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BusiNEsSS DESCRIPTION

Beazer Homes USA, Inc. is the sixth largest homebuilder in the country based on number of
homes closed. Our operations are geographically diversified in 20 states in the Southeast, West,
Central, Mid- Atlantic and Midwest United States. Our market strategy focuses on sustained
growth within our diverse geographic footprint through focused product expansion and price
point diversification. Qur strategy for consistently achieving profitable growth centers on
leveraging our size, scale and geographic reach through our national brand. Headquartered in
Atlanta, we have been listed on the NYSE since 1994 under the symbol “BZH.”

FY 2004 CLOSINGS BY STATE

Kentucky 1%

Ohio 4%
Indiana 10% _ Florida 10%
New Jersey/ A ;
Pennsylvania 2% N. Carolina 8%
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Delaware 2%

Virginia/ S Carolina 7% | he Company’s operations

W. Virginia 5%

G o encompass a well-diversified
€0 1a Q

Tennesm y geographic footprint.
Colorado 3% Mississippi 4%
Arizona 9%
_ 0 California 13%
Nevada 10%
FiNaNcIAL HIGHLIGHTS
BEAZER HOMES USA, INC.
(in thousands, except homes closed and per share amounts)
Year ended September 30, 2004 2003 2002
Statements of Operations Data
Homes closed 16,451 15,409 13,603
Total revenue $3,907,109 $3,177,408 $2,641,173
Net income 235,811 172,745 122,634
Diluted earnings per share 17.09 12.78 10.74
Balance Sheet at Year-End
Total assets $3,149,462 $2,212,034 $1,892,847
Total debt 1,137,404 741,365 739,100
Stockholders’ equity 1,232,121 993,695 799,515
Return Data
Return on average capital (pre-tax) 22.1% 20.8% 21.4%
Return on average equity 21.2% 19.3% 21.3%

See Footnotes to Selected Financial Data beginning on page 14 of Form 10-K for certain definitions. Diluted earnings per shave for fiscal 2004
does not reflect implementation of EITF 04-8, which is expected to be effective in the first quarter of our fiscal 2003; see footnote 12 in the
Financial Statements for further discussion.

At right: Randy Nelson and Amy Curry, Beazer homeowners at Talasera in Phoenix.




Our CuUSTOMERS

Homes, we have built our brand, our business and ouf future argund
our customers. Putting customers first not only makes good business

and financial sense, but this philosophy is also tilltimately the bésis

for future growth. As you will read, we’re more fbcuéed than ever




LeTTER TO SHAREHOLDERS

FEverything you need to know about Beazer Homes can be summarized in
one word: customer. Our strategy, our brand, our results, our competitive
advantages, our success, our future and, indeed, our responsibility to
shareholders begins and ends with our customers. It has been said that the
business that serves best, profits most. We take that belief to heart at
Beazer Homes each and every time we face a customer. Our goal is and
always will be to provide an enjoyable customer experience plus value. It’s
the only way we do bustiness. This has been underscored repeatedly over the
past year as we implemented our national, customer-centric brand strategy.
It’s been an exciting period of time for the Company as we have united

behind one name, one logo, one message and one purpose.

Strong Results in 2004

As our record results indicate, the past 12 months have also been a highly
productive and profitable period for Beazer Homes. For the fiscal year

2004, home closings reached an annual record of 16,451. We generated

annual revenues approaching $4 billion, representing a 23 percent

increase year-over-year. T his was accompanied by significant annual
net income growth of 37% to $235.8 million and resulting diluted
earnings per share of $17.09, up 34% from the prior year.

Brian C. Beazer lan J. McCarthy _ .
Non-Executive President and We were very pleased with our strong performance in fiscal 2004,
Chatrman of the Board Chief Executive Officer

during which we surpassed numerous milestones. This illustrates cur
ongoing commitment to achieving profitable growth by leveraging our
size, scale and geographic reach through our national brand.

At September 30, 2004, our backlog stood at 8,456 homes with a sales value of $2.24 billion,
up 14% and 36%, respectively, from the backlog homes and sales value at September 30, 2003.
We believe this sizeable year-end backlog increase provides excellent visibility for continued
strong financial performance in fiscal 2005.

Beyond the hard numbers, there are some notable trends in our fiscal 2004 performance.
Bottom-line growth accelerated faster than top-line, reflecting not only the inherent operating
leverage that we are realizing in the business, but our conscious efforts to drive profitability
through focused strategic initiatives. The diversity of our geographic markets, combined with
the size and scale of our operations, provides the potential to realize profitable and sustainable
growth as we go forward. With this potential and the strategies that we have in place, Beazer’s

growth prospects are compelling.

The National Builder Advantage

To fully understand and appreciate these prospects, it is important to understand Beazer Homes'
place in the homebuilding industry today and the industry itself. Our position as the sixth largest
builder in the country affords us very significant advantages within an industry that continues to
exhibit robust fundamentals due to increasing demand for new homes coupled with constrained
supply. We operate in an environment of increasing land constraints and entitlement restrictions,
a situation that will only intensify in the future. This environment requires financial where-
withal and resources not only to acquire land, but also to acquire it on a larger scale and in ways

that efficiently use our capital. Large, public companies with sound balance sheets simply have




more access to more capital at more attractive terms than smaller, private companies who
experience increased pressures with respect to available financing. This 1s one reason why larger
builders have garnered a greater share of the market over the past decade and expect to increase
their share in the future.

An ongolng priority for us s to maintain a strong and flexible capital structure so that we
can be nimble and opportunistic in the marketplace, particularly when making long-term land
investments. During fiscal 2004, we renewed and extended our bank credit facility, increasing it
from $450 million to $750 million, and successfully completed a $200 million offering of 10-year

senior notes and a $180 million offering of 20-year convertible

We continue to prudently and conservatively manage our

balance sheet while at the same time grow our business.

Revenues
In Billions

$3.91

CAGR 26%

$3.18

$2.64

$1.81
$1.53

00 01

02 03 04

seniior notes. These actions provide us with substantially increased
liquidity to capitalize further on significant growth epportunities.
We continue to prudently and conservatively manage our balance sheet while at the same time
grow our business and were extremely pleased with the upgrade by Moody’s of our debt rating
to Bal and Fitch’s initiation of BB+ debt ratings.

Large public builders also enjoy significant advantages for addressing the strong demand
fundamentals in the housing industry. The Joint Center for Housing Studies at Harvard University
currently projects an increase in household formation of 1.3 million annually throughout this
decade. Increased household formation, coupled with changing buyer profiles driven by demo-
graphics and the broad array of available mortgage products, will serve to further homeownership
in the United States and drive overall demand. With this increasing demand we believe a customer-
focused national brand combined with the ability to leverage a national presence serve as key
competitive advantages.

We expect that the constraints on land and housing supply combined with strong demo-
graphic trends will continue to provide excellent opportunities for large public builders exhibiting
the aforementioned characteristics. We intend to capitalize on these opportunities through the
execution of focused and interrelated strategic initiatives that:

1. utilize our size, scale and capabilities to achieve greater profitability;

2. increase market penetration through focused product expansion and price point

diversification and;

3. leverage our national brand.

Unit Daoilar
Earnings Per Share Backlog Backlog
In Millions
$17.09 8,456 $2,236
CAGR 36%
7,426 B Up 14% Up 36%
$12.78 31,045
$10.74
$8.18
: With a sales backlog
Record home Top-line growth of over $2 billion,
sales resulted $5.05 coupled with visibility into our
ina revenue improved margins 2005 financial
increase of 23% led to a 34% increase performance
year-over-year. in diluted EPS. is excellent.

00 01 02 03 04 03 04 03 04



LETTER TO SHAREHOLDERS continued

Achieve Greater Profitability
With annual revenues approaching $4 billion, Beazer Homes is positioned now more than ever to
leverage size, scale and capabilities to achieve greater profitability. We have reached the size and
scale necessary to generate appreciable leverage at both the national and local level. Simply put:
volume alone can have a dramatic impact on profitability going forward. A key case-in-point is
our national accounts program. Elements of this program include evaluating, selecting and grow-
ing strategically with supplier-partners on a preferred or exclusive basis, as well as maximizing
rebates through standardization of specifications with fewer manufacturers. Depending on the
category, we can implement this program on either a national or a regional basis. When doing
s0, we are able to leverage our purchasing power to create mutually beneficial situations with
our suppliers, reduce the direct costs of our homes and translate those savings into exceptional
value for our customers.

Sharing best practices provides another huge cost-saving opportunity for Beazer Homes.
For example, a complex element of our business has been the management of home design plans.

A tweak here and a change there can transform one plan into

We are able to leverage our purchasing power to create mutually ten different plans resulting in duplication and inefficiency.

beneficial situations with our suppliers, reduce the direct costs  We began rationalizing our design plans in fiscal 2003 and have

of our homes and translate those savings into excepticnal value  since introduced a new level of efficiency and discipline to this

for our customers.

area. By evaluating plans on their individual profitability, cross-

marketing them across our locations and limiting the number
of plans in our portfolio, we not only capture cost efficiencies, but also improve our focus on
constructing a better product for our customers.

Beazer Homes is already benefiting from volume leverage through these national profitability
initiatives. Equally important 1s volume growth at the local level. It's a very simple equation.
We have fixed costs in every local market. These costs exist whether we are building 400 homes
or 1,200 homes. As we diversify price points within existing markets and drive local volume, we
will generate incremental profitability. As the numbers show, the Company has achieved signifi-
cant Improvements in its margins during the past several years. Now that we have achieved the
critical mass necessary to maximize operating leverage, we expect to continue to improve our
margins. We are confident that we have the markets, the products, the programs and the organi-

zation 1n place to truly begin enjoying the benefits of scale economies.

Increase Market Penetration

An integral part of building the Beazer brand has been to better identify our customers and
understand their needs. Today, households and homeowners come in a variety of forms.
Indeed, some of the fastest-growing segments of the market are echo-boomer singles (children
of baby boomers), empty-nester baby boomers, immigrant and ethnic households and single-
parent households — to name just a few. As you would expect, the housing needs of these
segments vary widely.

As aresult, we are diversifying our product line to meet these customer needs. Our 2004
closings demonstrate meaningtul and growing product diversity. While first-time and first
move-up buyers have been and will continue to be an important component of our growth, a
review of our closings broken down by square footage illustrates that we have significant

contributions across all product segments. Twenty-two percent of closings were generated




from homes characterized as ‘Economy’ homes, generally less than 1,500 square feet and targeted
to the price sensitive, entry-level buyer. Over half of our closings were generated from our
‘Value” homes, which typically range in size from 1,500 to 2,500 square feet, and are targeted to
buyers seeking both price and style. And, nearly a quarter of homes closed were ‘Style’ homes,
generally over 2,500 square feet, and which are targeted to buyers who still desire value, but seek a
higher level of luxury with a high priority on style and options. While we have diversified products
and price points, one common attribute transcends all Beazer homes — value. Again, staying true
to our brand promise, we believe every customer — whether it’s one buying a starter home for
$110,000 or one moving up to a $700,000 amenity-filled home — still seeks quality and value.
This product diversification encompasses more than price and square footage. It also
includes a variety of product types. We are constructing tradi-

Ultimately, geographic diversification creates a true organic tional detached, single-family homes in suburban communi-

growth opportunity and greater stability against inherent ties. We are meeting the needs of young professionals with
regional market cycles. By penetrating these markets with townhomes in urban redevelopments. We are marketing family
different products at different price points, we can accelerate  dream homes on premium lots in gated subdivisions. And,
top-line growth within each area. we are developing a variety of products across a wide range
of price points for the rapidly growing active adult market.
Beazer’s product diversification will ultimately capitalize on one of our greatest strengths —
our geographic diversification. Among the most geographically diversified of large public builders,
our operations span 20 states in over 40 metropolitan areas with a myriad of growth dynamics.
We are present in nine of the top-ten job growth markets in the country, enabling us to capitalize
on price appreciation and imbalances between supply and demand. In other markets that are
underrepresented by big builders, we have a sizable presence, creating a different kind of expan-
sion opportunity for us. Ultimately, geographic diversification creates a true organic growth
opportunity and greater stability against inherent regional market cycles. By penetrating these
markets with different products at different price points, we can accelerate top-line growth within
each area. Moreover, our market penetration strategy also has a compelling bottom-line component

in terms of leveraging an existing presence, to achieve greater profitability.

Leverage Our National Brand
Beazer Homes is also committed to achieving greater profitability by leveraging our size, scale
and geographic reach through our national brand, which 1s built around the customer. A key
marketing dynamic within our industry is the power of the customer referral. Good referrals
lead buyers to their builder. And, good referrals are based on good customer experiences. This
makes the Beazer brand promise — to provide an enjoyable customer
Beazer Homes is committed to achieving greater profitability experience plus value — a very natural and prudent business
by leveraging our size, scale and geographic reach through strategy. [t's one in which we have invested heavily during the
our national brand, which is built around the customer. past 12 months. We present ourselves as one company, Beazer
Homes, with our first national advertising campaign and consis-
tent marketing collateral, including the logo, website, signage, merchandising, brochures and
business cards. We have retrofitted our new home information centers and recently implemented
Customer Relationship Management (CRM) technology. Most importantly, every single
employee of Beazer Homes has undergone training as a brand ambassador, emphasizing a
culture where every member of the team champions the brand. The next phases of training entail
reinforcement for all ambassadors, as well as specialized training for those with direct customer
contact. The ultimate objective is to ensure that our brand promise is reflected in everything a

customer experiences during the home-buying process and while enjoying homeownership.



LETTER To SHAREHOLDERS continued

Back To One Word - Customer
On the following pages, we are privileged to introduce you to some of our customers who
personify the exciting evolution occurring at Beazer Homes today. Their stories represent us as
an organization intent on serving our customers above and beyond their expectations.
Of course, our ability to implement all the strategies outlined in this letter and to serve
our customers is dependent upon each and every one of our almost 3,500 ambassadors around
. . the country. Great brands are built on deeds, not words. The
When you put Beazer's customer-centric focus into context, .
L ] . . eazer Homes team works diligently each and every day to
the implications are especially meaningful. it is hard to o .
transform our brand promise into a reality for our customers.

think of another product or business where a positive
To them, we are most grateful and extend our deepest

customer experience is more critical. gratitude. We also want to recognize the efforts of David E.
(Ned) Mundell, who retired from our board of directors this year, having served since the
initial public offering. He, along with our entire board, has been a continual source of counsel
and guidance for our Company.

We know that many companies claim their customer-centric culture as their greatest
strength. Yet, when you put Beazer’s customer-centric focus into context, the implications are
especially meaningful. It is hard to think of another product or business where a positive customer
experience 1s more critical. People purchase cars every few years, buy new clothes at least annually

and visit the grocery store every week.

The purchase of a new home, however, is a significant lifetime experience not often
repeated. It is one with dramatic inancial and emotional consequences. We have one chance to
get it right. If we do, then we may very well have the opportunity not only to sell a home, but
to also gain a lifetime Beazer Homes customer. And, we can’t think of a better way to generate
organic growth than through repeat purchasers. With our national brand and broadening product
range, we're better positioned than ever to build these types of relationships.

So when we say it's what's inside a Beazer home that counts — it's our customer and it’s

our future. Thank you for your continued support.

Sincerely,
u @\Mrww )
. / s
Brian C. Beazer lan J. McCarthy
Non - Executive Chairman of the Board President and Chief Executive Officer







Inside this townhome in midtown Atlanta
is Sela Missirian...
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An urban location often means an older living
space. For Sela, new construction was critical:
“I don't have the time or the talent to deal
with maintenance headaches. Not only did |
get a new house, but also the on-site project
managers, such as Roger Nance, Jeff Felts and
Anthony Giacopelli, have gone above and
beyond repeatedly to help me - they even
changed my flat tire!”

Female Homeowners
- Unmarried Household Heads

in Millions

Unmarried women are

i increasingly heading up
‘—-—— - - their own households and
‘ buying their own homes.

Source: Joint Center for Housing
Studies tabulations of U.S.
Census Data

The definition of a household today is more
diverse than ever. Unmarried women, for instance,
have accounted for a significant portion of the
growth in homeowners over the past decade.
Marriage later in life, higher divorce and lower
remarriage rates, greater longevity and increasing
labor force participation have enlarged the
number of households headed by single women.
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A new house is an opportunity to design your own
home. To do so, Sela took advantage of Beazer's Design
Studio. Professional design studio counselors offer
design expertise, while Beazer's national purchasing
power extends cost efficiencies to our homebuyers
when selecting options and upgrades. Townhomes in
Atlantic Station are representative of Beazer's ‘Value’
product offering, targeted to buyers who are interested
in style and features, but for whom good value is also
an important consideration.

i
!

...who loves walking to her favorite

restaurants and gazing
at the skyline from her pOI‘Ch.

-+ hefeel of a European lifestyle in the heart
of the South. A hip, urban oasis built on the site of an
old steel mill. An alternative investment to the stock
market. These are some of the reasons that led Sela
Missirian to purchase her townhome at Atlantic Station
in the heart of Atlanta. This urban infill community of
townhomes, duplexes and single-family homes 1s part
of a 138 acre mixed use, re-development of an old steel
mill. Atlantic Station includes a variety of residential
housing and office space and, soon, will incorporate a
shopping and entertainment complex. As available land
for building becomes increasingly scarce, combined
with changing lifestyles, urban infill development is an
increasingly important segment of the housing market,
and one in which Beazer is expanding its presence.

For Sela, who spent several years living
abroad, Atlantic Station successfully captures the
central city feel of Europe’s urban environs. “The
location 1s unbeatable. [ can walk to restaurants and
the gym, but yet it has lots of green space and trees
that create a park-like environment,” she notes.

Her decision to buy was also driven by invest-
ment considerations. “I work in the technology field
and know how volatile that sector has been in the stock
market. [ wanted not only a great place to live, but also
an asset with the potential for value appreciation.”




Inside this traditional house in Indianapolis
is the Guisse family ...
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Ryan Frantz, a branch manager for Beazer Mortgage,
helped the Guisses obtain the financing for their home.
For new homebuyers, it is especially helpful having a
mortgage professional focused on the unique relation-
ship between the buyer, the builder and the lender.
Beazer's mortgage loan counselors ensure that buyers
and their budgets are aligned with their housing needs
and can assist them in successfully navigating
what can be a complicated process.

34%
30%
26%

‘ Percent of Minority
20% . Households in U.S.
17%

- Largely as a result of
immigration, minorities
make up an increasingly

IR large share of households.
! Source: Joint Center for Housing
[ Studies of Harvard University,

N “The State of the Nation's
U Housing 2004”
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A native of Senegal, Amadou Guisse is
one of thousands of immigrants who
are realizing the American dream of
home ownership, a trend that has been
a major driver of household growth over
the past decade. Recent projections
estimate that household growth will
gain even more strength over the next
decade, largely as a result of increases
in immigrant, minority and female
headed households.




...who are ecstatic to have a
home of their own for the

first time ever.

-+ ~.1anya Guisse knew her house the minute she
saw it. After renting apartments and condominiums
for a number of years, Tianya and her husband,
Amadou, had a very clear idea of what they wanted in
a house when they decided to buy — four bedrooms,
a garden tub, a separate shower, a flexible floor plan,
but, more than anything else - spaciousness. “This
house was larger and on a larger lot than comparable
homes in the area,” explains Tianya. “I saw the model
and fell in love.”

The Guisse family 1s representative of an
important segment of Beazer’s customer base, the
first time homebuyer. Our ability to offer affordable
value to families like the Guisses has been an important
contributor to our strong growth over the past decade.
It's also a market segment that will continue to grow,
fueled by increased immigration and homeownership
by echo-boomers. We intend to continue addressing
this demand through our ‘Economy’ product offering,
which targets buyers for whom price is a most impor-
tant consideration in their buying decision.

Indianapolis is a market where Beazer's national
branding strategy can be especially effective. The
Company entered the market through an acquisition
in 2002 and last year began marketing under the
Beazer Homes brand. With relatively less competition
from other national builders compared to other major
markets, Beazer has the opportunity to build brand
equity, especially among first-time buyers, who appre-
ciate a national reputation for quality and value when
making their biggest investment ever.




inside this luxurious, southwestern-style
home in Phoenix are Reggie, Joey,

RJ and Lexi McGill...
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FY 2004 Closings
by Product Type

Beazer Homes has a
diversified product
line to meet the needs
of a wide variety of
customers.

OO Economy
3 Value
O Style

Beazer Homes' brand promise of value extends
to the luxury market. New Home Counselor
Bobbie Sgrillo estimates that comparable homes
in established Scottsdale, north of Phoenix,
would be priced well over a million dollars. By
selecting a location in an emerging area of the
city, Beazer has been able to offer luxury homes
with million-dollar views, but not necessarily
million dollar and up price tags. Bobbie's ability
to build strong relationships with her customers
throughout their homebuying process played
a key role in Beazer delivering on its brand
promise to provide an enjoyable customer
experience for the McGills.




... enjoying their home theater,
three-car garage, gourmet kitcher and

million-dollar views.

hen Joey and Reggie McGill began con-
templating a move, they didn’t expect to land in a
Beazer home on a mountainside south of central Phoenix.
Joey, who 1s a mortgage broker, heard about Beazer’s
Talasera community from clients. “We have owned
three houses on the north side of town, so I was not
familiar with the area. It took only one visit, however,
to sell us on the perfect lot with the most incredible
views.” The Beazer name also was unexpected. “I was
very familiar with Beazer’s presence in Phoenix as an
entry-level builder, but surprised to encounter them
at this price point.”

Talasera encompasses some of the most spectacu-
lar and last few remaining undeveloped views in the
Phoenix area. Overlooking the city on one side and the
desert mountains on the other, Talasera has provided
Beazer Homes with an ideal location and opportunity to
diversify our product line to include luxury homes with
prices well over $500,000. It is a strategy that we have
been implementing across many of our markets with our
‘Style” product offering. This product category reaches
toward the luxury segment of the market, where home-
buyers place more emphasis on style and features. This
1s a key component in our overall strategy to drive growth
into the future through increased market penetration.

Buyers in this market segment have high
expectations. Homeowner Joey McGill points
out that it is “the little stuff” that matters.
She reports that Beazer's ability to build from
the entry level to luxury level is solid and
sound. “It's obvious that it is Beazer's priority
to make the customer happy,” she observes.
“The last 30 days of construction were an
investment in making the house as perfect
as possible and it really paid off




Inside this active adult community i Maryiand
are Robert and Sibyl Wisch
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Beazer ambassadors are well-versed in the particular
concerns of this specialized market segment. The
Wischs gave high marks to New Home Counselors
Dave Rosier and Karen Lemerise for their knowl-
edge of the community, its features and benefits.
The presentation was so effective that the Wischs
purchased their home before the first model had
even been built.

One of the defining demographic 93 Number of Persons
trends of the next decade will 05 55 Years and Older
be the aging of the baby-boom 47.3 In Milkions

generation. By the year 2020, the -
number of Americans over age 55
is expected to reach nearly 100
million. This is also one of the
most affluent generations ever, IR
creating a highly desirable target 55 will increase to nearly
market for homebuilders such as 100 mullion people.
Beazer Homes. - Source: US Census Bureau

80 90 00 10E 20E

Over the next 15 years
the number of baby
boomers over the age of




Active adult communities are defined as much by
their recreational amenities as by the age profile of
their residents. Cedar Ridge features walking and
cycling paths, a fitness center, tennis courts, a pool
and a full-time activities director.

..who are done with yardwork forever
and ready to visit their grandkids

whenever they want.

~r. Robert Wisch is delighted to tell
acquaintances these days that he has “pulled my last
weed and shoveled my last snow!” Now, he and his
wife, Sibyl, want to spend lots of quality time with
their grandkids and are in the ideal place to do so. The
couple is among the first residents of Cedar Ridge, a
new active-adult community in suburban Maryland

that is within a half-hour’s drive of their two daughters.

