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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2020, 2019 and 2018

NOTE 1 — BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization.Meritage Homes Corporation ("Meritage Homes") is a leading designer and builder of single-family
homes. We primarily build in historically high-growth regions of the United States and offer a variety of homes that are
designed for the first-time and first move-up buyers. We have homebuilding operations in three regions: West, Central and
East, which are comprised of nine states: Arizona, California, Colorado, Texas, Florida, Georgia, North Carolina, South
Carolina and Tennessee. These three regions are our principal homebuilding reporting segments. We also operate a financial
services reporting segment. In this segment, we offer title and escrow, mortgage, and insurance services. Carefree Title
Agency, Inc. ("Carefree Title"), our wholly-owned title company, provides title insurance and closing/settlement services to our
homebuyers. Managing our own title operations allows us greater control over the entire escrow and closing cycles in addition
to generating additional revenue. Beginning in the fourth quarter of 2019, we commenced operations of a wholly-owned
insurance broker, Meritage Homes Insurance Agency (“Meritage Insurance”). Meritage Insurance works in collaboration with
insurance companies nationwide to offer homeowners' insurance and other various insurance products to our homebuyers. Our
financial services operations also provide mortgage loans to our homebuyers indirectly through an unconsolidated joint venture.

We commenced our homebuilding operations in 1985 through our predecessor company known as Monterey Homes.
Meritage Homes Corporation was incorporated in the state of Maryland in 1988 under the name of Homeplex Mortgage
Investments Corporation and merged with Monterey Homes in 1996, at which time our name was changed to Monterey Homes
Corporation and later ultimately to Meritage Homes Corporation. Since that time, we have engaged in homebuilding and related
activities and ceased to operate as a real estate investment trust. Meritage Homes Corporation operates as a holding company
and has no independent assets or operations. Its homebuilding construction, development and sales activities are conducted
through its subsidiaries. Our homebuilding activities are conducted under the name of Meritage Homes in each of our
homebuilding markets. At December 31, 2020, we were actively selling homes in 195 communities, with base prices ranging
from approximately $191,000 to $921,000.

Basis of Presentation. The accompanying consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States (“GAAP”) and include the accounts of Meritage Homes
Corporation and those of our consolidated subsidiaries, partnerships and other entities in which we have a controlling financial
interest, and of variable interest entities (see Note 3) in which we are deemed the primary beneficiary (collectively, “us”, “we”,
“our” and the “Company”). Intercompany balances and transactions have been eliminated in consolidation.

Cash and Cash Equivalents. Liquid investments with an initial maturity of three months or less are classified as cash
equivalents. Amounts in transit from title companies for home closings of approximately $61.3 million and $54.5 million are
included in cash and cash equivalents at December 31, 2020 and 2019, respectively.

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

We rely on certain estimates to determine our construction and land development costs. Construction and land costs are
comprised of direct and allocated costs, including estimated future costs. In determining these costs, we compile project budgets
that are based on a variety of assumptions, including future construction schedules and costs to be incurred. Actual results can
differ from budgeted amounts for various reasons, including construction delays, labor or material shortages, slower
absorptions, increases in costs that have not yet been committed, changes in governmental requirements, or other unanticipated
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