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BUSINESS DESCRIPTION

Beazer Homes USA, Inc., headquartered in Atlanta, is the sixth largest homebuilder in the country, based

on number of homes closed. Our operation\g: are geographically diversified in 22 states in the Southeast, West,
Central, Mid-Atlantic and Midwesg Y States. We are committed to.aehy table growth through

the execution of our strategy |

penetration selectively:
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Great Resu

For the past several years, we've been hard at work implementing

an integrated Profitable Growth Strategy to drive a new era of top-
and bottom-line growth for Beazer Homes. Specifically, we are
better distinguishing Beazer Homes in the national marketplace,
better meeting the needs of our homebuyers through better product
diversity, and better executing operations to increase productivity
and profitability. Coupled with an approach to capital allocation
that is highly focused on our most profitable opportunities, these
initiatives are aimed at maximizing shareholder value. Here are the

latest results of our good moves.
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GOOD

MOVE
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During our first decade as a public com-
pany, we established a national presence
as a result of both acquisitions and internal
growth. Based on the number of homes
closed, Beazer Flomes is now the sixth
“largest homebuilder in the United States,
a position that has many advantages. To
capitalize on this size and scope, we now
operate under one national Beazer Homes
brand in order to build strong consumer
awareness and a positive identity in the
new home marketplace. This initiative,
formally launched in 2003, encompasses
every area of our operations — from the
training each Beazer Homes ambassador
receives, to the design, construction and
marketing of our homes, all the way
through to the customer care we provide
after our homebuyers become homeown-
. ers. With our entire Company upholding
a common brand promise — to provide
" an enjoyable customer experience plus
value — we believe Beazer Homes is well
on its way to becoming a trusted name
among new homebuyers and owners.
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A National Consumer Brand
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GOOD

MOVE

Companies with strong consumer brands [
understand their target buyers. During
preparation to launch Beazer Homes as a
national brand, we began closely examin-
ing the profiles of current and future buy-
ers. The homebuyer profile is no longer
limited to the old cliché of “two parents,
two kids.” Indeed, demographic changes
driven by immigration patterns, aging baby-
boomers, emerging echo-boomers, and

left; Sundance in

Las Vegas, Nevada
bottom feft: Grant Run
Estates in Grove City, Chio
bottom right: Paynter's
Mill in Milton, Delaware

more women and minority homeowners
have dramatically broadened the definition
of today’s new homebuyer. To better align
our product offerings with the various cus-
tomer profiles of today’s buyers, we have
expanded our range of products and price
points, employing targeted and standard-
ized ‘Economy, ‘Value' and ‘Style’ product
categories across the country. This approach
enables us, as a national homebuilder, to
leverage our product capabilities from one
market to another, creating new, yet efficient,
growth avenues for us, as well as more places
for more people to call home.
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The Product Line

Fiscal 2005 Closings by Product Type

[J Economy M Value (] Style

Beazer Homes has a diverse product line to meet the needs
of a wide veriety of customers.

Beazer Homes USA, Inc.



GOOD

A key benefit of our growth has been the opportunity to
create new economies of scale in our business model. These
have included expanding a national accounts purchasing
program for numerous categories, instituting best practices
within all aspects of our operations, and standardizing busi-
ness processes. We also have worked diligently to ensure
quality through unique Beazer Homes programs such as
FOCUS (“Focus on Customer Ultimate Satisfaction’}
and CASE (“Construction Audit and Safety Evaluation”),
FOCUS is our customer satisfaction program that ensures
a home meets all completion criteria before handing the key
to the new owner, while CASE is our internal quality and
safety control program. Both programs support our brand
promise to deliver an enjoyable customer experience plus
value, with the added benefit of reducing warranty and
related costs once a sale has been completed.

New Efficiencies
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We offer 3 select group of best-selling plans, which allows us to simplify and
standardize best practices and product designs to improve profitability and

quality Company-wide.

MOVE

Operating Income Margin

12.4%™ o
9.7% @
3.8% o

7.3% g

6.7%1

200! 2002 2003 2004 2005

*2005 adjusted operoting income margin
excludes £130.2 milion goodwi impairment
charge. (See page 1 7-18 of Form 16K for
reconciiation to GAAP).

Continued execution of our Profitable
Growth Strategy has resulted in improve-
ment of adjusted operating income
margin by 360 basis points in the last
two years alone.

Earnings Per Share

$8.72% @
$5.87 —
$5.59 -»
$4.26 D

$3.58

$2A73——i

2001 2002 2003 2004 2005

Prior year periods have beer adjusted to reflect
March 2005 three-for-one stock split end imple-
mentation of ETF 04-08, as apphicable.

*rY 2005 adjusted EPS excludes $130.2 million

goodwiil impairment charge token in Q2 2005,
{See page 17-18 of Form 10-K for reconciiation
to GAAP).

Higher home closings with improved
mix, favorable pricing and improved
efficiencies have led to record growth
in diluted eamings per share over the
past five years.
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GOOD
MOVES

Our integrated Profitable Growth Strategy is producing
results, building momentum and, most importantly,
being continually enhanced to take Beazer Homes to

ever-higher levels of performance.

Beazer Homes USA, Inc.
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roduct and price point diversification has
been a priority at Beazer Homes for sev-
eral years, and now, more than ever, it is
an intently customer-focused priority. Purchase
motivation, desired home features and ameni-
ties, and price point considerations continually
shift as buyers move through various phases of
their lives. We follow these shifts by using psy-
chographic analysis to segment our target buyers.
This analysis allows us to align specific housing
features and benefits more closely with specific
buyer needs.

Today, we broadly organize our product port-
folio into four categories. Our Economy product
appeals to buyers who are motivated primarily
by price. Value, our largest category, is directed
toward buyers with more interest in design and
with certain features on their “must-have’ list,
but who also still want the most for their dollar.
Qur Style category, with price points exceeding
$1 million in some instances, is for buyers who
want the most design for the money and make
their purchasing decision largely on design fea-
tures and amenities.

A fourth category, Active Adult, encompasses
Economy, Value and Style, but is specifically
geared toward more mature “empty-nesters.”
This category currently accounts for a relatively
small percentage of our sales, but, with the
demographic driver of aging baby-boomers, we
expect this product and buyer profile to become
a significant growth driver going forward. With
subcategories enabling us to finely tune our
product even more, these major categories ide-
ally position us to provide the right home at the
right time in every major phase of a customer’s
life, and allow us to do so in such a way that we

can maximize our return on investment.

“ACTIVE ADULT

Low maintenance, convenient location and recreational opportunities — these are just some

of the features of our Active Adult communities, developed for today's clder, but still very
much active, baby-boomers.

Beazer Homes USA, Inc.




Even in the most luxuricus
segment of our Style product
offerings, where the empha-
sis is on features and design
elements, our goal is to offer
buyers the most value for
their money at a particular
price point.

Young professionals, who
are maving up the income
ladder, are a perfect fit for
our Value product. They
are more interested in the
style and features of their
home, but price remains
a consideration.

Good Move

Calton and Brenda Murray — Houston, Texas

it was love at first site. After searching both new and
resale homes, the open floor plan design and three-
car garage immediately convinced the Murrays that
a home in Beazer Homes’ Plantation Settlement
community near Houston was a good move for
them. Its features and location pleased both mem-
bers of this homebuying couple. As Brenda wrote
to us, "Our experience in becoming a part of the
Beazer Homes family was both professional and
personal. We are very satisfied with our home and
the treatment that we received from your staff. A
sense of team effort was evident throughout the
whole experience of our new home purchase!

Young families comprise many of our target customers
for Economy homes. These potential purchasers are most
focused on price and interested in trading monthly rent for
the apportunity to build home equity.

Annual Report 2005



uilding a customer-centric

brand demands a continuous

understanding of evolving
customer needs and how to meet
them. This 1s especially critical in our
industry where customer referrals
and repeat buyers have the potential
to comprise a significant level of
sales. This understanding requires
listening. As such, we've added a for-
mal element to our listening efforts
with a new customer survey process
integrated throughout our business.

Our survey methodology differs from
many other customer feedback pro-
grams in that it is proactive. We do
not wait to ask buyers about their
experience after the closing, but rather
ask for their feedback *hroughout
buying, building and ownership.
“What's working?” “Where can we
do better?” We want to understand
their perspectives in real time — not
after the fact — so that we can gain
insight into what we do well and
where we need to improve.

To accomplish this, our surveys cover
six phases of customer interaction,
beginning with contract signing and
continuing through the one-year
anniversary of ownership. Customers
receive at least three of taese surveys,
which are conducted online by a
third party.

At the same time, we are also listen-
ing to our employees — our Beazer
Homes brand ambassadors — through
experience surveys aimed at assessing
the extent to which we as a Company
are demonstrating our brand values
to each other and our customers.

In the future, we will conduct addi-
tional surveys in this process. One
will be an extension of our customer
surveys, directed toward prospects
who have visited our communities, but
have not yet purchased a home. The
other will be directed toward our trade
partners. Simply put, the more we
know from more constituencies, the
more we can do to satisfy buyers and
make them lifelong customers.

Beazer Homes USA, Inc.




Good Move

Andrew and Melissa King — Sacramento, California

When the Kings decided on a Beazer home, it was their fourth new
home, but the first time a builder had ever asked how the process
was going in a formalized way. The surveys, as well as the ability to
receive updates via MyBeazerHome.com, reinforced their impression
of Beazer Homes as a “great company with excellent customer service”

: |
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2

Annual Report 2005




ur first decade of growth put in
place the geographic footprint to
drive the next round of profitable
growth. Today, we operate in over 20 states
and have a presence in many of the top job-
growth markets. This geographic footprint
provides us with both stability and growth
potential through ample market diversifi-
cation. Hence, the market opportunity for
Beazer Homes is now focused on increasing
depth and breadth within those existing
markets that provide the greatest opportu-
nity for profitable growth. Put another way —
though we are the sixth largest builder
nationally, we are not necessarily the sixth
largest builder in many of our major mar-
kets. Allocating capital to selectively lever-
age our existing infrastructure and land
positions in our most promising markets

is the key to new organic growth.

As such, our product diversification strategy
is critical to increasing market share. Having
an efficient, but broader, product portfolio
enables us to move up and down the price-
point ladder within a market and better
leverage our fixed local costs. The resulting
growth within our markets can also translate
into significant margin gains and improved
return on invested capital. A certain level of
infrastructure 1s required in each market,
whether there are one hundred or one
thousand homes built. When incremental
volume is added, local economies of scale
increase. We believe this, in turn, drives
margins and increases profitability. As this
dynamic flows through our higher margin
markets, the potential impact on profitabil-

ity is a compelling one,
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An Array of Options

in Southern California

A range of price points throughout
Southern California demonstrates how
Beazer Homes can grow within existing
markets by extending its differentiated
products to new customer segments. Our
Economy product presents a solution to
increasing affordability challenges in the
Southern California market by offering a
home designed with the needs of buyers

for whom price is a primary consider-

ation. Qur Value product, such as townhomes in the
Los Angeles market, still offers affordability with
more features and amenities. Our Style product has

successfully attracted the move-up buyer, dual-

income professionals, and other high-end buyers.

81,346,755

12
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Good Move

Paul and Irene Melone — Myrtle Beach, South Carolina

A good move times three — that's the story of the Melones

who have bought, not one, not two, but three different homes
in our True Blue community on the Carolina coast. Beazer kept
expanding product offerings and kept pace with this retired

couple's changing desires. The Melones originally bought a

third-floor condominium as a vacation home and later moved
to a second-floor fiat when the new product offered a bigger
living room. As luck would have it, when Paul and lrene decided
to move permanently to Myrtle Beach, Beazer began building
the Garden Home product. Of course, it was exactly the home
in which they wanted to settle.

Getting Attached in Orlando

The Timber Pointe Towns community in
Orlando, Florida exemplifies our product
diversification strategy. Where once Beazer
Homes only built single-family detached
homes in the Orlando market, our broader
product offering now targets a wider range
of customers. We began offering more prod-
ucts because we recognized that in success-
ful markets such as Orlando, we need to
continue to review customer trends, desires
and needs on an ongoing basis. We listened

to what homebuyers want.

More and more, we offer homebuyers
attached products in the markets in which
we build. Whether someone is looking for
an affordable urban in-fill property, a home
with zero yard work, or more interior
features without huge price tags, many
homebuyers are finding our attached

product perfect for their needs.




lefi: Bolamn C. Beaass, Non-Lxcculive Chairman of the Board
right: 180 0. MeCarthy, President and Chief Exceutive Officer

To Our

Shareholders

Last year, over 18,000 households —individuals, couples, families — made what
we believe to have been a very good move when they chose to purchase a new
Beazer home. While the dream, motivation or goal behind each purchase no
doubt varied, every purchase had one thing in common: it represented a new
place for someone to call home. This 1s a fact that we never lose sight of as we
plan, build and market each community. Indeed, it 1s this fact that truly serves
as the foundation of our corporate strategy. By understanding the “who, what,
when, where and why”” that drive our customers’ moves, we can best determine

our own moves as a Company.

Beazer Homes USA, Inc.




This alignment of customer under-
standing and corporate strategy

inevitably has led, and will continue
to lead, to good moves for all con-

cerned, especially our shareholders.

Another Record Year

The success of this strategy is evi-
dent, once again, as we review Beazer
Homes'’ record performance in fis-
cal 2005. For fiscal year 2005, we
generated home closings of 18,146
and annual revenues of $5.0 billion,
up 10% and 28%, respectively, and
both representing all-time Company
records. This was accompanied by
adjusted net income of $393 million
and adjusted diluted earnings per
share of $8.72, in each case excluding
anon-cash $130.2 million goodwill
impairment charge and represent-
ing increases from the prior year of
67% and 56%, respectively. In addi-
tion, homebuilding gross profit

and adjusted operating income mar-
gins increased 290 and 270 basis
points, respectively.

Our results in fiscal 2005, during
which we surpassed numerous mile-
stones, reflect successful execution of
our profitable growth initiatives, an
improved product and geographic
mix, and a strong pricing environ-
ment in most of our major markets.
Our results also illustrate our ongoing
commitment to achieving profitable
growth by leveraging our size, scale
and geographic reach through our
national brand.

At September 30, 2005, our backlog
of homes stood at 9,233 with a sales
value of $2.7 billion, up 9% and 22%,
respectively, from the prior year. We
believe this sizeable backlog provides
the basis for continued strong finan-
cial performance in fiscal 2006.

Results in Context

We are very pleased with Beazer
Homes’ performance in fiscal 2005,
not only because of the numbers, but
also because of the context in which
they were achieved. First, these
results illustrate the extraordinary
growth that the Company has expe-
rienced since its [PO 1n 1994. At that
time, annual revenues were $537 mil-
lion, generated across nine states.
Today, our sales are almost ten times
the level they were a decade ago, and
our reach extends to 22 states.

Second, our fiscal 2005 performance
underscores that our next decade of
growth is off to a strong start. As you
have read on the previous pages,
Beazer Homes has an integrated
Profitable Growth Strategy in place
to guide the Company in the com-
ing years. The accomplishments of
the past 12 months demonstrate that

FINANCIAL HIGHLIGHTS

Beazer Homes USA, Inc.

(in thousands, except homes closed and per share amounts)

Year Ended September 30, 2005 2004 2003

Statements of Operations Data ,
Homes closed 18,146 16,451 15,409
Total revenues $4,995,353 $3,907,109 $3,177,408
Net income 262,524 235,811 172,745
Adjusted net income* 392,759
Diluted earnings per share 5.87 5.59 4.26
Adjusted diluted earnings per share* 8.72

Balance Sheet at Year-End
Total assets $3,770,516 $3,163,030 $2,219,407
Total debt 1,321,936 1,150,972 748,738
Stockholders’ equity 1,504,688 1,232,121 993,695

Per share information has been adjusted to give retrospective application to the March 2005 three-for-one stock split and for the inclusion
of shares issuable upon conversion of our contingent convertible notes in accordance with EITF 04-08, as applicable.

*Adjusted net income and adjusted diluted earnings per share for 2005 exclude non-cash, non-tax deductible goodwill impairment charge
of $130.2 million. See page 17-18 of Form 10-K for a reconciliation to reported net income and reported diluted earnings per share.

2005 Letter to Shareholders




this strategy 1s already producing
solid results and has strong potential
going forward. Much of this poten-
tial lies in the integrated nature of the
strategy. A powerful national brand
can help drive local market share,
which, in turn, can generate stronger
economies of scale. On a stand-alone
basis, each is an effective initiative,
Collectively, all three comprise a
comprehensive strategy that, when
combined with disciplined capital
allocation focused on our most prof-
itable opportunities, serves as the
vehicle for targeting future margins
and return on invested capital within
the upper quartile of the industry.

Finally, it is worth noting that the
Company experienced another record
year amid a period when discussion
about the sustainability of the hous-
ing market reached a new level of
intensity. It’s clear that a number
of markets across the country have
begun to return to more normalized
levels, as it relates to the pace of sales
and price appreciation, than we have
experienced over the past few years
in certain markets. Long-term mort-
gage rates have moved up, though
still relatively low by historical stan-
dards. Increasing energy costs and the
corresponding effect on inflation and
consumer confidence are concerns.
This discussion, however, most def-
initely needs perspective, and a dis-
tinction needs to be drawn between
short-term economic trends and
long-term industry fundamentals.

On a short-term basis, housing starts
may have hit a temporary high peak
in 2005, but there 1s no evidence
that a low valley is to come. On the

HOME EDIT

Extremely

GOOD
MOVE

it's hard to top the good move that the
Harper family of Atlanta experienced last
January. Their home, which they had saved
for years to buy, had been plagued by a
septic tank problem that had wrought dev-
astating damage to the structure. Enter
ABC-TV's "Extreme Makeover: Home
Edition” and the Beazer Homes team
who awakened the Harpers early on a
cold morning and sent them packing to
Disneyland for a week. Next, enter hun-
dreds of Beazer Homes employees and
scores of trade partners who spent four
days and five hours demolishing the old
house and constructing a brand new
5,300 square foot, English country-style
home for the family of five. In the process,
the Company, along with Beazer ambas-
sadors, friends and business partners
nationwide, raised $200,000 to establish
a home maintenance fund and college
education fund for the family. Additionally,
they raised another $50,000 to benefit
Rainbow House, a local children's shelter,
in memory of Romell Harper, the Harpers'
son who died young. Not only was the
finished home a good move for the
Harper family, it also represented a good
move for all who participated and experi-
enced a great feeling of personal satis-
faction, pride and compassion.

contrary, the National Association
of Home Builders forecasts that
housing starts over the next two
years will decline less than ten per-
cent and, by 2007, should stabilize
or begin increasing once more. At the
same time, we would expect large
public builders such as Beazer Homes
to capitalize on competitive advan-
tages and continue to gain market
share. So, while we may see a moder-
ation in the overall housing market
from the explosive growth of the last
several years, our strategy and cor-
responding outlook remain focused
on an extremely compelling set of
long-term industry fundamentals
that are rooted in supply and demand.

Industry Supply and Demand

In order to think correctly about
housing supply, you must think about
land supply. As it relates to land
availability, the story is straightfor-
ward. Supply of available land 1s tight
and growing tighter, due to growth
and entitlement restrictions. With
constrained supply, it is becoming
more and more necessary to acquire
it on a larger scale. As such, land
acquisition requires greater amounts
of capital and financial flexibility. The
implications of constrained supply
are straightforward as well, as most
large public builders continue to
exhibit discipline by limiting spec-
ulative building.

In this environment, Beazer Homes
enjoys an enviable position. We have
a well-positioned strategic land bank
with land acquisition experts on the
ground across the country. The con-
tinual management and replenish-
ment of our land bank in those

Beazer Homes USA, Inc.



markets and projects that provide
the highest return on investment is
a built-in part of our business pro-
cess. Our strong balance sheet and
capital structure are also tremendous
advantages. As a public builder with
access to the capital markets, we have
more financing options and flexibil-
ity than private builders who gener-
ally have limited sources of capital
on less attractive terms. In fact, it
1s widely believed that any sort of
industry slowdown would have a
more negative impact on smaller
builders, which, in turn, would accel-
erate consolidation in the industry
and create opportunities for public
builders such as Beazer Homes.

Nothing convinces us more of the
housing industry’s long-term strength
than demographics. Growth 1n
household formation has been one
of the primary drivers of demand
over the past decade, and this growth
1s expected to continue through the
remainder of this decade. The hous-
ing needs of new immigrants, aging
baby-boomers and echo-boomers are
just some of the demographic trends
that have created and will continue to
create demand, and lead to a greater

diversity of homebuyers.

Aligning Customers,

Products and Markets

Our product expansion and price
point diversification strategy directly
targets these unfolding demographic
trends. The active-adult market, for
instance, 1s a growing segment for
Beazer Homes that is well-timed to
capitalize on the increasing number

of baby-boomers who want housing

2005 Letter to Shareholders

Revenues and Home Closings
[doliars in thousands]
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Record revenues grew 28% year-over-
year on record volume that was up
10%, coupled with a higher average
sales price per home.

Unit Sales Dollar
Backiog Backlog
[in millions]
9,233 $2,722
8,456 $2,236
i
2004 2005 2004 2005

Record backlog at year-end sets the stage
for continued strong financial performance
in fiscal 2006.

tailor-made for their needs. In fact, all
of our homes in the Economy, Value
and Style categories are designed to
meet the needs of their target buyers
as closely as possible. Our ability
to build according to our custom-
ers’ desires and needs reflects our
commitment to better understand
our customers through their own
feedback and in-depth psycho-
graphic research.

This commitment to customer
and product alignment takes a page
from our colleagues in the consumer
products business. We believe the
same market research and product
development techniques that have
been responsible for success in other
industries can translate well into our
own branding efforts. Moreover, this
strategy 1is consistent with our brand
positioning. Among national build-
ers, Beazer Homes intends to differ-
entiate itself as the company most
focused on its customers and the
value we offer. An additional benefit
of product and price point diversifi-
cation 1s the increased stability it
brings to our operations, as we are
not overly dependent on any one

segment of the market.

Demographic trends tend to be broad
and national in scope, but nothing
is more local than a home purchase,
and nothing influences local hous-
ing markets more than job growth.
Again, Beazer Homes is well posi-
tioned to capitalize on a key demand
driver. We have a presence in most
of the major job growth markets, and
our national reach encompasses a

diversity of employment bases.