When the couple decided to sell their home on
Long Island, they had several priorities. “We wanted
to be closer to our family, so location was critical,”
explains Mrs. Wisch. “We also wanted a stable
community, without too much turnover, and we
wanted new construction. Minimal upkeep and
maintenance were priorities.”

Anticipating the millions of baby boomers
who will be entering similar situations over the next
decade, active adult communities are an increasing
focus for Beazer in the coming years. Comprised of
both single-family homes and multi-unit buildings,
the homes in these communities span multiple price
points within the ‘Economy,” ‘Value’ and ‘Style’ seg-
ments in order to meet the diverse preferences and
financial profiles of adults age 55 and better.
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BoARD OF DIRECTORS

Beazer Howmes USA, Inc.

Laurent Alpert, 58 (1) (3) (5)

has served as a director since February
2002. He is a partner in the international
law firm of Cleary, Gottlieb, Steen &
Hamilton, which he joined in 1972,
Mr. Alpert is also a Director of the
International Rescue Committee, a
non-profit organization providing relief
and resettlement services to refugees.

Katie J. Bayne, 38 (2) (5)

has served as a director since December
2003. Ms. Bayne 1s Senior Vice President,
Integrated Marketing, North America for
The Coca-Cola Company, responsible for
the Integrated Communications/Media,
Integrated Programming/Promotions,
Sports and Entertainment Marketing,
Interactive Marketing and Packaging
Integration functions in North America.
She currently sits on the board of Imagine
It! The Children’s Museum of Atlanta.

Brian C. Beazer, 68

is the Non-Executive Chairman of Beazer
Homes’ Board of Directors and has served
as a director of Beazer Homes since our

initial public offering (the “IPO") in 1994,

From 1968 to 1983, Mr. Beazer was Chief
Executive Officer of Beazer Plc, a United
Kingdom companyiand then was Chairman
and CEOQ of that company from 1983 to

its 1991 acquisition by an indirect, wholly-

owned subsidiary of Hanson Plc. He isa
Director of Beazer Japan, Ltd; Seal Mint,
Ltd; Jade Technologies Singapore Ltd;
United Pacific Industries Limited; Jacuzzi
Brands, Inc.; and Numerex Corp, and isa

private investor.

lan J. McCarthy, 51

is the President and Chief Executive Officer
of Beazer Homes and has served as a director
of Beazer Homes since the IPO. He has over
23 years experience with Beazer companies
in the UK, Hong Kong, Thailand, and, since
1991, as President of Beazer Homes, respon-
sible for all US residential homebuilding
operations. Mr. McCarthy currently serves
as Chairman of the National Advisory
Board of HomeAid America and as a mem-
ber of HomeAid's Board of Directors. He
also serves on the Board of Directors of
Builder Homesite, Inc.; on the Board of
Directors of the Metro Atlanta Chamber
of Commerce; and as a Trustee for the
Woodruff Arts Center, Atlanta, Georgia.
He was inducted into the California Building
Industry Hall of Fame in 2004, the first non-
California resident to receive this honor.

Maureen E. O'Connell, 43 (1) (3)(4)(5)
was appointed a director of Beazer Homes
in May 2002. Ms. O'Connell most recently
served as President and COO of Gartner,
Inc., which she joined in September 2002
as Executive Vice President, Chief
Financial and Administrative Officer.
Prior to joining Gartner, Ms. O'Connell
was the Chief Financial Officer of Barnes &
Noble, Inc. since 2000, and has held similar
positions with other companies since 1990.
Ms. O’Connell was also employed by
Equitable Financial Companies from 1988
to 1990 and by Cooper’s and Lybrand
(now PriceWaterhouseCoopers) from
1985 to 1988. Ms. O’Connell is a Certified
Public Accountant.

Larry T. Solari, 62 (2)(3)(5)

has served as a director of Beazer Homes
since the IPO. From 1998 to 2001, Mr.
Solari was the Chairman and CEO of BSI
Holdings, Inc., in Carmel, California and
held similar positions with other companies
between 1994 and 1997, Prior to that, he
held several positions with Owens-Corning
Fiberglas, which he joined in 1966. Mr.
Solart is a Director of Pacific Coast Building
Products, Inc.; Atrium Companies, Inc ;
Aneco, Inc.; TruStile Doors, LLC; and
Performance Contracting Group. Mr.
Solari 1s a past director of the Policy
Advisory Board of the Harvard Joint
Center for Housing Studies and an
Advisory Board Member of the National
Home Builders Association.

Stephen P. Zelnalg, Ir., 59 (1) (2) (3)

is the Chairman and Chief Executive
Officer of Martin Marietta Materials, Inc.
He joined Martin Marietta Corporation in
1981 and, prior to assuming his current
position in 1993, had been the President of
Martin Martetta Corporation’s Materials
Group and of Martin Marietta’s Aggregates
Division. He has served as Chairman of
the North Carolina Citizens for Business
and Industry, and is the past Chairman of
the North Carolina Community College
Foundation. He serves on the Advisory
Boards of North Carolina State University
and Georgia Institute of Technology.

(1) Member of Audit Committee

(2) Member of Compensation Commitiee

(3) Member of Nominating/ Corporate
Governance Committee

(4) Audit Committee Financial Expert as
defined by the SEC regulations and
NYSE Listing Standards

(5) Independent within the meaning of
the Sarbanes-Oxley Act and NYSE
Listing Standards
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PART [

ITEM 1. BUSINESS

QOur principal executive offices are located at 1000
Abernathy Road, Suite 1200, Atlanta, Georgia 30328, telephone

Beazer Homes USA, Inc. - 2004 Form 10-K

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

(770)829-3700. We also provide information about our active

communities and mortgage financing through our Internet
website located at http://www.beazer.com. Information on

ReGion/STATE

SouTHEAST REGION:
Florida
Georgia
North Carolina
South Carolina
Tennessee/Mississippi

WesT REGION:
Arizona
California

Colorado
Nevada

CenTRAL REGION:
Texas

fiio-ATLANTIC REGION:
Maryland/Delaware
New Jersey/Pennsylvania
Virginia/ West Virginia

Mipwest Reclon:
Indiana
Kentucky
Ohio

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

AMARKET(S)/YEAR ENTERED

Jacksonville (1993), Fort Myers/Naples (1996), Tampa/St. Petersburg (1996), Orlando (1997)
Atlanta (1985)

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

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

Nashville (1987), Memphis (2002), Northern Mississipp1 (2002)

Phoenix (1993)

Los Angeles County (1993), Orange County (1993), Riverside & San Bernadino Counties
(1993), San Diego County (1992), Ventura County (1993), Sacramento (1993)

Denver (2001), Colorado Springs (2003)

LasVegas (1993)

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

Baltimore (1998), Metro-Washington DC (1998), Delaware (2003)

Central and Southern New Jersey (1998), Bucks County, PA (1998)

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

Indianapolis (2002), Lafayette (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 1s 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 MarkeTs. We compete 1n a
large number of geographically diverse markets in an attempt to
reduce our exposure to any particular regional economy. Most
of the markets in which we operate have experienced signifi-
cant population growth in recent years. Within these markets,
we build homes in a variety of projects. Qur business strategy

entails further increasing our market penetration across the
geographically diverse markets in which we compete.

Leverace oF NationaL Brano. In October 2003, we launched a
branding strategy that is designed to build a unified consumer
brand across all markets in which we operate. OQur new
national branding strategy presents us as one company with
one name, one logo, one message and one purpose. We believe
that a national branding strategy will differentiate us from
our competitors by promoting qualities that lead to good
recommendations, referrals to family and friends, and repeat
purchases by loyal customers. We feel that a strengthened,
national brand identity will better position us to consistently
address the needs of our customers across all of our markets.
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LeverRAGE Size, ScaLe AND CAPABILITIES TO ACHIEVE OPTIMAL
Erriciencies. The Company has implemented specific profit-
ability initiatives which focus on leveraging our size, scale
and capabilities in order to achieve enhanced gross profit and
operating profit margins. These initiatives include:
e leveraging our size to create economies of scale in pur-
chasing and construction;
* standardizing best practices and product designs;
e 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 estab-
lished presence.

QuaLity Homes AT Various Price-PoiNTs o MEeeT THE NMEEDS 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 2004, the average sales
price of our homes closed was approximately $232,200. 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 households, the aging of the baby-boomers, and the
rise of the echo-boomers (children of the baby-boomers) 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 to 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 luxuri-
ous 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.
Within each product category, we seek to provide exceptional
value and to ensure an enjoyable customer experience.

ApDITIONAL PRODUCTS AND SERVICES FOR Homesuvers. In order to
maximize our profitability and provide our customers with
the additional products and services that they desire, we have
Incorporated design centers and mortgage origination operations
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
certaln non-structural customizations for their homes such as
cabinetry, flooring, fixtures, appliances and wall coverings.
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
mortgages that it brokers. We also provide title services to
our customers in many of our markets.

DecentraLIZED OPERATIONS WITH ExPERIENCED MANAGEMENT. We
believe our in-depth knowledge of our local markets enables
us to better serve our customers. Qur local managers, who
have significant experience in both the homebuilding
industry and the markets they serve, are responsible for
operating decisions regarding design, construction and
marketing. We combine these decentralized operations with
a centralized corporate-level management which controls
decisions regarding overall strategy, land acquisitions and
financial matters.

ConservaTive Lano Pouicies. 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 use
options to control land whenever possible. In addition, we do
not speculate in land which 1s not generally subject to entitle-
ments providing basic development rights to the owner.

Vawue Createp. We evaluate our financial performance and the
financial performance of our operations using Value Created,
a variation of economic profit or economic value added.
Value Created measures the extent to which we exceed our
cost of capital. It is calculated as earnings before interest and
taxes (“EBIT"), less a charge for all of the capital employed
multiplied by our estimate of our minimum weighted average
cost of capital.

Company History

In March 1994, we completed a concurrent initial public
offering of common stock and issuance of senior notes (the
“IPQO"}. Prior to our IPO, we were an indirect wholly owned
subsidiary of Hanson PLC (“Hanson”), a company registered
1n the United Kingdom. Hanson currently does not hold any
Investment, or ongoing interest, in us.




In January 2002, we signed an agreement to merge with
Crossmann Communities, Inc., or Crossmann. Operating
in eleven markets in Indiana, Kentucky, Mississippi, Ohio,
North Carolina, South Carolina and Tennessee, Crossmann
primarily targeted entry-level and first time move-up home-
buyers. Pursuant to the merger agreement, on April 17, 2002,
Crossmann merged into our wholly owned subsidiary, Beazer
Homes Investment Corp.

MarkEers AND Propuct DEescripTioN

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

« the historical and projected growth of the population;

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

¢ building lot availability and price;

* housing inventory;

» level of competition; and

» home sale absorption rates.
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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
demographic trends, demand for a particular type of product,
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 amenities,
we generally donot build “custom homes." The prices of our
Value and Style homes generally are well below the prices of
custom homes in most areas. We attempt to maximize effi-
ciency by using standardized design plans whenever possible.

The following table summarizes certain operating information regarding our markets as of and for the year ended

September 30, 2004 (dollars in thousands):

Number of Number of Average Units in Backlog Dollar Value of
State Active Subdivisions Homes Closed Closing Price at Year End Backlog at Year End
Arizona 32 1,403 $209.1 1,068 $ 233,193
California 31 2,457 362.1 1,020 432,293
Colorado 15 420 370.3 133 46,951
Florida 41 1,616 241.6 1,200 301,021
Georgia 19 670 208.7 168 40,901
Indiana 86 1,591 144.6 875 123,532
Kentucky 8 209 135.5 42 6,237
Maryland/Delaware 2 333 348.8 371 125,758
Nevada 12 1,600 222.8 919 271,620
New Jersey/Pennsylvania 13 381 342.8 236 87,980
North & South Carolina 89 2,564 149.0 1,016 165,475
Ohio 35 592 170.6 294 54,556
Tennessee/Mississippi 28 726 179.4 245 44,606
Texas 43 1,020 160.4 429 68,105
Virginia/West Virginia 23 869 360.0 440 213,689
Total Company 496 16,451 $232.2 8,456 $2,235,917

Our homebuilding and marketing activities are conducted
under the name of Beazer Homes 1n each of our markets, except
for certain communities in Indianapolis, Indiana which operate
under the trade name Trinity Homes.

CoRPORATE OPERATIONS
We perform the following functions at a centralized level:
s evaluate and select geographic markets;
« allocate capital resources to particular markets, including
with respect to land acquisitions;

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

* maintain centralized information systems; and

° monitor the decentralized operations of our subsidiaries
and divisions.
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We allocate capital resources necessary for new projectsina
manner consistent with our overall operating strategy. We utilize
Value Created, return on capital employed and profit margin
as criteria for our allocation of capital resources. We will vary the
capital allocation based on market conditions, results of opera-
tions and other factors. Capital commitments are determined
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 standardization of
accounting and financial policies and procedures.

Structurally, we operate through separate divisions,
which are generally located within the areas in which they
operate. Each division is managed by executives with sub-
stantial experience in the division’s market. In addition, each
division 1s equipped with the skills to complete the functions
of land acquisition, map processing, land development, con-
struction, marketing, sales and product service.

Lanp Acquisimion AND DEVELOPMENT

Substantially all of the land we acquire is purchased only
after necessary entitlements have been obtained so that we
have the right to begin development or construction as mar-
ket conditions dictate. In certain situations, we will purchase
property withoutall necessary entitlements where we perceive
an opportunity to build on such property in a manner con-
sistent with our strategy. The term “entitlements’' refers to
development agreements, tentative maps or recorded plats,
depending 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.

We select our land for development based upon a variety
of factors, including:

o internal and external demographic and marketing studies;

s suitability for development during the time period of
one to five years from the beginning of the development
process to the last closing;

o financial review as to the feasibility of the proposed
project, including projected Value Created, profit
margins and returns on capital employed;

o the ability to secure governmental approvals and enti-
tlements;

e environmental and legal due diligence;

° competition in the area;

s proximity to local traffic corridors and amenities; and

* management’s judgment as to the real estate market
and economic trends and our experience in a particular
market.

We generally purchase land or obtain an option to
purchase land, which, in either case, requires certain site
lmiprovements prior to construction. Where required, we then
undertake or, in the case of land under option, the grantor of the
option then undertakes, the development activities (through
contractual arrangements with local developers) which include
site planning and engineering, as well as constructing road,
sewer, water, utilities, drainage and recreational facilities and
other amenities. When available in certain markets, we also buy
finished lots that are ready for construction.

We strive to develop a design and marketing concept for
each of our projects, which includes determination of size,
style and price range of the homes, layout of streets, layout of
individual lots and overall community design. The product
line offered in a particular project depends upon many factors,
including the housing generally available in the area, the needs
of a particular market and our cost of lots in the project. We
are, however, often able to use standardized design plans.

The development and construction of each project are
managed by our operating divisions, each of which is generally
led by a president who, in turn, reports directly or indirectly to
our Chief Operating Officer and our Chief Executive Officer.
At the development stage, a manager (who may be assigned to
several projects and reports to the president of the division)
supervises development of buildable lots. In addition, a builder
1s responsible for each project site to supervise actual con-
struction, and each division has one or more customer care
and marketing representatives assigned to projects operated
by that division.
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The following table sets forth, by state, land controlled by us as of September 30, 2004:

Lots Owned Lots Under Contract®
Total
Undeveloped  Lots Under Finished HomesUnder TotallLots Undeveloped Finished LotsUnder Total Land
Lotst™) Development  Lots Construction”  Owned Lots Lots Contract  Controlled

SOUTHEAST REGION:

Georgla - 12 166 200 378 376 2,806 3,182 3,560

Florida 765 1,964 888 855 4,472 326 2,883 3,209 7,681

North & South Carolina 660 1,381 1,604 883 4,528 2,512 3,422 5,934 10,462

Tennessee/Mississippi - 838 233 393 1,464 1,278 474 1,752 3,216
West REGION: .

Arizona - 2,152 670 456 3,278 2,905 475 3,380 6,658

California - 2,562 483 1,121 4,166 4,489 802 5,291 9,457

Colorado - 247 128 305 680 - 1,665 1,665 2,345

Nevada - 1,885 92 877 2,854 2,182 609 2,791 5,645
CeNTRAL REGION:

Texas 273 3,285 1,553 498 5,609 75 1,343 1,418 7,027
Mip-ATLanTic ReGlON:

Maryland/Delaware - 563 124 184 871 - 5,449 5,449 6,320

New Jersey/Pennsylvania - 220 445 191 856 3,460 395 3,855 4,711

Virginia/West Virginia - 568 225 225 1,018 993 1,830 2,823 3,841
MiDwEST REGION:

Indiana - 5,529 2,125 789 8,443 766 2,794 3,560 12,003

Kentucky - 607 70 64 741 - 647 647 1,388

Ohio 1,310 45 1,004 428 2,787 2,192 1,278 3,470 6,257
TotaL 3,008 21,858 9,810 7,469 42,145 21,554 26,872 48,426 90,571

(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.

(3) The classification within “Lots Under Contract” for this schedule is based upon level of completion at delivery as stated in the option contract.

OptioN 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
ranging from one to sixty 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, 2004. At September 30, 2004, we are committed
to future amounts under option contracts with specific perfor-
mance obligations that aggregated $28.2 million, net of cash
deposits. 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
$180.7 million at September 30, 2004. This amount includes
letters of credit of approximately $57.8 million. AtSeptember 30,
2004, future amounts under option contracts without specific
performance obligations aggregated approximately $1.8 billion,
net of cash deposits.

CONSTRUCTION

We act as the general contractor for the construction of our
projects. Our project development operations are controlled
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 subcontractors 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 prospec-
tive subcontractors and vendors with respect to their financial
condition and ability to perform their agreements with us. We
donot maintain significant inventories of construction materials
except for materials being utilized for homes under construc-
tion. We have numerous suppliers of raw materials and services
used in our business, and such materials and services have been
and continue to be available. Material prices may fluctuate,
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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 rela-
tionships with our suppliers and subcontractors are good.

Construction time for our homes depends on the availabil-
ity of labor, materials and supplies, product type and location.
Homes are designed to promote efficient use of space and mate-
rials, and to minimize construction costs and time. In all of our
markets, construction of a home 1s typically completed within
three to six months following commencement of construction.
AtSeptember 30, 2004, we had 1,108 finished homes (exclud-
ing models), of which 763 were sold and included in backlog at
such date.

WAaRRANTY PROGRAM

For homes sold through March 31, 2004 (and, in certain
markets, through July 31, 2004), we self-1nsure our structural
warranty obligations through our wholly owned risk retention
group, United Home Insurance Company, A Risk Retention
Group, or UHIC. Beginning with homes sold April 1, 2004
(August 1, 2004 in certain markets), our warranties are issued
and administered by Professional Warranty Corporation and
insured by Steadfast Insurance Company, a Zurich American
Company, subject to a $5 million per occurrence deductible.

Under the UHIC program, we provide a variety of war-
ranties for our homes, spanning from one to ten years in length.
We provide a one- to two-year limited warranty of workmanship
and materials with each of our homes, which generally includes
home inspection visits with the customer during the first year
following the purchase of a home. We subcontract our home-
building work to subcontractors who provide us with an indem-
nity and a certificate of insurance prior to receiving payments
for their work and, therefore, claims relating to workmanship
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 major structural defects; the second year of such
warranty covers major structural defects and certain defects in
plumbing, electrical, heating, cooling and ventilation systems
of the home (exclusive of defects in appliances, fixtures and
equipment); and the final eight years of protection cover only
major structural defects.

Under the Professional Warranty Corporation program,
we provide a variety of warranties for our homes, spanning in
length from one year to the period covered by the applicable
statute of repose, We provide a one- to two-year limited warranty
of workmanship and materials with each of our homes, which
generally includes home inspection visits with the customer
during the first year following the purchase of a home. We

subcentract our homebuilding work to subcontractors who
provide us with an indemnity and a certificate of insurance
prior to receiving payments for their work and, therefore, claims
relating to workmanship and materials are generally the primary
responsibility of our subcontractors. In addition, the first year
of our warranty covers defects in plumbing, electrical, heat-
ing, 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 systems of the home (exclusive of defects in
appliances, fixtures and equipment); and the remaining years
of protection cover only construction defects.

We record a reserve of approximately 0.5% to 1.0% of the
sales price of a home to cover warranty expenses, although this
allowance 1s subject to adjustment in special circumstances.
Our historical experience is that such warranty expenses gen-
erally fall within the amount established for such allowance.

In addition, we maintain third party insurance for most
construction defects which we encounter in the normal course
of business. We believe that our accruals and third party insur-
ance are adequate to cover the ultimate resolution of our poten-
tial 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 1t 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 circum-
stances not covered by insurance and not subject to effective
indemnification agreements with our subcontractors.

IMIARKETING 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, 2004, we main-
tained 667 model homes, of which 550 were owned and 117
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. Consequently, we
expend a significant effort in creating an attractive atmosphere
at our model homes. Interior decorations are undertaken by




both in-house and local third-party design specialists, and
vary within our models based upon the lifestyles of targeted
homebuyers. The purchase of furniture, fixtures and fittings
1s coordinated to ensure that manufacturers’ bulk discounts
are utilized to the maximum extent. Structural changes in
design from the model homes are not generally permitted, but
homebuyers may select various optional amenities. We also
use a cross-referral program that encourages our personnel to
direct customers to other Beazer Homes subdivisions based
on the customers’ needs.

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 is
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, marketing
and advertising plans, which management believes resultin a
sales force with extensive knowledge of our operating policies
and housing products. Our policy also provides that sales per-
sonnel 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 require-
ments of relocated personnel and of independent brokers,
who often represent customers who require a completed home
within 60 days. At September 30, 2004, excluding models, we
had 1,648 homes at various stages of completion (of which 345
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. These mortgages are gener-
ally funded by one of a network of mortgage lenders. 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 circum-
stances, we may attempt to minimize potential risks relating to
the availability of customer financing by purchasing mortgage
financing commitments that lock in the availability of funds
and interest rates at specified levels for a certain period of
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time. Because substantially 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.

CompPETITION AND VIARKET FACTORS

The development and sale of residential properties is
highly competitive and fragmented. We compete for residential
sales on the basis of a number of interrelated factors, includ-
ing 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 builders in 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; and

° our reputation for quality design, construction and service.

The housing industry is cyclical and 1s affected by consumer
confidence levels and prevailing economic conditions 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 home ownership such
as increases in property taxes and energy costs, changes 1n
consumer preferences, demographic trends and the availabil-
ity of and changes in mortgage financing programs.

GOVERNMENT REGULATION AND ENVIRONMENTAL MIATTERS
Substantially all of our land is purchased with entitlements,
glving us the right to obtain building permits upon compliance
with specified conditions, which generally are within our con-
trol. Upon compliance with such conditions, we must obtain
building permits. The length of time necessary to obtain such
permits and approvals affects the carrying costs of unimproved
property acquired for the purpose of development and con-
struction. 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
ameans 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
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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 oper-
ate. Substantially all of our land 1s 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. LLocal and state governments also
have broad discretion regarding the imposition of development
fees for projects in their jurisdiction. These fees are normally
established, however, when we receive recorded final maps and
building permits. We are also subject to a variety of local, state
and federal statutes, ordinances, rules and regulations concern-
ing 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.

BonDs AND OTHER OBLIGATIONS

We are frequently required, in connection with the devel-
opment of our projects, to obtain letters of credit and perfor-
mance, 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, 2004 we had outstanding approximately $45.9
million and $351.3 million of outstanding letters of credit and
performance bonds, respectively, related to our obligations to
local governments to construct roads and other improvements
in various developments in addition to outstanding letters of
credit of approximately $57.8 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, 2004, we employed 3,428 persons, of
whom 747 were sales and marketing personnel, 1,223 were
executive, management and administrative personnel, 1,238
were involved in construction and 220 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 rela-
tions with our employees and subcontractors are good.

