our risk profile and leveraging our capital base;
however, in recent years, such ventures have not been a significant avenue for us to access lots. We currently have only two such active
ventures. We also participate in six mortgage and title business joint ventures. The mortgage joint ventures are engaged in, or invest in mortgage
companies that engage in, mortgage broker
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