The home closings we generate across
our operations make us the sixth
largest homebuilder in the country.
While one could characterize our
national geographic reach as broad,
our share in individual markets var-
ies widely. Herein lies perhaps our
greatest opportunity for profitable
growth over the next decade —
“increasing depth and breadth” in
those markets that show the great-
est potential for profitable growth
and superior return on investment.

An Integrated Growth Plan

Our plan for increasing local market
penetration brings together virtu-
ally every initiative underway in the
Company today. It starts with the
continued strengthening of the Beazer
Homes brand on a national level. As
our name, image and reputation for
providing an enjoyable customer
experience plus value increases, we
can deploy this brand equity in each

of our local markets, thereby lever-
aging our marketing investments in
a very efficient manner. Next, our
product and price point diversifica-
tion is central to increasing local share
within a given market. In growing
markets where, historically, our sales
have been confined to a more narrow
product category, we are introducing
new products as well as using exist-
ing product successes from other
markets to broaden our opportuni-
ties where it makes the most sense.

These diversification efforts not only
drive top-line sales and local share
penetration, but also present a com-
pelling profitability scenario. As we
build incrementally within markets
where we already have an established
operation, our fixed cost infrastruc-
tures begin to yield new economies
of scale and expand local profit mar-
gins. As we implement this dynamic
across markets, its impact begins to

multiply. At the same time, we are
also leveraging our size, capabili-
ties and best practices to further
optimize efficiencies at the national
level. If you can appreciate the com-
bined potential of local and national
margin expansion coupled with
increasing sales, then you can truly
appreciate the magnitude of the
potential that Beazer Homes intends
to realize over the next decade.

Maximizing Shareholder Value
Recently, we have made considerable
progress in realizing our stated goal
of enhancing margins and profitabil-
ity through our growth strategy, and,
as already stated, we intend to build
upon these successes by targeting
margins and return on invested capi-
tal within the upper quartile of the
industry. To that end, our Board of
Directors and management recently
further developed our Profitable
Growth Strategy so that we invest

WHERE WE MAKE OUR

GOO.
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MOVES

2005 CLOSINGS BY STATE

New Jersey/Pennsylvania 3%
Maryland/Delaware 3%

Virginia/West Virginia 5%
Kentucky 1% /2
Ohio 4% |

Indiana 8%

Colorado 3%

Nevada 8% N
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_ Florida 12%
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California 14%

Arizona 9%
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in the best opportunities to enhance
shareholder value. Coupled with con-
tinued execution of the initiatives laid
out on these pages, we will seek to
allocate our capital to maximize
return on investment within the con-
text of the current market environ-
ment. This includes pursuing a more
aggressive share repurchase strategy.
To that end, in November 2005, the
Board of Directors authorized the
expansion of the Company’s exist-
ing share repurchase programto a
total of 10 million shares. Subject to
market conditions and other factors,
we expect to execute the repurchase
program within 36 months, with
$200-$250 million targeted for share
repurchases in fiscal 2006.

This increased share repurchase
program, which will be funded by
focusing capital investment toward
our higher margin markets and accel-
erating cash generation through

REGIONS

increased profitability, reflects our
confidence in Beazer Homes’ future
performance and our commitment to
increasing shareholder value.

Good Moves, Great Results

As Beazer Homes begins its 12th
year as a public company, the
Company is in an exceptional
position. We are a major player in
an industry with constrained sup-
ply and increasing demand that is
in the early stages of consolida-
tion. We are confident that our
strategy is well crafted to capital-
ize on this industry opportunity.
And yet, we are mindful that exe-
cution and hard work are the keys
to transforming corporate strate-
gies into shareholder returns.
Once again, our confidence level is
strong, based on the track record
that we have established as a pub-
lic company over the past dozen

years, and, more importantly,
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based on the abilities of our over
4,500 Beazer Homes ambassadors
across the country. The good
moves and great results that we
have reported to you belong to the
entire Beazer Homes team, and we
extend our sincere appreciation to
them for another record year.
And, to our shareholders, we
extend the commitment of many
more good moves to come.

Sincerely,

N O nn

Brian C. Beazer
Non-Executive Chairman of the Board

Ian J. McCarthy
President and Chief Executive Officer
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PARTI

ITER 1. BUSINESS

Our principal executive offices are located at
1000 Abernathy Road, Suite 1200, Atlanta, Georgia 30328,
telephone (770) 829-3700. We also provide information about
our active communities and mortgage financing through
our Internet website located at http://www.beazer.com.

BEAZER HOMES USA, INC. - 2005 FORM 10-K

Information on our website is not a part of and shall not be
deemed incorporated by reference in this report.

We design, sell and build primarily single-family homes
in the following locations within the United States:

Recion/STaTE
SouUTHEAST REGION:

Florida

Georgia

North Carolina

South Carolina
Tennessee/Mississippl

West Recion:
Arizona
California

Colorado
New Mexico
Nevada

CeNTRAL ReGION:
Texas

Mip-ArLantic ReGIon:
Maryland/Delaware
New Jersey/New York/

Pennsylvania
Virginia/West Virginia

Mipwest ReGion:
Indiana
Kentucky
Ohio

Markev(s)/Year ENTERED

Jacksonville (1993), Fort Myers/Naples (1996), Tampa/St. Petersburg (1996), Orlando (1997),
Sarasota (2005)

Atlanta (1985), Savannah (2005)

Charlotte (1987), Raleigh/Durham (1992), Greensboro (1999)

Charleston (1987), Columbia (1993), Myrtle Beach (2002)

Nashville (1987), Memphis (2002), Northern Mississippi (2002)

Phoenix (1993)

Los Angeles County (1993), Orange County (1993), Riverside and San Bernardino Counties
(1993), San Diego County (1992), Ventura County (1993), Sacramento (1993), Fresno (2005)
Denver (2001), Colorado Springs (2003)

Albuguerque (2005)

LasVegas (1993)

Dallas/Ft. Worth (1995), Houston (1995)

Baltimore (1998), Metro- Washington, D.C. (1998), Delaware (2003)
Central and Southern New Jersey (1998), Bucks County, PA (1998), Orange County, NY (2005)

Fairfax County (1998), Loudoun County (1998}, Prince William County (1998),
West Virginia (2004)

Indianapolis (2002), Ft. Wayne (2002)
Lexington (2002)
Columbus (2002), Cincinnati/Dayton (2002)

We design our homes at various price points to appeal to
homebuyers across various demographic segments. Our objec-
tive is to provide our customers at each price point with homes
that incorporate exceptional value and quality while seeking to
maximize our return on invested capital. To achieve this objec-
tive, we have developed a business strategy which focuses on
the following elements:

GeoGrAPHIC DIVERSITY AND GROWTH MiARKETS. We compete in a

large number of geographically diverse markets in an attempt
to reduce our exposure to any particular regional economy.
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Within these markets, we build homes in a variety of projects.
Qur business strategy entails further increasing our market
penetration and investing in our most profitable markets.

Leverace of Nationar Brano. Our national branding strategy
presents us as one company with one name, one logo, one
message and one purpose. We feel that this strengthened
national brand identity better positions us to consistently
address the needs of our customers across all of our markets.
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Leverace Size, ScaLe AnD CapasiLiTies To AcHieve OprimaL EFri-
crencies. We have implemented specific profitability initiatives
which focus on leveraging our size, scale and capabilities in
order to achieve enhanced gross profit and operating profit
margins. These initiatives include:

* leveraging our size to create economies of scale in
purchasing and construction;

» standardizing best practices and product designs;

» using branding and increased market penetration to
maximize efficiency of land use; and

» leveraging our fixed cost infrastructure by increasing
depth and breadth in markets where we have an
established presence.

QuaLity Homes AT Various Price PoinTs To RMEET THE NEEDS OF
IncreasinGLy Diverse Homesuvers. We seek to maximize
customer satisfaction by offering homes which incorporate
quality materials, distinctive design features, convenient
locations and competitive prices. During fiscal year 2005, the
average sales price of our homes closed was approximately
$271,300. Our product strategy entails addressing the needs of
an increasingly diverse profile of buyers as evidenced by
demographic trends including, among others, increased
immigration, changing profiles of househelds, the aging of the
baby-boomers, and the rise of the echo-boomers (children of the
baby-bocmers) into the ranks of homeownership. Our product
offering is broken down into the following product categories:

Economy. These homes are targeted primarily at entry-
level buyers, are generally 1,500 square feet or less in
size, and are intended to meet the needs of those buyers
for whom price is the most important factor in the buy-
ing decision.

VaLue. These homes are targeted at entry-level and
move-up buyers, generally range from 1,500 tc 2,500
square feet in size, and are intended to appeal to buyers
who are more interested in style and features, but are
still somewhat price-focused.

Styie. These homes are targeted at more affluent move-
up buyers, are generally greater than 2,500 square feet
in size, and are intended to appeal to buyers in the more
luxurious segment of the market, who place greater
emphasis on style and features.

In addition, we also offer homes to the ‘active adult’ seg-
ment which is targeted to buyers over 55 years of age, in com-
munities with special amenities. We offer these homes within
the Economy, Value and Style categories described above.

ApoitioNaL Probucts AND Services For Homesuvers. [n order to
maximize our profitability and provide our customers with
the additional products and services that they desire, we have
incorporated design studios and mortgage origination opera-
tions into our business. Recognizing that our customers want
to choose certain components of their new home, we offer
limited customization through the use of design studios in
most of our markets. These design studios allow the customer
to select certain non-structural customizations for their homes
such as cabinetry, flooring, fixtures, appliances and wall cov-
erings. Additionally, recognizing the homebuyer’s desire to
simplify the financing process, we originate mortgages on behalf
of our customers through our subsidiary Beazer Mortgage
Corporation, or Beazer Mortgage. Beazer Mortgage originates,
processes and brokers mortgages to third-party investors.
Beazer Mortgage generally does not retain or service the mort-
gages that it brokers. Beginning in the second or third quarter
of fiscal year 2006, Beazer Mortgage will finance our mortgage
lending activities with borrowings under a new warehouse line
of credit or from general corporate funds prior to selling the
loans and their servicing rights shortly after origination to
third-party investors. We also provide title services to our
customers in many of our markets.

Conservarive Lanp Poricies. We seek to maximize our return
on capital by judiciously managing our investment in land.
To reduce the risks associated with investments in land, we
often use options to control land. We generally do not specu-
late in land which is not subject to entitlements providing
basic development rights to the owner.

Company History

In March 1994, we completed a concurrent initial public
offering of common stock and issuance of senior notes (the
“TPO"). Prior to our IPO, we were an indirect wholly owned
subsidiary of Hanson PLC (“Hanson"'), a company registered
in the United Kingdom. Hanson currently does not hold any
Investment, or ongoing interest, in us.

MARKETs AND PrODUCT DESCRIPTION

We evaluate a number of factors in determining which
geographic markets to enter or in which markets to concentrate
our homebuilding activities. We attemnpt to anticipate swings in
economic and real estate conditions by evaluating such statisti-
cal information as:

s the historical and projected growth of the population;

» the number of new jobs created or projected to be created;
s the number of housing starts in previous periods;

* building lot availability and price;

* housing inventory;

* level of competition; and

* home sale absorption rates.

Beazer Homes USA, Inc.



BEAZER HOMES USA, INC. - 2005 FORM 10-K

We generally seek to differentiate ourselves from our
competition in a particular market with respect to customer
service and product type. We maintain the flexibility to alter
our product mix within a given market, depending on market
conditions. In determining our product mix, we consider

margins, timing and the economic strength of the market.
Although some of our Value and Style homes are priced at
the upper end of the market, and we offer a selection of ameni-
ties, we generally do not build “custom homes.” We attempt
to maximize efficiency by using standardized design plans
demographic trends, demand for a particular type of product, whenever possible.

The following table summarizes certain operating information regarding our markets as of and for the year ended
September 30, 2005 (dollars in thousands):

Number of Number of Average Units in Backlog Dollar Value of
State Active Subdivisions Homes Closed Closing Price atYear End Backlog at Year End
Arizona/New Mexico 30 1,662 $234.1 1,348 $ 385,513
California 40 2,572 420.8 917 393,464
Colorado 22 544 336.3 : 123 43,462
Florida 34 2,236 267.6 1,259 401,309
Georgla 22 780 2352 180 51,844
Indiana 35 1,395 142.0 951 149,990
Kentucky 6 154 158.0 94 16,823
Maryland/Delaware : 24 606 372.2 480 169,788
Nevada 14 1,452 327.4 729 269,918
New Jersey/NewYork/ Pennsylvania 13 477 372.7 215 87,150
North and South Carolina 79 2,536 167.5 1,359 246,313
Ohio 45 704 184.3 289 54,548
Tennessee/Mississippl 25 814 199.7 276 68,910
Texas 51 1,427 161.8 515 82,537
Virginia/West Virginia 28 787 555.7 498 300,175
Total Company 518 18,146 $271.3 9,233 $2,721,744

Qur homebuilding and marketing activities are conducted
under the name of Beazer Homes in each of our markets.

Structurally, we operate through separate divisions, which
are generally located within the areas in which they operate. In
addition, each division is equipped with the skills to complete
CORPORATE OPERATIONS the functions of land acquisition, land entitlement, fand devel-
We perform the following functions at a centralized level: opment, construction, marketing, sales and product service.
LAND AcquisiTION AND DEVELOPMENT

Generally, the land we acquire 1s purchased only after neces-
sary entitlements have been obtained so that we have the right to
begin development or construction as market conditions dictate.
In certain situations, we will purchase property without all nec-
essary entitlements where we perceive an opportunity to build

« evaluate and select geographic markets;

» allocate capital resources to particular markets for
land acquisitions;

« maintain and develop relationships with lenders and
capital markets to regulate the flow of financial resources;

* maintain centralized information systems; and

on such property in a manner consistent with our strategy. The

term "entitlements” refers to subdivision approvals, develop-

ment agreements, tentative maps or recorded plats, depending

* monitor the operations of our subsidiaries and divisions.

We allocate capital resources necessary for new projects in

amanner consistent with our overall operating strategy. We will
vary the capital allocation based on market conditions, results
of operations and other factors. Capital commitments are deter-
mined through consultation among selected executive and
operational personnel, who play an important role in ensuring
that new projects are consistent with our strategy. Centralized
financial controls are also maintained through the standardiza-
tion of accounting and financial policies and procedures.
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on the jurisdiction within which the land is located. Entitlements
generally give a developer the right to obtain building permits
upon compliance with conditions that are usually within the
developer’s control. Although entitlements are ordinarily
obtained prior to the purchase of land, we are still required to
obtain a variety of other governmental approvals and permits
during the development process.
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We select our land for development based upon a variety arrangements with local developers), which include site plan-
of factors, including: ning and engineering, as well as constructing road, sewer, water,
utilities, drainage and recreational facilities and other amenities.
*internal and external demographic and marketing studies; When available in certain markets, we also buy finished lots
* suitability for development during the time period of one that are ready for construction.
to five years from the beginning of the development pro-
cess to the last closing; We strive to develop a design and marketing concept for
» centralized corporate-level management review of all each of our projects, which includes determination of size,
decisions; style and price range of the homes, layout of streets, layout of
+ financial review as to the feasibility of the proposed individual lots and overall community design. The product
project, including profit margins and returns on line offered in a particular project depends upon many factors,
capital employed; including the housing generally available in the area, the needs
« the ability to secure governmental approvals and of a particular market and our cost of lots in the project. We are,
entitlements; however, often able to use standardized design plans.
+ environmental and legal due diligence;
s competition in the area; The development and construction of each project is
* proximity to local traffic corridors and amenities; and managed by our operating divisions, each of which is generally
* management’s judgment as to the real estate market and led by a president who, in turn, reports directly or indirectly to
economic trends and our experience in a particular market. our Chief Operating Officer. Atthe development stage, aman-
ager (who may be assigned to several projects and reports to the
We generally purchase land or obtain an option to purchase president of the division) supervises development of buildable
land, which, in either case, requires certain site improvements lots. In addition, a builder is responsible for each project site
prior to construction. Where required, we then undertake or, to supervise actual construction, and each division has one or
in the case of land under option, the grantor of the option then more customer care and marketing representatives assigned to
undertakes, the development activities {through contractual projects operated by that division.

The following table sets forth, by state, land controlled by us as of September 30, 2005:

Lots Owned
Undeveloped Lots Under Finished HomesUnder  Total Lots Total Lots Total Lots
Lots® Development Lots Construction® Owned Under Contract Controlled
SOUTHEAST REGION:
Georgia - 498 267 235 1,000 1,784 2,784
Florida 353 2,929 1,283 1,159 5,724 5,611 11,335
North and South Carolina 60 2,565 1,146 1,136 4,907 8,721 13,628
Tennessee/Mississippi - 1,073 132 427 1,632 2,010 3,642
West ReGION:
Arizona/New Mexico - 1,187 913 816 2,916 8,315 11,231
California - 4,454 159 869 5,482 7,319 12,801
Colorado - 541 117 246 904 1,834 2,738
Nevada - 1,847 504 615 2,966 1,468 4,434
CenTRAL REGION:
Texas 670 2,983 1,840 640 6,133 1,837 7,970
Mip-ArLanTic REGION:
Maryland/Delaware - 1,138 294 344 1,776 4,620 6,396
New Jersey/New York/
Pennsylvania - 167 384 245 796 4,880 5,676
Virginia/ West Virginia 41 735 208 261 1,245 3,405 4,650
Mipwest Region:
Indiana 1,020 4,046 2,215 725 8,006 4,246 12,252
Kentucky - 471 37 107 615 452 1,067
Ohio 1,628 1,073 921 340 3,962 1,828 5,790
TovaL 3,772 25,707 10,420 8,165 48,064 58,330 106,394

(1) “Undeveloped Lots” consists of raw land that is expected to be developed into the respective number of lots reflected in this table.

(2) The category “Homes Under Construction” represents lots on which construction of a home has commenced.

Beazer Homes USA, Inc.




Orprion ConTrAcTs. We acquire certain lots by means of option
contracts. Option contracts generally require the payment of
a cash deposit or issuance of a letter of credit for the right to
acquire lots during a specified period of time at a certain price.
Our option contracts generally have expiration periods rang-
ing from one to 60 months.

Under option contracts, both with and without specific
performance, purchase of the properties is contingent upon
satisfaction of certain requirements by us and the sellers. Our
obligation with respect to options with specific performance is
included on our consolidated balance sheet in other liabilities
at September 30, 2005. At September 30, 2005, we are com-
mitted to future amounts under option contracts with specific
performance obligations that aggregated $10.4 million, net of
cash deposits. Under option contracts without specific perfor-
mance obligations, our liability 1s generally limited to forfeiture
of the non-refundable deposits, letters of credit and other non-
refundable amounts incurred, which aggregated approximately
$332.4 million at September 30, 2005. This amount includes
non-refundable letters of credit of approximately $35.0 million.
AtSeptember 30, 2005, future amounts under option contracts
without specific performance obligations aggregated approxi-
mately $2.8 billion, net of cash deposits.

CoNsTRUCTION

We act as the general contractor for the construction of
our projects. Our project development operations are con-
trolled by our subsidiaries and divisions, whose employees
supervise the construction of each project, coordinate the
activities of subcontractors and suppliers, subject their work
to quality and cost controls and assure compliance with
zoning and building codes. We specify that quality, durable
materials be used in the construction of our homes. Our sub-
contractors follow design plans prepared by architects and
engineers who are retained by us and whose designs are geared
to the local market. Subcontractors typically are retained on a
project-by-project basis to complete construction at a fixed
price. Agreements with our subcontractors and materials
suppliers are generally entered into after competitive bidding.
In connection with this competitive bid process, we obtain
information from prospective subcontractors and vendors
with respect to their financial condition and ability to perform
their agreements with us. We do not maintain significant
inventorigs of construction materials, except for materials
being utilized for homes under construction. We have numer-
ous suppliers of raw materials and services used in our busi-
ness, and such materials and services have been, and continue
to be, available. Material prices may fluctuate, however, due
to various factors, including demand or supply shortages,
which may be beyond the control of our vendors. From time
to time we enter into regional and national supply contracts
with certain of our vendors. We believe that our relationships
with our suppliers and subcontractors are good.
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Construction time for our homes depends on the availabil-
ity of labor, materials and supplies, product type and location.
Homes are designed to promaote efficient use of space and
materials, and to minimize construction costs and time. In all
of our markets, construction of a home is typically completed
within three to six months following commencement of
construction. At September 30, 2005, we had 1,112 finished
homes (excluding models), of which 698 were sold and included
in backlog at such date.

WARRANTY PROGRAM

For homes sold through March 31, 2004 (and in certain
markets through July 31, 2004), we self-insured our structural
warranty obligations through our wholly owned risk retention
group. Beginning with homes sold April 1, 2004 (August 1, 2004
1n certain markets), our warranties are issued, administered,
and insured by independent third parties. Under the current
program, we provide a variety of construction defect warran-
ties for our homes, ranging from a minimum of ten years up to
the period covered by the applicable statute of repose, which-
ever 1s greater.

We provide a one to two year limited warranty of workman-
ship and materials with each of our homes, which generally
includes home visits with the customer during the first year
following the purchase of a home. We subcontract our home-
building work to subcontractors who generally provide us with
an indemnity and a certificate of insurance prior to receiving
payments for their work and, therefore, claims relating to work-
manship and materials are generally the primary responsibility
of our subcontractors. In addition, the first year of our warranty
covers defects in plumbing, electrical, heating, cooling and
ventilation systems, and construction defects; the second year
of such warranty covers construction defects and certain defects
in plumbing, electrical, heating, cooling and ventilation sys-
tems of the home {exclusive of defects in appliances, fixtures
and equipment); and the remaining years of protection cover
only construction defects.

In addition, we maintain third-party insurance for most
construction defects that we encounter in the normal course of
business. We believe that our accruals and third-party insurance
are adequate to cover the ultimate resolution of our potential
liabilities associated with known and anticipated warranty and
construction defect related claims and litigation.