ITEM 2. PROPERTIES

We lease approximately 42,000 square feet of office space
in Atlanta, Georgia to house our corporate headquarters. We
also lease an aggregate of approximately 481,000 square feet of
office space for our subsidiaries’ operations at various locations.
We own approximately 18,500 square feet of manufacturing
space and an aggregate of 57,872 square feet of office space in
Nashville, Tennessee and Indianapolis, Indiana.

ITEM 3. LEGAL PROCEEDINGS

As of September 30, 2004, our subsidiary, Trinity Homes
LLC, had received 979 construction defect and warranty
complaints related to moisture intrusion and mold. As of
September 30, 2004, there were eleven pending lawsuits related
to these complaints. One of these suits, Christopher J. Colon
and Mary A. Colon v. Trinity Homes LI.C and Beazer Homes
Investment Corp. (formerly filed as Gary Harmon and Sheri

Harmon v. Trinity Homes L1 C and Beazer Homes [nvestment
Corp.)is aclass action suit that was filed in Hamilton County

Superior Court in the State of Indiana on August 19, 2003
against Trinity and Beazer Homes Investment Corp., another
one of our subsidiaries and Trinity’s parent. As part of that
case, the plaintiffs are asserting that Trinity and Beazer Homes
Investment Corp. violated applicable building codes. The
complaint attempts to define the purported class to include all
owners of a residential structure in Indiana constructed and
marketed by Trinity and Beazer Homes Investment Corp. in
which a one-inch gap with a vapor barrier does not exist between
an exterior brick veneer wall and the surface of the underlying
exterior wall. Excluded from the class are any residents who
suffer personal injuries caused by mold infestation. No mone-
tary amount was stated in the claim.

The parties in the class action engaged in a serles of
mediation conferences which resulted in an agreement for a
proposed settlement of the case. The parties submitted settle-
ment documents to the court, which the Court preliminarily
approved on August 6, 2004. A Fairness Hearing was held
on October 18, 2004 and the Court approved the settlement
agreement on October 20, 2004,

The settlement class is defined as the current owners of
all Trinity homes that have brick veneer, where the closing of
Trinity'sinitial sale of the home took place between June 1,
1998 and October 31, 2002. However, the class definition
specifically excludes (a) any houses built by Homes by John
McKenzie; (b) any houses owned by Trinity as of August 6,
2004, or which as of August 6, 2004 were the subject of an
executed agreement for Trinity to purchase the homes; and
(c) any houses for which a homeowner has executed or agreed
to arelease in favor of Trinity as part of a separate agreement.




The settlement agreement establishes an agreed protocol
and process for assessment and remediation of any external
water intrusion issues at the homes which includes, among
other things, that the homes will be repaired at Trinity's expense.
A licensed engineering firm working on behalf of the home-
owners will be allowed to review the plan for the remediation of
each home as well as the performance of the repair work. The
settlement establishes a time frame within which the work must
be completed and providesa Dispute Resolution Panel to resolve
disputes between a homeowner and Trinity concerning both the
plan to remediate the home and the performance of the work.

Under the settlement, each homeowner releases Trinity,
Beazer Homes Investment Corp. and other affiliated compa-
nies from the claims asserted in the class action lawsuit, claims
arising out of external water intrusion, and claims of improper
brick installation, including property damage claims, loss or
diminution of property value claims, and most personal injury
claims, among others.

There was a 30-day timeframe, which ended on
November 19, 2004, to appeal the Court’s Order approving
the settlement. No appeals were received by the Court within
the timeframe established. The Company expects to send out
the claims notices on or about December 20, 2004 and the
Class Members will have 60 days to file claims.

In November 2003, Beazer Homes received a request for
information from the United States Environmental Protection
Agency (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
projects undertaken since December 1998. Beazer Homes
identified 381 projects within this category and the EPA
sought specific information concerning 71 of them and is
conducting site inspections on certain others. As of September
30, 2004, the EPA or an equivalent state agency has issued
Administrative Orders identifying alleged instances of non-
compliance for 20 of the sites. The Administrative Orders
provide mandatory compliance schedules to address the
alleged deficiencies in storm water management practices, but
do not impose any monetary penalties. 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 is working to comply with the requirements of the
Administrative Orders and 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, including relating to moisture intrusion and
related mold claims, construction defects and product liabil -
ity. Certain of the liabilities resulting from these actions are
covered by insurance. In our opinion, the ultimate resolution
of these matters will not have a material adverse effect on our
financial condition or results of operations.
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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 hold-
ers, through the solicitation of proxies or otherwise.

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

Ian]. McCarthy 51

President, Chief Executive
Officer and Director
Executive Vice President,

Chief Operating Officer

Michael H. Furlow 54

James O'Leary 41 Executive Vice President,
Chief Financial Officer

John Skelton 35 Senior Vice President,
Forward Planning

C. Lowell Ball 47 Senior Vice President,

General Counsel

Senior Vice President,

Chief Accounting Officer
Senior Vice President,

Chief Information Officer
Senior Vice President, Treasurer
Sentor Vice President,

Human Resources

Michael T. Rand 42
Jonathan P. Smoke 35

Cory]. Boydston 45
Fred Fratto 50

Business EXPERIENCE

[AN] MCCARTHY. Mr. McCarthy is the President
and Chief Executive Officer of Beazer Homes and has served
as a director of Beazer Homes since the initial public offering
of common stock in March 1994 (“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
Eastand 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 isa Chartered Civil Engineer witha
Bachelor of Science degree from The City University, London.
Mr. McCarthy currently serves as Chairman of the National
Advisory Board of HomeAid America, and as a member of
HomeAid America’s Board of Directors. He also serves on the
Board of Directors of Builder Homesite, Inc., on the Board of
Directors of the Metro Atlanta Chamber of Commerce, and as
a Trustee for the Woodruff Arts Center, Atlanta, Georgia. He
was inducted into the California Building Industry Hall of Fame
1n 2004, the first non-California resident to receive this honor.
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MICHAEL H. FURLOW. Mr. Furlow joined usin
October 1997 as the Executive Vice President for Operations. In
this capacity the Division Presidents report to Mr., Furlow and he
isresponsible for the performance of those operating divisions.
During the 12 years prior tojoining 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.

JAMESO’'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.
Q'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 posi-
tionsat Hanson PLC., U.S. Industries’ former parent company,
from 1993 t6 1995 at which time U.S. Industries was spun off to
Hanson's shareholders. Mr. O'Leary was with Deloitte &
Touche from 1985 t0 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 a licensed Certified Public Accountant.

JOHN SKELTON. Mr. Skelton served as Senior Vice
President, Operations from the IPO 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-
lary 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 PL.C 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 1s a Fellow of the
Institute of Chartered Accountants in England and Wales.

C.LOWELL BALL. Mr. Ball joined us in August 2000
as Senior Vice President and General Counsel. From 1992 to
August 2000, Mr. Ball held equivalent positions with commer-
cial 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
Atlanta law firms: Long, Aldridge & Norman and Sutherland,
Asbill & Brennan. Mr. Ball graduated with honors from the
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University of North Carolina School of Law where he served on
the Board of Editors of the North Carolina [Law Review. He also
received his undergraduate degree from the University of
North Carolina where he was a Morehead Scholar.

MICHAEL T. RAND. Mr. Rand joined us in November
1996 as Vice President, Operational and Accounting Controls
and was promoted to Vice President, Corporate Controller in
Juneof 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 Bachelors degree in
Commerce from the University of Virginia and is a licensed
Certified Public Accountant.

JONATHAN P.SMOKE. Mr. Smoke joined us in March
2001 as Vice President, eBusiness, was appointed Chief
Information Officer in April 2002, and was promoted to
Senior Vice President in September 2003. Mr. Smoke was pre-
viously with Lend Lease Corporation from 1999 to 2001
where he was responsible for ebusiness strategy and initia-
tives. 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 Austin and a Bachelor

of Arts degree from Rhodes College.

CORY J.BOYDSTON, Mrs. Boydston joined usin
January 1998 as Vice President and Treasurer, and was promoted
to Senior Vice President in October 2004. Mrs, Boydston is cur-
rently responsible for the Treasury functions of the Company.
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 holds an
active CPA license in the State of Georgia.

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 t0 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.




PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON
EQUITY AND RELATED STOCKHOLDER MATTERS

MARKET INFORMATION

The Company lists its common shares on the New York
Stock Exchange (NYSE) under the symbol “BZH."” On
November 16, 2004, the last reported sales price of the Company's
common stock on the NYSE was $125.00. On November 16,
2004, Beazer Homes USA, Inc. had approximately 115
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shareholders of record and 13,831,234 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 2004 and 2003,

Quarter ended: September 30 June 30 March 31 December 31

2004 Period:

High $109.85 $107.10 $112.99 $109.60

Low $ 86.43 $ 89.15 $ 88.26 $ 83.39

2003 Period:

High $ 87.94 $ 94.90 $ 63.93 $ 70.40

Low $ 75.57 $ 58.18 $ 52.49 $ 51.40

DwipenDs Board of Directors deems relevant. The indentures under which

During fiscal 2004, the Company paid quarterly cash div-
idends of $0.10 per common share, or a total of approximately
$5.5 million. The Company expects to continue paying regular
cash dividends on a quarterly basis. However, the Board of
Directors will periodically reconsider the declaration of dividends
and the Company 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

Number of Common
Shares to be Issued
Upon Exercise of

Outstanding Options

Plan Category

our Senior Notes were issued contain certain restrictive covenants,
including limitations on payment of dividends. At September 30,
2004, under the most restrictive covenants of each indenture,
approximately $289.7 million of our retained earnings was
available for cash dividends and for share repurchases.

The following table provides information as of September
30, 2004 with respect to our shares of common stock that may
be issued under our existing equity compensation plans, all of
which have been approved by our stockholders:

Number of Common
Shares Remaining
Auvailable for Future
Issuance Under Equity
Compensation Plans
(excluding Common Shares
Reflected in Column (a))

Weighted-Average
Exercise Price of
Outstanding Options

Equity compensation plans approved by stockholders

(a) (b) ()
607,268

$58.78 1,007,348
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ITEM 6. SELECTED FINANCIAL DATA

(dollars in thousands, except per share amounts)

Year Ended September 30,
2004 2003 2002 2001 2000
STATEMENT OF OPERATIONS DarA: (1v) :
Total revenue $ 3,907,109 $ 3,177,408 $2,641,173 $ 1,805,177 $ 1,527,865
Operating income 377,935 279,155 193,174 121,027 75,623
Net income 235,811 172,745 122,634 74,876 43,606
Net income per common share:
Basic 17.74 13.41 11.64 9.19 5.28
Diluted 17.09 12.78 10.74 8.18 5.05
BALANCE SHEET DaTA (END OF YEAR):
Cash $ 320,880 $ 73,372 $ 124,989 $ 41,678 $ -
Inventory 2,344,095 1,723,483 1,364,133 844,737 629,663
Total assets 3,149,462 2,212,034 1,892,847 995,289 696,228
Total debt 1,137,404 741,365 739,100 395,238 252,349
Stockholders’ equity 1,232,121 993,695 799,515 351,195 270,538
SupPLEMENTAL FINANCIAL DATA:
Cash provided by/(used in):
Operating activities $ (73,719) $ (41,049) $ 359,464 $ (25578) % (18,726)
Investing activities (30,476) (6,552) (314,633) (72,835) (11,805)
Financing activities 351,703 (4,016) 338,480 140,091 30,531
EBIT (i) 452,774 340,980 245,060 155,983 99,189
EBITDA (i) 468,529 354,200 254,513 165,236 106,041
INTEREST INCURRED (if) 76,035 65,295 31,171 35,825 30,897
EBIT/INTEREST INCURRED 5.95x 5.22x 4.79% 4.35% 3.21x
EBITDA/INTEREST INCURRED 6.16x 5.42x 4.97x 4.61x 3.43x
FinanciAL StanisTics (fif):
Total debt as a percentage of total
debt and stockholders’equity 48.00% 42.70% 48.00% 53.00% 48.30%
Asset Turnover 1.46x 1.55% 1.83x 2.13x 2.37x
EBIT Margin 11.60% 10.70% 9.30% 8.60% 6.50%
Return on average assets (pre-tax) 16.90% 16.60% 17.00% 18.40% 15.40%
Return on average capital (pre-tax) 22.10% 20.80% 21.40% 24.60% 20.40%
Return on average equity 21.20% 19.30% 21.30% 24.10% 17.30%

(1) 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 generally accepted accounting principles (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 a measure of liquidity. Because some analysts and compa-
nies 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 is ameasure commonly used in the homebuilding industry and is presented to assist in understanding the ability of our operations to
generate cash in addition to the cash needed to service existing interest requirements and ongoing tax obligations. By providing a measure of avail-
able cash, management believes that this non-GAAP measure enables holders of our outstanding senior indebtedness 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.
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A reconciliation of EBITDA and EBIT to cash provided/(used) by operations, the most directly comparable GAAP measure, is provided below for

each period presented:

Year Ended September 30,
2004 2003 2002 2001 2000
Net cash provided/(used) by operating activities $  (73,719) $ (41,049) $ 59,464 $ (25,578) 3 (18,726)
Increase in inventory 410,525 328,893 152,990 153,668 97,104
Provision for income taxes 150,764 112,784 79,425 47 8772 27,879
Deferred income tax benefit (provision) 22,740 (87) 6,613 7,906 3,792
Interest amortized to cost of sales 66,199 55,451 43,001 33,235 27,704
Increase in accounts payable and other liabilities (120,976) (96,224) (71,781) (38,721) (39,654)
Change in book overdraft - - - (20,095) 11,219
Increase (decrease) in accounts

recelvable and other assets 21,399 14,702 (2,010) 16,837 1,671
Loss onearly extinguishment of debt - (7,570) - (1.202) -
Tax benefit from stock transactions (8,127) {11,502) (12,235) (3,837) -
Other (276) (1,198) (954) (4,849) (4,948)
EBITDA 468,529 354,200 254,513 165,236 106,041
Less depreciation and amortization 15,755 13,220 9,453 9,253 6,852
EBIT $ 452,774 $ 340,980 $ 243,060 $ 155,983 $ 99,189

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

(i11) Asset turnover = (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 =

(netincome divided by average stockholders’ equity).

(iv) As discussed in [tem 7 below and in Note 2 to the Consolidated Financial Statements, Beazer Homes acquired Crossmann Communities effective

April 17,2002,

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS

GENERAL

Homesuiping: We design, build and sell 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 Ohio

North Carolina Nevada Pennsylvania
South Carolina Virginia
Tennessee 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 expansion from existing markets or through acquisi-
tions of established regional homebuilders. We seek to be one of
the five largest builders in each of the markets that we serve.

Qur homes are designed to appeal to homebuyers at vari-
ous price-points across various demographic segments, and
are generally offered for sale in advance of their construction.
Once a sales contract has been signed by both the homebuyer
and Beazer Homes, we classify the transaction as a “new order”
and include the home in “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 own-
ership has been transferred to the buyer.
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CrossmanN Acauisition: On April 16, 2002, our stockholders
and the stockholders of Crossmann Communities, Inc.
(“Crossmann’’) approved the merger of Crossmann into one
of our wholly owned subsidiaries, and the merger became
effective on April 17, 2002. Crossmann built single-family
homes in Indiana-its home base- with operations in Kentucky,
Mississippi, North Carolina, Ohio, South Carolina and
Tennessee and was a leading regional builder in these markets
prior to the merger. We have included Crossmann’s operating
results in our consolidated financial statements since April 1,
2002, less an imputed interest charge on the cash portion of
the merger consideration for the period April 1, 2002 through
April 16, 2002.

The aggregate merger consideration we paid consisted
of approximately 3.9 million shares of our common stock
(approximately $308.6 million) and $191.6 million in cash.
In connection with the merger, we also repaid approximately
$125.4 million of Crossmann debt. The cash portion of the
merger consideration and the repayment of Crossmann debt
upon the merger were funded from proceeds from our issu-
ance of $350 million 8 %% Senior Notes due 2012 in a private
placement on April 17, 2002,

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 origi-
nation services 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 opportu-
nities to provide other ancillary services to our homebuyers.

CriTicaL AccounTING Poltcies: Some of our critical accounting
policies require the use of judgment 1n their application or
require estimates of inherently uncertain matters. Although
our accounting policies are in compliance with accounting
principles generally accepted in the United States of America, a
change in the facts and circumstances of the underlying transac-
tions could significantly change the application of the account-
ing 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.
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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 car-
rying value of the assets may be impaired. We assess these
assets for recoverability in accordance with the provisions of
Statement of Financial Accounting Standards (“SFAS”) No.
144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” SFAS No. 144 requires that long-lived assets
be reviewed for impairment whenever events or changesin
circumstances indicate that the carrying amount of an asset
may not be recoverable. Recoverability of assets is measured
by comparing the carrying amount of an asset to future undis-
counted 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 car-
rying 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. Qur assumptions about future home sales prices and
volumes require significant judgment because the residential
homebuilding 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
notanticipate the process to materially change in the future.

Goodwill

We test goodwill for impairment annually or more fre-
quently if an event occurs or circumstances change that more
likely than not reduce the value of a reporting unit below its car-
rying value. For purposes of goodwill impairment testing, we
compare the fair value of each reporting unit with its carrying
amount, including goodwill. Each of our operating divisions
is considered a reporting unit. The fair value of each report-
ing 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. We per-
formed our annual impairment test of goodwill as of April 30,
2004, For purposes of our annual goodwill impairment test, we
obtained independent valuations of our reporting units. Based
on comparison of those independent valuations to the carrying
values of our reporting units at April 30, 2004, we determined
that goodwill was not impaired.




Inherent in our fair value determinations are certain
Jjudgments 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
1s possible that our conclusion regarding goodwill impairment
could change, which could have a material effect on our finan-
cial position and results of operations.

QOur 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 homebuild-
ing industry or a significant deterioration of economic condi-
tions could have a negative impact on the estimated fair value
of alarger number of our reporting units.

While we believe that no impairment existed as of
September 30, 2004, there can be no assurances that future
economic or financial developments, including general inter-
est rate increases or a poor performance in either the national
economy or individual local economies, might not lead to
impairment of goodwill prospectively.

Homebuilding Revenues and Costs

Revenue from the sale of a home is recognized when the
closing has occurred and the risk of ownership 1s 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 development 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 complete home construction), previously capi-
talized indirect costs (principally for construction supervi-
sion), capitalized interest and estimated warranty costs. Sales
commissions are included in selling, general and administra-
tive expense when the closing has occurred. All other costs are
expensed as incurred.
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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 minimum of
ten years up to the period covered by the applicable statute of
repose) with each of our homes, covering construction defects
only. Since we subcontract our homebuilding work to sub-
contractors who generally provide us with an indemnity and
a certificate of insurance prior to recelving payments for their
work, claims relating to workmanship and materials are gen-
erally the primary responsibility of our subcontractors.

Warranty reserves are included in accrued expenses in
the consolidated financial statements. 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 lability include the number of homes sold, his-
torical 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. Qur warranty reserves at
September 30, 2004 and 2003 include accruals for certain
moisture intrusion issues. Our estimation process for such
accruals is discussed in Note 14 to the Consolidated Financial
Statements. While we believe that our warranty reserves at
September 30, 2004 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.

VaLue Createn: We evaluate our financial performance and the
financial performance of our operations using Value Created,
a variation of economic profit or economic value added. Value
Created measures the extent to which we exceed our cost of
capital. [t is calculated as earnings before interest and taxes
(EBIT), less a charge for all of the capital employed multiplied
by our estimate of our minimum weighted average cost of cap-
ital. Most of our employees receive incentive compensation
based upon a combination of Value Created and the change in
Value Created during the year. For key managers a portion of
the incentive is put in a bank. This portion is always at risk
and may be paid out over three years. We believe that our
Value Created system encourages managers to act like own-
ers, rewards profitable growth and focuses attention on long-
term loyalty and performance.
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The following tables present certain operating and financial data for the years discussed:

2004 2003 2002
Amount % Change Amount % Change Amount
NUMBER OF NEW ORDERS, NET OF CANCELLATIONS!":
Southeast Region:
Florida 2,061 33.1% 1,549 22.5% 1,265
Georgla 650 25.2 519 3.4 502
North and South Carolina 2,461 (13.6) 2,850 30.9 2,177
Tennessee/Mississippi 712 2.3 696 2.5 679
Total Southeast 5,884 4.8 5,614 21.4 4,623
West Region:
Arizona 1,764 22.2 1,443 11.5 1,294
California 2,776 38.2 2,009 (10.3) 2,239
Colorado 410 13.9 360 53.2 235
Nevada 1,783 341 1,330 47.6 901
Total West 6,733 30.9 5,142 10.1 4,669
Central Region:
Texas 1,053 (6.6) 1,128 (9.3) 1,244
Mid-Atlantic Region:
Maryland/Delaware 430 15.9 371 15.2 322
New Jersey/Pennsylvania 404 15.4 350 25.0 280
Virginia/ West Virginia 679 (27.3) 934 224 763
Total Mid-Atlantic 1,513 (8.6) 1,655 21.2 1,365
Midwest Region:
Indiana 1,558 (23.1) 2,026 67.3 1,211
Kentucky 132 (42.4) 229 100.9 114
Ohio 608 16.5 522 35.9 384
Total Midwest 2,298 (17.2) 2,777 62.5 1,709
Total 17,481 7.1% 16,316 19.9% 13,610
BACKLOG AT END OF YEAR:
Southeast Region:
Florida 1,200 58.9% 735 12.7% 670
Georgia 168 (10.6) 188 26.2 149
North and South Carolina 1,016 (9.2) 1,119 36.0 823
Tennessee/Mississippi 245 (5.4) 259 15.1 225
Total Southeast 2,629 13.3 2,321 24.3 1,867
West Region:
Arizona 1,068 51.1 707 15.0 615
California 1,029 45.5 701 (4.4) 733
Colorado 133 (7.0) 143 164.8 54
Nevada 919 24.9 736 70.8 431
Total West 3,140 37.3 2,287 24.8 1,833
Central Region:
Texas 429 8.3 396 (21.9) 507
Mid-Atlantic Region:
Maryland/Delaware 371 35.4 274 83.9 149
New Jersey/Pennsylvania 236 10.8 213 53.2 139
Virginia/ West Virginia 440 (30.2) 630 52.9 412
Total Mid-Atlantic 1,047 (6.3) 1,117 59.6 700
Midwest Region:
Indiana 875 (3.6) 908 (15.8) 1,079
Kentucky 42 (64.7) 119 54.5 77
Ohio 294 5.8 278 (39.0) 456
Total Midwest 1,211 (7.2) 1,305 (19.0) 1,612
Total 8,456 13.9% 7,426 13.9% 6,519

(1) New orders for 2002 do not include 2,535 homes in backlog from acquired operations.
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Year Ended September 30,
2004 2003 2002
Amount % Change Amount % Change Amount
NUMBER OF CLOSINGS:
Southeast Region:
Florida 1,616 10.4% 1,464 29.3% 1,132
Georgia 670 39.6 480 1.5 473
North and South Carolina 2,564 0.4 2,554 21.4 2,103
Tennessee/Mississippl 726 9.7 662 (23.6) 867
Total Southeast 5,576 8.1 5,160 12.8 4575
West Region:
Arlzona 1,403 3.8 1,351 11.6 1,211
California 2,457 20.4 2,041 (0.9) 2,059
Colorado 420 55.0 271 (27.9) 376
Nevada 1,600 56.1 1,025 28.8 796
Total West 5,880 25.4 4,688 5.5 4,442
Central Region:
Texas 1,020 17.7) 1,239 10.5 1,121
Mid- Atlantic Region:
Maryland/Delaware 333 35.4 246 (29.3) 348
New Jersey/Pennsylvania 381 38.0 276 (0.4) 277
Virginia/West Virginia 869 21.4 716 (9.0) 787
Total Mid-Atlantic 1,583 27.9 1,238 (12.3) 1,412
Midwest Region:
Indiana 1,591 (27.6) 2,197 51.7 1,448
Kentucky 209 11.8 187 81.6 103
Ohio 592 (15.4) 700 394 502
Total Midwest 2,392 (22.4) 3,084 50.2 2,053
Total 16,451 6.8% 15,409 13.3% 13,603
HomeBUILDING REVENUES (IN THOUSANDS):
Southeast Region $ 1,042,589 15.7% $ 900,901 18.6% $ 759,646
West Region 1,694,954 45.9 1,161,983 16.9 994,120
Central Region 163,569 (15.2) 192,841 10.3 174,816
Mid- Atlantic Region 559,596 37.6 406,708 6.9 380,296
Midwest Region 359,320 (18.1) 438,831 53.4 286,032
Total $ 3,820,028 23.2% $ 3,101,264 19.5% $ 2,594,910
AVERAGE SALES PRICE PER HOME CLOSED {IN THOUSANDS):
Southeast Region $ 187.0 7.1% $ 174.6 32% $ 166.0
West Region 288.3 16.3 247.9 10.8 223.8
Central Region 160.4 31 155.6 (0.2) 155.9
Mid-Atlantic Region 353.5 7.6 328.5 22.0 269.3
Midwest Region 150.2 5.6 142.3 2.2 139.3
Company Average 232.2 15.4 201.3 5.5 190.8
NUMBER OF ACTIVE SUBDIVISIONS AT YEAR END'
Southeast Region 177 (0.6)% 178 (5.3)% 188
West Region 90 (7.2) 97 329 73
Central Region 43 10.3 39 14.7 34
Mid-Atlantic Region 57 42.5 40 14.3 35
Midwest Region 129 (7.9) 140 1.4 138
Total 496 0.4% 494 5.6% 468
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New Orpers. New orders increased in each of the last two fiscal
years compared to the prior year.