There can be no assurance, however, that the terms and
limitations of the limited warranty will be effective against
claims made by the homebuyers, that we will be able to renew
our insurance coverage or renew it at reasonable rates, that we
will not be liable for damages, the cost of repairs, and /or the
expense of litigation surrounding possible construction defects,
soil subsidence or building related claims or that claims will not
arise out of uninsurable events or circumstances not covered by
insurance and not subject to effective indemnification agree-
ments with our subcontractors.
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MARKETING AND SALES

We make extensive use of advertising and other promotional
activities, including our website (http://www.beazer.com),
mass-media advertisements, brochures, direct mail and the
placement of strategically located signboards in the immediate
areas of our developments.

We normally build, decorate, furnish and landscape
between one and five model homes for each project and main-
tain on-site sales offices. At September 30, 2005, we maintained
683 model homes, of which 490 were owned and 193 were leased
from third parties pursuant to sale and leaseback agreements.
We believe that model homes play a particularly important
role in our marketing efforts.

We generally sell our homes through commissioned
employees (who typically work from the sales offices located
at the model homes used in the subdivision) as well as through
independent brokers. Our personnel are available to assist
prospective homebuyers by providing them with floor plans,
price information and tours of model homes, and in connection
with the selection of options. The selection of interior features
1s a principal component of our marketing and sales efforts.
Sales personnel are trained by us and attend periodic meetings
to be updated on sales techniques, competitive products in the
area, the availability of financing, construction schedules and
marketing and advertising plans, which management believes
results in a sales force with extensive knowledge of our operat-
ing policies and housing products. Qur policy also provides that
sales personnel be licensed real estate agents where required by
law. We also build a number of homes for which no signed sales
contract exists at the time of commencement of construction.
The use of an inventory of such homes is necessary to satisfy
the requirements of relocated personnel and of independent
brokers, who often represent customers who require a com-
pleted home within 60 days. At September 30, 2005, exclud-
ing models, we had 2,046 homes at various stages of completion
(of which 414 were completed) for which we had not received
a sales contract.

We sometimes use various sales incentives in order to
attract homebuyers. The use of incentives depends largely on
local economic and competitive market conditions.

" CustomeR FINANCING

We provide customer financing through Beazer Mortgage.
Beazer Mortgage provides mortgage origination services only,
and generally does not retain or service the mortgages that it
originates. Through September 30, 2005, these mortgages were
generally funded by one of a network of mortgage lenders.
Beginning in the second or third quarter of fiscal year 2006,
Beazer Mortgage will finance our mortgage lending activities
with borrowings under a new warehouse line of credit or from

general corporate funds prior to selling the loans and their ser-
vicing rights shortly after origination to third-party investors.
Beazer Mortgage can provide qualified homebuyers numerous
financing options, including a wide variety of conventional, FHA
and VA financing programs. In certain situations, we will seek
to assist our homebuyers in obtaining financing from outside
mortgage lenders and, in certain limited circumstances, we may
attempt to minimize potential risks relating to the availability
of customer financing by purchasing mortgage financing com-
mitments thatlock in the availability of funds and interest rates
at specified levels for a certain period of time. Because substan-
tially all homebuyers utilize long-term mortgage financing to
purchase a home, adverse economic conditions, increases in
unemployment and high mortgage interest rates may deter
and eliminate a substantial number of potential homebuyers
from our markets in the future. In addition, we provide title
services to our homebuyers in manv of our markets.

ComPETITION AND MARKET FACTORS

The development and sale of residential properties is
highly competitive and fragmented. We compete for residential
sales on the basts of a number of interrelated factors, including
location, reputation, amenities, design, quality and price,
with numerous large and small homebuilders, including some
homebuilders with nationwide operations and greater financial
resources and/or lower costs than us. We also compete for resi-
dential sales with individual resales of existing homes, available
rental housing and, to a lesser extent, resales of condominiums.
We believe that we compare favorably to other buildersin the
markets in which we operate, due primarily to:

* our experience within our geographic markets and
breadth of product line, which allows us to vary our
regional product offerings to reflect changing market
conditions;

* our responsiveness to market conditions, enabling us to
capitalize on the opportunities for advantageous land
acquisitions in desirable locations;

+ our reputation for quality design, construction and
service; and

» our focus on providing customers with a product
they enjoy.

The housing industry is cyclical and is affected by
consumer confidence levels and prevailing economic condi-
tions generally, including interest rate levels. A variety of other
factors affect the housing industry and demand for new homes,
including the availability of labor and materials and increases
in the costs thereof, changes in costs associated with homeown-
ership such as increases in property taxes and energy costs,
changes in consumer preferences, demographic trends and the
availability of and changes in mortgage financing programs.
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GOVERNMENT REGULATION AND ENVIRONMENTAL MATTERS
Generally, our land is purchased with entitlements, giving
us theright to obtain building permits upon compliance with
specified conditions, which generally are within our control. Upon
compliance with such conditions, we must obtain building permits.
Thelength of time necessary to obtain such permits and approvals
affects the carrying costs of unimproved property acquired for
the purpose of development and construction. In addition, the
continued effectiveness of permits already granted is subject to
factors such as changes in policies, rules and regulations and their
interpretation and application. Several governmental authorities
have imposed impact fees as a means of defraying the cost of
providing certain governmental services to developing areas. To
date, the governmental approval processes discussed above have
not had a material adverse effect on our development activities,
and indeed all homebuilders in a given market face the same fees
and restrictions. There can be no assurance, however, that these
and other restrictions will not adversely affect us in the future.

We may also be subject to periodic delays or may be pre-
cluded entirely from developing communities due to building
moratoriums or “slow-growth” or “no-growth” initiatives or
building permit allocation ordinances which could be imple-
mented in the future in the states and markets in which we
operate. Substantially all of our land is entitled and, therefore,
the moratoriums generally would only adversely affect us
if they arose from health, safety and welfare issues such as
insufficient water or sewage facilities. Local and state govern-
ments also have broad discretion regarding the imposition of

development fees for projects in their jurisdictions. These fees .

are normally established, however, when we receive recorded
final maps and building permits. We are also subject toa
variety of local, state and federal statutes, ordinances, rules
and regulations concerning the protection of health and the
environment. These laws may result in delays, cause us to
incur substantial compliance and other costs, and prohibit

or severely restrict development in certain environmentally
sensitive regions or areas.

Bonps AND OTHER OBLIGATIONS

We are frequently required, in connection with the
development of our projects, to obtain letters of credit and
performance, maintenance and other bonds 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. At September 30, 2005 we had approximately
$47.9 million and $470.1 million of outstanding letters of credit
and performance bonds, respectively, related to our obligations
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to local governments to construct roads and other improve-
ments in various developments, in addition to outstanding
letters of credit of approximately $44.9 million related to our
land option contracts. We do not believe that we will be required
to draw upon any such bonds or letters of credit.

EMPLOYEES AND SUBCONTRACTORS

At September 30, 2005, we employed 4,578 persons, of
whom 968 were sales and marketing personnel, 1,522 were
executive, management and administrative personnel, 1,756
were involved in construction and 332 were personnel of Beazer
Mortgage. Although none of our employees are covered by
collective bargaining agreements, certain of the subcontractors
engaged by us are represented by labor unions or are subject
to collective bargaining arrangements. We believe that our
relations with our employees and subcontractors are good.

[TEM T1A. RISK FACTORS

Our home sales and operating revenues could decline due
to macro-economic and other factors outside of our control,
such as changes in consumer confidence and declines in
employment levels.

Changes in national and regional economic conditions,
as well as local economic conditions where we conduct our
operations and where prospective purchasers of our homes
live, may result in more caution on the part of homebuyers and,
consequently, fewer home purchases. These economic uncer-
tainties involve, among other things, conditions of supply and
demand inlocal markets and changes in consumer confidence
and income, employment levels, and government regulations.
These risks and uncertainties could periodically have an adverse
effect on consumer demand for and the pricing of our homes;
which could cause our operating revenues to decline. A reduc-
tion in our revenues could, in turn, negatively affect the market
price of our securities.

A substantial increase in mortgage interest rates or unavail-
ability of mortgage financing may reduce consumer demand
Jor our homes.

Virtually all purchasers of our homes finance their acqui-
sitions through lenders providing mortgage financing. A sub-
stantial increase in mortgage interest rates or unavailability of
mortgage financing would adversely affect the ability of prospec-
tive first-time and move-up homebuyers to obtain financing for
our homes, as well as adversely affect the ability of prospective
move-up homebuyers to sell their current homes. Asaresult, our
margins, revenues and cash flows may also be adversely affected.
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Ifwe are unsuccessful in competing against our homebuilding
competitors, our market share could decline or our growth could
be impaired and, as a result, our financial results could suffer.

Competition in the homebuilding industry is intense, and
there are relatively low barriers to entry into our business.
Increased competition could hurt our business, as it could
prevent us from acquiring attractive parcels of land on which to
build homes or make such acquisitions more expensive, hinder
our market share expansion, and lead to pricing pressures on
our homes that may adversely impact our margins and reve-
nues. If we are unable to successfully compete, our financial
results could suffer and the value of, or our ability to service,
our debt could be adversely affected. Our competitors may
independently develop land and construct housing units that
are superior or substantially similar to our products. Further-
more, some of our competitors have substantially greater
financial resources and lower costs of funds than we do. Many
of these competitors also have longstanding relationships with
subcontractors and suppliers in the markets in which we oper-
ate. We currently build in several of the top markets in the nation
and, therefore, we expect to continue to face additional compe-
tition from new entrants into our markets.

We could experience a reduction in home sales and revenues or
reduced cash flows due to our inability to acquire land for our
housing developments if we are unable to obtain reasonably
priced financing to support our homebuilding activities.

The homebuilding industry is capital intensive, and home-
building requires significant up-front expenditures to acquire
land and begin development. Accordingly, we incur substantial
indebtedness to finance our homebuilding activities. Although
we believe that internally generated funds and available borrow-
ings under our revolving credit facility will be available to fund
our capital and other expenditures (including land purchases in
connection with ordinary development activities), the amounts
available from such sources may not be sufficient. If such
sources are not sufficient, we would seek additional capital in
the form of equity or debt financing from a variety of potential
sources, including additional bank financing and/or securities
offerings. The amount and types of indebtedness which we may
incur are limited by the terms of the indentures governing our
existing debt. In addition, the availability of borrowed funds,
especially for land acquisition and construction financing, may
be greatly reduced nationally, and the lending community may
require increased amounts of equity to be invested in a project
by borrowers in connection with both new loans and the exten-
ston of existing loans. If we are not successful in obtaining suffi-
cient capital to fund our planned capital and other expenditures,
we may be unable to acquire land for our housing developments.
Additionally, if we cannot obtain additional financing to fund
the purchase of land under our option contracts, we may incur
contractual penalties and fees.

Our substantial indebtedness could adversely affect our
financial condition, limit our growth and make it more
difficult for us to satisfy our debt obligations.

As of September 30, 2005, we had approximately
$1.3 billion, net of unamortized discount of approximately
$4.1 million, of outstanding indebtedness. Our substantial
indebtedness could have important consequences to us and
the holders of our securities, including, among other things:

» causing us to be unable to satisfy our obligations under
our debt agreements;

» making us more vulnerable to adverse general economic
and industry conditions; :

» making it difficult to fund future working capital, land
purchases, acquisitions, share repurchases, general
corporate purposes or other purposes; and

».causing us to be limited in our flexibility in planning for,
or reacting to, changes in our business.

In addition, subject to restrictions in our existing debt
instruments, we may incur additional indebtedness. In partic-
ular, as of September 30, 2005, we had available borrowings of
approximately $530.1 million under our revolving credit facil -
ity. If new debt is added to our current debt levels, the related
risks that we now face could intensify. Our growth plans and
our ability to make payments of principal or interest on, or to
refinance, our indebtedness, will depend on our future operat-
ing performance and our ability to enter into additional debt
and/or equity financings. If we are unable to generate sufficient
cash flows in the future to service our debt, we may be required
torefinance all or a portion of our existing debt, to sell assets
or to obtain additional financing. We may not be able to do any
of the foregoing on terms acceptable to us, if at all.

We are subject to extensive government regulation which
could cause us to incur significant liabilities or restrict our
business activities.

Regulatory requirements could cause us to incur significant
liabilities and operating expenses and could restrict our business
activities. We are subject tolocal, state and federal statutes and
rules regulating, among other things, certain developmental
matters, building and site design, and matters concerning the
protection of health and the environment. Qur operating expenses
may be increased by governmental regulations such as build-
ing permit allocation ordinances and impact and other fees and
taxes, which may be imposed to defray the cost of providing cer-
tain governmental services and improvements. Other govern-
mental regulations, such as building moratoriums and “no
growth” or “slow growth” initiatives, which may be adopted in
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communities which have developed rapidly, may cause delays
in home projects or otherwise restrict our business activities
resulting in reductions in our revenues. Any delay or refusal
from government agencies to grant us necessary licenses, permits
and approvals could have an adverse effect on our operations.

We may incur additional operating expenses due to compliance
programs or fines, penalties and remediation costs pertaining to
environmental regulations within our markets.

We are subject to a variety of local, state and federal statutes,
ordinances, rules and regulations concerning the protection of
health and the environment. The particular environmental laws
which apply to any given community vary greatly according to
the community site, the site’s environmental conditions and
the present and former use of the site. Environmental laws may
resultin delays, may cause us to implement time consuming and
expensive compliance programs and may prohibit or severely
restrict development in certain environmentally sensitive regions
or areas. From time to time, the United States Environmental
Protection Agency ("EPA”)and similar federal or state agencies
review homebuilders’ compliance with environmental laws and
may levy fines and penalties for failure to strictly comply with
applicable environmental laws or impose additional require-
ments for future compliance as a result of past failures. Any such
actions taken with respect to us may increase our costs. Further,
we expect that increasingly stringent requirements will be
imposed on homebuilders in the future. Environmental regu-
lations can also have an adverse impact on the availability and
price of certain raw materials such as lumber. OQur projects in
California are especially susceptible to restrictive government
regulations and environmental laws.

We may be subject to significant potential liabilities as a result
of construction defect, product liability and warranty claims
made against us.

As ahomebuilder, we have been, and continue to be, subject
to construction defect, product liability and home warranty
claims, including moisture intrusion and related mold claims,
arising in the ordinary course of business. These claims are
common to the homebuilding industry and can be costly.

We and certain of our subsidiaries have been, and continue
to be, named as defendants in various construction defect claims,
product liability claims, complaints and other legal actions that
include claims related to moisture intrusion and mold. Further-
more, plaintiffs may in certain of these legal proceedings seek
class action status with potential class sizes that vary from case
to case. Class action lawsuits can be costly to defend, and if we
were to lose any certified class action suit, it could result in
substantial potential liability for us. We record reserves for
such matters in accordance with accounting principles gen-
erally accepted in the United States of America (“"GAAP”).
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With respect to certain general liability exposures, including
construction defect, moisture intrusion and related mold claims
and product liability, interpretation of underlying current and
future trends, assessment of claims and the related liability and
reserve estimation process 1s highly judgmental due to the com-
plex nature of these exposures, with each exposure exhibiting
unique circumstances. Furthermore, once claims are asserted
for construction defects, it1s difficult to determine the extent to
which the assertion of these claims will expand geographically.
Although we have obtained insurance for construction defect
claims, such policies may not be available or adequate to cover
any lability for damages, the cost of repairs, and/or the expense
of litigation surrounding current claims, and future claims may
arise out of uninsurable events or circumstances not covered by
insurance and not subject to effective indemnification agree-
ments with our subcontractors.

Our operating expenses could increase if we are required to pay
higher insurance premiums or litigation costs for claims involv-
ing construction defect and product liability claims, which could
cause our net income to decline.

The costs of insuring against construction defect and
product liability claims are high, and the amount and scope of
coverage offered by insurance companies is currently limited.
This coverage may be further restricted and may become
more costly.

Increasingly in recent years, lawsuits (including class
action lawsuits) have been filed against builders, asserting
claims of personal injury and property damage caused by the
presence of mold in residential dwellings. Our insurance may
not cover all of the claims, including personal injury claims,
arising from the presence of mold, or such coverage may become
prohibitively expensive. If we are not able to obtain adequate
Insurance against these claims, we may experience losses that
could reduce our net income and restrict our cash flow avail-

" able to service debt.

Historically, builders have recovered from subcontractors
and their insurance carriers a significant portion of the con-
struction defect hablities and costs of defense that the builders
have incurred. Insurance coverage available to subcontractors
for construction defects is becoming increasingly expensive,
and the scope of coverage is restricted. If we cannot effectively
recover from our subcontractors or their carriers, we may suffer
greater Josses which could decrease our net income.
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Builders’ ability to recover against any available insurance
policy depends upon the continued solvency and financial
strength of the insurance carrier that issued the policy. Many
of the states in which we build homes have lengthy statutes of
limitations applicable to claims for construction defects. To the
extent thatany carrier providing insurance coverage to us or
our subcontractors becomes insolvent or experiences financial
difficulty in the future, we may be unable to recover on those
policies, and our net income may decline.

We are dependent on the services of certain key employees,
and the loss of their services could hurt our business.

Our future success depends upon our ability to attract,
train, assimilate and retain skilled personnel. If we are unable
to retain our key employees or attract, train, assimilate or
retain other skilled personnel in the future, it could hinder our
business strategy and impose additional costs of identifying and
training new individuals. Competition for qualified personnel
in all of our operating markets is intense. A significant increase
in the number of our active projects would necessitate the hiring
of a significant number of additional construction managers,
who are in short supply in our markets.

We are dependent on the continued availability and satisfactory
performance of our subcontractors, which, if unavailable, could
have a material adverse effect on our business.

We conduct our construction operations only as a general
contractor. Virtually all construction work is performed by
unaffiliated third-party subcontractors. Asaconsequence, we
depend on the continued availability of and satisfactory perfor-
mance by these subcontractors for the construction of our homes.
There may not be sufficient availability of and satisfactory
performance by these unaffiliated third-party subcontractors
in the markets in which we operate. In addition, inadequate
subcontractor resources could have a material adverse effect
on our business.

We experience fluctuations and variability in our operating results
on a quarterly basis and, as a result, our historical performance
may not be a meaningful indicator of future results.

Our operating results in a future quarter or quarters may
fall below expectations of securities analysts or investors and, as
aresult, the market value of our common stock will fluctuate.
While we have reported positive annual net income for each of

the past five fiscal years, we historically have experienced, and
expect to continue to experience, variability in home sales
and net earnings on a quarterly basis. Asaresult of such vari-
ability, our historical performance may not be a meaningful
indicator of future results. Our quarterly results of operations
may continue to fluctuate in the future as a result of a variety of
both national and local factors, including, among others:

* the timing of home closings and land sales;

» our ability to continue to acquire additional land or secure
Joption contracts to acquire land on acceptable terms;

« conditions of the real estate market in areas where we
operate and of the general economy;

« raw material and labor shortages;

* seasonal homebuying patterns; and

» other changes in operating expenses, including the
cost of labor and raw materials, personnel and general
economic conditions.

The occurrence of natural disasters could increase our operating
expenses and reduce our revenues and cash flows.

The climates and geology of many of the states in which
we operate, including California, Florida, Georgia, North
Carolina, South Carolina, Tennessee and Texas, present
increased risks of natural disasters. To the extent that hurri-
canes, severe storms, earthquakes, droughts, floods, wildfires
or other natural disasters or similar events occur, our homes
under construction or our building lots in such states could be
damaged or destroyed, which may result in losses exceeding
our insurance coverage. Any of these events could increase
our operating expenses, impair our cash flows and reduce our
revenues, which could, in turn, negatively affect the market
price of our securities.

Future terrorist attacks against the United States or increased
domestic or international instability could have an adverse
effect on our operations.

Adverse developments in the war on terrorism, future
terrorist attacks against the United States, or any outbreak
or escalation of hostilities between the United States and any
foreign power, including the armed conflict with Iraq, may

. cause disruption to the economy, our Company, our employees

and our customers, which could adversely affect our revenues,
operating expenses, and financial condition.
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[TEM 2. PROPERTIES

We lease approximately 86,000 square feet of office space
in Atlanta, Georgia to house our corporate headquarters. We
also lease an aggregate of approximately 590,000 square feet
of office space for our subsidiaries’ operations at various loca-
tions. We own approximately 18,500 square feet of warehouse
space and an aggregate of 57,872 square feet of office space in
Nashville, Tennessee and Indianapolis, Indiana.

ITEM 3. LEGAL PROCEEDINGS

In November 2003, Beazer Homes received a request for
information from the EPA pursuant to Section 308 of the Clean
Water Act seeking information concerning the nature and extent
of storm water discharge practices relating to certain of our
projects completed or under construction. The EPA has since
requested information on additional projects and has conducted
site inspections at a number of locations. In certain instances, the
EPA or the equivalent state agency has 1ssued Administrative
Orders identifying alleged instances of noncompliance and
requiring corrective action to address the alleged deficiencies
in storm water management practices. As of September 30, 2005,
no monetary penalties have been imposed in connection with
such Administrative Orders. The EPA has reserved the right to
impose monetary penalties at a later date, the amount of which,
if any, cannot currently be estimated. Beazer Homes has taken
action to comply with the requirements of each of the Adminis-
trative Orders and 1s working to otherwise maintain compliance
with the requirements of the Clean Water Act.

The Company and certain of its subsidiaries have been
named as defendants in various claims, complaints and other
legal actions, most relating to moisture intrusion and related
mold claims, construction defects and product liability. Certain
of the liabilities resulting from these actions are covered by
insurance. With respect to certain general liability exposures,
including construction defect, moisture intrusion and related
mold claims and product liability, interpretation of underlying
current and future trends, assessment of claims and the related
liability and reserve estimation process is highly judgmental
due to the complex nature of these exposures, with each expo-
sure exhibiting unique circumstances. In particular, for con-
struction defect liability there is a high degree of uncertainty
relating to whether insurance coverage exists, when losses occur,
the size of each loss, expectations for future interpretive rulings
concerning contract provisions and the extent to which the asser-
tion of these claims will expand geographically. In the Company's
opinion, based on its current assessment, the ultimate resolution
of these matters will not have a material adverse effect on Beazer
Homes’ financial condition, results of operations or cash flows.

2005 Form 10-K

BEAZER HOMES USA, INC. - 2005 FORM 10-K

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

No matters were submitted during the fourth quarter
of the fiscal year covered by this report to a vote of security
holders, through the solicitation of proxies or otherwise.