The increases in new orders during fiscal 2004 compared
to fiscal 2003 were driven by our Southeast and West regions.
Order increases in our Southeast region reflect strength in
Georgia and Florida, which was somewhat offset by weakness
in parts of the Carolinas. Orders increased in all markets in our
West region, where demand continues to be strong. Orders
were down in our Mid-Atlantic region compared to a strong
2003, including orders during 2003 for affordable housing units
built through governmental programs. The decreases in orders
in our Midwest region reflect continued weakness in our Indiana
and Kentucky markets driven primarily by the soft economy
in those markets. Management continues to focus efforts on
improving performance in the Midwest. We have initiated
specific actions including completing a three-year financial
plan, organizational alignment including management changes
where appropriate, consolidating some office facilities, elimi-
nating redundant costs, introducing new product into the
region, and enhancing realtor programs and other marketing
initiatives, including a coordinated media campaign centered
on the Beazer Homes brand. Management continues to believe
that these markets hold long-term strategic advantages for the
Company. Orders were also down in our Central Region, reflect-
ing continued weakness in our Dallas market.

The increases in new orders in fiscal 2003 reflected strong
overall demand in most of our markets, with the strongest
growth in the Southeast, Mid- Atlantic and West regions. Low
interest rates and favorable demographic trends, including pop-
ulation growth, fueled demand, particularly in the first-time
buyer segment. The increase in new orders in the Midwest dur-
ing fiscal 2003 reflects the inclusion of results from that region
for a full year compared to six months of fiscal 2002.

The fundamentals that drive sales activity are numerous
and varied. On a macro level, low unemployment and low
mortgage interest rates each contribute to a positive general
homebuilding market environment. Qur ability to stay ahead
of changing customer preferences and local demographic
trends with our product mix and to maintain adequate prod-
uct supply (as measured by the number of active subdivisions)
contributes locally to new order trends.

Backtog. The increases in unit backlog in each of the past two
fiscal years reflect the favorable homebuilding environment
driving new order activity, and our ability to gain market
share. The average sales price of homes in backlog increased at
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September 30, 2004 to $264,400 from $221,500 at September
30, 2003 and $198,400 at September 30, 2002. The increase

in the overall average price in backlog is due to our ability to
ralse prices in most markets, especially in our West and Mid-
Atlantic regions, an increased percentage of homes in backlog
from the higher priced West region, and our efforts in price
point diversification where in some markets we are expanding
our product offering to include higher priced homes.

Aggregate Sales Value of Homes in Backlog
(in thousands)

2004 $2,235,917
2003 1,644,814
2002 1,293,290

Average Sales Price of Homes in Backlog
(in thousands)

2004 $264 .4
2003 221.5
2002 198.4

SeasoNaLITY AND QuarTerLy VariasiLiry, Our homebuilding oper-
ating cycle generally reflects escalating new order activity in our
second and third fiscal quarters and increased closings in our
third and fourth fiscal quarters. Fiscal 2002 results include new
orders and closings for Crossmann from April 1, 2002, result-
ing in an increase in new orders and in closings for the 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 operat-
ing data for our last twelve fiscal quarters and is indicative
of this seasonality.

New Orders

4thQ 3rdQ 2ndQ 1stQ
2004 4,276 4,869 5,032 3,304
2003 3,862 4,734 4,579 3,141
2002 3,731 4,227 3,142 2,510
Closings

4thQ) 3rdQ 2ndQ) 1s5tQQ
2004 5,098 4,061 3,684 3,608
2003 5,014 3,616 3,267 3,482
2002 4,839 3,960 2,439 2,365




FINANCIAL RESULTS:
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The following table provides additional details of revenues and certain expenses included in our consolidated staterments of

operations (in thousands).

Year Ended September 30,

2004 2003 2002
Revenues:
Homebuilding" $ 3,824,142 $3,097,021 $2,594910
Land and lot sales 44,702 39,069 18,051
Mortgage origination 51,140 57,152 41,006
Intercompany elimination — mortgage (12,875) (15,834) (12,794)
Total revenue $ 3,907,109 $3,177,408 $2641,173
Cost of home construction and land sales:
Homebuilding™ $ 3,069,976 $2,515,015 $2,152,757
Land and lot sales 42,631 34,854 15,452
Intercompany elimination — mortgage (12,875) (15,834) (12,794)
Total cost of home construction and land sales $ 3,099,732 $2,534,035 $2,155,415
Selling, general and administrative:
Homebuilding operations $ 397,601 $ 325,657 $ 269,655
Mortgage origination operations 31,841 30,991 22,929
Total selling, general and administrative $ 429,442 $ 356,648 $ 292,584

(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 to 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 2004 compared to fiscal 2003 s the result of an increase in the number
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.

The increase in homebuilding revenues for fiscal 2003 compared to fiscal 2002 is the result of an increase in the number
of homes closed and increased average sales prices in most of our markets, as well as the inclusion for a full year of the Midwest
region, which we entered with the acquisition of Crossmann in April 2002.

Cost or Home CONSTRUCTION AND LAND SALES.
Cost of Home Construction and Land Sales
(in thousands)

2004 2003 2002
Revenues $ 3,907,109 $3,177,408 $ 2,641,173
Cost of home construction and land sales $ 3,099,732 $2,534,035 $2,155,415
Gross Margin 20.7% 20.2% 18.4%

(Gross margin increased in fiscal 2004 as compared to fis-
cal 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 arising from the exe-
cution of our profit improvement initiatives. Fiscal 2004 gross
margins also benefited from a higher percentage of revenues
from our West and Mid- Atlantic regions, where margins are
high relative to other markets. The fiscal 2004 margin improve-
ment was achieved despite $43.9 million in warranty expenses
associated with construction defect claims from water intrusion
at one of our Midwest divisions.

Gross margin increased in fiscal 2003 as compared to
fiscal 2002 as aresult of our ability to raise prices in most
markets combined with greater emphasis on focused profit
improvement initiatives, including cost reductions result-
ing from improved efficiency and the negotiation of national
and regional supply agreements. Fiscal 2003 gross margins
also benefited from a higher percentage of revenues from
California, where margins are high relative to other markets,
while fiscal 2002 margins were negatively impacted by pur-
chase accounting adjustments related to the Crossmann acqui-
sition. The fiscal 2003 margin improvement was achieved

21



Beazer Homes USA, InC. - 2004 Form 10-K

despite higher warranty expenses associated with construction
defect claims from water intrusion in the Midwest and inven-
tory write-downs in the Southeast.

We executed several land sales during the past three fiscal
years. We realized gross profits of $2.1 million, $4.2 million
and $2.6 million on these land sales in fiscal 2004, 2003 and
2002, respectively.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSE.
Selling, General and Administrative Expense
as a Percentage of Total Revenue

2004 11.00%
2003 11.20%
2002 11.10%

During fiscal 2004, SG&A expense decreased as a percent-
age of revenue despite the inclusion of $12.3 million of market-
Ing costs associated with our national branding initiative. The
decrease is due primarily to benefits from scale as we leverage
our overhead infrastructure through organic revenue growth.

During fiscal 2003, 3G&A expense increased slightly asa
percentage of revenue due primarily to higher management
bonuses for fiscal 2003, the amount of which is related to the
increase in our profits rather than our increase in revenue. In
addition to increased management bonuses, fiscal 2003 SG&A
included marketing costs incurred in preparation for the roll out
of our national branding initiative launched in early fiscal 2004.

MiorTcaGE CRIGINATION OPERATIONS
Number of Mortgages Originated

2004 2003 2002
Beazer Mortgage
originations 9,633 10,139 8,882
Total closings 16,451 15,409 13,603
Capturerate 59% 66% 65%

Our capture rate (Beazer Mortgage originations as a per-
centage of total home closings) during fiscal 2004 decreased
from 2003 due primarily to increased competition for new pur-
chase mortgages driven by a slowdown 1n the refinance market.

During fiscal 2003, our capture rate increased over 2002 due
primarily to an improved capture rate in our Midwest region.

Qur capture rate is based on total closings. Our capture

rate excluding non-financed closings was approximately

63% for fiscal 2004.
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Income Taxes. 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%. Income taxes for fiscal
2002 were provided at the effective rate of 39.3% (39% for the
period prior to the Crossmann acquisition and 39.5% post
acquisition). The principal difference between our effective
rate and the U.S. Federal statutory rate is state income taxes.

DerivaTIve INSTRUMENTS AND HEDGING AcTiviTiEs. We are exposed to
fluctuations in interest rates. 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 floating rate debt.
The Swap Agreements mature in December 2004.

The Swap Agreements have been designated as cash
flow hedges and accordingly, are recorded at fair value in our
consolidated balance sheets and the related gains or losses are
deferred in stockholders’ equity, net of taxes, asa component
of other comprehensive income. Amounts to be received or
paid as aresult of the Swap Agreements are accrued and rec-
ognized as adjustments to interest related to the designated
debt. The net effect of this accounting on our operating results
1s that interest on the variable-rate debt is generally recorded
based on fixed interest rates. No portion of these hedges was
considered ineffective for the year ended September 30, 2004.
We expect to reclassify $610,000, net of taxes of $354,000,
from other comprehensive loss to interest expense over the
next twelve months.

Asaresult of the Swap Agreements, we haverecorded a
cumulative after-tax other comprehensive loss of $610,000 as
of September 30, 2004. The estimated fair value of the Swap
Agreements, based on current market rates, approximated $1
million at September 30, 2004 and 1s included in other liabilities.

FinanciaL ConpiTion Anp Liquipity. At September 30, 2004, we
had cash of $320.9 million, compared to $73.4 million at
September 30, 2003. The increase in cash was primarily due
to the issuance of $200 million of 6% % Senior Notes due 2013
and $180 million of 4 % % Senior Notes due 2024. Our net cash
used in operating activities for the year ended September 30,
2004 was $73.7 million, as increased net income and Increases
in other liabilities were offset by increased levels of inventory
driven by higher year end backlog and anticipated future
growth. Net cash used in investing activities was $30.5 million
for fiscal 2004 as we invested $25.8 million in unconsolidated




joint ventures to support our land acquisition strategy. Net cash
provided by financing activities was $351.7 million in fiscal 2004,
as proceeds from the Senior Notes issuances discussed above

were somewhat offset by common share repurchases and divi-
dend payments of $17.5 million and $5.5 million, respectively.

Our net cash used in operating activities for the year
ended September 30, 2003 was $41.0 million, as increased net
income and increases in accounts payable and other liabilities
were offset by increased levels of inventory driven by higher
year end backlog and anticipated future growth. Net cash used
in investing activities was $6.6 million for fiscal 2003. Net
cash used in financing activities was $4.0 million in fiscal 2003
as proceeds from our term loan were used to pay off our exist-
ing term loan and 8 7% Senior Notes due 2008 (as discussed
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below), and proceeds from stock option exercises offset cash
used for share repurchases.

In April 2002, we acquired Crossmann Communities for
approximately $500.2 million, of which $308.6 million was
paid through the 1ssuance of 3.9 million shares of our common
stock and $191.6 million was paid in cash. In connection with
the merger, we also repaid approximately $1235.4 million of
Crossmann debt, resulting in total consideration paid of $625.6
million. The acquisition has been accounted for as a purchase
and, accordingly, the purchase price has been allocated to reflect
the fair value of assets and liabilities acquired. The cash por-
tion of the acquisition and repayment of Crossmann debt was
funded with the proceeds from a senior note offering.

At September 30, 2004 we had the following long-term debt (in thousands):

Debt Due Amount
4 %% Convertible Senior Notes June 2024 $ 180,000
6 %% Senior Notes November 2013 200,000
8 %% Senior Notes April 2012 350,000
8 %% Senior Notes May 2011 200,000
Term Loan June 2008 200,000
Other Notes Payable Various Dates 22,067
Unamortized discount (14,663)
Total $1,137,404

In May 2004, we amended and restated our existing bank
credit facility (the “Credit Facility ") to increase the banks’
commitments and extend the maturity date for one year. The
amended Credit Facility includes a $550 million four-year
revolving credit facility (the “Revolving Credit Facility”)
and a $200 million four-year term loan (the “Term Loan™).
The Revolving Credit Facility and Term Loan now mature
in June 2008. The Revolving Credit Facility and the Term
Loan bear interest at a fluctuating rate (3.3% at September 30,
2004) based upon LIBOR or the alternate base rate of interest
announced by our lead bank. The Credit Facility contains vari-
ous operating and financial covenants. Each of our significant
subsidiaries is a guarantor under the Credit Facility.

We fulfill our short-term cash requirements with cash gen-
erated from our operations and funds available from our unse-
cured Revolving Credit Facility. Available borrowings under
the Revolving Credit Facility are limited to certain percentages
of homes under contract, unsold homes, substantially improved
lots and accounts receivable. At September 30, 2004, we had no
borrowings outstanding and available borrowings of $259.4 mil-
lion under the Revolving Credit Facility.

We entered into Swap Agreements to manage interest
costs and hedge against risks associated with fluctuating inter-
est rates related to $100 million of floating rate debt. As of
September 30, 2004, we had entered into interest rate swaps to
effectively fix the interest rate (before spread) on $100 million
in floating rate debt as follows: $75 million is fixed at 5.925%
per annum; $10 million is fixed at 5.17% per annum; $5 million
is fixed at 5.50% per annum; and $10 million is fixed at 5.055%
per annum. The Swap Agreements expire in December 2004.

In June 2004, we issued $180 million aggregate principal
amount of 4 %% Convertible Senior Notes due 2024 (the
“Convertible Senior Notes”)in a private placement pursuant
to Rule 144A promulgated under the Securities Act of 1933,
as amended. In August 2004, we filed a registration statement
on Form S-3 with the SEC covering resales of the Convertible
Senior Notes and the common stock 1ssuable upon conversion.
The Convertible Senior Notes were issued at a price of 100%
of their face amount (before underwriting discount and other
issuance costs). Interest on the Convertible Senior Notes 1s
payable semiannually beginning December 2004, Beginning
with the six-month interest period commencing on June 15, 2009,
we will pay contingent interest during a six-month interest period
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if the average trading price of the notes for a five trading day
reference period equals or exceeds 120% of the principal amount
of the notes. The notes are convertible by holders into shares
of our common stock at an initial conversion rate of 6.48 shares
of Beazer Homes common stock per $1,000 principal amount
{subject to adjustment for customary reasons), representing an
initial conversion price of $154.32 per share of common stock,
under the following circumstances: a) during any calendar
quarter, if the last reported sale price of our common stock for
at least 20 trading days during the period of 30 consecutive
trading days ending on the last trading day of the previous cal-
endar quarter is greater than or equal to 120% of the conversion
price on such last trading day; b) subject to certain limitations,
during the five consecutive trading days after any five consec-
utive trading days in which the trading price per $1,000 prin-
cipal amount of notes for each day of that period is less than 98%
of the product of the last reported sale price of our common
stock and the conversion rate of the notes on each such day,
provided that if the price of our common stock issuable upon
conversion is between 100% and 120% of the conversion price,
helders will be entitled to receive upon conversion only the value
of the principal amount of the notes converted plus accrued
and unpaid interest, including contingent interest and addi-
tional amounts owed, if any, ¢) if the notes have been called for
redemption, d) upon the occurrence of specified corporate
transactions, e} during any period in which the credit rating
assigned to the notes by either Moody's or 3&P is lower than
B1 or B+, respectively, or the notes are no longer rated by at
least one of these rating services or their successors.

We may, at our option, redeem for cash the Convertible
Senior Notes in whole or in part at any time on or after June 13,
2009, initially at 101.321% of the principal amount, declining
to 100% of the principal amount after June 15, 2011, 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 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 interest, including contingent
interest, if any, and any additional amounts owed, if any, to
such purchase date.

In November 2003, we 1ssued $200 million 6 :% Senior
Notes due November 2013 (the “Original Notes”) in a
private placement pursuant to Rule 144A and Regulation §
promulgated under the Securities Act of 1933, as amended.
The Original Notes were issued at a price of 100% of their
face amount (before underwriting discount and other issu-
ance costs). In May 2004 we completed an offer to exchange
all of the outstanding Original Notes for an equal amount of
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6 2% Senior Notes due November 2013 (the "6 %% Senior
Notes”), which were registered under the Securities Act of
1933. Interest on the 6 4% Senior Notes 1s payable semian-
nually. We may, at our option, redeem the 6 %% Senior Notes
in whole or in part at any time after November 2008, initially
at 103.250% of the principal amount, declining to 100% of
the principal amount after November 2011. We may redeem
the 6 %% Senior Notes, in whole or in part, at any time before
November 2008 at a redemption price equal to the principal
amount thereof plus a “make-whole” premium, plus accrued
and unpaid interest. A portion of such notes may also be
redeemed prior to November 2006 under certain conditions.

In April 2002, we issued $350 million 8 %% Senior Notes
due April 2012 (the “Original Notes”) in a private placement
pursuant to Rule 144A and Regulation 5 promulgated under
the Securities Act of 1933, as amended. In September 2002, we
completed an offer to exchange all of the outstanding Original
Notes for an equal amount of 8 %% Senior Notes due 2012
(the “8 %% Senior Notes"), which were registered under the
Securities Act of 1933. The terms of the 8 %% Senior Notes
were substantially identical to the terms of the Original Notes.
The Original Notes were issued at a price of 100% of their face
amount (before underwriting discount and other issuance
costs). Interest on the 8 %% Senior Notes is payable semian-
nually. We may, at our option, redeem the 8 %% Senior Notes
in whole or in part at any time after April 2007, initially at
104.188% of the principal amount, declining to 100% of the
principal amount after April 2010. A portion of such notes may
also be redeemed prior to April 2005 under certain conditions.
We used the proceeds from the issuance of the 8 %% Senior
Notes to fund the cash portion of the Crossmann acquisition,
torepay Crossmann’s outstanding net indebtedness, to reduce
borrowings under our revolving credit facility at the time, and
to pay related fees, commuissions and other expenses.

In May 2001, we issued $200 million 8 %% Senior Notes
due May 2011 (the '8 %% Senior Notes”)ata price of 99.178%
of their face amount {before underwriting discount and other
1ssuance 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 at any time after May 2006, initially
at 104.3125% of the principal amount, declining to 100% of the
principal amount after May 2009,

During fiscal 2003, we retired our $100 million 8 %% Sentor
Notes duein 2008 (the 8 %% Senior Notes'). The 8 %% Senior
Notes were redeemed at 104.438% of the principal amount, plus
accrued interest. Asaresult 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 %1% Senior Notes, the
8 %% Senior Notes and the 8 %% Senior Notes (collectively the
“Senior Notes'') are unsecured obligations ranking pari passu
with all other existing and future senior indebtedness. 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
Sentor Notes and the Credit Facility. Each guarantor subsid-
1ary 1s 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, 2004,
we were in compliance with all covenants related to the Credit
Facility and Senior Notes. At September 30, 2004, under the
most restrictive covenants of each indenture, approximately
$289.7 million of our retained earnings were available for cash
dividends and for share repurchases.

In February 2003, our Board of Directors approved a
stock repurchase plan authorizing the purchase of up to one
million shares of our outstanding common stock. During
fiscal 2004, we repurchased 179,800 shares for an aggregate
purchase price of $17.5 million or approximately $98 per
share pursuant to the plan, During fiscal 2003, we repur-
chased 128,000 shares for an aggregate purchase price of $6.9
million or approximately $54 per share pursuant to the plan.
At September 30, 2004, we were authorized to purchase up
to 692,200 additional shares pursuant to the plan. During
fiscal 2002, certain officers and employees transferred to us
31,072 shares of our common stock valued at prevailing
market prices. The transfers, made to satisfy such officers’ and
employees’ tax obligations under certain stock incentive plans,
were accounted for as a stock repurchase by the Company.
The Company has since discontinued the practice of allowing
officers and employees to settle tax obligations through the
transfer of stock to the Company.

During fiscal 2004, the Company paid quarterly cash
dividends of $0.10 per common share, or a total of approxi-
mately $5.5 million. No dividends were paid during fiscal
years 2003 or 2002.

We attempt to control half or more of our land supply
through options. At September 30, 2004, we controlled 90,571
lots {a 5.5 year supply based on fiscal 2004 closings), with
42,145 lots owned and 48,426 lots under option. 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 obliga-
tions. As a result of the flexibility that these options provide us,
upon a change in market conditions, we may renegotiate the
terms of the options prior to their ultimate exercise.
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Land Bank

Lots Percentage
Owned 42,145 47%
Optioned 48,426 53%
Total 90,571 100%

In January 2000, we filed a $300 million universal shelf
registration statement on Form S-3 with the Securities and
Exchange Commission. Pursuant to the filing, we may, from
time to time over an extended period, offer new debt or equity
securities. This shelf registration allows us to expediently
access capital markets periodically. OQur $200 million 8 %%
Senior Notes were sold pursuant to this registration state-
ment. The timing and amount of future offerings, if any, will
depend on market and general business conditions.

We believe that our cash on hand and current borrowing
capacity at September 30, 2004 and anticipated cash flows
from operations are sufficient to meet our liquidity needs for
the foreseeable future.

OFF-BALANCE 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 balance
sheets in other liabilities. Under option contracts without spe-
cific 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 $180.7 million at September 30, 2004. This
amount includes letters of credit of approximately $57.8 million.
Below is a summary of amounts, net of cash deposits, commit-
ted under all options at September 30, 2004 (in thousands):

Aggregate Exercise
Price of Options
Options with specific performance $ 28,184
Options without specific performance 1,763,158
Total options $1,791,342

We expect to exercise all of our option contracts with
specific performance obligations and, subject to market con-
ditions, substantially all of our option contracts without spe-
cific performance 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 a significant impact on the timing of
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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,

2005 $ 397,314
2006 583,068
Thereafter 810,960
Total $1,791,342

We have historically funded the exercise of land options
though a combination of operating cash flows and borrowings
under our Revolving Credit Facility. We expect these sources to
continue to be adequate to fund anticipated future option exer-
cises. 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 (“VIE”s) under
FASB Interpretation No. 46, “Consolidation of Variable
Interest Entities, an Interpretation of ARB No. 517 (“FIN
46"”). FIN 46 definesa 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 46, an enterprise that absorbs a
majority of the expected losses or receives a majority of the
expected residual returns of a VIE 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. Our risk is generally lim-
ited 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
beneficiary, 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 consoli-
dated balance sheets at September 30, 2004 and 2003 reflect
consolidated inventory not owned of $254.8 million and $35.7
million, respectively. Obligations related to consolidated
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inventory not owned totaled $219.0 million at September 30,
2004 and $30.5 million at September 30, 2003. The difference
between the balances of consolidated inventory not owned
and obligations related to consolidated inventory not owned
represents cash deposits paid under the option agreements.
The increase in consolidated inventory not owned and the
related obligations is due primarily to the transition provisions
of FIN 46, which applied immediately to VIEs created after
January 31, 2003 and with respect to variable interests held
before February 1, 2003 applied beginning with our quarter
ended March 31, 2004. The above disclosures of amounts
committed under options include our obligations related to
consolidated inventory not owned.

We participate in a number of land development joint ven-
tures in which we have less than a controlling interest. 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 parties. We account for our
interest in these joint ventures under the equity method. Our
consolidated balance sheets include investments in joint ven-
tures totaling $44.7 million and $26.6 million at September 30,
2004 and 2003 respectively.

Our joint ventures typically obtain secured acquisition,
development and construction financing. At September 30,
2004, our unconsolidated joint ventures had borrowings
outstanding totaling $128.1 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, 2004, we had repayment guarantees of $10
million and loan-to-value maintenance guarantees of $56.8
million of debt of unconsolidated joint ventures. Repayment
guarantees require us to repay our share of debt of unconsoli-
dated joint ventures in the event the joint venture defaults on
its obligations under the borrowings. Loan-to-value mainte-
nance 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.
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The following summarizes our aggregate contractual commitments at September 30, 2004:

Payments Due by Period (in Thousands)

Less than More than
Contractual Obligations Total 1 year 1-3 years 3-5years 5 years
Long-Term Debt" $1,782,457 $ 92,479 $153,281 $340,744 $1,195,953
Capital Lease Obligations - - - - -
Operating Leases 41,133 10,462 16,145 10,020 4,506
Purchase Obligations @ 28,184 8,809 17,698 1,677 -
Other Long- Term Liabilities - - - - -
Total $1,851,774 $111,750 $187,124 $352,442 $1,200,459

(1) Represents our Senior Notes, Term Loan and Other Notes Pavable, and related interest payments. [nterest on variable rate obligations is based on

rates effective as of September 30, 2004,

(2) Represents obligations under option contracts with specific performance provisions, net of cash deposits.

We had outstanding letters of credit and performance
bonds of approximately $45.9 million and $351.3 million,
respectively, at September 30, 2004 related principally to our
obligations to local governments to construct roads and other
Improvements in various developments in addition to the let-
ters of credit of approximately $57.8 million relating 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 Pronouncements. In September 2004, the
Emerging Issues Task Force (“EITT ") of the Financial Accounting
Standards Board (“FASB” ) reached a consensus on EITF Issue
No. 04-8: “The Effect of Contingently Convertible Debton
Diluted Earnings Per Share” ("EITF 04-8"). The consensus
was ratified by the FASB in October 2004. EITF 04-8 requires
that shares issuable upon conversion of contingently convertible
debt instruments {(“Co-Cos”) be included in diluted earnings per
share computations using the “if-converted method” regard-
less of whether the issuer’s stock price exceeds the contingent
conversion price. Prior to EITF 04-8, shares issuable upon
conversion of Co-Cos were generally excluded from diluted
earnings per share computations until the 1ssuer’s stock price
exceeded the contingent conversion price. EITF 04-8, which
applies to our 4 % % Convertible Senior Notes issued in June
2004, 1s expected to be effective for reporting periods ending
on or after December 15, 2004, the first quarter of our fiscal
2005. Restatement of prior period earnings per share amounts
presented for comparative purposes will be required. If we had
reported fiscal 2004 diluted earnings per share under EI'TF 04-8,
we would have reported earnings of $16.77 per diluted share, as
compared to reported earnings of $17.09 per diluted share.

Ovuriook. Absent any unanticipated adverse changes, our out-
look for fiscal 2005 diluted earnings per share is in the range
of $20.00-$21.00 per share. This outlock reflects inclusion of
1,166,400 shares issuable upon conversion of the Company's
convertible Senior Notes in the calculation of diluted earnings
per share for fiscal 2005, in accordance with the EITF 04-8
“The Effect of Contingently Convertible Debt on Diluted
Earnings per Share,”” which is currently expected to be effec-
tive for reporting periods ending after December 15, 2004.

DiscLosure ReGARDING Forwarp-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 statements are
based upon information available to us on the date of this annual
report. Except as may be required under applicable 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.
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These forward-looking statements are subject to risks,
uncertainties and other factors, many of which are outside of
our control, that could cause actual results to differ materi-
ally from the results discussed in the forward-looking state-
ments, including, among other things, the matters discussed
in this annual report in the sections captioned “Outlook”
and “Financial Condition and Liquidity.” Additional infor-
mation about factors that could lead to material changes in
performance is contained in our filings with the Securities and
Exchange Commissicn. Such factors may include:

» economic changes nationally or in our local markets;

s volatility of mortgage interest rates and inflation;

« increased competition;

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

e 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;

o the impact of construction defect and home warranty
claims;

» any delays in reacting to changing consumer preference
in home design;

o terrorist acts and other acts of war;

> changes in consumer confidence;

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

¢ delays inland development or home construction
resulting from adverse weather conditions;

» potential delays or increased costs in obtaining neces-
sary permits as a result of changes to, or complying with,
laws, regulations, or governmental policies;

= changes in accounting policies, standards, guidelines or
principles, as may be adopted by regulatory agencies as
well as the Financial Accounting Standards Board;

= the failure of our improvement plan for the Midwest to

achieve desired results; or

= other factors over which we have 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-look-
ing 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.
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ITEM 7(A). QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

We are exposed to a number of market risks in the ordi-
nary 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 earn-
ings. During fiscal 2001, we entered into interest rate Swap
Agreements with an aggregate notional amount of $100 mil-
lion to manage our exposure to fluctuations in interest rates
on $100 million of variable rate debt. These swaps effectively
fix the rate on this debt at 5.74%. We do not enter into or hold
derivatives for trading or speculative purposes.

We have formally designated these agreements as cash
flow hedges as discussed in Note 3 of the consolidated financial
statements. The estimated fair value of the Swap Agreements,
based on current market rates, was approximately $1 million at
September 30, 2004 and is included 1n other liabilities.

The estimated fair value of our fixed rate debt at
September 30, 2004 was $1,010.2 million, compared to a
carrying value of $915.3 million. 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 $1,010.2 million to $1,079.5 million at
September 30, 2004.
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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,
2004 2003 2002

Total revenue $3,907,109 $3,177,408 $2,641,173
Costs and expenses:

Home construction and land sales 3,099,732 2,534,035 2,155,415

Selling, general and administrative 429,442 356,648 292,584

Expenses related to retirement of debt - 7,570 -
Operating income 377,935 279,155 193,174
Equity in earnings of unconsolidated joint ventures 1,561 1,597 2,338
QOther income, net 7,079 4777 6,547
Income before income taxes 386,575 285,529 202,059
Provision for income taxes 150,764 112,784 79,425
Net income $ 235,811 $ 172,745 $ 122634
Weighted average number of shares:

Basic 13,293 12,886 10,535

Diluted 13,801 13,514 11,415
Earnings per share:

Basic $ 1774 $ 1341 $ 1164

Diluted $ 17.09 $ 12.78 $ 10.74
Cash dividends per share: $ 0.40 $ - $ -

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

Septemnber 30,
2004 2003
AssETS
Cash and cash equivalents $ 320,880 $ 73,372
Accounts receivable 70,574 66,003
[nventory
Owned inventory 2,089,330 1,687,809
Consolidated inventory not owned 254,765 35,674
Total inventory 2,344,095 1,723,483
Investments in and advances to unconsolidated joint ventures 44,748 26,569
Deferred tax assets 47,052 26,160
Property, plant and equipment, net 24,671 19,185
Goodwill 251,603 251,603
Other assets 45,839 25,659
Total Assets $ 3,149,462 $2,212,034
LIABILITIES AND STOCKHOLDERS' EQuITY
Trade accounts payable $ 123,287 $ 125,521
Other liabilities 437,608 320,996
Obligations related to consolidated inventory not owned 219,042 30,457
Term Loan 200,000 200,000
Senior Notes (net of discount of $14,663 and $8,635 respectively) 915,337 541,365
Other Notes Payable 22,067 -
Total Liabilities 1,917,341 1,218,339
Stockholders’ Equity:
Preferred stock (par value $.01 per share, 5,000,000 shares authorized, no shares issued) - -
Common stock (par value $.01 per share, 30,000,000 shares authorized, 17,868,349 and
17,501,052 issued, 13,730,473 and 13,542,976 outstanding) 179 175
Paid in capital 593,749 572,070
Retained earnings 741,701 511,349
Treasury stock, at cost (4,137,876 and 3,958,076 shares) (88,150) (70,604)
Unearned restricted stock (14,748) (15,852)
Accumulated other comprehensive loss (610) (3,443)
Total Stockholders’ Equity 1,232,121 993,695
Total Liabilities and Stockholders’ Equity $ 3,149,462 $2,212,034

See Notes to Consolidated Financial Statements
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Beazer Homes USA, Inc.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EqQuUITY
{dollars in thousands)

Accumulated

Unearned Other
Preferred Common  Paidin Retained Treasury  Restricted Comprehensive
Stock Stock Capital Earnings Stock Stock Loss Total
Balance, September 30, 2001 $— S 124 $202,121 $215970 $(61,510) $(2,027) $ (3,483) $ 351,195
Comprehensive income:
Net income 122,634 122,634
Unrealized loss on interest rate
swaps, net of tax of $845 (1,294) (1,294)
Total comprehensive income 1 1340
Amortization of unearned restricted stock 2,365 2,365
Exercises of stock options (298,907 shares) 3 5,159 5,162
Issuance of Bonus Stock (53,328 shares) 1 813 814
Tax benefit from stock transactions 12,235 12,235
Issuance of restricted stock (79,337 shares) 6,281 (6,281) -
Stock issued for Crossmann
acquisition (3,857,166 shares) 39 308,534 308,573
Purchase of treasury stock (31,072 shares) (2,169) (2,169)
Other 317 (317) -
Balance, September 30, 2002 — 167 535,460 338,604 (63,679)  (6,260) (4,777) 799,515
Comprehensive income:
Net income 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
restricted stock 3,984 3,084
Exercises of stock options (462,506 shares) 6 9,799 9,805
I[ssuance of Bonus Stock (97,231 shares) 1,735 1,735
Tax benefit from stock transactions 11,502 11,502
Issuance of restricted stock (213,642 shares) 2 13,280 (13,282) -
Purchase of treasury stock (128,000 shares) (6,925) (6,925)
Other 294 (294) -
Balance, September 30, 2003 - 175 572,070 511,349 (70,604) (15,852) (3,443) 993,695
Comprehensive income:
Netincome 235811 235,811
Unrealized gain on interest rate
swaps, net of tax of $1,849 2,833 2,833
Total comprehensive income 238,644
Dividends Paid (5,439) (5,459)
Amortization of unearned restricted stock 7,381 7,381
Change in fair value of
unearned compensation 753 (753) -
Exercises of stock options (259,467 shares) 3 5,359 5,362
Tax benefit from stock transactions 8,127 8,127
Issuance of Bonus Stock (68,137 shares) 1 1,916 1,917
Issuance of restricted stock (39,693 shares) 4,736 (4,736) -
Purchase of treasury stock (179,800 shares) (17,546) (17,546)
Other 788 (788) -
Balance, September 30, 2004 $— $ 179 $593,749 $741,701 $(88,150) $(14,748) $ (610) $1,232,121

See Notes to Consolidated Financial Statements
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Beazer Homes USA, INc.

Consoupatep STATEMENTS OF CASH FLows
(dollars in thousands)

Year Ended September 30,
2004 2003 2002
Cash flows from operating activities:
Netincome $ 235,811 $ 172,745 $ 122,634
Adjustments to reconcile net income to net cash
provided/(used) by operating activities:
Depreciation and amortization 15,755 13,220 9,453
Loss on extinguishment of debt - 7,570 -
Deferred income tax provision (benefit) (22,740) 87 (6,613)
Tax benefit from stock transactions 8,127 11,502 12,235
Equity in earnings of unconsolidated joint ventures (1,561) ,597) (2,338)
Changes in operating assets and liabilities, net of effects from acquisitions:
Increase in accounts receivable (4,571) (11,674) (13,601)
Increase in inventory (410,525) (328,893) (152,990)
Decrease/(increase) in other assets (16,828) (1,431) 17,949
Increase/(decrease) in trade accounts payable (2,234) 16,967 23,481
Increase in other liabilities 123,210 79,257 48,300
Other changes 1,837 1,198 954
Net cash provided/(used) by operating activities (73,719) (41,049) 59,464
Cash flows from investing activities:
Capital expenditures (10,271) (9,325) (8,213)
Proceeds from sale of fixed assets - — 4,800
Investments in unconsolidated joint ventures (25,844) (4,941) (3,146)
Distributions from and proceeds from sale of unconsolidated joint ventures 5,639 7,714 12,736
Acquisitions, net of cash acquired - - (320,810)
Net cash used by investing activities (30,476) (6,552) (314,633)
Cash flows from financing activities:
Proceeds from Term Loan 200,000 200,000 -
Repayment of Term Loan (200,000) {100,000) -
Redemption of 8 %% Senior Notes -~ (104,438) -
Proceeds from issuance of 8 %% Senior Notes ~ - 343,000
Proceeds from issuance of 6 4% Senior Notes 198,100 — -
Proceeds from issuance of 4 %% Convertible Senior Notes 174,600 - -
Debtissuance costs (3,354) (2,458) (7,513)
Proceeds from stock option exercises 5,362 9,805 5,162
Common share repurchases (17,546) (6,925) (2,169)
Dividends paid (5,459) - -
Net cash provided/(used) by financing activities 351,703 (4,016) 338,480
Increase/(decrease) in cash and cash equivalents 247,508 (31,617) 83,311
Cash and cash equivalents at beginning of year 73,372 124,989 41,678
Cash and cash equivalents at end of year $ 320,880 $ 73,372 $ 124,986
Supplemental cash flow information:
Interest paid $ 65,237 $ 67,580 $ 37,178
Income taxes paid $ 170,475 $ 77,904 $ 81,534
Supplemental disclosure of non-cash activity:
Issuance of common stock related to acquisition $ - $ - $ 308,573
Consolidated inventory not owned $ 188,585 $ 30,457 $ -
Land acquired through issuance of notes payable $ 21,502 $ - $ -

See Notes to Consolidated Financial Statements
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(1) Summary oF SIGNIFICANT ACCOUNTING PoLIcIES

Orcanization - Beazer Homes USA, Inc. is one of the ten larg-
est homebuilders in the United States based on number of
homes closed. We design, sell and build primarily single-fam-
ily homes in over 35 markets located in Arizona, California,
Colorado, Delaware, Florida, Georgia, Indiana, Kentucky,
Maryland, Mississippi, Nevada, New Jersey, North Carolina,
Ohio, Pennsylvania, South Carolina, Tennessee, Texas,
Virginia and West Virginia. We also provide mortgage origi-
nation services for our homebuyers through Beazer Mortgage
Corporation, or Beazer Mortgage. In addition, we provide
title services to our homebuyers in many of our markets.

Presentanion - 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 develop-
ment costs are capitalized in inventory during the develop-
ment and construction period. Sold units are expensed on a
specific identification 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.

INVESTMENTS IN AND ADVANCES TO UNCONSOLIDATED JOINT VENTURES ~
We participate i 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 homebuild-
ers to develop finished lots for sale to the joint venture'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 buyers. Our share of profits
from lots we purchase from the joint ventures are deferred and
treated as a reduction of the cost of the land purchased from the
joint venture. Such profits are subsequently recognized at the
time the home closes and title passes to the homebuyer.

Our joint ventures typically obtain secured acquisition,
development and construction financing. At September 30,
2004, our unconsolidated joint ventures had borrowings out-
standing totaling $128.1 million. In some instances, we and our
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joint venture partners have provided varying levels of guaran-
tees of debt of our unconsolidated joint ventures. AtSeptember
30,2004, we had repayment guarantees of $10 million and loan-
to-value maintenance guarantees of $56.8 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.

ProperTy, PLanT anD EquipMenT = Property, plant and equipment
are recorded at cost. Depreciation is computed on a straight line
basis at rates based on estimated useful lives as follows:

Buildings 15 years
Machinery and equipment 3-12years
Information systems 3—5years
Furniture and fixtures 3 -5 years

ImPAIRMENT OF Lone Livep Assets — 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 1s 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 impairment annually, or more frequently if an event occurs
or circumstances change that more likely than not recluce the
value of areporting unit below its carrying value. For purposes
of goodwill impairment testing, we compare the fair value of
each reporting unit with 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 is measured by the amount
by which the carrying amount of the goodwill exceeds implied
fair value of that goodwill. We performed our annual impair-
ment test of goodwill as of April 30, 2004. For purposes of our
annual goodwill impairment test, we obtained independent
valuations of our reporting units. Based on comparison of
those independent valuations to the carrying values of our
reporting units at April 30, 2004, we determined that goodwill
was not impaired.

33



Beazer Homes USA, Inc. - 2004 Form 10-K

Other Assers - Other assets include prepaid expenses, debt
1ssuance costs and deferred compensation plan assets.

Income Taxes — Deferred tax assets and liabilities are deter-
mined based on differences between financial reporting
carrying values and tax bases of assets and liabilities and
are measured using the enacted tax rates and laws thatare
expected to be in effect when the differences are expected to
reverse.

Otuer Liasiumies - Other liabilities include homebuyer depos-
its, land purchase obligations, accrued compensation, accrued
warranty costs and various other accrued expenses.

IncomEe RECOGNITION AND 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 expense.

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
expense 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 $44,696,000, $34,775,000 and
$28,237,000 for fiscal years 2004, 2003 and 2002, respectively,
are expensed as incurred and are included in selling, general
and administrative expense.

EarninGs PER SHare = The computation of basic earnings per
common share is determined by dividing net income applicable
to common shareholders by the weighted average number of
common shares outstanding during the period. Diluted earn-
ings per share additionally gives effect (when dilutive) to stock
options and other stock based awards and other potentially dilu-
tive securities.

34

Fair VaLue of FinanciaL InstrumenTs = The historical carrying
amount of cash and cash equivalents and our Term Loan are
reasonable estimates of their fair value. 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 approxi-
mately $1,010.2 million at September 30, 2004 and $593.0
million at September 30, 2003. The fair values of our interest
rate swaps, based on current rates, approximated $1.0 million
at September 30, 2004 and $5.6 million at September 30, 2003,
and is included in other liabilities.

Stack-BAsep Compensation - We account for stock awards
granted to employees under the recognition and measurement
principles of Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” and related
Interpretations. 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. Restricted stock granted to
employees is valued 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 Statement
of Financial Accounting Standards (“SFAS”) No. 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, or in Conjunction with Selling, Goods or Services.”
Stock options issued to non-employees are valued using the
Black-Scholes option pricing model. Restricted stock granted to
non-employees is initially valued 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 1s adjusted on a quarterly
basis to reflect changes in the market value of Beazer Homes’
common stock. Unearned compensation is shown as a reduc-
tion of stockholders’ equity in the consolidated balance sheets.
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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 No. 123, “Accounting for Stock-Based Compensation” as amended by
SFAS No. 148 “Accounting for Stock-Based Compensation — Transition and Disclosure,” to stock-based employee compensation:

Year Ended September 30,
2004 2003 2002

Net income, as reported $ 235,811 $ 172,745 $ 122,634
Add: Stock-based employee compensation expense included in

reported net income, net of related tax effects 4,503 2,410 1,443
Deduct: Total stock-based employee compensation expense determined

under fair value based method for all awards, net of related tax effects (7,521) (5,409) (3,057)
Pro forma net income $ 232,793 $ 169,746 $ 121,020
Earnings per share:

Basic—as reported $ 17.74 $ 13.41 $ 11.64

Basic —pro forma $ 1751 $ 1317 $ 1149

Diluted —as reported $ 17.09 $ 12.78 $ 10.74

Diluted - pro forma $  16.97 $ 12,65 $ 10.66

The weighted average fair value of each option granted during the years ended September 30, 2004, 2003 and 2002 was
$40.81, $32.89 and $38.30, 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:

2004 2003 2002
Expected volatility 44.14% 46.70% 40.70%
Expected dividend yield 0.40% none none
Risk-free interest rate 3.13% 3.60% 4.90%
Expected life (in years) 5 7 7

Use of Estimates - The preparation of financial statements in
conformity with accounting principles generally accepted in
the United States of America requires management to make
estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and lia-
bilities 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.

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

Recent AccounTiNg ProNouNcemenTs — In September 2004, the
Emerging Issues Task Force (“EITE”) of the FASB reached a
consensus on EITF Issue No. 04-8: “The Effect of Contingently
Convertible Debt on Diluted Earnings Per Share” (“EITF 04-8").
The consensus was ratified by the FASB in October 2004.

EITF 04-8 requires that shares issuable upon conversion of
contingently convertible debt instruments (“Co-Cos” ) be
included in diluted earnings per share computations using the
“if-converted method” regardless of whether the issuer’s stock
price exceeds the contingent conversion price. Prior to EITTF 04-8,
shares issuable upon conversion of Co-Cos were generally
excluded from diluted earnings per share computations until
the issuer’s stock price exceeded the contingent conversion price.
EITF 04-8, which applies to our 4 %% Convertible Senior Notes
issued in June 2004, is expected to be effective for reporting
periods ending on or after December 15, 2004, the first quarter
of our fiscal 2005. Restatement of prior period earnings per share
amounts presented for comparative purposes will be required.
If we had reported fiscal 2004 diluted earnings per share under
EITF 04-8, we would have reported earnings of $16.77 per
diluted share, as compared to reported earnings of $17.09 per
diluted share.
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(2) AcquisiTions

Effective April 17, 2002, Beazer Homes acquired
Crossmann Communities, Inc. (“Crossmann”). Crossmann
built single-family homes in Indiana — its home base — with
operations in Kentucky, Mississippi, North Carolina, Ohio,
South Carolina and Tennessee. This acquisition repre-
sented our entry into the Midwest region and strengthened
our focus on the first-time homebuyer segment. We have
included Crossmann's operating results in our consolidated
financial statements since April 1, 2002,

The aggregate merger consideration we paid totaled
approximately $500.2 million and consisted of approximately
3.9 million shares of Beazer Homes common stock (approxi-
mately $308.6 million) and approximately $191.6 million in
cash. In connection with the merger, we also repaid approxi-
mately $125.4 million of Crossmann debt, resulting in total
consideration paid of $625.6 million. The cash portion of the
merger consideration and the repayment of Crossmann debt
upon the merger were funded from net proceeds of our issu-
ance of $350 million 8 %% Senior Notes due 2012 in a private
placement on April 17,2002,

The acquisition was accounted for as a purchase; accord-
ingly, the purchase price was allocated to reflect the fair
value of assets and liabilities acquired. Under this method,
Crossmann assets acquired and liabilities assumed were
recorded on our balance sheet at their fair market value as of
April 1, 2002. This resulted in an inventory write-up to fair
value of $26.9 million and a write-down of fixed assets to fair
value of $1.1 million. This acquisition resulted in approxi-
mately $239.9 million of goodwill, none of which is deductible
for income tax purposes.

The following table summarizes the estimated fair values of
the assets acquired and liabilities assumed at the date of acqui-
sition (in thousands):

Inventory $357,801
Property, plant and equipment, net 9,085
Goodwill 239,919
Other assets 61,722

Total assets acquired $668,527
Accounts payable and accrued liabilities $ 31,435
Revolving credit facility 59,600
Other debt 63,641

Total liabilities assumed 154,696
Net assets acquired $513,831
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The following unaudited pro forma financial data (in
thousands, except per share amounts) gives effect to our
acquisition of Crossmann as if it had occurred on the first day
of fiscal 2002 (the year of acquisition). The pro forma financial
data is provided for comparative purposes only and 1s not nec-
essarily indicative of the results that would have been obtained
if the acquisition had been effected at that date.