SEPARATE ITEM: EXECUTIVE OFFICERS
OF THE REGISTRANT
Name Age  Position
ExecuTive QFFICERS

IanJ. McCarthy 52

President, Chief Executive
Officer and Director

Executive Vice President, Chief
Operating Officer

Michael H. Furlow 55

James O’ Leary 42 Executive Vice President, Chief

Financial Officer

Kenneth J. Gary 47 Executive Vice President,

General Counsel, Secretary

C. Lowell Ball 48 Senior Vice President,

‘ General Counsel — Real Estate
Cory]. Boydston 46
Fred Fratto 51

Senior Vice President, Treasurer

Senior Vice President,
Human Resources

Senior Vice President, Chief
Accounting Officer

Michael T. Rand 43

Tohn Skelton 56 Senior Vice President, Forward

Planning

Jonathan P. Smoke 36 Senior Vice President,
Corporate Strategy and

Innovation

BusiNeEss EXPERIENCE

IAN]. MCCARTHY. Mr. McCarthy is the President
and Chief Executive Officer of Beazer Homes and has served
as a director of Beazer Homes since the [IPO. Mr. McCarthy
has served as President of predecessors of Beazer Homes since
January 1991 and was responsible for all United States resi-
dential homebuilding operations in that capacity. During the
period May 1981 to January 1991, Mr. McCarthy was employed
in Hong Kong and Thailand, becoming a director of Beazer Far
East and from January 1980 to May 1981 was employed by Kier,
Ltd., acompany engaged in the United Kingdom construction
industry which became an indirect, wholly owned subsidiary
of Beazer PLC. Mr. McCarthy is a Chartered Civil Engineer
with a Bachelor of Science degree from The City University,
London. Mr. McCarthy currently serves as a member of the
Board of HomeAid America. He also serves on the Board of
Directors of Builder Homesite, Inc. and the Board of Directors
of the Metro Atlanta Chamber of Commerce. He was inducted
into the California Building Industry Hall of Fame in 2004, the
first non-California resident to receive this honor.
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MICHAEL H. FURLOW. Mr. Furlow joined us in
October 1997 as the Executive Vice President for Operations
and was named Chief Operating Officer in 1998. In this capac-
ity, the Division Presidents report, directly or indirectly, to
MTr. Furlow, and he is responsible for the performance of those
operating divisions. During the 12 years prior to joining Beazer
Homes, Mr. Furlow was with Pulte Home Corporation in
various field and corporate roles, most recently as a Regional
President, Mr. Furlow received a Bachelor of Arts degree with
honors in Accounting from the University of West Florida and
initially worked as a Certified Public Accountant for Arthur
Young & Company.

JAMES O'LEARY. Mr. O’Leary joined us in June 2002 as
Executive Vice President, Corporate Development. In August
2003 he was appointed Executive Vice President and Chief
Financial Officer. Mr. O'Leary was previously with U.S.
Industries, Inc. from 1995 t0 2002. From 2000 to 2002, Mr.
O'Leary was Chairman and CEO of LCA Group, Inc., U.S.
Industries’ global lighting subsidiary. He also served as Executive
Vice President of U.S. Industries from 1999 to 2002, Senior Vice
President and Chief Financial Officer from 1998 to 1999 and
Vice President and Corporate Controller from 1995 to 1998.
Mr. O'Leary held various financial and operational positions
at Hanson PLC., U.S. Industries’ former parent company, from
1993 to 1995, at which time U.S. Industries was spun off to
Hanson'’s shareholders. Mr. O’Leary was with Deloitte &
Touche from 1985 to 1993. Mr. O'Leary holds a Master of
Business Administration degree from the Wharton School of
the University of Pennsylvania and a Bachelor of Business
Administration degree from Pace University, Mr. O’Leary is
alicensed Certified Public Accountant. Mr. O'Leary currently
serves on the Board of Directors of Kaydon Corporation.

KENNETH J. GARY. Mr. Gary joined us in March 2005
as Executive Vice President, General Counsel and Corporate
Secretary. From 1990 to March 2005, Mr. Gary served as Senior
Vice President and General Counsel of Toll Brothers, Inc.
He also served as Chief Executive Officer of that company'’s
mortgage and title insurance subsidiaries. Prior to 1990, Mr.
Gary served as Vice President and Counsel of Bell Atlantic
Properties, the real estate subsidiary of Bell Atlantic Corporation
(now known as Verizon Communications) and practiced real
estate and corporate law with two major law firms for several
years. Mr. Gary is a graduate of Brown University and the
University of Pennsylvania Law School, where he was editor
of the Law Review.

C.LOWELL BALL. Mr. Ball joined us in August 2000 as
Senior Vice President and currently serves as General Counsel —
Real Estate. From 1992 to August 2000, Mr. Ball held senior
positions with commercial real estate investment, development-
operating companies, including Regent Partners, Inc., Compass
Management and Leasing, Inc. and Dutch Institutional Holding
Company. Prior to 1992, Mr. Ball practiced law for ten years
with two major law firms. Mr. Ball graduated with honors
from the University of North Carolina School of Law and
received his undergraduate degree from the University of
North Carolina where he was a Morehead Scholar.

CORY J. BOYDSTON. Mrs. Boydston joined usin
January 1998 as Vice President and Treasurer, and was pro-
moted to Senior Vice President in October 2004, Mrs. Boydston
is currently responsible for the Treasury functions of the Com-
pany. She also oversees the Company’s Title and Homeowner
Insurance operations. Prior to joining Beazer, Mrs. Boydston
was with Lennar Corporation from 1987 t0 1997, serving in
various capacities, including Vice President, Finance and
Chief Financial Officer, Corporate Controller, and Chief
Financial Officer, Investment Division. Before joining Lennar,
Mrs. Boydston was with Hayes Microcomputer Products and
Arthur Andersen & Co. Mrs. Boydston received a Bachelor of
Science degree in Accounting from Florida State University in
1981 and is a licensed Certified Public Accountant.

FRED FRATTO. Mr. Fratto joined us in October, 2002
as Vice President, Human Resources and was promoted to
Senior Vice President in October 2004, Prior to joining Beazer
Homes, Mr. Fratto served as Vice President, Human Resources
and Administration for the Gulfstream Aerospace Corporation
from 1999 to 2002, Previously, Mr. Fratto was with the Newell
Rubbermaid Company from 1995 to 1999 and Westinghouse
Electric Corporation from 1980 to 1995. He holds a Master of
Science degree in Industrial and Labor Relations from West
Virginia University and a Bachelor of Arts degree from Fairmont
State College.
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MICHAELT. RAND. Mr. Rand joined us in November
1996 as Vice President, Operational and Accounting Controls
and was promoted to Vice President, Corporate Controller in
June of 1998. Mr. Rand was promoted to Senior Vice President,
Corporate Controller in October 2002, and to Senior Vice
President, Chief Accounting Officer in August 2004. Prior to
joining Beazer Homes, Mr. Rand was with the firm KPMG
Peat Marwick from 1984 to 1996, at which time he served as
a Senior Audit Manager. Mr. Rand holds a bachelor’s degree
in Commerce from the University of Virginia and 1s a licensed
Certified Public Accountant.

JOHN SKELTON. Mr. Skelton served as Senior Vice
President, Operations from the [PO through fiscal 1998, was
appointed Senior Vice President, Financial Planning in fiscal
1999 and appointed Senior Vice President, Forward Planning
in fiscal 2003. Mr. Skelton served as Vice President and
Chief Financial Officer of Beazer Homes, Inc., a subsidiary
of Beazer Homes, since 1985 and Vice President and Chief
Financial Officer of Beazer Homes Holdings, Inc., a subsid-
iary of Beazer Homes, since April 1993. During the period
1977 to 1985, Mr. Skelton served as Finance Director of
Leech Homes, a subsidiary of Leech PLC which was acquired
by Beazer PLC in 1985. After graduating with a bachelor’s
degree from Durham University in the United Kingdom, he
was employed by Deloitte & Touche and is a Fellow of the
Institute of Chartered Accountants in England and Wales.
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JONATHAN P. SMOKE. Mr. Smoke joined us in
March 2001 as Vice President, eBusiness, was appointed Chief

. Information Officer in April 2002, was promoted to Senior

Vice President in September 2003 and appointed Senior Vice
President, Corporate Strategy and Innovation in October 2005.
Mr. Smoke was previously with Lend Lease Corporation from
1999 to 2001 where he was responsible for eBusiness strategy
and initiatives. Mr. Smoke was a management consultant with
Deloitte & Touche from 1993 to 1999. Mr. Smoke holds a
Master of Business Administration degree from the McCombs
School of Business at the University of Texas at Austinand a
Bachelor of Arts degree from Rhodes College.
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PART II

[TEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

MARKET INFORMATION

The Company lists its common shares on the New York Stock Exchange (NYSE) under the symbol “BZH.” On November 30,
2005, the last reported sales price of the Company’s common stock on the NYSE was $69.97. On November 30, 2005, Beazer Homes
USA, Inc. had approximately 180 shareholders of record and 41,192,244 shares of common stock outstanding. The following table
sets forth, for the quarters indicated, the range of high and low trading for the Company’s common stock during fiscal 2005 and 2004,
as adjusted for the effect of the Company’s March 2005 three-for-one stock split.

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Fiscal Year 2005:

High $49.46 $58.83 $60.71 $67.50
Low $32.55 $44.67 $43.99 $55.05
Fiscal Year 2004:

High $36.53 $37.66 $35.70 $36.62
Low $27.80 $29.42 $29.72 $28.81
Divipenps

For fiscal 2005, the Company paid quarterly cash dividends aggregating $0.33 per common share or a total of approximately
$13.9 million. For fiscal 2004, adjusted for the stock split, we paid quarterly cash dividends aggregating $0.13 per common share,
or a total of approximately $5.5 million. We expect to continue paying regular cash dividends on a quarterly basis. However, the
Board of Directors will periodically reconsider the declaration of dividends, and we will pay dividends at the discretion of the Board
of Directors. The continuation of payments, the amount of such dividends, and the form in which the dividends are paid (cash or
stock) depends upon the results of operations, the financial condition of the Company and other factors which the Board of Directors
deems relevant. The indentures under which our senior notes were issued contain certain restrictive covenants, including limita-
tions on payment of dividends. At September 30, 2005, under the most restrictive covenants of each indenture, approximately
$359 million of our retained earnings was available for cash dividends and for share repurchases.

The following table provides information as of September 30, 2005 with respect to our shares of common stock that may be
1ssued under our existing equity compensation plans, all of which have been approved by our stockholders:

Number of Common
Shares Remaining
Auvailable for Future

Number of Common Issuance Under Equity
Shares to be Issued Weighted Average Compensation Plans
Upon Exercise of Exercise Price of (Excluding Common Shares
Plan Category Qutstanding Options Qutstanding Options Reflected in Column (a))
(a) (b) (c)
Equity compensation plans approved by stockholders 1,654,751 $23.91 2,617,212

Issuer Purchases of Equity Securities:

Total Number of

Average Shares Purchased Maximum Number of
Total Number of Price Paid as Part of Publicly Shares That May Yet Be
Period Shares Purchased Per Share Announced Plans Purchased Under the Plans
9/1/05-9/30/05 142,459 ' $56.80 - -

(1) We did not repurchase any shares in the open market during fiscal 2005; however, 142,459 shares were surrendered to us by employees in payment of minimum
tax obligations upon the vesting of restricted stock under our stock incentive plans. We valued the stock at the market price on the date of surrender, for an aggre-
gate value of $8.1 million, or approximately $57 per share.

Beazer Homes USA, Inc.
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Year Ended September 30,
2005 2004 2003 2002 2001
Srarement of Operartons Dara:
Total revenue $ 4,995,353 $ 3,907,109 $3,177,408 $2,641,173 $ 1,805,177
Operating income before
goodwill impairment (1) 617,153 377,935 279,155 193,174 121,027
Goodwill impairment (1) 130,235 - - - -
Operating income (1) 486,918 377,935 79,155 193,174 121,027
Net income (1) 262,524 235,811 172,74 122,634 74,876
Net income per common share:
Basic (1), (11) 6.49 591 4.47 3.88 3.06
Diluted (1), (i1) 5.87 5.59 4.26 3.58 2.73
Dividends paid per common share 0.33 0.13 - - -
BaLance SHEET Data (END OF YEAR):
Cash $ 297,098 $ 320,880 $ 73372 $ 124,989 $ 41,678
Inventory 2,901,165 2,344,095 1,723,483 1,364,133 844,737
Total assets (1) 3,770,516 3,163,030 2,219,407 1,902,319 998,456
Total debt 1,321,936 1,150,972 748,738 748,572 398,405
Stockholders’ equity 1,504,688 1,232,121 993,695 799,515 351,195
SuppLEmENTAL FinvanciaL Dara:
Cash (used in)/provided by:
Operating activities $ (84,263) $ (73,719) $ (41,049) $ 59,464 $ (25,578)
Investing activities (48,470) (30,476) (6,552) (314,633) (72,835)
Financing activities 108,951 351,703 (4,016) 338,480 140,091
EBIT (i11) 581,722 452,774 340,980 245,060 155,983
EBITDA (ii1) 602,896 468,529 354,200 254,513 165,236
Interest incurred (iv) 89,678 76,035 65,295 51,171 35,825
EBIT/interest incurred 6.49x 5.95x 5.22x 4.79x 4.35x
EBITDA/interestincurred 6.72x 6.16x 5.42x 4.97x 4.61x
FINANCIAL STATISTICS (V)2
Total debt as a percentage of total
debtand stockholders’ equity 46.8% 48.3% 43.0% 48.4% 53.1%
Asset turnover 1.44x 1.45x 1.54x 1.82x 2.13x
EBIT margin 11.6% 11.6% 10.7% 9.3% 8.6%
Return on average assets (pre-tax) 16.8% 16.8% 16.5% 16.9% 18.4%
Return on average capital (pre-tax) 22.3% 21.9% 20.7% 21.3% 24.5%
Return on average equity 19.2% 21.2% 19.3% 21.3% 24.1%

(1) As discussed in Item 7 below, Beazer Homes acquired Crossmann Communities effective April 17, 2002. In 2005, we recognized a non-cash, non-tax deductible
goodwill impairment charge of $130.2 million associated with this acquisition (see Note 1 to the Consolidated Financial Statements for further discussion). 2005
operating income, net income and earnings per share include the impact of this impairment charge. In addition to the results above reported in accordance with
GAAP, we have provided operating income before goodwill impairment above, a non-GAAP financial measure. Adjusted net income, adjusted earnings per share
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and adjusted EBITDA, which exclude the effects of the non-cash goodwill impairment charge recorded during fiscal year 2005 and are non-GAAP financial
measures, were $392.8 million, $8.72 per share and $733.1 million, respectively. Management believes that these adjusted financial results are useful to both
management and investors in the analysis of the Company’s financial performance when comparing it to prior periods and that they provide investors with
an important perspective on the current underlying operating performance of the business by isolating the impact of a non-cash adjustment related to a prior
acquisition. A reconciliation of these non-GAAP financial measures to the most directly comparable GAAP measure, is provided below for fiscal year 2005:

(in thousands, except per share data) Year Ended September 30, 2005
Operating income $ 486918
Goodwill impairment 130,235
Operating income before goodwill impairment $ 617,153
Net income $ 262,524
Goodwill impairment 130,235
Adjusted net income $ 392,739
EPS, diluted : $ 5.87
Goodwill impairment 2.85
Adjusted EPS $ 8.72
EBITDA 3 602,896
Goodwill impairment 130,235
Adjusted EBITDA $ 733,131

(11) In October 2004, the Emerging Issues Task Force (“EITF”) of the Financial Accounting Standards Board (“FASB") ratified the consensus on EITF Issue No. 04-8:
“The Effect of Contingently Convertible Debt on Diluted Earnings Per Share.” EITF 04-8 requires that shares issuable upon conversion of contingently con-
vertible debt instruments (“Co-Co's"”) be included in diluted EPS computations using the “if-converted method” regardless of whether the issuer’s stock price
exceeds the contingent conversion price. Per share amounts have been retroactively adjusted to reflect the Company's March 2005 three-for-one stock split and
the Company's adoption of EITF 04-8, as applicable.

(111) EBIT and EBITDA: EBIT (earnings before interest and taxes) equals net income before (a) previously capitalized interest amortized to costs and expenses
and (b) income taxes. EBITDA (earnings before interest, taxes, depreciation and amortization) is calculated by adding depreciation and amortization for the
period to EBIT. EBIT and EBITDA are not GAAP financial measures. EBIT and EBITDA should not be considered alternatives to net income determined
in accordance with GAAP as an indicator of operating performance, nor an alternative to cash flows from operating activities determined in accordance with
GAAP as ameasure of liquidity. Because some analysts and companies may not calculate EBIT and EBITDA in the same manner as Beazer Homes, the
EBIT and EBITDA information presented above may not be comparable to similar presentations by others.

EBITDA 1sameasure commonly used in the homebuilding industry and is presented to assist readers in understanding the ability of our operations to
generate cash in addition to the cash needed to service existing interest requirements and ongoing tax abligations. By providing a measure of available cash,
management believes that this non-GAAP measure enables holders of our securities to better understand our cash performance and our ability to service our
debt obligations as they currently exist and as additional indebtedness is incurred in the future. The measure is useful in budgeting and determining capital
expenditure levels because it enables management to evaluate the amount of cash that will be available for discretionary spending.

A reconciliation of EBITDA and EBIT to cash (used)/provided by operations, the most directly comparable GAAP measure, 1s provided below for each
period presented:

Year Ended September 30,
2005 2004 2003 2002 2001
Net cash (used)/provided by operating activities $  (84,263) $  (73,719) $  (41,049) $ 59,464 $  (25,578)
Increase in inventory 566,603 410,525 328,893 152,990 153,668
Provision for income taxes 236,810 130,764 112,784 79,425 47 872
Deferred income tax benefit (provision) 54,631 22,740 (87) 6,613 7,906
Interest amortized to cost of sales 82,388 66,199 55,451 43,001 33,235
Increase in accounts payable and other liabilities (217,412) (120,976) (96,224) (71,781) (38,721)
Change in book overdraft - - - - (20,085)
Goodwill impairment (130,235) - - - -
Increase (decrease) in accounts receivable and other assets 108,081 21,399 13,105 (4,348) 16,837
Earnings in joint ventures, net of income distributions (823) 1,561 1,397 2,338 63
Loss on early extinguishment of debt - - (7,570) - (1,202)
Tax benefit from stock transactions (11,551) (8,127) (11,502) (12,235) (3,837)
Other (1,333) (1,837) (1,198) (954) (4,912)
EBITDA 602,896 468,529 354,200 254,513 165,236
Less depreciation and amortization 21,174 15,755 13,220 9,453 9,253
EBIT $ 581,722 $ 432,774 $ 340,980 $ 245,060 $ 155,983

(iv) All interest incurred is capitalized to inventory and subsequently amortized to cost of sales as homes are closed.

(v) Assetturnover = (total revenue divided by average total assets); EBIT margin = (EBIT divided by total revenues); Return on average assets = (EBIT divided
by average total assets); Return on average capital = (EBIT divided by average total debt plus stockholders’ equity); Return on average equity = (net income
divided by average stockholders’ equity).

Beazer Homes USA, Inc.
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[TEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS

GENERAL

Homesuioing. We design, sell and build single-family homes in the following regions and states:

Southeast West Central Mid-Atlantic . Midwest
Florida Arizona Texas Delaware Indiana
Georgia California Maryland Kentucky

Mississippi Colorado New Jersey Obhio

North Carelina Nevada New York
South Carolina New Mexico Pennsylvania
Tennessee Virginia

West Virginia

We intend, subject to market conditions, to expand in our
current markets through focused product expansion and price
point diversification and to consider entering new markets either
through expansicn from existing markets or through acquisi-
tions of established regional homebuilders. Our business
strategy emphasizes further increasing our market penetration
in those markets in which we currently operate most profitably,
while continously reviewing opportunities to curtail or limit
investment in less profitable markets.

Qur homes are designed to appeal to homebuyers at various
price points across various demographic segments, and are
generally offered for sale in advance of their construction. Once
asales contract has been signed by both the homebuyer and

" Beazer Homes, we classify the transaction asa “new order” and
include the homein “backlog.” Such sales contracts are usually
subject to certain contingencies such as the buyer’s ability to
qualify for financing. We do not recognize revenue on homes in
backlog until the sales are closed and the risk of ownership has
been transferred to the buyer.

Crossmann Acquisition. In April 2002, we acquired Crossmann
Communities, Inc. (“Crossmann”). We have included
Crossmann’s operating results in our consolidated financial
statements since April 1, 2002. The aggregate merger consid-
eration we pald consisted of approximately 3.9 million shares
(pre-split) of our common stock (valued at approximately
$308.6 million) and $191.6 million in cash.

AnciLLary Businesses. We have established several businesses to
support our core homebuilding operations. We operate design
studios in the majority of our markets. Through design studios,
homebuyers can choose non-structural upgrades and options
for their new home. We also provide mortgage origination ser-
vices for our homebuyers through Beazer Mortgage Corporation,
or Beazer Mortgage. Beazer Mortgage originates, processes and
brokers mortgages to third-party investors. Beazer Mortgage
generally does not retain or service the mortgages that it brokers.
We also provide title services to our homebuyers in many of our
markets. We will continue to evaluate opportunities to provide
other ancillary services to our homebuyers.
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Crimicat AccounTing Povicies. Some of our critical accounting
policies require the use of judgment in their application or require
estimates of inherently uncertain matters. Although our account-
ing policies are in compliance with accounting principles gen-
erally accepted in the United States of America, achange in the
facts and circumstances of the underlying transactions could
significantly change the application of the accounting policies
and the resulting financial statement impact. Listed below are
those policies that we believe are critical and require the use of
complex judgment in their application.

Inventory Valuation

Housing projects and land held for development and sale
are stated at cost (including direct construction costs, capitalized
indirect costs, capitalized interest and real estate taxes) unless
facts and circumstances indicate that the carrying value of the
assets may be impaired. We assess these assets for recoverabil-
1ty in accordance with the provisions of Statement of Financial
Accounting Standards (“SFAS”) 144, Accounting for the Impair-
ment or Disposal of Long-Lived Assets. SFAS 144 requires that
long-lived assets be reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount
of an asset may not be recaverable. Recoverability of assets is
measured by comparing the carrying amount of an asset to future
undiscounted net cash flows expected to be generated by the
asset. If these assets are considered to be impaired, the impair-
ment to be recognized is measured by the amount by which the
carrying amount of the assets exceeds the fair value of the assets.

These evaluations for impairment are significantly impacted
by estimates of revenues, costs and expenses and other factors.
Due to uncertainties in the estimation process, it is reasonably
possible that actual results could differ from those estimates.
Our assumptions about future home sales prices and volumes
require significant judgment because the residential homebuild-
ing industry is cyclical and is highly sensitive to changes in
economic conditions. We continue to evaluate the carrying
value of our inventory and, based on historical results, believe
that our existing estimation process is accurate and do not
anticipate the process to materially change in the future.
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Goodwill

We test goodwill for impairment annually or more frequently
if an event occurs or circumstances change that more likely
than not reduce the value of a reporting unit below its carrying
value. For purposes of goodwill impairment testing, we com-
pare the fair value of each reporting unit with its carrying amount,
including goodwill. Each of cur operating divisions is consid-
ered a reporting unit. The fair value of each reporting unit is
determined based on expected discounted future cash flows.
If the carrying amount of a reporting unit exceeds its fair value,
goodwill is considered impaired. If goodwill is considered
impaired, the impairment loss to be recognized is measured
by the amount by which the carrying amount of the goodwill
exceeds implied fair value of that goodwill.

Inherent in our fair value determinations are certain judg-
ments and estimates, including projections of future cash flows,
the discount rate reflecting the risk inherent in future cash flows,
the interpretation of current economic indicators and market
valuations and our strategic plans with regard to our operations.
A change in these underlying assumptions would cause a change
in the results of the tests, which could cause the fair value of one
or more reporting units to be less than their respective carrying
amounts. In addition, to the extent that there are significant
changes in market conditions or overall economic conditions
or our strategic plans change, it is possible that our conclusion
regarding goodwill impairment could change, which could
have a material adverse effect on our financial position and
results of operations.

Qur goodwill has been assigned to reporting units in
different geographic locations. Therefore, potential goodwill
impairment charges resulting from-changes in local market and/
or local economic conditions or changes in our strategic plans
may be isolated to one or a few of our reporting units. However,
our business is concentrated in the homebuilding industry and,
as such, a widespread decline in the homebuilding industry or
a significant deterioration of economic conditions could have a
negative impact on the estimated fair value of a larger number of
our reporting units.

During the quarter ended March 31, 2005, we obtained an
independent valuation of our reporting units and recorded a
$130.2 million non-cash, non-tax-deductible impairment charge
to write off substantially all of the goodwill allocated to certain
underperforming markets in Indiana, Ohio, Kentucky and
Charlotte, North Carolina. The goodwill had been recorded as
aresult of the April 2002 acquisition of Crossmann. The fore-
casts and valuations of the respective divisions, along with
weaker than anticipated local economies, particularly in the
Midwest markets, and severe price competition, particularly
at entry level price points, led the Company to conclude the
goodwill was impaired in accordance with the provisions of

SFAS 142, Goodwill and Other Intangible Assets.

While we believe that no additional impairment existed as of
September 30, 2005, future economic or financial developments,
including general interest rate increases or poor performance
in either the national economy or individual local economies,
couldlead to impairment of goodwill, prospectively.

Homebuilding Revenues and Costs

Revenue from the sale of ahome is recognized when the
closing has occurred and the risk of ownership is transferred to
the buyer. All associated homebuilding costs are charged to cost
of sales in the period when the revenues from home closings are
recognized. Homebuilding costs include land and land develop-
ment costs (based upon an allocation of such costs, including
costs to complete the development, or specific lot costs), home
construction costs (including an estimate of costs, if any, to com-
plete home construction), previously capitalized indirect costs
(principally for construction supervision}, capitalized interest
and estimated warranty costs. Sales commissions are included in
selling, general and administrative expense when the closing has
occurred. All other costs are expensed as incurred.

Warranty Reserves

We provide a limited warranty (ranging from one to two
years) of workmanship and materials with each of our homes.
Such warranty covers defects in plumbing, electrical, heating,
cooling and ventilating systems and construction defects. In
addition, we provide a warranty (ranging from a mintmum of ten
years up to the period covered by the applicable statute of repose,
whichever is greater) with each of our homes, covering construc-
tion defects only. Since we subcontract our homebuilding work
to subcontractors who generally provide us with an indemnity
and a certificate of insurance prior to receiving payments for
their work, claims relating to workmanship and materials are
generally the primary responsibility of our subcontractors.

Warranty reserves are included in other liabilities in the
consolidated balance sheets. We record reserves covering our
anticipated warranty expense for each home closed. Management
reviews the adequacy of warranty reserves each reporting period,
based on historical experience and management's estimate of
the costs to remediate the claims, and adjusts these provisions
accordingly. Factors that affect our warranty liability include
the number of homes sold, historical and anticipated rates of
warranty claims, and cost per claim. Based on historical results,
we believe that our existing estimation process is accurate and
do not anticipate the process to materially change in the future.
Our warranty reserves at September 30, 2005 and 2004 include
accruals for certain moisture intrusion issues. Our estima-
tion process for such accruals is discussed in Note 14 to the
Consolidated Financial Statements. While we believe that our
warranty reserves at September 30, 2005 are adequate, there can
be no assurances that historical data and trends will accurately
predict our actual warranty costs or that future developments
might not lead to a significant change in the reserve.

Beazer Homes USA, Inc.
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The following tables present certain operating and financial data for the years discussed:

Year Ended September 30,
2005 2004 2003
Amount % Change Amount % Change Amount
NUMBER OF NEW ORDERS, NET OF CANCELLATIONS: -
Southeast Region:
Florida 2,295 11.4% 2,061 33.1% 1,549
Georgia 792 21.8 650 252 519
North and South Carolina 2,879 17.0 2,461 {13.6) 2,350
Tennessee/Mississippl - 845 18.7 712 2.3 696
Total Southeast 6,811 15.8 5,884 4.8 5,614
West Region:
Arizona/New Mexico 1,942 10.1 1,764 22.2 1,443
California 2,469 (11.1) 2,776 38.2 2,009
Colorado 534 30.2 410 13.9 360.
Nevada 1,262 (29.2) 1,783 34.1 1,330
Total West 6,207 (7.8) 6,733 309 5,142
Central Region: '
Texas 1,513 43,7 1,053 (6.6) 1,128
Mid-Atlantic Region: ,
Maryland/Delaware 715 66.3 430 15.9 371
New Jersey/New York/Pennsylvania 456 12.9 404 15.4 350
Virginia 845 24.4 679 (27.3) 934
Total Mid-Atlantic 2,016 33.2 1,513 (8.6) 1,655
Midwest Region:
Indiana- 1,471 (5.6) 1,558 (23.1) 2,026
Kentucky 206 56.1 132 (42.4) 229
Ohio 699 15.0 608 16.5 522
Total Midwest 2,376 3.4 2,298 (17.2) 2,777
Total 18,923 8.2% 17,481 7.1% 16,316
BACKLOG AT END OF YEAR:
Southeast Region:
Florida- 1,259 4.9% 1,200 58.9% 755
Georgia 180 7.1 168 (10.6) 188
North and South Carolina 1,359 33.8 1,016 (9.2) 1,119
Tennessee/Mississippi 276 12.7 245 (5.4) 259
Total Southeast 3,074 16.9 2,629 13.3 2,321
West Region:
Arizona/New Mexico 1,348 26.2 1,068 511 707
California 917 (10.1) 1,020 45.5 701
Colorado 123 (7.5) 133 (7.0) 143
Nevada 729 (20.7) 919 249 736
Total West 3,117 0.7) 3,140 373 2,287
Central Region: . _
Texas 515 20.0 429 8.3 396
Mid-Atlantic Region:
Maryland/Delaware 480 29.4 371 354 274
New Jersey/New York/Pennsylvania 215 (8.9) 236 10.8 213
Virginia 498 13.2 440 (30.2) 630
Total Mid-Atlantic 1,193 13.9 1,047 (6.3) 1,117
Midwest Region:
Indiana 951 8.7 875 (3.6) 908
Kentucky 94 123.8 42 (64.7) 119
Ohio 289 a9 294 5.8 278
Total Midwest 1,334 10.2 1,211 (7.2) 1,305
Total 9,233 9.2% 8,456 13.9% 7,426
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Year Ended September 30,
2005 2004 2003
Amount % Change Amount % Change Amount
NuMBER OF CLOSINGS:
Southeast Region:
Florida 2,236 38.4% 1,616 10.4% 1,464
Georgia 780 16.4 670 39.6 480
North and South Carolina 2,536 (1.1) 2,564 0.4 2,554
Tennessee/Mississippi 814 12.1 726 9.7 662
Total Southeast 6,366 14.2 5,576 8.1 5,160
West Region: v
Arizona/New Mexico 1,662 18.5 1,403 3.8 1,351
California 2,572 4,7 2,457 20.4 2,041
Colorado 544 29.5 420 55.0 271
Nevada 1,452 9.3) 1,600 56.1 1,025
Total West 6,230 6.0 5,880 25.4 4,688
Central Region:
Texas 1,427 399 1,020 (17.7) 1,239
Mid-Atlantic Region:
Maryland/Delaware 606 82.0 333 35.4 246
New Jersey/New York/Pennsylvania 477 25.2 381 38.0 276
Virginia 787 (9.4) 869 21.4 716
Total Mid-Atlantic 1,870 18.1 1,583 27.9 1,238
Midwest Region:
Indiana 1,395 (12.3) 1,591 (27.6) 2,197
Kentucky 154 (26.3) 209 11.8 187
Ohio 704 18.9 592 (13.4) 700
Total Midwest 2,253 (5.8) 2,392 (22.4) 3,084
Total 18,146 10.3% 16,451 6.8% 15,409
Homesuiping REVENUES {IN THOUSANDS):
Southeast Region $ 1,369,327 31.3% $ 1,042,589 15.7% $ 900,901
West Region 2,129,784 25.7 1,694,954 459 1,161,983
Central Region 230,855 411 163,569 (15.2) 192,841
Mid-Atlantic Region 840,714 50.2 559,596 37.6 406,708
Midwest Region 352,113 (2.0) 359,320 (18.1) 438,831
Total $ 4,922,793 28.9% $ 3,820,028 232%, $3,101,264
AVERAGE SALES PRICE PER HOME CLOSED (IN THOUSANDS):
Southeast Region $ 215.1 15.0% 187.0 7.1% $ 174.6
West Region 3419 18.6 288.3 16.3 2479
Central Region 161.8 0.9 160.4 31 155.6
Mid-Atlantic Region 449.6 27.2 353.5 7.6 328.5
Midwest Region 156.3 4.1 150.2 5.6 142.3
Company Average $ 271.3 16.8% 232.2 154% % 201.3
NUMBER OF ACTIVE SUBDIVISIONS AT YEAR END:
Southeast Region 160 9.6)% 177 (0.6)% 178
West Region 106 17.8 90 (7.2) 97
Central Region 51 18.6 43 10.3 39
Mid-Atlantic Region 65 14.0 57 42.5 40
Midwest Region 136 5.4 129 (7.9) 140
Total 518 4.4% 496 0.4% 494
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New Oroers. New orders increased in each of the last two fiscal
years compared to the prior year.

The increases in new orders during fiscal 2005 compared
to fiscal 2004 were driven by our Southeast, Central and Mid-
Atlanticregions. Order increases in our Southeast region reflect
continued double-digit growth in most of our markets, offset
slightly by weakness in parts of the Carolinas. Orders increased
in all markets in our Mid-Atlantic and Central regions, where
demand continues to be strong. Midwest orders increased 3.4%
over the prior fiscal year, with positive contributions in all but
Indiana which continues to be impacted by a soft economy.
Orders were down in our West region compared to a strong
2004, as community delays in Nevada and California resulted
in fewer available sales opportunities during the second half of
the fiscal year.

The increases in new orders in fiscal 2004 reflected strong
growth in our Southeast and West regions, Orders were down
in the Mid-Atlantic region compared to a strong 2003, includ-
ing orders during 2003 for affordable housing units built through
‘governmental programs. The decreases in orders in our Midwest
region reflected weakness in our Indiana and Kentucky markets
driven primarily by the soft economy in those markets. Orders
were also down in our Central Region, reflecting weakness in
our Dallas market in 2004.

The fundamentals that drive sales activity are numerous
and varied. On a macro level, low unemployment and low mort-
gage Interest rates each contribute to a positive general home-
building market environment. Our ability to stay ahead of
changing customer preferences and local demographic trends
with our product mix and to maintain adequate product sup-
ply contributes locally to new order trends.

Backioc. The increases in unit backlog in each of the past three
fiscal years reflect the favorable homebuilding environment driv-
ing new order activity, and our ability to gain market share and
increase our product diversity. The average sales price of homes
in backlog increased at September 30, 2005 to $294,800 from
$264,400 at September 30, 2004 and $221,500 at September 30,
2003. The increase in the overall average price in backlog is due
to the improved pricing power in each of our markets and the
increasingly favorable shift in our product mix. The increase
in product mix reflects the expansion of our product offerings
in many markets to include higher priced homes.
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Aggregate Sales Value of Homes in Backlog
(in thousands)

2005 $2,721,744
2004 2,235,917
2003 1,644,814

SeasonaLITY AND QuarTerly Variasiuiry. Our homebuilding
operating cycle generally reflects escalating new order activity
in our second and third fiscal quarters and increased closings
in our third and fourth fiscal quarters. We believe that the
typical seasonality reflects the preference of homebuyers to

~ shop for a new home in the spring, as well as the scheduling of

construction to accommodate seasonal weather conditions.

The following chart presents certain quarterly operating
data for our last twelve fiscal quarters and is indicative of
this seasonality.

New Orders

1stQ 2ndQ 3rdQ 4thQ
2005 3,545 5,239 5,202 4,937
2004 3,304 5,032 4,869 4,276
2003 3,141 4,579 4,734 3,862
Closings

1s5tQ 2ndQ 3rdQ 4thQ
2005 3,574 3,602 4,631 6,339
2004 3,608 3,684 4,001 5,098
2003 3,482 3,297 3,616 5,014
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FinanciaL Resuurs. The following table provides additional details of revenues and certain expenses included in our consolidated

statements of income (in thousands):

Year Ended September 30,
2005 2004 2003
Revenues:
Homebuilding $ 4,922,793 $3,824,142 $3,097,021
Land and lot sales 34,527 44,702 39,069
Mortgage origination 54,310 51,140 57,152
Intercompany elimination — mortgage (16,277) (12,875) (15,834)
Total revenue $ 4,995,353 $ 3,907,109 $ 3,177,408
Cost of home censtruction and land sales:
Homebuilding $ 3,810,123 $ 3,069,976 $2,515,015
Land and lot sales 29,454 42,631 34,854
Intercompany elimination — mortgage (16,277) (12,875) (15,834)
Total cost of home construction and land sales $ 3,823,300 $ 3,099,732 $ 2,534,035
Selling, general and administrative:
Homebuilding $ 516,217 $ 397,601 $ 325,657
Mortgage origination 38,683 31,841 30,991
Total selling, general and administrative $ 554,900 $ 429,442 $ 356,648

(1) Homebuilding revenues for fiscal 2004 reflect the recognition on a consolidated basis of $4.1 million of revenues related to closings that occurred in fiscal 2003,
but for which funding was not received until fiscal 2004. During fiscal 2003, revenues and related cost of sales were not recognized on those closings where the
buyers’ initial investments were not sufficient to recognize profit at the time of closing. We received funding on such closings pursuant tc commitments from
bond authority programs in early fiscal 2004, at which time we recognized the revenues and related cost of sales.

Revenues. The increase in homebuilding revenues for fiscal
2005 compared to fiscal 2004 1s the result of an increase both
in the number of homes closed and in average sales prices in
most of our markets. During fiscal year 2005, we benefited
from improved pricing power in each of our major markets
and improved product mix, as well as a strong housing mar-
ket. Also, our revenue growth reflects a key component of our
growth strategy, to continue to increase our market penetration
through geographic diversification and price point diversifica-
tion, expanding our product offerings to grow market share in
existing markets.

The increase in homebuilding revenues for fiscal 2004
compared to fiscal 2003 is the result of an increase in the num-
ber of homes closed and increased average sales prices in most
of our markets. The increases in both closings and average sales
price were driven primarily by continued strong demand in
most of our markets.

Cost oF Home ConsTRUCTION AND LAND SALES.
Cost of Home Construction and Land Sales

(in thousands)
2005 2004 2003
Revenues $4,995,353 $3,907,109 $3,177,408
Costof home
construction and
land sales $3,823,300 $3,099,732 $2,534,035
Gross margin 23.5% 20.7% 20.2%

Giross margin increased in fiscal 2005 as compared to
fiscal 2004 as aresult of a strong pricing environment and
improved product mix as we continue to invest in markets
with the highest impact on results and continue our execu-
tion of specific strategic initiatives focused on maximizing
profitability. The fiscal 2005 gross margin improvement was
achieved despite $55.0 million in warranty expenses associ-
ated with construction defect claims from water intrusion at
one of our Midwest divisions compared to $43.9 million of
similar expense in 2004.

Gross margin increased in fiscal 2004 as compared to
fiscal 2003 as a result of a strong pricing environment driven
by robust demand and constraints on supply in many of our
markets, combined with the realization of cost savings aris-
Ing from the execution of our profit improvement initiatives.
Fiscal 2004 gross margins also benefited from a higher per-
centage of revenues from our West and Mid- Atlantic regions,
where margins are high relative to other markets. The fiscal
2004 margin improvement was achieved despite $43.9 mil-
lion in warranty expenses associated with construction defect
claims from water intrusion at one of our Midwest divisions.

We executed several land sales during the past three fiscal
years. We realized gross profits of $5.1 million, $2.1 million
and $4.2 million on these land sales in fiscal 2005, 2004 and
2003, respectively.

Beazer Homes USA, Inc.



SeLLNG, GENERAL AND ApmInisTRATIVE Expense. Selling, general:

and administrative expense (SG&A) totaled $554.9 million in -

fiscal 2005, $429.4 million in fiscal 2004 and $356.6 million in
fiscal 2003. Asapercentage of total revenue, SG&A expenses
were 11.1%1n fiscal 2005, 11.0% in fiscal 2004 and 11.2% in
fiscal 2003. )

MORTGAGE ORIGINATION QPERATIONS.
Number of Mortgages Originated

2005 2004 2003
Beazer Mortgage
originations 11,183 9,633 10,139
Total closings 18,146 16,451 15,409
Capturerate 62% 59% 66%

Our capture rate of mortgages originated for customers
of our homebuilding business increased in fiscal year 2005
from 2004 due primarily to our continued focus on serving our
customer base. Our capture rate during fiscal 2004 decreased
from 2003 due primarily to increased competition for new
purchase mortgages driven by a slowdown in the refinance
market. Our capture rate is based on total closings. Our cap-
ture rate excluding non-financed closings was approximately
635% for fiscal 2005.

Income Taxes. Income taxes for fiscal 2005 were provided at the
effective rate of 37.61%, excluding the non-tax-deductible
goodwill impairment of $130.2 million and including a
$4.0 million favorable tax adjustment. Income taxes for fiscal
2004 were provided at the effective rate of 39.0%. Income taxes
for fiscal 2003 were provided at the effective rate of 39.5%.
The principal difference between our effective rate and the
U.S. federal statutory rate is state income taxes.

Dervative EnsTRUMENTS AND HEDGING AcTiviTiEs. We are exposed to
fluctuations in interest rates. From time to time, we enter into
derivative agreements to manage interest costs and hedge against
risks associated with fluctuating interest rates. We do not enter
into or hold derivatives for trading or speculative purposes.
During the year ended September 30, 2001 we entered into
Interest rate swap agreements (the “Swap Agreements’) to
effectively fix the variable interest rate on $100 million of float-
ing rate debt. The Swap Agreements matured in December
2004. The Company has no derivative instruments as of
September 30, 2005.

The Swap Agreements were designated as cash flow hedges
and recorded at fair value in our consolidated balance sheets,
and the related gains or losses are deferred in stockholders’
’ equity, net of taxes, as a component of other comprehensive

income as of September 30, 2004. We reclassified $610,000,
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net of taxes of $354,000, from other comprehensive loss to

Interest expense upon maturation of the Swap Agreements in
fiscal 2005.

FinanciaL Conpitton Anp Ligquipity. Our sources of cash liquidity
include, but are not limited to, cash from operations, amounts
available under credit facilities, proceeds from senior notes and
other bank borrowings, the issuance of equity securities and
other external sources of funds. Our short-term and long-term
liquidity depend primarily upon our level of net income, work-
ing capital management (accounts receivable, accounts payable
and other liabilities) and bank borrowings. We believe that
available short-term and long-term capital resources are suffi-
cient to fund capital expenditures and working capital require-
ments, scheduled debt and dividend payments, and interest
and tax obligations for the next twelve months. However, any
material variance of our operating results or land acquisitions
from our projections or investments in or acquisitions of busi-
nesses, could require us to obtain additional equity or debt
financing. We plan to use cash generated to invest in growing
the business, to fund land acquisitions and operations, pay
dividends and to repurchase our common stock. We have tar-
geted using $200-$250 million for repurchases of our common
stock in fiscal 2006, subject to market conditions and other
factors. We will fund this share repurchase program (discussed
further below) by limiting or curtailing operations in under-
performing markets, reinvesting in higher margin markets and
accelerating cash generation through increased profitability.

At September 30, 2005, we had cash 0of$297.1 million,
compared t0 $320.9 million at September 30, 2004. The decrease
1n cash was primarily due to the increase in inventory related to
higher year end backlog in units and average prices and increased
land bank. Our net cash used in operating activities for the
year ended September 30, 2005 was $84.3 million compared to
$73.7 million in fiscal 2004 and $41.0 million in fiscal 2003, as
increased Inventory supply for future growth more than offset
increased net income. Based on the applicable year’s closings,
as of September 30, 2005, our land bank had grown to include
a 5.9 year supply of land/lots for future development compared
toa 5.5 year supply as of September 30, 2004 and a 5.2 year sup-
ply as of September 30, 2003.