Year Ended September 30, 2002

Total revenues $ 3,046,841
Net income $ 141,753
Net income per share:
Basic $ 11.37
Diluted $ 10.62

{3) Dervative INsTRUMENTS AND HEDGING AcTIVITIES

We are exposed to fluctuations in interest rates. We enter
into derivative agreements to manage interest costs and hedge
against risks associated with fluctuating interest rates. We
donotenter into or hold derivatives for trading or specula-
tive 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 floating rate debt. The Swap Agreements
mature in December 2004.

The Swap Agreements have been designated as cash
flow hedges and accordingly, are 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. Amounts to be received or
paid as a result of the Swap Agreements are accrued and rec-
ognized as adjustments to interest related to the designated
debt. The net effect of this accounting on our operating results
is that interest on the variable-rate debt is generally recorded
based on fixed interest rates. No portion of these hedges
was considered ineffective for the year ended September 30,
2004. We expect to reclassify approximately $610,000, net of
taxes of $354,000, from other comprehensive loss to interest
expense over the next twelve months.

Asaresult of the Swap Agreements, we have recorded a
cumulative after-tax other comprehensive loss of $610,000 as
of September 30, 2004, The estimated fair value of the Swap
Agreements, based on current market rates, approximated $1
million at September 30, 2004 and is included in other Liabilities.




(4) INVENTORY

Inventory consists of (in thousands):
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September 30,
2004 2003
Homes under construction $ 847,517 $ 638,909
Development projects in progress 1,105,933 919,257
Unimproved land held for future development 57,563 33,583
Model homes 78,317 76,060
Consolidated inventory not owned 254,765 35,674
$2,344,095 $1,723,483

Homes under construction include homes finished and
ready for delivery and homes in various stages of construction.
We had 345 ($69.1 million) and 362 ($58.3 million) completed
homes that were not subject to a sales contract, not including
model homes, at September 30, 2004, and 2003, 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 $400.6 million and $323.8 mil-
lion at September 30, 2004, and 2003, 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 ata
certain price. Under option contracts, both with and without
spectfic 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
limited to forfeiture of the non-refundable deposits, letters
of credit and other non-refundable amounts incurred, which
aggregated approximately $180.7 million at September 30,
2004. This amount includes letters of credit of approximately
$57.8 million. Below is a summary of amounts, net of cash
deposits, committed under all options at September 30, 2004
(in thousands):

Aggregate Exercise
Price of Options
Options with specific performance $ 28,184
Options without specific performance 1,763,158
Total options $1,791,342

We expect to exercise all of our option contracts with
specific performance obligations and, subject to market condi-
tions, 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 development
activities, can have a significant impact on the timing of option
exercises. Under their current terms, and assuming no signifi-
cant changes in market conditions or other factors, we expect to
exercise our land options as follows (in thousands):

Year Ending September 30,

2005 $ 397,314
2006 583,068
Thereafter 810,960
Total $1,791,342

Certain of our option contracts are with sellers who are
deemed to be Variable Interest Entities (“VIEs") under FASB
Interpretation No. 46, “Consolidation of Variable Interest
Entities, an Interpretation of ARB No. 51" (“FIN 46”).
FIN 46 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 46, an enterprise that absorbs a majority of
the expected losses or recelves a majority of the expected resid-
ual returns of a VIE 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. OQur risk 1s generally lim-
ited 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
beneficiary, we are required to consolidate the land under
option at fair value. We believe that the exercise prices of our
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option contracts approximate their fair value. Qur consoli-
dated balance sheets at September 30, 2004 and 2003 reflect
consalidated inventory not owned of $254.8 million and $35.7
million, respectively. Obligations related to consolidated
inventory not owned totaled $219.0 million at September 30,
2004 and $30.5 million at September 30, 2003, The difference
between the balances of consolidated inventory not owned
and obligations related to consolidated inventory not owned
represents cash depuosits paid under the option agreements.

(5) INTEREST

Information regarding interest (in thousands) is as follows:

The increase in consolidated inventory not owned and the
related obligations is due primarily to the transition provisions
of FIN 46, which applied immediately to VIEs created after
January 31, 2003, and with respect to variable interests held
before February 1, 2003, applied beginning with our quarter
ended March 31, 2004. The above disclosures of amounts
committed under options include our obligations related to
consolidated inventory not owned.

Year Ended September 30,
2004 2003 2002
Capitalized interest in inventory, beginning of year $ 34,285 $ 24,441 $ 16,271
Interest incurred and capitalized 76,035 65,295 51,171
Capitalized interest amortized to cost of sales (66,199) (55,451) (43,001)
Capitalized interest in inventory, end of the year $ 44,121 $ 34,285 $ 24,441
(6) ProperTY, PLANT AND EQUIPMENT
Property, plant and equipment consists of (in thousands):
September 30,
2004 2003
Land and buildings $ 5,464 $ 1,011
Leasehold improvements 7,100 5,429
Machinery and equipment 20,459 18,954
Information systems 17,226 14,608
Furniture and fixtures 13,307 13,960
63,556 53,962
Less: Accumulated depreciation (38,885) (34,777)
Property, plant and equipment, net $ 24,671 $ 19,185

{7) Creoir FaciTy

In May 2004 we amended and restated our existing bank
credit facility (the “Credit Facility”) to increase the banks’
commitments and extend the maturity date for one year. The
amended Credit Facility includes a $550 million four-year
revolving credit facility (the “Revolving Credit Facility”)
and a $200 million four-year term loan (the “Term Loan™).
The Revolving Credit Facility and Term Loan now mature
in June 2008. The Revolving Credit Facility and the Term
Loan bear interest at a fluctuating rate (3.3% at September 30,
2004) based upon LLIBOR or the alternate base rate of interest
announced by our lead bank. The Credit Facility contains vari-
ous operating and financial covenants. Each of our significant
subsidiaries is a guarantor under the Credit Facility.
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Available borrowings under the Revolving Credit Facility
are limited to certain percentages of homes under contract,
unsold homes, substantially improved lots and accounts
receivable. At September 30, 2004, we had no borrowings
outstanding, and had available borrowings of $239.4 million
under the Revolving Credit Facility.

Asdiscussed in Note 3, we entered into Swap Agreements
to manage interest costs and hedge against risks associated with
fluctuating interest rates related to $100 million of floating rate
debt. As of September 30, 2004, we had entered into interest
rate swaps to effectively fix the interest rate (before spread)
on $100 million in floating rate debt as follows: $75 million
is fixed at 5.925% per annum; $10 million is fixed at 5.17%
per annum; $5 million is fixed at 5.50% per annum; and $10
million is fixed at 5.055% per annum. The Swap Agreements
expire in December 2004.




(8) Senior Nores

[n June 2004, we issued $180 million aggregate princi-
pal amount of 4 %% Convertible Senior Notes due 2024 (the
“Convertible Senior Notes”') in a private placement pursuant
to Rule 144A promulgated under the Securities Act of 1933,
as amended. In August 2004 we filed a registration statement
on Form 3-3 with the SEC covering resales of the Convertible
Senior Notes and the common stock issuable upon conver-
sionn. The Convertible Senior Notes were 1ssued at a price
of 100% of their face amount (before underwriting discount
and other issuance costs). Interest on the Convertible Senior
Notes is payable semiannually beginning December 2004.
Beginning with the six-month interest period commencing
on June 15, 2009, we will pay contingent interest during a six-
month interest period if the average trading price of the notes
for afive trading day reference period equals or exceeds 120%
of the principal amount of the notes. The notes are convertible
by holders into shares of our common stock at an initial con-
version rate of 6.48 shares of Beazer Homes common stock per
$1,000 principal amount (subject to adjustment for customary
reasons), representing an initial conversion price of $154.32
per share of common stock, under the following circum-
stances: a) during any calendar quarter, if the last reported sale
price of our common stock for at least 20 trading days during
the period of 30 consecutive trading days ending on the last
trading day of the previous calendar quarter is greater than or
equal to 120% of the conversion price on such last trading day;
b) subject to certain limitations, during the five consecutive
trading days after any five consecutive trading days in which
the trading price per $1,000 principal amount of notes for each
day of that period is less than 98% of the product of the last
reported sale price of our common stock and the conversion
rate of the notes on each such day, provided thatif the price of
our common stock 1ssuable upon conversion is between 100%
and 120% of the conversion price, holders will be entitled
to recelve upon conversion only the value of the principal
amount of the notes converted plus accrued and unpaid inter-
est, including contingent interest and additional amounts
owed, if any, ¢) if the notes have been called for redemption,

d) upon the occurrence of specified corporate transactions,

e) during any period in which the credit rating assigned to
the notes by either Moody’s or S&P is lower than B1 or B+,
respectively, or the notes are no longer rated by at least one of
these rating services or their successors.

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, initially at 101.321% of the principal amount, declining
to 100% of the principal amount after June 15, 2011. Holders
have the right to require us to purchase all or any portion of
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the Convertible Senior Notes for cash on 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 pur-
chased plus any accrued and unpaid interest, including con-
tingent interest, 1f any, and any additional amounts owed, if
any, to such purchase date.

In November 2003 we issued $200 million 6 %% Senior
Notes due November 2013 (the “Original Notes”) in a pri-
vate placement pursuant to Rule 144A and Regulation S
promulgated under the Securities Act of 1933, as amended.
The Original Notes were issued at a price of 100% of their
face amount (before underwriting discount and other issu-
ance costs). [n May 2004 we completed an offer to exchange
all of the outstanding Original Notes for an equal amount of
6 4% Senior Notes due November 2013 (the “6 1A% Senior
Notes”), which were registered under the Securities Act of
1933, Interest on the 6 /4% Senior Notes is payable semian-
nually. We may, at our option, redeem the 6 %% Senior Notes
in whole or in part at any time after November 2008, initially
at 103.250% of the principal amount, declining to 100% of
the principal amount after November 2011. We may redeem
the 6 2% Senior Notes, in whole or in part, at any time before
November 2008 at a redemption price equal to the principal
amount thereof plus a “make-whole” premium, plus accrued
and unpaid interest. A portion of such notes may also be
redeemed prior to November 2006 under certain conditions.

In April 2002 we issued $350 million 8 %% Senior Notes
due April 2012 (the “Original Notes") in a private placement
pursuant to Rule 144 A and Regulation S promulgated under
the Securities Act of 1933, as amended. In September 2002 we
completed an offer to exchange all of the outstanding Original
Notes for an equal amount of 8 % Senior Notes due 2012 (the
“8 %% Senior Notes"), which were registered under the
Securities Act of 1933. The terms of the 8 %% Senior Notes
were substantially identical to the terms of the Original Notes.
The Original Notes were issued at a price of 100% of their face
amount (before underwriting discount 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 after April 2007, initially at 104.188%
of the principal amount, declining to 100% of the principal
amount after April 2010. A portion of such notes may also be
redeemed prior to April 2005 under certain conditions. We
used the proceeds from the issuance of the 8 %% Senior Notes
to fund the cash portion of the Crossmann acquisition, to
repay Crossmann's outstanding net indebtedness, to reduce
borrowings under our revolving credit facility at the time, and
to pay related fees, commissions and other expenses.
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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 discount 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 at any time after May 2006, initially
at 104.3125% of the principal amount, declining to 100% of the
principal amount after May 2009.

During fiscal 2003, we retired our $100 million 8 4%
Senior Notes due in 2008 (the “'8 7%% Senior Notes”). The
8 7% Senior Notes were redeemed at 104.438% of the princi-
pal amount, plus accrued interest. As a result of the redemp-
tion 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 /4% Senior Notes,
the 8 %% Senior Notes and the 8 %% Senior Notes (collectively
the “Senior Notes”) are unsecured obligations ranking par1
passu with all other existing and future senior indebtedness.
All of our significant subsidiaries are full and unconditional
guarantors of the Senior Notes and our obligations under the
Credit Facility, and arejointly and severally liable for obliga-
tions 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 limita-
tions on payment of dividends. At September 30, 2004, under
the most restrictive covenants of each indenture, approxi-
mately $289.7 million 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 certain specified amounts of
outstanding Senior Notes.

As of September 30, 2004, future maturities of long-term
debt are as follows (in thousands):

Year Ending September 30,

2005 $ 17,811
2006 4,256
2007 -
2008 200,000
2009 _
Thereafter 930,000

Total $1,152,067
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(9) Income Taxes

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

Year Ended September 30,
2004 2003 2002
Current:
Federal $ 153,228 $ 106,871 $ 78,700
State 22,427 16,261 13,566
Deferred (24,891) (10,348) (12,850)
Total $ 150,764 $ 112,784 $79,425

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,
2004 2003 2002

Income tax computed

at statutory rate $135,298 $ 99,935 $ 70,721
State income taxes, net

of federal benefit 16,226 12,764 8,524
Other (760) 85 180

Total $ 150,764 $ 112,784 $ 79,425

Deferred tax assets and liabilities are composed of the fol-
lowing (in thousands):

September 30,

2004 2003
Deferred Tax Assets:
Warranty and other reserves $ 40,900 $ 19,352
Incentive compensation 7,377 3,752
Property, equipment and other assets 2,275 3,604
Interest rate swaps 354 2,203
Other 1,562 767
Total Deferred Tax Assets 52,468 29,678
Deferred Tax Liabilities:
Inventory valuation (5,416) (3,518)
Net Deferred Tax Asset $ 47,052 $ 26,160

We believe that based upon our history of profitable
operations, it is more likely than not that our net deferred tax
asset 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 $14,116,000,
$11,562,000and $9,654,000 for the years ended September 30,
2004, 2003 and 2002, respectively. As of September 30, 2004,
future minimum lease payments under noncancelable oper-
ating lease agreements are as follows (in thousands):

Year Ending September 30,

2005 $10,462
2006 9,049
2007 7,096
2008 3,770
2009 4,250
Thereafter 4506
Total $41,133

(11) StockHoLoers’ EquiTy

PrererRED STock ~ We currently have no shares of preferred
stock outstanding.

Common Stock RepurcHase Puan — [n February 2003, our Board
of Directors approved a stock repurchase plan authorizing the
purchase of up to one million shares of our outstanding com-
mon stock. During fiscal 2004, we repurchased 179,800 shares
for an aggregate purchase price of $17.5 million or approxi-
mately $98 per share pursuant to the plan. During fiscal 2003,
we repurchased 128,000 shares for an aggregate purchase price

(12) EArNINGS PER SHARE
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of $6.9 million or approximately $54 per share pursuant to the
plan. At September 30, 2004, we were authorized to purchase
upto 692,200 additional shares pursuant to the plan.

SHareHoLDER RIGHTS PLaN - 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 princi-
pally the acquisition 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 exer-
cise price, a number 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 shareholder of
Beazer Homes. The Rights expire in June 2006.

Dwioenos - During fiscal 2004, the Company paid quar-
terly cash dividends of $0.10 per common share, or a total of
approximately $5.5 million. No dividends were paid during
fiscal years 2003 or 2002.

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

Year Ended September 30,
2004 2003 2002

Basic:
Net income $ 235,811 $ 172,745 $ 122,634
Weighted average number of common shares outstanding 13,293 12,886 10,535
Basic earnings per share $ 17.74 % 13.41 $ 11.64
Diluted:
Net income applicable to common stockholders $ 235,811 $ 172,745 $ 122,634
Weighted average number of common shares outstanding 13,293 12,886 10,535
Effect of dilutive securities:

Restricted stock units 243 252 364

Options to acquire common stock 265 376 516
Diluted weighted average number of common shares outstanding 13,801 13,514 11,415
Diluted earnings per share $ 17.09 $ 12.78 $ 1074
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Options to purchase 137,326 and 143,898 shares of com-
mon stock were not included in the computation of diluted
earnings per share for the years ended Septermber 30, 2003
and 2002, respectively, because the options’ exercise price was
greater than the average market price of the common shares
during those years.

In September 2004, the Emerging Issues Task Force
("EITF”) of the FASB reached a consensus on EITF Issue
No. 04-8: “The Effect of Contingently Convertible Debt on
Diluted Earnings Per Share” (“EITT 04-8"). The consensus
was ratified by the FASB in October 2004. EITT 04-8 requires
that shares issuable upon conversion of contingently convertible
debt instruments (“Co-Cos”') be included in diluted earnings
per share computations using the “if-converted method”
regardless of whether the issuer’s stock price exceeds the con-
tingent conversion price. Prior to EITF 04-8, shares issuable
upon conversion of Co-Cos were generally excluded from diluted
earnings per share computations until the issuer’s stock price
exceeded the contingent conversion price. EITF 04-8, which
applies to our 4 %% Convertible Senior Notes issued in June
2004, is expected to be effective for reporting periods ending
on or after December 15, 2004, the first quarter of our fiscal
2005. Restatement of prior period earnings per share amounts
presented for comparative purposes will be required. If we
had reported fiscal 2004 diluted earnings per share under
EITF 04-8, we would have reported earnings of $16.77 per
diluted share.

(13) ReniREMENT PLAN AND ENCENTIVE AWARDS

401(x) Remirement Pran — We sponsor a 401(k) Plan (the
“Plan""). Substantially all employees are eligible for participa-
tion 1n the Plan after completing one 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
compensated individuals. We match 50% of the first 6% of the
participant’s contributions. The participant’s contributions
vest 100% immediately, while our contributions vest over five
years. Our total contributions for the years ended September
30,2004, 2003 and 2002 were approximately $2,764,000,
$2,022,000 and $1,851,000, respectively.

Dererrep Compensation PLan = 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 DCP Plan allows the executives
to defer current compensation on a pre-tax basis to a future
year, up until termination of employment. The objectives of
the DCP Plan are to assist executives with financial planning
and capital accumulation and to provide the Company with a
method of attracting, rewarding, and retaining highly compen-
sated executives. Participation in the DCP Plan is voluntary.
Beazer Homes may voluntarily make a contribution to the
participants’ DCP accounts. For the years ended September 30,
2004, 2003 and 2002, Beazer Homes contributed $2,814,000,
$626,000 and $284,000, respectively, to the DCP Plan.

Stock Incentive PLans - 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 have
the Non-Employee Director Stock Option Plan (the “Non-
Employee Director Plan™). At September 30, 2004, we had
reserved 3,975,000 shares of common stock for issuance under
our various stock incentive plans, of which 1,007,348 shares
are available for future grants.

Stock OptioN 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
exercisableat the fair market value of the common stock on the
grant date, vest three years after the date of grant and may be
exercised thereafter until their expiration, subject to forfeiture
upon termination of employment as provided in the applicable
plan. Stock options granted prior to fiscal 2004, generally
expire on the tenth anniversary from the date such options were
granted. Stock options granted in fiscal 2004 expire on the sev-
enth anniversary from the date such options were granted.

Stock Oprion Awarps — Information regarding activity under our stock option plans is summarized as follows:

Year Ended September 30, 2004

2003 2002

Weighted Average

Weighted Average Weighted Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price

Options outstanding at

beginning of year 792,715 $41.48 1,070,880 $28.37 1,230,540 $19.62
Granted 103,388 $98.72 214,577 $62.21 166,245 $75.10
Exercised (259,467) $20.66 (462,506) $21.69 (298,907) $18.46
Forfeited (29,368) $69.21 (30,236) $47.40 (26,998)  $27.10
Options outstanding atend of year 607,268 $58.78 792,715 $41.48 1,070,880 $28.37
Options exercisable at end of year 199,620 $21.76 455,087 $20.69 390,537 $19.86
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The following table summarizes information about stock options outstanding and exercisable at September 30, 2004:

Stock Options Qutstanding

Stock Options Exercisable

Weighted Average

Range of Number Contractual Remaining Weighted Average Number Weighted Average
Exercise Prices QOutstanding Life (Years) Exercise Price Exercisable Exercise Price
$18-%24 199,620 5.41 $21.76 199,620 $21.76
$56-$63 177,228 8.10 62.15 - -
$74-$87 130,562 7.57 80.30 - -
$97-$99 99,858 6.32 98.72 - -
607,268 199,620

OTHER SToCKk AwarDs - 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 stockholders 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 performance goals are achieved.
Compensation expense recognized for such awards totaled
$5,581,000, $3,984,000 and $2,365,000 for the years ended
Septemnber 30, 2004, 2003 and 2002 respectively.

Activity relating to restricted stock awards 1s summarized

as follows:
Year Ended September 30,
2004 2003 2002

Restricted shares,

beginning of year 292,953 88,337 134,625
Shares awarded 47,948 215,642 79,337
Shares forfeited (6,229) (2,026) -
Shares vested - (9,000) (125,625)
Restricted shares,

end of year 334,672 292,953 88,337

We have an incentive compensation plan (called the
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 compensa-
tion under the plan. 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 par-
ticipant. 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 employment
terminate during the vesting period, the deferred incentive
compensation is settled in cash and stock, depending on the
cause of termination.

Activity relating to Bonus Stock 1s as follows:

Year Ended Septernber 30,

2004 2003 2002

Bonus Stock issuable,

beginning of year 128,404 209,158 237,362
Shares awarded 36,833 22,847 28,029
Shares forfeited (712) (6,370) (2,903)
Shares vested and issued (68,137)  (97,231)  (53,328)
Bonus Stock 1ssuable,

end of year 96,388 128,404 209,158

Our former Chief Financial Officer resigned effective
September 30, 2003. Effective October 1, 2003, Beazer Homes
and our former CFO entered into a consulting and non-compete
agreement pursuant to which our former CFO will retain and
continue to vest in various stock awards during the two-year
life of the agreement which would have otherwise been forfeited
upon termination, representing up to 46,409 shares of the
Company's common stock. Our consolidated balance sheets at
September 30, 2004 and 2003 include $2,050,000 and $3,100,000,
respectively, of unearned compensation cost reflecting the fair
value of the stock awards as of each balance sheet date. Such
unearned compensation cost, as adjusted by changes in the
value of the Company’s common stock, is being recognized
over the two-year life of the consulting and non-compete
agreement. Compensation expense recognized for such awards
totaled $1,800,000 for the year ended September 30, 2004.

{14) CONTINGENCIES

TriniTy CLaims — We and certain of our subsidiaries have been,
and continue to be named, as defendants in various construc-
tion defect claims, complaints and other legal actions that
include claims related to moisture intrusion and mold. We
have experienced a significant number of such claims in our
Midwestern region and particularly with respect to homes
built by Trinity Homes LL.C, a subsidiary we acquired in the
Crossmann acquisition in 2002,
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As of September 30, 2004, there were eleven pending
lawsuits related to such complaints received by Trinity. Ten
of these involve suits by individual homeowners, and the cost
to resolve these matters is not expected to be material, either
individually or in the aggregate. One of these suits is a class
action sult that was filed in the State of Indiana in August 2003.
The parties in the class action engaged in a series of mediation
conferences which resulted in an agreement for a proposed
settlement of the case. The parties submitted settlement docu-
ments to the court, which the court preliminarily approved on
August 6, 2004, A Fairness Hearing was held on October 18,
2004 and the court approved the settlement agreement on
October 20, 2004.

The settlement class includes, with certain exclusions,
the current owners of all Trinity homes that have brick veneer,
where the closing of Trinity’s initial sale of the home took
place between June 1, 1998 and October 31, 2002. The settle-
ment agreement establishes an agreed protocol and process for
assessment and remediation of any external water intrusion
issues at the homes which includes, among other things, that
the homes will be repaired at Trinity’s expense. The settle-
ment agreement also provides for plaintiffs’ attorneys' fees
and for Trinity to pav an agreed amount per home for engi-
neering inspection costs for each home for which a claim is
filed under the settlement.