Net cash used in investing activities was $48.5 million
for fiscal 2005 compared to $30.5 million for fiscal 2004 and
$6.6 million for fiscal 2003, as we invested in unconsolidated
joint ventures to support our Jand acquisition strategy.

Net cash provided by financing activities was $109.0 mil-
lion in fiscal 2005 and $351.7 million in fiscal 2004 compared to
anet use of cash of $4.0 million in fiscal 2003. In fiscal 2004 and
2005, proceeds from the senior note issuances (discussed below)
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and stock option exercises were somewhat offset by other debt

repayments, common share repurchases and dividend payments.
Infiscal 2003, proceeds from our term loan were used to pay off
an existing term loan and certain senior notes (as discussed below).

At September 30, 2005 we had the following long-term
debt (in thousands):

Debt Due Amount
4 %% Convertible
Senior Notes June 2024 $ 180,000
6 %% Senior Notes July 2015 350,000
6 4% Senior Notes November 2013 200,000
8 %% Senior Notes April 2012 350,000
8 %% Senior Notes May 2011 200,000
Other notes payable Various dates 46,054
Unamortized discounts (4,118)
Total $1,321,936

In August 2005, we replaced our former credit facility
with a new $750 million unsecured credit facility (the “Credit
Facility”) that matures in August 2009, The former credit
facility included a $550 million four-year revolving credit
facility and a $200 million four-year term loan which would
have matured in June 2008. The Credit Facility is expandable
to $1 billion, includes a $50 million swing line commitment,
and bears interest at a fluctuating rate based on the type of loan
elected (ranging from 3.23%-6.75% at September 30, 2005).
The Credit Facility contains various operating and financial
covenants. Substantially all of our significant subsidiaries are
guarantors of the obligations under the Credit Facility. There
were no amounts outstanding under the Credit Facility at
September 30, 2005,

We fulfill our short-term cash requirements with cash
generated from our operations and funds available from our
Credit Facility. Available borrowings under the Credit Facility
are limited to certain percentages of homes under contract,
unsold homes, substantially improved lots and accounts receiv-
able. At September 30, 2005, we had available borrowings of
$530.1 million under the Credit Facility.

In June 2005, the Company issued $300 million aggregate
principal amount of 67%% Senior Notes due July 2015 (the “6 %%
Senior Notes”). The 6 %% Senior Notes were issued at a price
0£99.096% of their face amount (before underwriting and other
issuance costs). In July 2005, the Company issued an additional
$50 million aggregate principal amount of the 6 %% Senior Notes.
The additional $50 million of 6 %% Senior Notes was issued at
a price of 99.976% of their face amount (before underwriting
and other issuance costs) and accrue interest from June 8, 2005
(the date of the original issuance of the 6 %% Senior Notes).
Interest on the & %% Senior Notes is payable semiannually.

Beazer Homes may, at the Company’s option, redeem the 6 %%
Senior Notes in whole or in part at any time after July 2008 under
certain conditions at specified redemption prices.

In June 2004, we issued $180 million aggregate principal
amount of 4 %% Convertible Senior Notes due 2024 (the
“Convestible Senior Notes”). In August 2004 we filed a registra-
tlon statement on Form S-3 with the Securities and Exchange
Commission ("SEC”) covering resales of the Convertible
Senior Notes and the common stock issuable upon conversion.
The Convertible Senior Notes were issued at a price of 100%
of their face amount (before underwriting and other issuance
costs). Interest on the Convertible Senior Notes is payable
semiannually beginning December 2004. The notes are con-
vertible by holders into shares of our common stock at an initial
conversion rate of 19.44 shares (post split) of Beazer Homes
common stock per $1,000 principal amount (subject to adjust-
ment for customary reasons), representing an initial conversion
price of $51.44 per share (post split) of common stock, under
the certain circumstances. We may;, at our option, redeem for
cash the Convertible Senior Notes in whole or in part at any
time on or after June 15, 2009 at certain specified redemption
prices. Holders have the right to require us to purchase all or
any portion of the Convertible Senior Notes for cash on June 15,
2011, June 15,2014 and June 15, 2019 or if we undergo a fun-
damental change, as defined.

During fiscal 2003, we retired our $100 million 8 %%
Senior Notes due in 2008 (the “'8 %% Senior Notes”). The 8 %%
Senior Notes were redeemed at 104.438% of the principal amount,
plus accrued interest. As a result of the redemption of the 8 %%
Senior Notes, we recorded a pre-tax charge of $7.6 million,
which includes the write off of previously capitalized fees.

The Convertible Senior Notes, the 6 %% Senior Notes,
the 6 ¥ % Senior Notes, the 8 %% Senior Notes and the 8 %%
Sentor Notes (collectively the “Senior Notes”) were all issued
in public offering or private placements pursuant to Rule 144A
and Regulation S promulgated under the Securities Act of 1933,
asamended. The Sentor Notes are unsecured obligations rank-
ing pari passu with all other existing and future senior indebt-
edness. Excluding the 8 %% Senior Notes issued in September
2002 which were used partially to fund the cash portion of the
Crossmann acquisition and to repay Crossmann’s outstanding
net indebtedness, the Senior Notes were generally used to pay
off borrowings under existing credit facilities, fund land acqui-
sitions and for general corporate purposes. Substantially all of
our significant subsidiaries are full and unconditional guaran-
tors of the Senior Notes and our obligations under the Credit
Tacility, and are jointly and severally liable for obligations under
the Senior Notes and the Credit Facility. Each guarantor sub-
sidiary is a 100% owned subsidiary of Beazer Homes. Neither
the Credit Facility nor the Senior Notes restrict distributions
to Beazer Homes by its subsidiaries. At September 30, 2005
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we were in compliance with all covenants related to the Credit
Facility and Senior Notes. At September 30, 2005, under the
most restrictive covenants of each indenture governing Senior
Notes, approximately $359 million of our retained earnings
were available for cash dividends and for share repurchases.
See Note 8 to the Consolidated Financial Statements for addi-
tional information regarding the Senior Notes.

Beazer Mortgage provides mortgage origination services
only, and generally does not retain or service the mortgages that
itoriginates. Through September 30, 2003, these mortgages
were generally funded by one of a network of mortgage lenders.
Beginning in the second or third quarter of fiscal 2006, Beazer
Mortgage will finance certain of our mortgage lending activi-
ties with borrowings under a new warehouse line of credit. This
warehouse line 1s expected to be effective in December 2005 or
early January 2006.

In February 2003, our Board of Directors approved a stock
repurchase plan authorizing the purchase of up to three million
shares (split adjusted) of our outstanding common stock. During
fiscal 2005, we did not repurchase any shares in the open market;
however, 142,459 shares were surrendered to us by employees
in payment of minimum tax obligations upon the vesting of
restricted stock under our stock incentive plans. We valued the
stock at the market price on the date of surrender, for an aggre-
gate value of $8.1 million, or approximately $57 per share. During
fiscal 2004, we repurchased 539,400 shares for an aggregate
purchase price of $17.5 million or approximately $33 per share
pursuant to the plan. During fiscal 2003, we repurchased 384,000
shares for an aggregate purchase price of $6.9 million or approxi-
mately $18 per share pursuant to the plan. At September 30,
2005, we are authorized to purchase approximately two million
additional shares pursuant to the plan.

On November 18, 2003, as part of an acceleration of our
comprehensive plan to enhance stockholder value, our Board of
Directors authorized an increase of our stock repurchase plan to
ten million shares of our common stock. Shares may be purchased
for cash in the open market, on the NYSE or in privately negoti-
ated transactions. During November 2003, we purchased 778,600
shares with an aggregate purchase price of $50.4 million pursu-
antto this plan. We intend to enter into a plan under Rule 10b5-1
of the Securities Exchange Act of 1934 to execute a portion of the
share repurchase program, supplemented with opportunistic pur-
chases in the open market or in privately negotiated transactions.

For fiscal 2005, the Company paid quarterly cash dividends
aggregating $0.33 per common share, or a total of approximately
$13.9 million. For fiscal 2004, the Company paid quarterly cash
dividends aggregating $0.13 per common share, adjusted for the
stock split, or a total of approximately $5.5 million. No dividends
were paid during fiscal year 2003.
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We attempt to control half or more of our land supply
through options. At September 30, 2005, we controlled 106,394
lots (a 5.9-year supply based on fiscal 2005 closings) as follows:

Land Bank
Lots Percentage
Owned 48,064 45%
Optioned 58,330 55%
Total 106,394 100%

We expect to exercise all of our option contracts with specific
performance obligations and, subject to market conditions, sub-
stantially all of our option contracts without specific performance
obligations. As a result of the flexibility that these options pro-
vide us, upon a change in market conditions we may renegotiate
the terms of the options prior to their ultimate exercise.

Qre-BatANCE SHEET ARRANGEMENTS AND AGGREGATE CONTRACTUAL
Commitments. We acquire certain lots by means of option con-
tracts. Option contracts generally require the payment of cash
for the right to acquire lots during a specified period of time at
a certain price. Under option contracts, both with and without
specific performance provisions, purchase of the properties is
contingent upon satisfaction of certain requirements by us and
the sellers. Our obligation with respect to options with specific
performance provisions is included on our consolidated bal-
ance sheets in other liabilities. Under option contracts without
specific performance obligations, our liability is generally lim-
ited to forfeiture of the non-refundable deposits, letters of
credit and other non-refundable amounts incurred, which
aggregated approximately $332.4 million at September 30,
2005. This amount includes non-refundable letters of credit
of approximately $35.0 million. Below is a summary of amounts,
net of cash deposits, committed under all options at September 30,
2005 (in thousands): ‘

Aggregate Exercise
Price of Options
Options with specific performance $ 10,450
Options without specific performance 2,821,008
Total options $ 2,831,458

We expect to exercise all of our option contracts with
specific performance obligations and, subject to market
conditions, substantially all of our option contracts without
specific performance obligations. Various factors, some of
which are beyond our control, such as market conditions,
weather conditions and the timing of the completion of devel-
opment activities, can have a significant impact on the timing
of option exercises. Under their current terms, and assuming
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no significant changes in market conditions or other factors,
we expect to exercise our land options as follows (in thousands):

Years Ending September 30,

the balances of consolidated inventory not owned and obliga-
tions related to consolidated inventory not owned represents
cash deposits paid under the option agreements. The above
disclosures of amounts committed under options include our

2006 $ 548,804 obligations related to consolidated inventory not owned.

2007 ' 858,046 _

Thereafter 1,424,608 We participate in a number of land development joint
Total $2.831.458 ventures in which we have less than a controlling interest.

We have historically funded the exercise of land options
though a combination of operating cash flows and borrowings
under our credit facilities. 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 land
options will have a material adverse effect on our liquidity.

Certain of our option contracts are with sellers who are
deemed to be Variable Interest Entities (“VIEs”) under FASB
Interpretation No. 46 (Revised), Consolidation of Variable
Interest Entities, an Interpretation of ARB No. 51 (“FIN 46R”).
We have determined that we are the primary beneficiary of
certain of these option contracts. Qur risk is generally limited
to the option deposits that we pay, and creditors of the sellers
generally have no recourse to the general credit of the Company.
Although we do not have legal title to the optioned land, for
those option contracts for which we are the primary benefi-
ciary, we are required to consolidate the land under option at
fair value. We believe that the exercise prices of our option
contracts approximate their fair value. Our consolidated bal-
ance sheets at September 30, 2005 and 2004 reflect consolidated
inventory not owned of $230.1 million and $254.8 million,
respectively. Obligations related to consolidated inventory
not owned totaled $166.2 million at September 30, 2005 and
$219.0 million at September 30, 2004, The difference between

We enter into joint ventures in order to acquire attractive
land positions, to manage our risk profile and to leverage our
capital base. Our joint ventures are typically entered into with
developers and other homebuilders to develop finished lots
for sale to the joint venture’s members and other third par-
ties. We account for our interest in these joint ventures under
the equity method. Our consolidated balance sheets include
investments in joint ventures totaling $78.6 million and
$44.7 million at September 30, 2005 and 2004, respectively.

Our joint ventures typically obtain secured acquisition,
development and construction financing. At September 30,
2005, our unconsolidated joint ventures had borrowings
outstanding totaling $598.4 million. In some instances, we
and our joint venture partners have provided varying levels
of guarantees of debt of our unconsolidated joint ventures.
At September 30, 2005, we had repayment guarantees of
$10.4 million and loan-to-value maintenance guarantees of
$84.6 million of debt of unconsolidated joint ventures.
Repayment guarantees require us to repay our share of debt
of unconsolidated joint ventures in the event the joint venture
defaults on its obligations under the borrowings. Loan-to-
value maintenance guarantees require us to repay our share
of the venture’s borrowings to the extent such borrowings
exceed a specified percentage of the value of the property
securing the loan.

The following summarizes our aggregate contractual commitments at September 30, 2005:

Payments Due by Period (in thousands)

Less than More than
Contractual Obligations Total 1 Year 1-3Years 3-5Years 5Years
Senior Notes and other notes payable $1,326,054 $ 1,705 3 - $ 44,349 $1,280,000
Interest commitments under
Senior Notes and other notes payable ( 801,428 95,438 . 191,035 188,590 326,365
Operating leases 57,205 13,617 22,158 13,224 8,206
Purchase obligations 10,450 5,591 3,523 1,336 -
Total $2,195,137 $116,351 $216,716 $247,499 $1,614,571

(1) Interest on variable rate obligations 1s based on rates effective as of September 30, 2005.

(2) Represents obligations under option contracts with specific performance provisions, net of cash deposits.
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We had outstanding letters of credit and performance
bonds of approximately $47.9 million and $470.1 million,
respectively, at September 30, 2005 related principally to
our obligations to local governments to construct roads and
other improvements in various developments in addition
to the letters of credit of approximately $44.9 million relat-
ing to our land option contracts discussed above. We do not
believe that any such letters of credit or bonds are likely to be
drawn upon.

Recent Accounting Pranouncements. In November 2004, the
FASB issued SFAS 151, Inventory Costs, an Amendment of
ARB No. 43, Chapter 4. SFAS 151 provides clarification of
the accounting for abnormal amounts of freight, handling
costs, and wasted material and requires that these items be
recognized as current period charges. SFAS 151 is effective
for inventory costs incurred beginning in the first quarter of
fiscal 2006. We do not believe the adoption of SFAS 151 will
have a material impact on our consolidated results of opera-
tions or financial position.

In December 2004, the FASB issued SFAS 123 (Revised),
Share-Based Payment ("SFAS 123(R)""), which will be effec-
tive in the first quarter of our fiscal year 2006, This statement
will eliminate the ability to account for share-based compen-
sation transactions using APB Opinton 25, Accounting for Stock
Issued to Employees, and will require instead that compensation
expense be recognized based on the fair value on the date of
the grant. The recognition of compensation expense for stock
options will reduce net income in the future. We have decided
that we will use the modified prospective method for our adop-
tion of SFAS 123(R), and anticipate that the related incremen-
tal compensation expense for existing unvested and newly
granted stock options that will be recognized during fiscal 2006
will range from $4 million to $6 million depending on the num-
ber of stock options granted as well as the assumptions used to
value them, including stock price. SFAS 123(R) also requires

“the benefits of tax deductions in excess of recognized compen-
sation cost to be reported as a financing cash flow, rather than
as an operating cash flow as required under current literature.
This requirement will reduce net operating cash flows and
increase net financing cash flows in periods after adoption.

InMay 2005, the FASB issued SFAS 154, Accounting
Changes and Error Corrections, which will be effective in the
first quarter of fiscal year 2007. This statement addresses the
retrospective application of such changes and corrections
and will be followed if and when necessary. We do not antici-
pate adoption of this standard will have a material impact on
our consolidated financial statements.
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Ouriook. Absent any unanticipated adverse changes, our
outlook for fiscal 2006 diluted earnings per share 15 $10.50 per
share, not taking into account any impact from our capital
allocation strategies announced in November 2005, including
stock repurchases. Any impact these strategies may have on
our outlook will be addressed prospectively.

DiscLosure REGARDING Forwaro-Looking Statements. This annual
report on Form 10-K contains forward-looking statements
within the meaning of the Private Securities Litigation Reform
Actof 1995. These forward-looking statements represent our
expectations or beliefs concerning future events, and it is pos-
sible that the results described in this annual report will not 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,” “goal,” “target”
or other similar words or phrases. All forward-looking state-
ments are based upon information available to us on the date
of this annual report. Exceptas may be required under appli-
cable law, we do not undertake any obligation to update or
revise any forward-looking statements, whether as a result of
new information, future events, or otherwise.

IRy

These forward-locking statements are subject to risks,
uncertainties and other factors, many of which are outside of
our control, that could cause actual results to differ materially
from the results discussed in the forward-looking statements,
including, among other things, the matters discussed in this
annual report in the sections captioned “Outlook” and “Financial
Condition and Liquidity.” Additional information about factors
that could lead to material changes in performance is contained
Item 1. Business — Risk Factors. Such factors may include:

» economic changes nationally or in local markets;

« volatility of mortgage interest rates and inflation;

» increased competition;

» shortages of skilled labor or raw materials used in the
production of houses;

» increased prices for labor, land and raw materials used
in the production of houses;

s increased land development costs on projects under
development;

« the cost and availability of insurance, including the
availability of insurance for the presence of mold;

» the impact of construction defect and home warranty
claims;

+» a material failure on the part of Trinity Homes LLC
to satisfy the conditions of the class action settlement
agreement;
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+ any delays in reacting to changing consumer preference’
in home design;

* terrorist acts and other acts of war;

* changes in consumer confidence;

+ delays or difficulties in implementing initiatives to
reduce production and overhead cost structure;

* delays in land development or home construction result-
ing from adverse weather conditions;

» potential delays or increased costs in obtalning neces-
sary 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
and governmental policies;

s changes in accounting policies, standards, guidelines or
principles, as may be adopted by regulatory agencies as
well as the FASB; or

« other factors over which the Company has little or
no control.

Any forward-looking statement 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 for management to predict all such factors.

ITEM 7(A). 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 cash flows or earnings. As
of September 30, 2005, we had $46.1 million of variable rate
debt outstanding. Based on our fiscal 2005 average outstand-
Ing borrowings under our variable rate debt, a one-percentage
point increase in interest rates would negatively impact our
annual pre-tax earnings by less than $400,000.

The estimated fair value of our fixed rate debt at Septem-
ber 30, 2005 was $1,310.6 million, compared to a carrying
value of $1,275.9 million, due primarily to the impact of our
increased stock price on the fair value of our 4 %% Convertible
Senior Notes. In addition, the effect of a hypothetical one-
percentage point decrease in interest rates would increase the
estimated fair value of the fixed rate debt instruments from
$1,310.6 million to $1,408.0 million at September 30, 2005.

Beazer Homes USA, Inc.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Beazer Homes USA, INc.
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)

Year Ended September 30,
2005 2004 2003

Total revenue $4,995,353 $3,907,109 $3,177,408
Costs and expenses:

Home construction and land sales 3,823,300 3,099,732 2,534,035

Selling, general and administrative 554,900 429 4472 356,648

Goodwill impairment 130,235 - -

Expenses related to retirement of debt - - 7,570
Operating income 486,918 377,935 279,155
Equity in earnings of unconsolidated joint ventures 5,021 1,561 1,597
Other income, net ) 7,395 7,079 4,777
Income before income taxes 499,334 386,575 285,529
Provision for income taxes 236,810 150,764 112,784
Net income ‘ $ 262,524 $ 235,811 $ 172,745
Weighted average number of shares:

Basic 40,468 39,879 38,658

Diluted 45,634 42,485 40,541
Earnings per share:

Basic $ 6.49 3 5.91 $ 4.47

Diluted $ 5.87 $ 5.59 $ 4.26
Cash dividends per share $ 0.33 $ 0.13 $ -

See Notes to Consolidated Financial Statements
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Beazer Homes USA, Inc.
ConNsoLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

September 30,
2005 2004
RAsseTs
Cash and cash equivalents $ 297,098 $ 320,880
Accounts receivable 161,880 70,574
Inventory
Owned inventory 2,671,082 2,089,330
Consolidated inventory not owned 230,083 254,765
Total Inventory 2,901,165 2,344,095
Investments in and advances to unconsolidated joint ventures 78,571 44,748
Deferred tax assets 101,329 47,052
Property, plant and equipment, net 28,367 24,671
Goodwill 121,368 251,603
Other assets 80,738 59,407
Total Assets $3,770,516 $3,163,030
LiaBiLiTiES AND SToCKHOLDERS EQUITY
Trade accounts payable . $ 141,623 $ 123,287
Other liabilities 636,106 437,608
Obligations related to consolidated inventory not owned 166,163 219,042
Term Loan - 200,000
Senior Notes (net of discounts of $4,118 and $1,095, respectively) 1,275,882 928,905
Other notes payable 46,054 22,067
Total Liabilities 2,265,828 1,930,909
Stockholders’ Equity:
Preferred stock (par value $.01 per share, 5,000,000 shares authorized, no shares issued) - -
Common stock (par value $0.001 and $.01 per share, 80,000,000 and 30,000,000
(pre-split) shares authorized, 41,844,414 and 53,605,047 issued, 41,701,955 and
41,191,419 outstanding) 42 54
Paid in capital 534,523 593,874
Retained earnings : 990,341 741,701
Treasury stock, at cost (142,459 and 12,413,628 shares) (8,092) (88,150)
Unearned compensation (12,126) (14,748)
Accumulated other comprehensive loss - (610}
Total Stockholders’ Equity 1,504,688 1,232,121
Total Liabilities and Stockholders’ Equity ‘ $3,770,516 $3,163,030

See Notes to Consolidated Financial Statements
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Beazer Homes USA, Inc.
CONSOLIDATED STATEMENT OF STockHOLDERS  EqQuITY

(in thousands)
Accumulated

Other
Preferred Common  Paidin Retained Treasury  Unearned Comprehensive
Stock Stock Capital Earnings Stock  Compensation Loss Total
Balance, September 30, 2002 $— $50  $535,577 $338,604 $(63,679) $ (6,260) $(4,777) $ 799,515
Comprehensive income:
Netincome - - - 172,745 - - - 172,745
Unrealized gain on interest rate
swaps, net of tax of $871- - - - - - - 1,334 1,334
Total comprehensive income 174,079
Amortization of unearned compensation - - ~ - - 3,984 - 3,984
Exercises of stock options
(1,387,518 shares) - 2 9,803 - - - - 9,805
Issuance of bonus stock (291,693 shares) - - 1,735 - - - - 1,735
Tax benefit from stock transactions - - 11,502 - ~ - - 11,502
Issuance of restricted stock (646,926 shares)  — 1 13,281 - -~ (13,282) - -
Purchase of treasury stock (384,000 shares)  —~ - - - (6,925) - - (6,925)
Other ~ - 294 - - (294) - ~
Balance, September 30, 2003 -~ 53 572,192 511,349  (70,604) (15,852) (3,443) 993,695
Comprehensive income:
Netincome -~ - — 235,811 - - - 233,811
Unrealized gain on interest rate
swaps, net of tax of $1,849 - - - - - - 2,833 2,833
Total comprehensive income 238,644
Dividends paid - - - (5,459) - - - (5,439)
Amortization of unearned compensation - - - - - 7,381 - 7,381
Change in fair value of '
unearned compensation - - 753 - - (753) - -
Exercises of stock options (778,401 shares)  — 1 5,361 - - - - 5,362
Tax benefit from stock transactions - 8,127 - - - - 8,127
Issuance of bonus stock (204,411 shares) - - 1,917 - - - - 1,917
Issuance of restricted stock (119,079 shares) — - 4,736 -~ - (4,736) - -
Purchase of treasury stock (539,400 shares) - - - ~  {17,546) - - (17,546)
Other - - 788 - - (788) - -
Balance, September 30, 2004 . - 54 593,874 741,701  (88,150) (14,748) (610) 1,232,121
Comprehensive income:
Netincome - - — 262,524 - - - 262,524
Unrealized gain on interest rate
swaps, net of tax of $354 - - - - - - 610 610
Total comprehensive income 263,134
Dividends paid - - —  (13,884) - - - (13,884)
Amortization of unearned compensation - - - - - 11,945 - 11,945
Change in fair value of unearned
compensation, net of
forfeitures (17,719 shares) - - 2,432 - - (2,432) - -
Exercises of stock options (412,125 shares) 5,631 244 5,875
Tax benefit from stock transactions - - 11,551 - - - - 11,551
Issuance of bonus stock (109,937 shares) - - 2,034 - - 4 - 2,038
Issuance of restricted stock, net of
forfeitures (137,957 shares) - - 5,823 - - (5,823) - -
Use of treasury stock for stock dividend
(12,413,628 shares) - (12) (88,138) - 88,150 - - -
Common stock redeemed (142,459 shares) — - - - (8,092) - - (8,092)
Other - - 1,316 - - (1,316) - —

Balance, September 30, 2005 $— $42  $534.523 $990,341 $ (8,092) $(12,126) $ -~  $1,504,688

See Notes to Consolidated Financial Statements
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Beazer Homes USA, Inc.
Consoupated STATEMENTS oF CAsH Frows
(in thousands)

Year Ended September 30,
2005 2004 2003
Cash flows from operating activities:
Net income $ 262,524 $ 235,811 $ 172,745
Adjustments to reconcile net income to net cash used by operating activities:
Depreciation and amortization 9,229 8,374 9,236
Amortization of unearned compensation 11,945 7,381 3,984
Expenses related to retirement of debt - - 7,570
Goodwill impairment charge 130,235 - -
Deferred income tax (benefit) provision (54,631) (22,740) 87
Tax benefit from stock transactions 11,551 8,127 11,502
Equity in earnings of unconsolidated joint ventures (5,021) (1,561) {1,597)
Cash distributions of income from unconsolidated joint ventures 5,844 - -
Changes in operating assets and liabilities:
Increase in accounts receivable (91,306) (4,571) (11,674)
Increase in inventory (566,603) (410,525) (328,893)
Increase in other assets (16,775) (16,828) (1,431)
Increase/(decrease) in trade accounts payable 18,336 (2,234) 16,967
Increase in other liabilities 199,076 123,210 79,257
Other changes 1,333 1,837 1,198
Net cash used by operating activities (84,263) (73,719) (41,049)
Cash flows from investing activities:
Capital expenditures (13,448) (10,271) (9,325)
Investments in unconsolidated joint ventures (40,619) (25,844) (4,941)
Distributions from and proceeds from sale of unconsolidated joint ventures 5,597 5,639 7,714
Net cash used by investing activities (48,470) (30,476) (6,552)
Cash flows from financing activities:
Proceeds from Term Loan - 200,000 200,000
Repayment of Term Loan (200,000) (200,000) (100,000}
Borrowings under credit facilities 439,700 - 114,100
Repayment of credit facilities (439,700) - (114,100)
Repayment of ather notes payable (16,776) - -
Redemption of Senior Notes - - (104,438)
Proceeds from issuance of Senior Notes 346,786 380,000 -
Debt issuance costs (4,958) (10,654) (2,458)
Proceeds from stock option exercises 5,875 5,362 9 805
Common stock redeemed (8,092) - -
Treasury stock purchases - (17,546) (6,925)
Dividends paid (13,884) (5,459) -
Net cash provided/{used) by financing activities 108,951 351,703 (4,016)
{Decrease)/increase in cash and cash equivalents (23,782) 247,508 (51,617)
Cash and cash equivalents at beginning of year 320,880 73,372 124,989
Cash and cash equivalents atend of year $ 297,098 $ 320,880 $ 73372
Supplefnental cash flow information:
Interest paid $ 79,088 $ 65,237 $ 67,580
Income taxes paid $ 233,965 $ 170,475 $- 77,904
Supplemental disclosure of non-cash activity:
Consolidated inventory not owned $ - $ 188,585 $ 30457
Land acquired through issuance of notes payable $ 21,502 $ -

See Notes to Consolidated Financial Statements

$ 40,608
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NOTES TO CONSCLIDATED FINANCIAL STATEMENTS
(1) Summary oF SIGNIFICANT ACCOUNTING PoLicies

Orcanization. Beazer Homes USA, Inc. is one of the ten largest
homebuilders in the United States, based on number of homes
closed. We design, sell and build primarily single-family homes
in over 45 markets located in Arizona, California, Colorado,
Delaware, Florida, Georgia, Indiana, Kentucky, Maryland,
Mississippi, Nevada, New Jersey, New Mexico, New York,
North Carolina, Ohio, Pennsylvania, South Carclina, Tennessee,
Texas, Virginia and West Virginia. We also provide mortgage
origination services for our homebuyers through Beazer Mortgage
Corporation, or Beazer Mortgage. Beginning in fiscal year 2006,
Beazer Mortgage will finance our mortgage lending activities
with borrowings under a new warehouse line of credit or from
general corporate funds prior to selling the loans and their ser-
vicing rights shortly after origination to third-party investors.
In addition, we provide title services to our homebuyers in
many of our markets.

Presentation. Our homebuilding operations conducted across
several geographic regions of the United States have similar
characteristics; therefore, they have been aggregated into one
reportable segment — the homebuilding segment.

The accompanying consolidated financial statements
include the accounts of Beazer Homes USA, Inc. and our
wholly owned subsidiaries. Intercompany balances have been
eliminated in consolidation.

CasH anp CasH EquivaLents, We consider investments with
maturities of three months or less when purchased to be
cash equivalents.

Inventory. Owned inventory consists solely of residential real
estate developments. Interest, real estate taxes and development
costs are capitalized in inventory during the development and
construction period. Sold units are expensed on a specific iden-
tification basis or on a relative sales value basis as cost of sales.
Consolidated inventory not owned represents the fair value of
land under option agreements consolidated pursuant to Financial
Accounting Standards Board (“FASB”) Interpretation No. 46
(Revised), Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51 (“FIN 46R").

InvESTMENTS 1N AND ADVANCES T0 UNCONSOLIDATED JOINT VENTURES.
We participate in a number of land development joint ventures
in which we have less than a controlling interest. Our joint
ventures are typically entered into with developers and other
homebuilders to develop finished lots for sale to the joint ven-
ture’s members and other third parties. We account for our
interest in these joint ventures under the equity method. We
recognize our share of profits from the sale of lots to other buy-
ers. Our share of profits from lots we purchase from the joint
ventures is deferred and treated as a reduction of the cost of
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theland purchased from the joint venture. Such profits are
subsequently recognized at the time the home closes and title
passes to the homebuyer.

ProperTy, PLANT anD Equipment. Property, plantand equipment
is recorded at cost. Depreciation 1s computed on a straight-
line basis at rates based on estimated useful lives as follows:

Buildings 15— 30 years
Machinery and equipment 3—10years
Information systems 5 years
Furniture and fixtures 3—7 years

Lesser of the lease
term or the estimated
useful life of the asset

Leasehold improvements

ImpaiRMENT oF Long Liveo Assers. Housing projects and unim-
proved land held for future development (components of
inventory) and property, plant and equipment are reviewed
for recoverability whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recov-
erable. Recoverability of assets is measured by comparing the
carrying amount of an asset to future undiscounted net cash
flows expected to be generated by the asset. If these assets are
considered to be impaired, the impairment to be recognized is
measured by the amount by which the carrying amount of the
assets exceeds the fair value of the assets.

GooowitL. Goodwill represents the excess of the purchase price
over the fair value of assets acquired. We test goodwill for impair-
ment annually as of April 30 or more frequently if an event
oceurs or circumstances change that more likely than not reduce
the value of a reporting unit below its carrying value. For pur-
poses of goodwill impairment testing, we compare the fair value
of each reporting unitwith its carrying amount, including good-
will. Each of our operating divisions is considered a reporting
unit. The fair value of each reporting unit is determined based
on expected discounted future cash flows. If the carrying amount
of a reporting unit exceeds its fair value, goodwill is considered
impaired. If goodwill is considered impaired, the impairment
loss to be recognized 1s measured by the amount by which the
carrying amount of the goodwill exceeds implied fair value of
that goodwill. During fiscal 2005, we obtained an independent
valuation of our reporting units and recorded a $130.2 million
non-cash, non tax-deductible impairment charge to write off
substantially all of the goodwill allocated to certain underper-
forming markets in Indiana, Ohio, Kentucky and Charlotte,
North Carolina. The forecasts and valuations of the respective
divisions, along with weaker than anticipated local economies,
particularly in the Midwest markets, and severe price compe-
tition, particularly at entry level price points, led the Company
to conclude the goodwill was impaired in accordance with
Statement of Financial Accounting Standards (“SFAS™) 142,
Goodwill and Other Intangible Assets.

OtHer Assers. Other assets principally include prepaid expenses,
debtissuance costs and deferred compensation plan assets.
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IncomE Taxes. Income taxes are accounted for in accordance with
SFAS 109, Accounting for Income Taxes. Under SFAS 109,
deferred tax assets and liabilities are determined based on dif-
ferences between {inancial reporting carrying values and tax
bases of assets and liabilities and are measured using the enacted
tax rates and laws that are expected to be in effect when the dif-
ferences are expected to reverse.

Orner Liasiumes. Other liabilities include homebuyer deposits,
land purchase obligations, accrued compensation, accrued war-
ranty costs and various other accrued expenses.

Income Recocnition anp CLassiFication of Costs. Income from
the sale of residential units or land parcels is recognized when
closings have occurred and the risk of ownership is transferred
to the buyer. Sales commissions are included in selling, general
and administrative expenses.

Fees paid to Beazer Mortgage from third-party lenders
are recognized as revenue concurrent with the closing on the
sale of the residential unit. All expenses of operating Beazer
Mortgage are included in selling, general and administrative
expenses in the period incurred.

Estimated future warranty costs are charged to cost of sales
in the period when the revenues from home closings are recog-
nized. Such estimated warranty costs generally range from 0.5%
to 1.0% of total revenue. Additional warranty costs are charged
to cost of sales as necessary based on management’s estimate of
the costs to remediate existing claims. See Note 14 for a more
detailed discussion of warranty costs and related reserves.

Advertising costs of $44,792,000, $44,696,000 and
$34,775,000 for fiscal years 20035, 2004 and 2003, respectively,
were expensed as incurred and are included in selling, general
and administrative expenses.

EARNINGS Per SHARE {(“EPS”) anp Stock Seur. The computation
of basic earnings per common share is determined by dividing
net income applicable to common stockholders by the weighted
average number of common shares outstanding during the period.
Diluted EPS additionally gives effect (when dilutive) to stock
options, other stock based awards and other potentially dilu-
tive securities. In October 2004, the Emerging Issues Task
Force (“EITF”) of the FASB ratified the consensuson EITF
Issue No. 04-8: The Effect of Contingently Convertible Debt
on Diluted Earnings Per Share (“EITF 04-8”). EITF 04-8
requires that shares 1ssuable upon conversion of contingently
convertible debt instruments (“Co-Co’s”) be included in diluted
EPS computations using the “if-converted method” regardless
of whether the issuer’s stock price exceeds the contingent con-
version price. Prior to EITF 04-8, shares issuable upon conver-
sion of Co-Co's were generally excluded from diluted EPS
computations until the issuer’s stock price exceeded the contin-
gent conversion price. EITF 04-8, which applies to our 4%%

Convertible Senior Notes 1ssued in June 2004, was effective
beginning with the first fiscal quarter of our 2005 fiscal year.

On February 4, 2005, the Company’s Board of Directors
declared a three-for-one stock split in the form of a stock divi-
dend. The stock dividend was distributed on March 22, 2005
to stockholders of record on March 10, 2005. In addition, dur-
ing fiscal 2005, the Company's stockholders approved an amend-
ment to the Company’s certificate of incorporation to increase
the number of authorized shares of common stock from 30 mil-
lion to 80 million shares and to change the par value of the
common stock to $.001 per share. As aresult, the Company
reclassified amounts from common stock to additional paid in
capital based on the total shares of common stock issued. The
Company used approximately 12.4 million shares of treasury
shares to satisfy a portion of the stock dividend. The issuance
of treasury shares was accounted for by transferring the book
value of those shares from treasury stock to additional paid in
capital and common stock.

All share and per share information including earnings per
share calculations for all periods presented have been restated
to give retroactive application to the three-for-one stock split
and for the inclusion of shares issuable upon conversion of our
Co-Co's in accordance with EITF 04-08, asapplicable.

Fair VaLue of Financial Instruments. The fair value of our cash
and cash equivalents, term loan and other notes payable approxi-
mate their carrying amounts due to the short maturity of these
assets and the variable interest rates on such obligations. The
fair value of our publicly held Senior Notes (Note 8) is estimated
based on the quoted bid prices for these debt instruments and
was approximately $1,310.6 million at September 30, 2005
and $1,010.2 million at September 30, 2004. The fair value of
our interest rate swaps, based on then existing current rates,
approximated $1.0 million and was included in other liabilities
at September 30, 2004. There are no interest rate swaps out-
standing at September 30, 2005.

Stock-Basep Compensarion. We account for stock awards granted
to employees under the recognition and measurement principles
of Accounting Principles Board Opinion 25, Accounting for
Stock Issued to Employees, and related Interpretations (“APB 25”).
No compensation expense is recognized for stock options granted
to employees because all stock options granted have exercise
prices not less than the market value of our stock on the date of
the grant. Compensation expense for restricted stock granted
to employees 1s based on the market price of the common stock
on the date of the grant.

We account for stock awards issued to non-employees
under the recognition and measurement principles of SFAS 123,
Accounting for Stock-Based Compensation and Emerging Issues
Task Force Issue No. 96-18, Accounting for Equity Instruments
That Are Issued to Other Than Employees for Acquiring, orin
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Conjunction with Selling, Goods or Services. Stock options issued
to non-employees are valued using the Black-Scholes option
pricing model. Expense for restricted stock granted to non-
employees is initially based on the market price of the common
stock on the date of the grant.

Unearned compensation arising from the restricted stock
granted to employees and from non-employee stock awards is
amortized to expense using the straight-line method over the
period of the restrictions. The balance of unearned compensa-
tion related to non-employee awards is adjusted on a quarterly

basis to reflect changes in the market value of Beazer Homes’
common stock. Unearned compensation 1s shown as a reduc-
tion of stockholders’ equity in the consolidated balance sheets.

The following table illustrates the effect (in thousands,
except per share amounts) on net earnings and earnings per
share if we had applied the fair value recognition provisions
of SFAS 123, as amended by SFAS 148 Accounting for Stock-
Based Compensation — Transition and Disclosure, to stock-based
employee compensation:

Year Ended September 30,
2005 2004 2003

Net income, as reported $ 262,524 $ 235,811 $ 172,745
Add: Stock-based employee compensation expense included in

reported net income, net of related tax effects 7,376 4,503 2,410
Deduct: Total stock-based employee compensation expense determined

under fair value based method for all awards, net of related tax effects (10,341) (7,521) (5,409)
Pro forma net income $ 259,559 $ 232,793 $ 169,746
Earnings per share:

Basic —as reported $ 6.49 3 5.91 $ 4.47

Basic — pro forma $ 6.41 $ 5.84 3$ 4.39

Diluted —as reported $ 5.87 $ 5.39 $ 4.26

Diluted — pro forma $ 5.85 $ 5.55 $ 4.22

The weighted average fair value of each option granted during the years ended September 30, 2005, 2004 and 2003 was
$15.80,$13.60 and $10.96, respectively. The fair values of options granted were estimated on the date of their grant using the
Black-Scholes option pricing model based on the following weighted average assumptions:

2005 2004 2003
Expected volatility 44.01% 44.14% 46.70%
Expected dividend yield 0.33% 0.40% none
Risk-free interest rate 3.39% 3.13% 3.60%
Expected life (in years) 5.0 5.0 7.0

Use ofF Estimates. The preparation of financial statements in
conformity with accounting principles generally accepted in the
United States of America (“GAAP”) requires management to
make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

RecLassiFicarions. Certain items in prior-period financial
statements have been reclassified to conform to the current
presentation. ‘

Recent AccounTinG Pronouncements. In November 2004, the

FASB issued SFAS 151, Inventory Costs, an Amendment of
ARB 43, Chapter 4. SFAS 151 provides clarification of the
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accounting for abnormal amounts of freight, handling costs, and
wasted material and requires that these items be recognized as
current period charges. SFAS 151 is effective for inventory costs
incurred beginning in the first quarter of fiscal 2006. We do not
believe the adoption of SFAS 151 will have a material impact
on our consolidated results of operations or financial position.

In December 2004, the FASB 1ssued SFAS 123 (revised),
Share-Based Payment, which will be effective in the first quar-
ter of fiscal year 2006. This statement will eliminate the ability
to account for share-based compensation transactions using
APB 25 and will require instead that compensation expense be
recognized based on the fair value on the date of the grant. The
recognition of compensation expense for stock options will
reduce net income in the future. We have decided that we will
use the modified prospective method for our adoption of
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S3FAS123(R), and anticipate that the related incremental com-
pensation expense for existing unvested and newly granted
stock options that will be recognized during fiscal 2006 will
range from $4 million to $6 million depending on the number
of stock options granted as well as the assumptions used to value
them, including stock price. SFAS 123(R) also requires the
benefits of tax deductions in excess of recognized compensation
cost to be reported as a financing cash flow, rather than asan
operating cash flow as required under current literature. This
requirement will reduce net operating cash flows and increase
net financing cash flows in periods after adoption.

In May 2005, the FASB issued SFAS 154, Accounting
Changes and Error Corrections, which will be effective in the
first quarter of fiscal year 2007. This statement addresses the
retrospective application of such changes and corrections and
will be followed 1f and when necessary. We do not anticipate
adoption of this standard will have a material impact on our
consolidated financial statements.

(2) DerivaTivE INSTRUMENTS AND HEDGING ACTIVITIES

We are exposed to fluctuations in interest rates. From time
to time, we enter into derivative agreements to manage interest
costs and hedge against risks associated with fluctuating inter-
est rates. We do not enter into or hold derivatives for trading
or speculative purposes. During the year ended September 30,
2001 we entered into interest rate swap agreements (the “Swap
Agreements”) to effectively fix the variable interest rate on

(4) InvenTorY

Inventory consists of (in thousands):

$100 million of floating rate debt. The Swap Agreements matured
in December 2004. The Company has no derivative instruments
as of September 30, 2005.

The Swap Agreements were designated as cash flow hedges
and, accordingly, were recorded at fair value in our consolidated
balance sheets and the related gains or losses were deferred in
stockholders’ equity, net of taxes, as a component of other com-
prehensive income. No portion of these hedges was considered
ineffective for the year ended September 30, 2004. We reclas-
sified approximately $610,000, net of taxes of $354,000, from
other comprehensive loss to interest expense during fiscal 2005.

(3) INVESTMENTS IN AND ADVANCES TO UNCONSOLIDATED JOINT VENTURES

Qur joint ventures typically obtain secured acquisition,
development and construction financing. At September 30, 2005,
our unconsolidated joint ventures had borrowings outstanding
totaling $598.4 million. In some instances, we and our joint ven-
ture partners have provided varying levels of guarantees of debt
of our unconsolidated joint ventures. At September 30, 2005, we
had repayment guarantees of $10.4 million and loan-to-value
maintenance guarantees of $84.6 million of debt of unconsoli-
dated joint ventures. Repayment guarantees require us to repay
our share of debt of unconsolidated joint ventures in the event
the joint venture defaults on its obligations under the borrowings.
Loan-to-value maintenance guarantees require us to repay our
share of the venture's borrowings to the extent such borrow-
ings exceed a specified percentage of the value of the property
securing the loan.

September 30,
2005 2004
Homes under construction $1,040,193 $ 847,517
Development projects in progress 1,519,554 1,105,933
Unimproved land held for future development 44,809 57,563
Model homes 66,526 78,317
Consolidated inventory not owned 230,083 254,765
$2,901,165 $2,344,095

Homes under construction include homes finished and
ready for delivery and homes in various stages of construction.
We had 414 ($72.2 million) and 345 ($69.1 million) completed
homes that were not subject to a sales contract, not including
model homes, at September 30, 2005 and 2004, respectively.

Development projects in progress consist principally of land
and land improvement costs. Certain of the fully developed lots
in this category are reserved by a deposit or sales contract.

Inventory located in California, the state with our largest
concentration of inventory, was $536.7 million and $400.6 mil-
lion at September 30, 2005, and 2004, respectively.