Under the settlement, subject to Trinity’s timely perform-
ance of the specified assessments and remediation activities
for homeowners who file claims, each homeowner releases
Trimity, Beazer Homes Investment Corp. and other affiliated
companies, including Beazer Homes, from the claims asserted
in the class action lawsuit, claims arising out of external water
intrusion, and claims of improper brick installation, including
property damage claims, loss or diminution of property value
claims, and most personal injury claims, among others. There
was a 30-day timeframe, which ended on November 19, 2004,
toappeal the court’s order approving the settlement. No appeals
were received by the court within the timeframe established. The
Company expects to send out the claims notices on or about
December 20, 2004 and the class members will have 60 days to
file claims.

Our warranty reserves at September 30, 2004 and 2003
include accruals for our estimated costs to assess and remediate
all homes for which Trinity had received complaints related to
moisture intrusion and mold, including a provision for legal fees.
Our warranty reserves at September 30, 2004 also include a pro-
vision for estimated plaintiffs’ attorneys’ fees and for engineering
inspection costs related to the settlement discussed above. Itis
probable that we have incurred additional losses relating to the
remediation of homes of class members from whom we have not
yet received complaints. However, due to the uncertainty sur-
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rounding the number of claims that will ultimately be filed and
the average cost to remediate such claims, we cannot estimate the
possible loss or range of loss at this time. Therefore, we have not
accrued any costs to remediate homes for which we have not yet
recelved complaints. As we receive and evaluate claims pursuant
to the settlement, we will accrue our estimated costs to resolve
those claims. We expect to know substantially the number of
claims that will ultimately be filed pursuant to the settlement
during the second quarter of our fiscal 2005.

The following 1s a roll-forward of total complaints recelved,
on which our accruals were based:

Year Ended September 30,
2004 2003
Complaints outstanding at
beginning of year 415 16
Complaints received during the year 564 399
Complaints resolved during the year (92) —
Complaints outstanding atend of year ~ 887 415

The cost to assess and remediate a home depends on the
extent of moisture damage, if any, that the home has incurred.
We classify homes for which we receive complaints into one of
three categories: 1) homes with no moisture damage, 2) homes
with isolated moisture damage or 3) homes with extensive
moisture damage. For purposes of calculating our accrual, we
estimated the cost to assess and remediate homes to cover a
range up to $63, 300 per home, depending on the category to
which it was assigned.

As of September 30, 2004 and 2003, we accrued for
our estimated cost to remediate homes that we had assessed
and assigned to one of the above categories, as well as our
estimated cost to remediate those homes for which we had
recelved complaints, but for which we had not yet performed
assessments. For purposes of our accrual, we assigned homes
not yet assessed to categories based on our expectations about
the extent of damage and trends observed from the results of
assessments performed to date.




During the quarter ended September 30, 2004, we increased
our estimated costs to remediate homes within each category.
We also changed our classifications of homes not yet assessed
to reflect our expectations that a greater number of homes than
previously estimated will have extensive moisture damage. We
updated these assumptions based on the results of remediation
work and assessments completed to date and cost estimates
from subcontractors. Asaresult of these changes in estimate,
we Increased our reserves for existing claims by approximately
$12,300,000. We also accrued $3,300,000 for new claims received
during the quarter, for a total pre-tax charge of $15,600,000 for
the quarter ended September 30, 2004.

During fiscal 2004, we initiated a program under which
we offered to repurchase a limited number of homes from spe-
cifichomeowners. As of September 30, 2004, we repurchased
53 homes at an aggregate purchase price of $17,461,769. We
have an agreement to repurchase one more home, which con-
cludes this repurchase program. Our accrual at September 30,
2004, includes our estimated costs to sell homes that we have
repurchased and which we have agreed to repurchase, and our
estimated losses on the sale of those homes. As of September
30, 2004, we have not sold any of the homes that we have repur-
chased under this program.

Changes in our accrual for Trinity moisture intrusion
and related mold issues during the period were as follows
(in thousands):

Year Ended September 30,

2004 2003
Balance at beginning of period $ 9200 $ 730
Provisions 43,858 15,523
Payments (10,885)  (7,053)
Balance at end of period $42,173 $9,200

Our accruals at September 30, 2004 and 2003 represent
our best estimates of the costs to resolve all asserted complaints.
Actual costs to assess and remediate homes in each category, the
extent of damage to homes not yet assessed, our estimates of
costs to sell repurchased homes, and our losses on such sales
could differ from our estimates. As aresult, the costs toresolve
existing complaints could differ from our recorded accruals and
have a material adverse effect on our net income in the periods
in which the matters are resolved. Additionally, it is reasonably
possible that we will incur additional losses related to these
matters, including additional losses related to homes for which
we have not yet received complaints. However, the amount or
range of such losses cannot be determined at this time.
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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, elec-
trical, heating, cooling and ventilating systems and construction
defects. In addition, we provide a warranty (ranging from a mini-
mum of ten years up to the period covered by the applicable
statute of repose) with each of our homes, covering construction
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.

Asnoted above, our warranty reserves at September 30,
2004 and 2003 include accruals for Trinity moisture intru-
sion and related mold issues. Warranty reserves are included
in accrued expenses in the consolidated financial statements.
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 remedi-
ate the claims and adjusts these provisions accordingly. While
we believe that our warranty reserves 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.

Changes in our warranty reserves, which include amounts
related to the Trinity moisture intrusion and mold issues dis-
cussed above, during the period are as follows (in thousands):

Year Ended September 30,
2004 2003 2002
Balanceat
beginning of period $ 40,473 $ 25,527 $ 16,464
Provisions 80,291 39,244 24 883
Payments (34,601) (24,298) (15,820)

Balanceatend of period  $ 86,163 $ 40,473 $ 25,527

OtHEer ConTingencies — We had outstanding letters of credit and
performance bonds of approximately $45.9 million and $351.3
million, respectively, at September 30, 2004 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 $57.8 million relating to our
land option contracts discussed in Note 4. We do not believe that
any such letters of credit or bonds are likely to be drawn upon.

We and certain of our subsidiaries have been named as
defendants in various claims, complaints and other legal actions.
In our opinion, except as discussed above, the ultimate resolu-
tion of these matters will not have a material adverse effect on
our financial condition or results of operations.
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(15) SupPLEMENTAL GUARANTOR INFORMATION

As discussed in Note 8, the Company's obligations to pay principal, premium, if any, and interest under certain debt are
guaranteed on a joint and several basis by substantially all of its subsidiaries. The guarantees are full and unconditional and the
guarantor subsidiaries are 100% owned by Beazer Homes USA, Inc. The Company has determined that separate, full financial
statements of the guarantors would not be material to investors and, accordingly, supplemental financial information for the

guarantors 1s presented.

Beazer Homes USA, INc.
CONSOLIDATING BALANCE SHEET
September 30, 2004

(in thousands)

Consolidated

Beazer Beazer
Homes Guarantor  Non-Guarantor ~ Consolidating Homes

AsSETS USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.
Cash and cash equivalents $ 392,110 $ (71,569) $ 339 $ - $ 320,880
Accounts recetvable - 70,237 337 - 70,574
Owned inventory - 2,079,494 - 9,836 2,089,330
Consolidated inventory not owned - 254,765 - - 254,765
Investment in unconsoldited joint ventures - 44,748 - - 44 748
Deferred tax asset 47,052 - - — 47052
Property, plant and equipment, net - 24,671 - - 24,671
Goodwill - 251,603 — - 251,603
Investments in subsidiaries 1,468,078 - - (1,468,078) -
Intercompany 566,216 (583,038) 16,822 - -
Other assets 19,432 17,881 8,526 - 45,839

Total Assets $2,492,888  $2,088,792 $26,024 $(1,458,242) $3,149,462
LIABILITIES AND STOCKHOLDERS' EQuiTy
Trade accounts payable 3 - % 123,174 $ 113 $ - $ 123,287
Other liabilities 146,473 276,242 11,057 3,836 437,608
Intercompany (1,043) - 1,043 - -
Obligations related to consolidated inventory not owned - 219,042 - - 219,042
Revolving credit facility - - - - -
Term Loan 200,000 — - - 200,000
Senior Notes 915,337 — - - 915,337
Other notes payable - 22,067 — - 22,067

Total Liabilities 1,260,767 640,525 12,213 3,836 1,917,341
Stockholders' Equity 1,232,121 1,448,267 13,811 (1,462,078) 1,232,121
Total Liabilities and Stockholders’” Equity $2,492,888  $2,088,792 $26,024 $(1,458,242) $3,149,462
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(in thousands)
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Consolidated

Beazer Beazer
Homes Guarantor  Non-Guarantor ~ Consolidating Homes

ASSETS USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.
Cash and cash equivalents $ 110,754 $ (40,079) $ 2,697 $ - $ 73372
Accounts recetvable - 64,620 1,383 - 66,003
Owned inventory - 1,677,965 - 9,844 1,687,809
Consolidated inventory not owned - 35,674 — - 35,674
Investments in unconsolidated joint ventures - 26,569 - - 26,569
Deferred tax asset 26,160 -~ - - 26,160
Property, plant and equipment, net - 19,166 19 - 19,185
Goodwill - 251,603 - - 251,603
Investments in subsidiaries 1,246,831 - - (1,246,831) -
Intercompany 403,945 (415,211) 11,266 - -
Other assets 11,085 9,018 5,556 - 25,659

Total Assets $1,798,775  $1,629,325 $20,921 $(1,236,987) $2,212,034
LiagiLiTiES AND STOCKHOLDERS' EQUITY
Trade accounts payable $ - $ 125,099 $ 422 $ ~ $ 125,521
Other liabilities 64,963 242,503 9,642 3,888 320,996
Obligations related to consolidated inventory not owned - 30,457 - - 30,457
Intercompany (1,248) - 1,248 - -
Term Loan 200,000 - - - 200,000
Senior Notes 541,365 - - - 541,365

Total Liabilities 805,080 398,059 11,312 3,888 1,218,339
Stockholders’ Equity 993,695 1,231,266 9,609 (1,240,875) 993,695
Total Liabilities and Stockholders’ Equity $1,798,775  $1,629,325 $20,921 $(1,236,987) $2,212,034
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Beazer Homes USA, Inc.
CONSOLIDATING STATEMENT OF INCOME
September 30, 2004

(in thousands)

Consolidated
Beazer Beazer
Homes Guarantor  Non-Guarantor  Consolidating Homes
USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.
Total revenue $ —  $3,899,971 $ 7,138 3 — $3,907,109
Costs and expenses:
Home construction and land sales 76,035 3,023,697 - - 3,099,732
Selling, general and administrative - 436,726 2,552 (9,836) 429,442
Operating income (76,035) 439,548 4,586 9,836 377,935
Equity in income of unconsolidated joint ventures - 1,561 - - 1,561
Other income/(expense}), net - 7,079 - — 7,079
Income before income taxes (76,035) 448,188 4,586 9,836 386,575
Provision for income taxes (29,654) 174,794 1,788 3,836 150,764
Equity in income of subsidiaries 282,192 - - (282,192) -
Net income $ 235,811 $ 273,394 $ 2,798 $ (276,192) $ 235,811
Beazer Homes USA, Inc.
CONSOLIDATING STATEMENT OF INCOME
September 30, 2003
(in thousands)
Consolidated
Beazer Beazer
Homes Guarantor ~ Non-Guarantor ~ Consolidating Homes
USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.
Total revenue $ —  $3,169,765 $ 7,643 3 —  $3,177,408
Costs and expenses:
Home construction and land sales 65,295 2,478,059 525 (9,844) 2,534,035
Selling, general and administrative — 354,088 2,560 — 356,648
Expenses related to retirement of debt 7,570 - - — 7,570
Operating income (72,865) 337,618 4,558 9,844 279,155
Equity in income of unconsclidated joint ventures - 1,597 - - 1,597
Other income, net - 4,750 27 - 4,777
Income before income taxes (72,865) 343,965 4,585 9,844 285,529
Provision for income taxes (28,782) 135,867 1,811 3,888 112,784
Equity in income of subsidiaries 216,828 — - (216,828) -
Net income $ 172,745 $ 208,008 $ 2,774 $ (210,872) $ 172,745
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Beazer Homes USA, INc.
CONSOLIDATING STATEMENT OF INCOME
September 30, 2002

(in thousands)
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Consolidated

Beazer Beazer
Homes Guarantor ~ Non-Guarantor  Consolidating Homes
USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.
Total revenue - $2,635,619 $ 5,554 $ - $2,641,173
Costs and expenses:
Home construction and land sales 51,171 2,112,261 153 (8170) 2,155,415
Selling, general and administrative - 290,533 2,051 - 292 584
Operating income (51,171) 232,825 3,350 8,170 193,174
Equity in income of unconsolidated joint ventures - 2,338 - - 2,338
Other income, net - 6,509 38 — 6,547
Income before income taxes (51,171) 241,672 3,388 8,170 202,059
Provision for income taxes (20,114) 94,997 1,331 3,211 79,425
Equity in income of subsidiaries 133,691 - - (153,691) -
Net income 122,634 $ 146,675 $ 2,057 $(148,732) $ 122,634
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Beazer Homes USA, Inc.

ConsOLIDATING STATEMENT OF CasH FLows
September 30, 2004

(in thousands)

Consolidated

Beazer Beazer
Homes Guarantor ~ Non-Guarantor ~ Consolidating Homes
USA, Inc. Subsidiaries Adjustments USA, Inc.
Net cash provided/(used) by operating activities 12,169 $ (88,774) - $ (73,719)
Cash flows from investing activities:
Capital expenditures — (10,271) - (10,271)
Proceeds from sale of fixed assets — - — -
Investments in unconsolidated joint ventures - (25,844) - (25,844)
Distributions from and proceeds from sale of
unconsolidated joint ventures - 5,639 — 5,639
Net cash used by investing activities - (30,476) - (30,476)
Cash flows from financing activities:
Proceeds of Term Loan 200,000 - - 200,000
Repayment of Term Loan (200,000) — - (200,000)
Proceeds from issuance of 6 4% Senior Notes 198,100 — — 198,100
Proceeds from issuance of 4 %%

Convertible Senior Notes 174,600 - - 174,600
Advances {to)/from subsidiaries (82,516) 87,760 - -
Debt Issuance Cost (3,354) - - (3,354)
Proceeds from stock option exercises 5,362 - - 5,362
Common share repurchases (17,546) - - (17,546)
Dividends paid (5,459) - — (5,459)

Net cash provided/{used) by financing activities 269,187 87,760 - 351,703
Increase {(decrease) in cash and cash equivalents 281,356 (31,490) - 247,508
Cash and cash equivalents at beginning of year 110,754 (40,079) - 73,372
Cash and cash equivalents at end of year $ 392,110 $ (71,569) - $320,880
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Beazer Homes USA, INc.

CoNsoLIDATING STATEMENT oF CasH FLows
September 30, 2003

(in thousands)

Consolidated

Beazer Beazer
Homes Guarantor ~ Non-Guarantor  Consolidating Homes
USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.

Net cash provided/(used) by operating activities $ (11,140) $ (32,990) $ 3,081 $ - $ (41,049)
Cash flows from investing activities:

Capital expenditures - (9,309) (16) - (9,325)

Investments in unconsolidated joint ventures - (4,941) - - (4,941)

Distributions from and proceeds from sale

of unconsolidated joint ventures - 7,714 — - 7,714

Net cash used by investing activities - (6,536) (16) - (6,552)
Cash flows from financing activities:

Proceeds from Term Loan 200,000 - - - 200,000

Repayment of Term Loan (100,000) - - - {100,000)

Redemption of 8 %% Senior Notes (104,438) - - - (104,438)

Advances (to)/from subsidiaries (21,445) 25,206 (3,761) - -

Debtissuance costs (2,458) - - - (2,458)

Proceeds from stock option exercises 9,805 - - - 9,805

Common share repurchases (6,925) - - - (6,925)
Net cash provided/(used) by financing activities (25,461) 25,206 (3,761) - (4,016)
Decrease in cash and cash equivalents {(36,601) (14,320) (696) - (51,617)
Cash and cash equivalents at beginning of year 147,355 (25,759) 3,393 - 124,989
Cash and cash equivalents at end of year $ 110,754 $ (40,079) $ 2,697 S $ 73,372
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Beazer Homes USA, Inc.

ConsoLIDATING STATEMENT OF CAsH FLows
September 30, 2002

(in thousands)

Consolidated

Beazer Beazer
Homes Guarantor  Non-Guarantor ~ Consolidating Homes
USA, Inc. Subsidiaries Subsidiaries Adjustments USA, Inc.
Net cash provided/{used) by operating activities $ (18,717) $ 71,291 $ 6,890 $ - $ 59,464
Cash flows from investing activities:
Capital expenditures - (8,213) - - (8,213)
Proceeds from sale of fixed assets - 4 800 — - 4 800
Investments in unconsolidated joint ventures - (3,146) - - (3,146)
Distributions from and proceeds from sale
of unconsolidated joint ventures - 12,736 — - 12,736
Acquisitions, net of cash acquired — (320,810) - - (320,810)
Net cash used by investing activities - (314,633) - - (314,633)
Cash flows from financing activities:
Proceeds from 1ssuance of 8 %% Senior Notes 343,000 — - — 343,000
Advances (to)/from subsidiaries (223,050) 225,916 (2,866) - -
Debt issuance costs (7,513) - - - (7,513)
Proceeds from stock option exercises 5,162 - - - 5,162
Common share repurchases (2,169) — - - (2,169)
Net cash provided/(used) by financing activities 115,430 225,916 (2,866) — 338,480
Increase/(decrease) in cash and cash equivalents 96,713 (17,426) 4,024 - 83,311
Cash and cash equivalents at beginning of year 50,642 (8,333) {(631) — 41,678
Cash and cash equivalents at end of year $ 147,355 $ (25,759)  $ 3,393 3 - $124,989
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RePORT OF INDEPENDENT REGISTERED PuBLIC
AccouNTING FIrm

To the Board of Directors and Stockholders of
Beazer Homes USA, Inc.

We have audited the accompanying consolidated bal-
ance sheets of Beazer Homes USA | Inc. and subsidiaries
(the “Company’') as of September 30, 2004 and 2003, and
the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period
ended September 30, 2004. These consolidated financial
statements are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the
audit to obtaln reasonable assurance about whether the finan-
cial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and sig-
nificant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

Beazer Homes USA, Ing. - 2004 Form 10-K

In our opinion, such consolidated financial statements
present fairly, in all material respects, the financial position
of Beazer Homes USA, Inc. and subsidiaries at September
30, 2004 and 2003, and the results of their operations and
their cash flows for each of the three years in the period ended
September 30, 2004 in conformity with accounting principles
generally accepted in the United States of America.

Asdiscussed in Note 4 to the consolidated financial state-
ments, in 2003 the Company changed its method of accounting
for consolidated inventory not owned to conform to Financial
Accounting Standards Board Interpretation No. 46.

/s/ DELOITTE& TOUCHELLP
Atlanta, Georgia
November 5, 2004
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QuarTerLy FinanciaL DaTa

Summarized quarterly financial information (unaudited):

Quarter Ended

{in thousands, except per share data) September 30 June 30 March 31 December 31
Fiscal 2004:
Total revenue $1,211,141 $1,009,279 $876,581 $810,108
Operating income 128,201 96,238 77,844 75,652
Net income 80,087 59,680 48,838 47,186
Net income per common share:

Basic 3 6.05 $ 4,48 $ 366 $ 3.55

Diluted $ 5.82 3 4.31 $ 352 $ 341
Fiscal 2003:
Total revenue $1,039,923 $ 771,758 $665,567 $700,160
Operating income 92,634 65,968 61,487 59,066
Net income 57,164 40,689 37,972 36,920
Net income per common share:

Basic $ 4.38 $ 3.16 $ 296 $ 2.88

Diluted $ 4.18 3 3.01 $  2.83 $ 275

(TEM 9. CHANGES IN AND DISAGREEMENTS
WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
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(TEM 9A. CONTROLS AND PROCEDURES

Asof September 30, 2004, an evaluation was performed
under the supervision and with the participation of Beazer
Homes’ management, including the CEQ and CFO, of the
effectiveness of the design and operation of our disclosure con-
trols and procedures (as defined in Rules 13a-15(e) and 15d-
15(e) under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”)). Based on that evaluation, Beazer
Homes' management, including the CEQ and CFO, concluded
that, as of the end of the period covered by this report, our dis-
closure controls and procedures were effective to ensure that
required information will be disclosed on a timely basis in our
reports filed under the Exchange Act. No changes in Beazer
Homes' internal control over financial reporting were 1dentified
during the evaluation described above that occurred during the
Company’s fourth fiscal quarter that have materially affected,
or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.




PART I

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS
OF THE REGISTRANT

Director information is incorpotated by reference to
the section entitled “Election of Directors” of our Proxy
Statement for our 2005 Annual Meeting of Stockholders,
which is expected to be filed on or before December 20, 2004,
Information regarding our executive officers is set forth herein
under Part [ as a separate item.

Beazer Homes has adopted a Code of Business Conduct
and Ethics for its senior financial officers, which applies to its
principal financial officer and controller, other senior financial
officers and Chief Executive Officer. The full text of the Code
of Business Conduct and Ethics can be found on the Company's
website. Our Corporate Governance Guidelines and the char-
ters of the following committees of our Board of Directors:
Audit, Compensation, and Nominating and Governance, are
also posted to our website, and are available in print to any
stockholder who requests a printed copy. Information regard-
ing waivers of our code of business conduct and ethics will also
be published on our website.
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ITEM 17. EXECUTIVE COMPENSATION

The information required by this item 1s incorporated by
reference to the section entitled “Executive Compensation’
of our Proxy Statement for our 2005 Annual Meeting of
Stockholders, which 1s expected to be filed on or before
December 20, 2004.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL CWNERS AND MANAGEMENT

The information required by this item is incorporated
by reference to the section entitled “Security Ownership of
Management” of our Proxy Statement for our 2005 Annual
Meeting of Stockholders, which is expected to be filed on or
before December 20, 2004.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED
TRANSACTIONS

None.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND
SERVICES

The information required by this 1tem is incorporated by
reference to the section entitled “Principal Accounting Firm
Fees” of our Proxy Statement for our 2005 Annual Meeting
of Stockholders, which is expected to be filed on or before
December 20, 2004.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

The following documents are filed as part of this Annual Report on Form 10-K.

{a) 1. Financial Statements

Consolidated Statements of Income for the years ended September 30, 2004, 2003 and 2002.
Consolidated Balance Sheets as of September 30, 2004 and 2003,

Consolidated Statements of Stockholders’ Equity for the years ended September 30, 2004, 2003 and 2002.
Consolidated Statements of Cash Flows for the years ended September 30, 2004, 2003 and 2002.

Notes to Consolidated Financial Statements.