We acquire certain lots by means of option contracts.
Option contracts generally require the payment of cash for the
right to acquire lots during a specified period of time at a certain
price. Under option contracts, both with and without specific
performance provisions, purchase of the properties is contingent
upon satisfaction of certain requirements by us and the sellers.
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Our obligation with respect to options with specific performance
provisions is included in our consolidated balance sheets in other
liabilities. Under option contracts without specific performance
obligations, our liability is generally limited to forfeiture of
the non-refundable deposits, letters of credit and other non-
refundable amounts incurred, which aggregated approximately
$332.4 million at September 30, 2005. This amount includes
non-refundable letters of credit of approximately $35.0 million.
Below is a summary of amounts, net of cash deposits, commit-
ted under all options at September 30, 2005 (in thousands):

Aggregate Exercise
Price of Options
Options with specific performance $ 10,450
Options without specific performance 2,821,008
Total options $2,831,458

We expect to exercise all of our option contracts with spe-
cific performance obligations and, subject to market conditions,
substantially all of our option contracts without specific perfor-
mance obligations. Various factors, some of which are beyond
our control, such as market conditions, weather conditions and
the timing of the completion of development activities, can have
asignificant impact on the timing of option exercises. Under their
current terms, and assuming no significant changes in market
conditions or other factors, we expect to exercise our land options
as follows (in thousands):

Year Ending September 30,

2006 $ 548,804
2007 858,046
Thereafter 1,424,608

Total $2,831,458

(5) INTEREST

Information regarding interest (in thousands) is as follows:

Certain of our option contracts are with sellers who are
deemed to be Variable Interest Entities (“VIEs”) under FIN 46R.
FIN 46R defines a VIE as an entity with insufficient equity
investment to finance its planned activities without additional
financial support or an entity in which the equity investors lack
certain characteristics of a controlling financial interest. Pursuant
to FIN 46R, an enterprise that absorbs a majority of the expected
losses or receives a majority of the expected residual returns of
aVIE is deemed to be the primary beneficiary of the VIE and
must consolidate the VIE.

We have determined that we are the primary beneficiary of
certain of these option contracts. Qur risk is generally limited
to the option deposits that we pay, and creditors of the sellers
generally have norecourse to the general credit of the Company.
Although we do not have legal title to the optioned land, for
those option contracts for which we are the primary beneficiary,
we are required to consolidate the land under option at fair
value. We believe that the exercise prices of our option con-
tracts approximate their fair value. Our consolidated balance
sheets at September 30, 2005 and 2004 reflect consolidated
inventory not owned of $230.1 million and $254.8 million,
respectively. Obligations related to consolidated inventory
not owned totaled $166.2 million at September 30, 2005 and
$219.0 million at September 30, 2004. The difference between
the balances of consolidated inventory not owned and obliga-
tions related to consolidated inventory not owned represents
cash deposits paid under the option agreements. The above
disclosures of amounts committed under options include our
obligations related to consolidated inventory not owned.

Year Ended September 30,
2005 2004 2003
Capitalized interest in inventory, beginning of year $ 44,121 $ 34,285 $ 24,441
Interest incurred and capitalized 89,678 76,035 65,295
Capitalized interest amortized to cost of sales (82,388) (66,199) (55,451)
Capitalized interest in inventory, end of year $ 51,411 $ 44,121 $ 34,285
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(6) ProPeRTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of (in thousands):

September 30,

2005 2004
Land and buildings $ 5,502 $ 5,464
Leasehold improvements 8,157 7,100
Machinery and equipment 25,708 20,459
Information systems 19,441 17,226
Furniture and fixtures 13,884 13,307

72,692 63,556
Less: Accumulated depreciation (44,325) (38,885)
Property, plant and equipment, net $ 28,367 $ 24,671

(7) Creprr FaciLity

In August 2005 we entered into a new $750 million (expand-
able up to$1 billion), four-year unsecured revolving credit facility
(the “Credit Facility”) with a group of banks that matures in
August 2009. The Credit Facility replaced our former $550 mil-
lion bank credit facility and $200 million Term Loan. The Credit
Facility includes a $50 million swing line commitment and has
a$350 million sublimit for the issuance of standby letters of
credit. Substantially all of the Company’s significant subsidiar-
ies are guarantors of the obligations under the Credit Facility
(see Note 15). The Credit Facility contains various operating
and financial covenants. The Company has the option to elect
two types of loans under the Credit Facility which incur inter-
est as applicable based on either the Alternative Base Rate or
the Applicable Eurodollar Margin (both as defined in the
Credit Facility).

Available borrowings under the Credit Facility are limited to
certain percentages of homes under contract, unsold homes, sub-
stantially improved lots and accounts receivable. At September 30,
2005, we had no borrowings outstanding, and had available
borrowings of $530.1 million under the Credit Facility.

(8) LonG-Term Dest

In June 2005, the Company issued $300 million aggregate
principal amount of 6%% Senior Notes due July 2015 (the “6%%
Senior Notes'). The 674% Senior Notes were issued at a price of
99.096% of their face amount (before underwriting and other
issuance costs). In July 2005, the Company issued an additional
$50 million aggregate principal amount of the 67%% Senior Notes.
The additional $50 million of 6%% Senior Notes was issued at a
price of 99.976% of their face amount (before underwriting and
other issuance costs) and accrue interest from June 8, 2005 (the
date of the original issuance of the 67% Senior Notes). Interest
on the 67%% Senicr Notes is payable semiannually. Beazer Homes
may, at the Company’s option, redeem the 67%% Senior Notes in

whole or in part at any time after July 2008, under certain con-
ditions and at specific redemption prices.

In June 2004, we issued $180 million aggregate principal
amount of 4%% Convertible Senior Notes due 2024 (the
“Convertible Senior Notes”). In August 2004 we filed a registra-
tion statement on Form S-3 with the SEC covering resales of the
Convertible Senior Notes and the common stock issuable upon
conversion. The Convertible Senior Notes were issued at a price
of 100% of their face amount (before underwriting and other
1ssuance costs). Interest on the Convertible Senior Notes is pay-
able semiannually beginning December 2004. The notes are
convertible by holders into shares of our common stock at an
initial conversion rate of 19.44 shares of Beazer Homes common

'stock per $1,000 principal amount (subject to adjustment for

customary reasons), representing an initial conversion price of
$51.44 per share of common stock, under certain circumstances.
We may, at our option, redeem for cash the Convertible Senior
Notes in whole or in part at any time on or after June 15, 2009 at
specified redemption prices. Holders have the right to require
us to purchase all or any portion of the Convertible Senior Notes
for cashon June 15, 2011, June 15, 2014 and June 15, 2019 or if
we undergo a fundamental change, as defined. In each case, we
will pay a purchase price equal to 100% of the principal amount
of the notes to be purchased plus any accrued and unpaid inter-
est, including contingent interest, if any, and any additional
amounts owed, if any, to such purchase date.

In May 2004, we completed an offer to exchange all of the
$200 million 6%% Senior Notes issued November 2003 for an
equal amount of 6%4% Senior Notes due November 2013 (the
“6%% Senior Notes”), which were registered under the Securities
Actof 1933. These notes were initially sold at a price of 100% of
their face amount (before underwriting and other issuance costs).
Interest on the 6%% Senior Notes is payable semiannually. We
may, at our option, redeem the 6%% Senior Notes in whole or
1n part at any time under certain conditions and at specified
redemption prices.

Beazer Homes USA, Inc.



In September 2002, we completed an offer to exchange all
of the outstanding $350 million 8%% Senior Notes issued April
2002 for an equal amount of 8% Senior Notes due 2012 (the
““8%% Senior Notes"), which were registered under the Securities
Actof 1933, These notes were initially sold at a price of 100%
of their face amount (before underwriting and other issuance
costs). Interest on the 8%% Senior Notes is payable semiannu-
ally. We may, at our option, redeem the 8%% Senior Notes in
whole or in part at any time under certain conditions and at
specified redemption prices.

In May 2001, we issued $200 million 8%% Senior Notes due
May 2011 (the “8%% Senior Notes”) at a price of 99.178% of
their face amount (before underwriting and other issuance costs).
Interest on the 8%% Senior Notes is payable semiannually. We
may, at our option, redeem the 8%% Senior Notes in whole or in
part atany time after May 2006 at specified redemption prices.

During fiscal 2003, we retired our $100 million 8%% Senior
Notes due in 2008 (the “87%% Senior Notes”). The 874% Senior
Notes were redeemed at 104.438% of the principal amount, plus
accrued interest. As a result of the redemption of the 8%% Senior
Notes, we recorded a pre-tax charge of $7.6 million, which
includes the write off of previously capitalized fees.

Unless otherwise stated, the 67%% Senior Notes, the
Convertible Senior Notes, the 6% % Senior Notes, the 8%%
Senior Notes and the 8%% Senior Notes (collectively the “Senior
Notes”) were issued in private placements pursuant to Rule
144A and Regulation 5 promulgated under the Securities Act
of 1933, as amended. The Senior Notes are unsecured obliga-
tions ranking pari passu with all other existing and future senior
indebtedness. Substantially all of our significant subsidiaries
are full and unconditional guarantors of the Senior Notes and
our obligations under the Credit Facility, and are jointly and
severally liable for obligations under the Senior Notes, and the
Credit Facility. Each guarantor subsidiary isa 100% owned
subsidiary of Beazer Homes.

The indentures under which the Senior Notes were issued
contain certain restrictive covenants, including limitations on
payment of dividends. At September 30, 2005, under the most
restrictive covenants of each indenture, approximately $359 mil-
lion of our retained earnings was available for cash dividends and
for share repurchases. Each indenture provides that, in the event
of defined changes in control or if our consolidated tangible net
worth falls below a specified level or in certain circumstances
upon a sale of assets, we are required to offer to repurchase cer-
tain specified amounts of outstanding Senior Notes.
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We periodically acquire land through the issuance of notes
payable. As of September 30, 2005 and 2004, we had outstand-
ing notes payable of $46.1 million and $22.1 million related to
land acquisitions, respectively. These notes payable expire at
various times through 2010 at variable rates ranging from 5.0%
to 8.1% at September 30, 2005,

Asof September 30, 2005, future maturities of long-term
debt are as follows (in thousands):

Year Ending September 30,

2006 $ 1,705
2007 -
2008 -
2009 11,710
2010 32,639
Thereafter 1,280,000

Total $1,326,054

(9) Income Taxes

The provision for income taxes consists of (in thousands):

Year Ended September 30,
2005 2004 2003
Current:
Federal $ 254,765 $ 153,228 $106,871
State 31,682 22,427 16,261
Deferred (49,637) (24,891) (10,348)
Total $ 236,810 $ 150,764 $112,784

The provision for income taxes differs from the amount
computed by applying the federal income tax statutory rate as
follows (in thousands):

Year Ended September 30,
2005 2004 2003
Income tax computed
at statutory rate $174,767 $135,298 $ 99,935
State income taxes, net
of federal benefit 15,904 16,226 12,764
Impairment of non-
deductible goodwill 45,582 - -
Other 557 (760) 85
Total $236,810 $150,764 $112,784
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Deferred tax assets and liabilities are composed of the
following (in thousands):

September 30,
2005 2004
Deferred tax assets:
Warranty and other reserves $ 82,328 $40,900
Incentive compensation 14,725 7,377
Property, equipment and other assets 2,227 2,275
Interest rate swaps - 354
State loss carryforward 3,639 -
Other 3,570 2,004
Total deferred tax assets 106,489 52,910
Deferred tax liabilities:
Inventory adjustments (3,745)  (5,416)
Other (1415)  (442)
Total deferred tax liabilities (5,160)  (5,838)

Net deferred tax assets $101,329 $47,052

At September 30, 2005, we had U.S. state net operating loss
carryforwards {“NOL") of approximately $67.5 million that
will expire between 2009 and 2024. We expect to fully utilize
these NOLs. We believe that based upon our history of profit-
able operations, it is more likely than not that our net deferred
tax assets will be realized.

(10) Leases

We are obligated under various noncancelable operating
leases for office facilities and equipment. Rental expense under
these agreements amounted to approximately $17,054,000,
$14,116,000 and $11,562,000 for the years ended September 30,
2005, 2004 and 2003, respectively. As of September 30, 2005,
future minimum lease payments under noncancelable operat-
ing lease agreements are as follows (in thousands):

Year Ending September 30,

2006 $13,617
2007 11,922
2008 10,236
2009 8,075
2010 5,149
Thereafter 8,206
Total $57,205

(11) Stockuoroers’ Equiry

Prererrep Stock. We currently have no shares of preferred
stock outstanding.

Common Stock Repurchase Puan. In February 2003, our Board
of Directors approved a stock repurchase plan authorizing the
purchase of up to three million shares (split adjusted) of our
outstanding common stock. During fiscal 2005, we did not

repurchase any shares in the open market; however, 142,459
shares were surrendered to us by employees in payment of
minimum tax obligations upon the vesting of restricted stock
under our stock incentive plans. We valued the stock at the
market price on the date of surrender, for an aggregate value
of $8.1 million, or approximately $57 per share. During fiscal
2004, werepurchased 539,400 shares for an aggregate purchase
price of $17.5 million or approximately $33 per share pursuant
to the plan. During fiscal 2003, we repurchased 384,000 shares
for an aggregate purchase price of $6.9 million or approximately
$18 per share pursuant to the plan. At September 30, 2005, we
are authorized to purchase approximately two million additional
shares pursuant to the plan.

On November 18, 2005, as part of an acceleration of our
comprehensive plan to enhance stockholder value, our Board
of Directors authorized an increase of our stock repurchase
plan to ten million shares of our common stock. Shares may be
purchased for cash in the open market, on the NYSE or in pri-
vately negotiated transactions. During November 2005, we
repurchased 778,600 shares for an aggregate purchase price of
$50.4 million or approximately $65 per share pursuant to the
plan. We intend to enter into a plan under Rule 10b5-1 of the
Securities Act of 1934 to execute a portion of the share repur-
chase program, supplemented with opportunistic purchases
in the open market or in privately negotiated transactions.

Suarenoper Rickts Pran. In June 1996, our Board of Directors
adopted a Shareholder Rights Plan and distributed a dividend
of one preferred share purchase right (a “Right”) to purchase
one one-hundredth of a share of Series B Junior Participating
Preferred Stock, par value $0.01 per share (the “Junior Preferred
Shares”), of Beazer Homes. The Rights become exercisable in
certain limited circumstances involving principally the acqui-
sition of over 20% of our outstanding common stock by any
one individual or group. The Rights are initially exercisable at
a price of $80 per one hundredth of a Junior Preferred Share
subject to adjustment. Following certain other events after the
Rights have become exercisable, each Right entitles its holder
to purchase at the Right’s then-current exercise price, a num-
ber of shares of our common stock having a market value of
twice such price, or, in certain circumstances, securities of the
acquirer, having a then-current market value of two times the
exercise price of the Right.

The Rights are redeemable and may be amended at our
option before they become exercisable. Until a Right is exer-
cised, the holder of a Right has no rights as a stockholder of
Beazer Homes. The Rights expire in June 2006,

Dwvioenps. For fiscal 2005, we paid quarterly cash dividends
aggregating $0.33 per common share, or a total of approxi-
mately $13.9 million. For fiscal 2004, adjusted for the stock
split, we paid quarterly cash dividends aggregating $0.13 per
common share, or a total of approximately $5.5 million. No
dividends were paid during fiscal year 2003.

Beazer Homes USA, Inc.
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(12) EarNINGS PER SHARE

Basic and diluted earnings per share are calculated as follows (in thousands, except per share amounts):

Year Ended September 30,
2005 2004 2003

Basic:
Net income $ 262,524 $ 235811 $ 172,745
Weighted averdge number of common shares outstanding 40,468 39,879 38,658
Basic earnings per share $ 6.49 $ 5.91 3 4.47
Diluted:
Net income $ 262,524 $ 235,811 $ 172,745
Interest on convertible debt — net of taxes 5,325 1,616 -
Net income applicable to common stockholders $ 267,849 $ 237,427 $ 172,745
Weighted average number of common shares outstanding 40,468 39,879 38,658
Effect of dilutive securities:

Shares 1ssuable upon conversion of convertible debt 3,499 1,083 -

Options to acquire common stock 621 729 1,126

Restricted stock units 1,046 794 757
Diluted weighted average number of common shares outstanding 45,634 42,485 40,541
Diluted earnings per share $ 5.87 $ 5.59 3 4.26

Options to purchase 411,978 shares of common stock were
notincluded in the computation of diluted earnings per share
for the year ended September 30, 2003, because the options’
exercise price was greater than the average market price of the
common shares during that year.

(13) RemiReMENT PLAN AND INCENTIVE AWARDS

407 (x) Remirement Pran. We sponsor a 401(k) Plan (the “Plan”).
Substantially all employees are eligible for participation in the
Plan after completing one calendar month of service with us.
Participants may defer and contribute to the Plan from 1% to
80% of their salary with certain limitations on highly compen-
sated individuals. We match 50% of the first 6% of the partici-
pant’s contributions. The participant’s contributions vest 100%
immediately, while our contributions vest over five years. Our
total contributions for the years ended September 30, 2005,
2004 and 2003 were approximately $3,261,000, $2,764,000
and $2,022,000, respectively.

Dererrep Compensation Pran. During fiscal 2002, we adopted the
Beazer Homes USA, Inc. Deferred Compensation Plan (the “DCP
Plan”). The DCP Plan is a non-qualified deferred compensation
plan for a select group of executives and highly compensated
employees. The Plan allows the executives to defer current com-
pensation on a pre-tax basis to a future year, up until termination
of employment. The objectives of the Plan are to assist executives
with financial planning and capital accumulation and to pro-
vide the Company with a method of attracting, rewarding, and
retaining highly compensated executives. Participation in the
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DCP Plan is voluntary. Beazer Homes may voluntarily make a
contribution to the participants’ DCP accounts. For the years

ended September 30, 2005, 2004 and 2003, Beazer Homes con- |

tributed $4,364,000, $2,814,000 and $626,000, respectively, to
the DCP Plan.

Stock IncenTive Prans. During fiscal 2000, we adopted the 1999
Stock Incentive Plan (the 1999 Plan”) because the shares reserved
under the 1994 Stock Incentive Plan (the “1994 Plan”') had been
substantially depleted. We also maintained a Non-Employee
Director Stock Option Plan (the “Non-Employee Director Plan™)
that expired September 30, 2005. At September 30, 2005, we
had reserved 11,925,000 shares of common stock for issuance
under our various stock incentive plans, of which approximately
2.6 million shares are available for future grants.

Stock Opmion Awarps. We have issued various stock option awards
to officers and key employees under both the 1999 Plan and the
1994 Plan and to non-employee directors pursuant to the Non-
Employee Director Plan. Stock options are generally exercisable
at the fair market value of the common stock on the grant date,
vest three years after the date of grant and may be exercised there-
after until their expiration, subject to forfeiture upon termina-
tion of employment as provided in the applicable plan. Under
certain conditions of retirement, eligible participants may receive
a partial vesting of stock options. Stock options granted prior to
fiscal 2004, generally expire on the tenth anniversary from the
date such options were granted. Stock options granted beginning
in fiscal 2004 expire on the seventh anniversary from the date
such options were granted.
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Srock Opmion Awarps. Information regarding activity under our stock option plans is summarized as follows:

Year Ended September 30, 2005 2004 2003
Weighted Average Weighted Average Weighted Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price

Options outstanding at

beginning of year 1,821,804 $19.59 2,378,145 $13.83 3,212,640 $ 9.46
Granted 289,250 38.54 310,164 32.91 643,731 20.74
Exercised (412,125) 14.26 (778,401) 6.89 (1,387,518) 7.23
Forfeited (44,178) 32.05 (88,104) 23.07 (90,708) 15.80
Options outstanding at end of year 1,654,751 23.91 1,821,804 19.59 2,378,145 13.83
Options exercisable at end of year 577,050 $15.45 598,860 $ 7.25 1,365,261 $ 6.90

The following table summarizes information about stock options outstanding and exercisable at September 30, 2005:

Stock Options Outstanding

Stock Options Exercisable

Weighted Average
Range of Number Contractual Remaining Weighted Average Number Weighted Average
Exercise Prices Outstanding Life (Years) Exercise Price Exercisable Exercise Price
$6-%39 338,757 4.43 $ 7.44 338,757 $ 7.44
$18-$21 520,641 7.10 20.72 - -
$24 -$29 238,293 - 6.56 26.83 238,293 26.83
$30 - $39 552,060 5.32 35.39 - —
$65 - $66 5,000 6.83 65.55 - -
1,654,751 577,050

Orner Stock Awaros. We have made various restricted stock
awards to officers and key employees under both the 1999 Plan
and the 1994 Plan. All restricted stock is awarded in the name
of the participant, who has all the rights of other common stock-
holders with respect to such stock, subject to restrictions and
forfeiture provisions. Accordingly, such restricted stock awards
are considered outstanding shares. Restricted stock awards vest
from three to seven years after the date of grant. Certain restricted
stock awards provide for accelerated vesting if certain perfor-
mance goals are achieved. Activity relating to restricted stock
awards is summarized as follows:

Year Ended September 30,
2005 2004 2003

Restricted shares,

beginning of year 1,004,016 878,859 265,011
Shares awarded 146,066 143,844 646,926
Shares forfeited (25,828) (18,687)  (6,078)
Shares vested (675,987) - (27,000)
Restricted shares,

end of year 448,267 1,004,016 878,859
Weighted average price

of sharesawarded § 4033 $ 3292 $ 1885
We have two incentive compensation plans (called the

Value Created Incentive Plan and the Executive Value Created

Incentive Plan), modeled under the concepts of economic profit

or economic value added. Participants may defer a portion of

their earned annual incentive compensation under the applica-
ble plan pursuant to the terms of the Corporate Management
Stock Purchase Program (the “CMSPP”'}. The deferred amounts
are represented by restricted stock units (“Bonus Stock™), each
of which represent the right to receive one share of Beazer Homes
common stock upon vesting. Such shares are issued after a three-
year vesting period, subject to an election for further deferral by
the participant. The number of restricted stock units granted is
based on a discount to the market value of our common stock at
the time the bonus is earned. Should the participant’s employ -
ment terminate during the vesting period, the deferred incentive
compen