2. FINANCIAL STATEMENT SCHEDULES

None required

3. ExHIBITS

Exhibit
Number
2.1

31

3.2

41

4.2
4.3
4.4
4.5%
4.6%
4.7
4.8
4.9

4.10
4.11

4.14
10.1*
10.2%
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Exhibit Description

Agreement and Plan of Merger among Beazer Homes USA, Inc., Beazer Homes Investment Corp.,
and Crossmann Communities Inc. dated as of January 29, 2002

Amended and Restated Certificate of Incorporation of the Company

3econd Amended and Restated Bylaws of the Company

Indenture dated as of May 21, 2001 among the Company and U.S. Bank Trust National Association,
as trustee, related to the Company’s 8 %% Senior Notes due 2011

Supplemental Indenture (8 %% Notes) dated as of May 21, 2001 among the Company, its
subsidiaries party thereto and U.S. Bank Trust National Association, as trustee

Form of 8 %% Senior Notes due 2011

Specimen of Common Stock Certificate

Retirement Savings and Investment Plan (the “RSIP")

RSIP Summary Plan Description

Rights Agreement, dated as of June 21, 1996, between the Company and First Chicago Trust
Company of New York, as Rights Agent

Indenture dated as of April 17, 2002 among Beazer, the Guarantors party thereto and U.S. Bank
Trust National Association, as trustee, related to the Company’s 8 %% Senior Notes due 2012

First Supplemental Indenture dated as of April 17, 2002 among Beazer, the Guarantors party
thereto and U.S. Bank Trust National Association, as trustee, related to the Company's

8 %% Senior Notes due 2012

Form of 8 %% Senior Notes due 2012

Second Supplemental Indenture dated as of November 13, 2003 among Beazer, the Guarantors
party thereto and U.3. Bank Trust National Association, as trustee, related to the Company's

6 /2% Senior Notes due 2013

Form of 6 4% Senior Notes due 2013

Indenture dated as of June 8, 2004 among Beazer, the Guarantors party thereto and SunTrust Bank,
as trustee, related to the 4 %% Convertible Senior Notes due 2024

Form of 4 %% Convertible Senior Notes due 2024

Amended and Restated 1994 Stock Incentive Plan

Non-Employee Director Stock Option Plan

Page herein
29
30
31
32
33

Page hereinor
incorporated by
reference from

(6)
(9)
Filed herewith

(3)

N N N
e O U
N NN N )

(3




10.3%
10.4*
10.5%
10.6%
10.7%
10.8*
10.9*
10.9-15
10.10*
10.11%*
10.12%
10.13*
10.14%
10.15*
10.16-22
10.16*
10.17%
10.18%
10.19*
10.20*
10.21%
10.22%
10.23%
10.24
10.25

[O8]
—
o
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Amended and Restated 1999 Stock Incentive Plan
2005 Value Created Incentive Plan
Amended and Restated Corporate Management Stock Purchase Program
Customer Survey Incentive Plan
Director Stock Purchase Program
Form of Stock Option and Restricted Stock Award Agreement
Form of Stock Option Award Agreement
Amended and Restated Employment Agreements dated as of September 1, 2004:
TanJ. McCarthy
Michael H. Furlow
James O'Leary
Lowell Ball
Michael T. Rand
John Skelton
Supplemental Employment Agreements dated as of September 1, 2004:
lanJ. McCarthy
Michael H. Furlow
James O'Leary
Lowell Ball
Michael T. Rand
John Skelton
Jonathan P. Smoke
Employment Agreement dated as of September 1, 2004 for Cory |. Boydston
Purchase Agreement for Sanford Homes of Colorado LLLP
Amended and Restated Credit Agreement dated as of May 28, 2004 between the Company and

Bank One, NA, as Agent, Guaranty Bank, BNP Paribas and Wachovia Bank, National Association
as Syndication Agents, The Royal Bank of Scotland plc as Documentation Agent, SunTrust Bank,

PNC Bank, National Association and Washington Mutual Bank, FA, as Managing Agents,

Comerica Bank and Key Bank National Association as Co-Agents, and Banc One Capital Markets,

Inc., Lead Arranger and Sole Bookrunner.

Subsidiaries of the Company

Consent of Deloitte & Touche LL.P

Certification pursuantto 17 CFR 240.13a-14 promulgated under Section 302 of the
Sarbanes-Oxley Actof 2002

Certification pursuant to 17 CFR 240.13a- 14 promulgated under Section 302 of the
Sarbanes-Oxley Act of 2002

Certification pursuant to 18 U.S.C. Section 1330, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002

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

* Represents a management contract or compensatory plan or arrangement

(
(

1
2

December 6, 1993.

3

(
(
(
(

) Incorporated herein by reference to the exhibits to the Company’s 10-Q for the quarterly period ended December 31, 2000.
4) Incorporated herein by reference to the exhibits to the Company's report on Form 8-K filed on August 10, 2001.
5) Incorporated herein by reference to the exhibits to the Company's report on Form 10-K for the year ended September 30. 2001.
6) Incorporated herein by reference to the exhibits to the Company’s Registration Statement on Form 5-4 (Registration No. 333-92470) filed on

July 16, 2002.
(7) Incorporated herein by reference to the exhibits to the Company’s Registration Statement on Form S-8/5-3 (Registration No. 333-101142) filed on
November 12, 2002.

Incorporated herein by reference to the exhibits to the Companv's report on Form 10-K for the year ended September 30, 2003.

(7)
Filed herewith
Filed herewith
Filed herewith
Filed herewith
Filed herewith
Filed herewith

(11
(11)
(1)
(11)
(11)
(11)

(4)

(12)
Filed herewith
Filed herewith
Filed herewith
Filed herewith
Filed herewith

Filed herewith

) Incorporated herein by reference to the exhibits to the Company’s Registration Statement on Form S-8 (Registration No. 33-91904) filed on May 4, 1995,
) Incorporated herein by reference to the exhibits to the Company’s Registration Statement on Form 5-1 (Registration No. 33-72576) initially filed on

Incorporated herein by reference to the exhibits to the Company’s Registration Statement on Form 5-4/A filed on March 12, 2002.

(
(
{

[ncorporated herein by reference to the exhibits to the Company's report on Form 8-K filed on September 1, 2004.

(8)
(9
10} Incorporated herein by reference to the exhibits to the Company’s 10-Q for the quarterly period ended June 30, 2004.
1)
12) Incorporated herein by reference to the exhibits to the Company's report on Form 8-K filed on June 2, 2004.
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()} Reports on Form 8-K

On July 8, 2004, we furnished a report on Form 8-K
announcing under [tem 12 our new home orders for the
three-month period ended June 30, 2004.

On July 29, 2004, we furnished a report on Form 8-K
announcing under Item 12 our earnings and results of
operations for the three- and nine-month periods ended
June 30, 2004.

OnSeptember 1, 2004, we filed areport on Form 8-K
announcing under Item 1.01 our entry into supplemental
employment agreements with the following execu-
tives: lan J. McCarthy, President and Chief Executive
Officer; Michael H. Furlow, Executive Vice President
and Chief Operating Officer; James O'Leary, Executive
Vice President and Chief Financial Officer; Lowell Ball,
Senior Vice President, General Counsel; Michael T.
Rand, Senior Vice President, Chief Accounting Officer;
John Skelton, Senior Vice President, Forward Planning;
and Jonathan P. Smoke, Senior Vice President, Chief

Information Officer.
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(¢) Exxigirs

Reference is made to Item 15(a)3 above. The following is
a list of exhibits, included in Item 15(a)3 above, that are
filed concurrently with this report.

3.2 Second Amended and Restated Bylaws of the Company

10.4* 2005 Value Created Incentive Plan

10.5% Amended and Restated Corporate Management Stock
Purchase Program

10.6*% Customer Survey Incentive Plan

10.7% Director Stock Purchase Program

10.8* Form of Stock Option and Restricted Stock
Award Agreement

10.9% Form of Stock Option Award Agreement

10.23* Employment Agreement dated as of September 1,
2004 for Cory J. Boydston

21 Subsidiaries of the Company

23 Consent of Deloitte & Touche LLP

31.1  Certification pursuant to 17 CFR 240.13a-14
promulgated under Section 302 of the
Sarbanes-Oxley Act of 2002

31.2  Certification pursuant to 17 CFR 240.13a-14
promulgated under Section 302 of the
Sarbanes-Oxley Act of 2002

321 Certification pursuant to 18 U.5.C. Section 1350, as
adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

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

(o) FINANCIAL STATEMENT SCHEDULES

Reference is made to [tem 15(a)2 above.




Beazer Homes USA, Inc. - 2004 Form 10-K

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.
Beazer Homes USA, Inc.

By:_/s/lan]. McCarthy

Name: lanJ. McCarthy

Title: President and Chief Executive Officer
Date: December 6, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

December 6, 2004 By: /s/Brian C. Beazer

Date Brian C. Beazer, Director and Non-Executive Chairman of the Board
December 6, 2004 By: /s/lan]. McCarthy

Date Ian ]. McCarthy, Director, President and Chief Executive Officer

(Principal Executive Officer)

December 6, 2004 By: /s/Laurent Alpert

Date Laurent Alpert, Director
December 6, 2004 By: /s/Katie]. Bayne

Date Katie J. Bayne, Director
December 6, 2004 By: /s/Maureen E. O'Connell

Date Maureen E. O’Connell, Director
December 6, 2004 By: /s/Larry T. Solari

Date Larry T. Solari, Director
December 6, 2004 By:_/s/Stephen P. Zelnak, Jr.

Date Stephen P. Zelnak, Jr., Director
December 6, 2004 By /s/James O'Leary

Date James O'Leary, Executive Vice President and Chief Financial Officer

{Principal Financial Officer)

December 6, 2004 By: /s/Michael T. Rand

Date Michael T. Rand, Senior Vice President, Chief Accounting Officer
(Principal Accounting Officer)
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Exuiir 31.1

CERTIFICATION PURSUANT TO 17 CFR 240.13a-14 PROMULGATED UNDER SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Tan J. McCarthy, President and Chief Executive Officer of Beazer Homes USA, Inc., certify that:
1. Thavereviewed this annual report on Form 10-K of Beazer Homes USA, Inc;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not mis-
leading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this annual report;

4. Theregistrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and proce-
dures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the registrant and we have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiar-
les, 1s made known to us by others within those entities, particularly during the period in which this annual report is being
prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclu-
sions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the regis-
trant’s internal control over financial reporting; and

5. Theregistrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors:

(a)all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b)any fraud, whether or not material, that involves management or other employees who have a significant role in the regis-
trant’s internal controls over financial reporting.

Date: December 6, 2004

/s/ lan J. McCarthy

lanJ. McCarthy
President and Chief Executive Officer
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ExHiBiT 31.2

CERTIFICATION PURSUANT TO 17 CFR 240.13a-14 PROMULGATED UNDER SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, James O’Leary, Executive Vice President and Chief Financial Officer of Beazer Homes USA, Inc., certify that:
1. Thavereviewed this annual report on Form 10-K of Beazer Homes USA, Inc.;

2. Based onmy knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not mis-
leading with respect to the period covered by this annual report; T

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this annual report;

4. Theregistrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and proce-
dures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiar-
les, 1s made known to us by others within those entities, particularly during the period in which this annual report is being
prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclu-
sions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the regis-
trant’s internal control over financial reporting; and

5. Theregistrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors:

(a)all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b)any fraud, whether or not material, that involves management or other employees who have a significant role in the regis-
trant’s internal controls over financial reporting.

Date: December 6, 2004

/s/ James O'Leary
James O’'Leary
Executive Vice President and Chief Financial Officer
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ADDITIONAL [NFORMATION

Beazer Howmes USA, Inc.




Boarp oF DIRECTORS AND CorRPORATE OFFICERS

Beazer Homes USA | Inc.

BoarD oF DIRECTORS

Brian C. Beazer
Non-Executive Chairman of the Board,

Beazer Homes USA, Inc.

LAURENT ALPERT
Partner,
Cleary, Gottlieb, Steen & Hamilton

KaTie ] BayNE
Senior Vice President,
Integrated Marketing, North America,
The Coca-Cola Company

Iax J. McCARTHY
President and Chief Executive Officer,
Beazer Homes USA, Inc.

MaureeN E, O'CoNNELL

Former President and Chief Operating Officer,

Gartner, Inc.

Larry T. SoLarl

Former Chairman and Chief Executive Officer,

BSI Holdings, Inc.

STEPHEN P. ZELNAEK, JR.
Chairman and Chief Executive Officer,
Martin Marietta Materials, Inc.

SeniorR CorrPoRATE QFFICERS

[an J. McCarTHY
President and Chief Executive Officer

MicnaeL H. FurLow
Executive Vice President and Chief Operating Officer

JaMes O'LeEary
Executive Vice President and Chief Financial Officer

C. LowreLL Bart, Esq.
Senior Vice President, General Counsel

Cory J. BoypsTon

Senior Vice President, Financial Services and Treasurer

Frep FraTTO
Senior Vice President, Human Resources

MicHaeL T. Ranp
Senior Vice President, Chief Accounting Officer

JOHN SKELTON
Senior Vice President, Forward Planning

JONATHAN P. SMOKE
Senior Vice President, Chief Information Officer

CorPORATE MIANAGEMENT

W. MARK BERRY

Pecay J. CALDWELL

Lawrence L. CoLpiTz

MAaRILYN E. GARDNER

PETER N. GRANICK

JENNIFER P JONES

LesLie H. KraTcoskl

Joux D. Maccarn

Par McCLEVE

Gonzaro E. RoMERO

WiLLiam J. R. THOMAS

Josepn C. THOMPSON
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SeELECTED ComMBINED FINANCIAL AND OPERATING DATA

Beazer Howmes USA, Inc.

{in thousands, except unit and per share data)

Year Ended September 30, 2004 2003 2002
FinanciaL HiGHLIGHTS:
Statement of Operations Data
Total revenue $3,907,109 $3,177,408 $2,641,173
Earnings before interest and taxes (“"EBIT")® 452,744 340,980 245,060
Net income 235,811 172,745 122,634
Net earnings per share:
Basic 3 17.74 $ 13.41 $ 11.64
Diluted 17.09 12.78 10.74
Balance Sheet Data at Year-End
Total assets $3,149,462 $2,212,034 $1,892,847
Total debt 1,137,404 741,365 739,100
Stockholders’ equity 1,232,121 993,695 799,515
Return Data
Return on average assets (pre-tax) 16.9% 16.6% 17.0%
Return on average capital (pre-tax) 22.1% 20.8% 21.4%
Return on average equity 21.2% 19.3% 21.3%
Book value per share ™ $ 89.62 $  72.64 $  39.63
OrerATING DATA:
Number of new orders, net of cancellations
Southeast Region 5,884 5,614 4,623
West Region 6,733 5,142 4 669
Central Region 1,053 1,128 1,244
Mid-Atlantic Region 1,513 1,653 1,365
Midwest Region 2,298 2,777 1,709
Total 17,481 16,316 13,610
Backlog at end of period:
Southeast Region 2,629 2,321 1,867
West Region 3,140 2,287 1,833
Central Region 429 396 507
Mid-Atlantic Region 1,047 1,117 700
Midwest Region 1,211 1,305 1,612
Total 8,456 7,426 6,519
Number of closings:
Southeast Region 5,576 5,160 4,575
West Region 5,880 4,688 4,447
Central Region 1,020 1,239 1,121
Mid-Atlantic Region 1,583 1,238 1,412
Midwest Region 2,392 3,084 2,053
Total 16,451 15,409 13,603
Average sales price per home closed: $ 2322 $ 2013 $ 190.8

(1) See page 14, Selected Financial Data, for definttion and reconciliation to GAAP measure
(2) Book value per share is calculated as stockholders’ equity divided by diluted weighted average shares.
(3) New orders do not include homes in backlog from acquired operations.




2001 2000 1999 1998 1997 1996 1995
$1,805,177 $1,527,865 $1,394,074 $977,409 $852,110 $866,627 $647,828
155,983 99,189 86,013 56,525 33,051 45,327 32,188
74,876 43,606 36,934 23,201 11,189 18,266 11,352

3 9.19 $ 5.28 $ 4.59 $ 327 $ 118 $ 224 $  1.26
8.18 5.05 4.15 2.66 1.15 2.01 1.23

$ 995289 $ 696,228 $ 594,568 $525,591 $399,595 $336,643 $345,240
395,238 252,349 215,000 215,000 145,000 115,000 115,000
351,195 270,538 234,662 199,224 179,286 178,701 164,544
18.6% 15.4% 15.4% 12.2% 8.7% 12.9% 9.8%
24.8% 20.4% 19.9% 15.3% 10.7% 15.8% 11.8%
24.1% 17.3% 17.0% 12.3% 6.3% 10.6% 7.2%

$ 37.71 $ 3141 $ 26.48 $ 2278 $ 2075 $ 19.59 $ 18.60
770 2,892 3.041 2,888 1,969 2,048 2,083

3,81 3,393 2,900 3,245 2,817 3,172 2,660
1,022 695 485 749 765 401 98

7 1,248 1,109 - - - -

10,039 8,228 7,535 6,882 5,551 5,621 4,841
1,240 8§75 999 996 505 580 708
1,606 1,149 786 743 479 680 722

384 239 206 318 208 166 53

747 646 567 - - - 1

3,977 2,929 2,558 2,057 1,192 1,426 1,484
3,414 3,016 3,108 2,493 2,044 2,212 1,853
3,412 3,030 2,857 2,981 3,018 3,343 2,444

897 642 597 639 723 379 64

1,336 1,169 1,027 — - 1 2
19,0359 7,857 7,589 6,113 5,785 5,935 4,363

3 195.3 $ 190.7 $ 181.4 $ 1564 $ 1468 $ 1458 $ 1485
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AT-A-GLANCE

Beazer Howmes USA, Ivc.

Backlogat FY 2004 Active Subdivisions at Average Price of Homes

State September 30, 2004 Closings September 30, 2004 Closed in FY 2004 ($ '000)
SOUTHEAST

Florida 1,200 1,616 41 $241.6

Georgia 168 670 19 208.7

North and South Carolina 1,016 2,564 89 149.0

Tennessee/Mississippl 245 726 28 179.4
WesT

Arlzona 1,068 1,403 32 2091

California 1,020 2,457 31 3621

Colorado 133 420 15 370.3

Nevada 919 1,600 12 222.8
CENTRAL

Texas 429 1,020 43 160.4
Mip-ATLANTIC

Maryland/Delaware 371 333 21 348.8

New Jersey/Pennsylvania 236 381 13 342.8

Virginia/West Virginia 440 869 23 360.0
MiowesT

Indiana 875 1,591 86 144.6

Kentucky 42 209 8 1355

Ohio 294 592 35 170.6

TovaL 8,456 16,451 496 $232.2




Name Division
SOUTHEAST
J. Martin Shaffer Southeast Region
Scott K. Thorson South Atlantic Region
James E. Beck Raleigh Division
David G. Byrnes Orlando Division
Peter Canalia Memphis Division
Gilford Edwards Myrtle Beach Division
Frank L. Finlaw Charleston Division
David L.. Hughes Nashville Division
Barbara G. Moore Jacksonville Division
Scott Osmond Fort Myers Division
Edward Pate Columbia Division
LouE. Steffens Georgia Division
Ed Suchora Tampa Division
Scott K. Thorson Charlotte Division
WesT
Kent A. Lay Mountain West and Central Region
Gerald A. Gates Southern California
Clarence Clemons Los Angeles Division
William A. June Nevada Division
Kent A. Lay Artzona Division
Peter H. Simons Colorado Division
Anthony R. Tonso Northern California Division
JoavanT. Tseng Orange County Division
CeNTRAL

Mio-ATLANTIC

Donnie Evans
KurtS. Watzek

Dallas Division
Houston Division

Donald W. Knutson
David L. Carney
Paul R. Schneiler

Mid-Atlantic Region
Maryland Division
New Jersey Division

Larry Streib Virginia Division
Miowest
James Feldman Midwest Region
Mike Hoffmaster Cincinnati/Dayton Division

Beazer MORTGAGE

Charles F. Holle
Jeff J. Logsdon
Peter O’Hanlon
Kurt Stark
Clifford O. White

Lafayette Division
Columbus Division
Lexington Division
FortWayne Division
Indianapolis Division

Ron]. Kuhn

Beazer Mortgage Corporation
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SHAREHOLDER AND CORPORATE [NFORMATION

Beazer Hoxes USA, Inc.

CorrORATE HEADQUARTERS
Beazer Homes USA, Inc.
1000 Abernathy Read

Suite 1200

Atlanta, Georgia 30328
Telephone: (770) 829-3700
www.beazer.com

GenErRAL COUNSEL
C. Lowell Ball, Esq.. Senior Vice President,
General Counsel

INDEPENDENT AUDITORS
Deloitte & Touche LLP

Beazer ConrFiDENTIAL ETHICS HoTLiNE

Beazer Homes is committed to the highest standards of ethical
conduct in its financial affairs and reporting. To help ensure
that all instances of known or suspected fraud, theft, account-
ing or auditing improprieties or other financial misconduct are
reported, the Company has set up a confidential ethics hotline
at 1-800-383-0863 or through the Investor Relations section
of www.beazer.com.

All communications to the Hotline are made anonymously and
then transmitted directly to the Company’s Vice President,
Audit and Controls where they are reviewed and investigated
as appropriate. Persons who in good faith report evidence of
known or suspected fraud, theft, accounting or auditing
improprieties or other financial misconduct will not be retaliated
against because of such reports.

INQUIRIES

Individuals seeking financial data or information about the
Company and its operations should contact Leslie H. Kratcoski,
Vice President, Investor Relations and Corporate
Communications.

FINANCIAL INFORMATION

Copies of Beazer Homes USA, Inc.’s Annual Report on Form
10-K, Proxy Statement and Forms 10-Q and 8-K as filed with
the United States Securities and Exchange Commission will
be furnished upon written request to Leslie H. Kratcoski, Vice
President, Investor Relations and Corporate Communications,
or can be accessed at www.beazer.com.

TrAnSFER AGENT

American Stock Transfer & Trust Company
59 Maiden Lane

New York, New York 10038

(212)936-3100

TRADING [NFORMATION

Beazer Homes USA, Inc. lists its common shares on the New
York Stock Exchange (NYSE) under the symbol “BZH."” On
December 6, 2004, the last reported sales price of the company’s
common stock on the NYSE was $130.82.

AnnuaL MEETING

The 2005 annual meeting of stockholders will be held at our
offices at 1000 Abernathy Road. Atlanta, Georgia 30328.
Please refer to the Company's Notice of Annual Meeting of
Stockholders and Proxy Statement for the date and time of
this meeting.

DupLicatE MAILINGS

If you are receiving duplicate or unwanted copies of our
publications, please contact American Stock Transfer &
Trust Company at the number listed above or contact
Leslie H. Kratcoski, Vice President, Investor Relations
and Corporate Communications.

CertiFicaTion To NYSE

Pursuant to Section 303A.12(a) of the New York Stock
Exchange Listed Company Manual, the Company submit-
ted the Annual CEO Certification to the NYSE effective
March 1, 2004.
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WHAT's INsipe HERE REaLLY CouNTs

Beazer HowmEes USA, Inc.

ﬁ HOMEAID

2 8 AMERICA
Geneite Eaton,

“Beazer Homes’ partnership and dedication have contributed significantly
to HomeAid America’s success as we moved to the forefront of the fight to
make a positive difference in the lives of the temporarily homeless.”

"Chief Executive Officer, HomeAid America

Groundbreaking ceremony for Bonita House of Hope. Pictured left
to right: Tyrone Evans, President, Bonita House;, Tom Markowicz,
Lennar Corp.; Kurt Watzek, Beazer Homes; Councilwoman Carol
Galloway; Max Hoight, President, HomeAid Houston; Ken Fickes,
City of Houston; Jim Box, Box Consultants.

For the thousands of men, women and children who find
themselves homeless, the inside of a home counts more
than most of us can ever imagine. We are acutely aware
of this situation through our work with HomeAid, the
country’s largest provider of transitional housing for the
temporarily homeless. A national non-profit organization,
HomeAid builds and renovates shelters around the country
with the help of individuals and corporate partners such as
Beazer Homes.

Qur work with HomeAid encompasses many levels of
involvement. Beazer Homes divisions help local chapters
build shelters. Beazer Homes employees participate in
fundraising efforts and contribute their personal time and
skills. Members of Beazer Homes’ management team serve
on advisory boards and have filled a variety of leadership
positions within the organization over the years, both on a
local and national level. lan McCarthy, President and CEO,

currently serves as Chairman of the National Advisory
Board of HomeAid America and as a member of HomeAid's
Board of Directors.

During the past year, we, along with another national
builder, have partnered with HomeAid in Houston to build a
64-unit housing complex for the Bonita Street House of
Hope. This facility is dedicated to providing transitional
housing for unwed mothers with children, recently released
prison inmates and men infected with the AIDS virus.
In Dallas, Beazer Homes, along with supplier partners,
remodeled a portion of the New Beginning Center, which
serves the housing needs of battered women.

Our involvement with HomeAid is truly a two-way
relationship. We donate our time, expertise and financial
resources. And, In return, we gain a unique perspective
and deep appreciation for the true meaning of a home.

New Beginning Center, Dallas, TX.




éﬁ

Seazer

Beazer Homes USA, Inc.
1000 Abernathy Road
Suite 1200

Atlanta, Georgia 30328
770-829-3700

beazer.com




