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CAUTIONARY NOTE CONCERNING FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. All statements contained in this annual report on Form 10-K other than statements of
historical fact, including statements regarding our future results of operations and financial position, our business

strategy and plans, and our objectives for future operations, are forward-looking statements. The words “believe,” “may,”
“will,” “estimate,” “continue,” “anticipate,” “intend,” “expect,” “goal,” “plan” and similar expressions are intended to identify
forward-looking statements. We have based these forward-looking statements largely on our current expectations and
projections about future events and trends that we believe may affect our financial condition, results of operations,
business strategy, short-term and long-term business operations and objectives, and financial needs. These
forward-looking statements are subject to a number of risks, uncertainties, and assumptions, including those described

in Part I, Item 1A, “Risk Factors” and Part II, Item 7, “Management's Discussion and Analysis of Financial Condition and
Results of Operations” in this annual report on Form 10-K. The following factors, among others, may cause our actual
results, performance or achievements to differ materially from any future results, performance or achievements

expressed or implied by these forward-looking statements:

EEINT3 99 ¢

economic changes either nationally or in the markets in which we operate, including declines in employment,
volatility of mortgage interest rates and inflation;

a downturn in the homebuilding industry;

continued volatility and uncertainty in the credit markets and broader financial markets;

our future operating results, financial condition and liquidity;

our business and investment strategy;

availability of land to acquire and our ability to acquire such land on favorable terms or at all;

availability, terms and deployment of capital;

shortages of or increased prices for labor, land or raw materials used in housing construction;

delays in land development or home construction resulting from adverse weather conditions or other events outside
our control;

tssues concerning our joint venture partnerships;

the cost and availability of insurance and surety bonds;

changes in, or the failure or inability to comply with, governmental laws and regulations;

the timing of receipt of regulatory approvals and the opening of projects;

the degree and nature of our competition;

our leverage and debt service obligations;

restrictive covenants relating to our operations in our current or future financing arrangements; and
availability of qualified personnel and our ability to retain our key personnel.

Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time.
It is not possible for our management to predict all risks, nor can we assess the impact of all factors on our business or
the extent to which any factor, or combination of factors, may cause actual results to differ materially from those
contained in any forward-looking statements we may make. In light of these risks, uncertainties and assumptions, the
future events and trends discussed in this annual report on Form 10-K may not occur and actual results could differ
materially and adversely from those anticipated or implied in the forward-looking statements.

The forward-looking statements in this annual report on Form 10-K speak only as of the date of this annual report on
Form 10-K, and we undertake no obligation to revise or publicly release any revision to these forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements.
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PART 1

Item 1. Business

As used in this annual report on Form 10-K, unless the context otherwise requires or indicates, references to “the
Company,” “our company,” “we,” “
The New Home Company LLC and its subsidiaries and affiliates, which we sometimes refer to as “TNHC LLC,” and
(2) following the completion of our formation transactions, refer to The New Home Company Inc. and its subsidiaries.
On January 30, 2014, The New Home Company LLC was converted into a Delaware corporation and renamed The
New Home Company Inc., which we refer to as our formation transaction.

Our Company

We are a new generation homebuilder focused on the design, construction and sale of innovative and consumer-driven
homes in major metropolitan areas within select growth markets in California and Arizona, including coastal Southern
California, the San Francisco Bay area, metro Sacramento and the greater Phoenix area. We also seek to create unique
communities via our significant land development expertise.

We were founded in August 2009, towards the end of an unprecedented downturn in the U.S. homebuilding industry
by Larry Webb, Wayne Stelmar, Joseph Davis and Tom Redwitz, who have worked together for over 25 years. In
January 2014, we completed our initial public offering of shares of our common stock. We believe our management
team has extensive and complementary construction, design, marketing, development and entitlement expertise, as
well as strong relationships with key land sellers within each of our local markets, which provide a competitive
advantage in being able to acquire land, create masterplans, obtain entitlements and build quality homes.

In June 2015, Mr. Davis retired from his role as Chief Investment Officer, but was retained by the Company as a
consultant on a part-time basis. Concurrent therewith, Mr. Stelmar assumed the role of Chief Investment Officer and
John M. Stephens was hired as our Chief Financial Officer.

We employ a local market, consumer-driven approach to designing differentiated homes to meet the unique lifestyle
needs of homebuyers across a variety of demographics. We believe our approach to market research and construction
expertise across an extensive product offering allows us the flexibility to pursue a wide array of land acquisition
opportunities and appeals to a broad range of potential homebuyers, including entry-level, move-up, move-down and
luxury customers. The homes that we and our unconsolidated joint ventures are building range in price from
approximately $300,000 to over $5 million, with home sizes ranging from approximately 800 to 5,400 square feet. We
believe that customer-focused community creation and product development, as well as exemplary customer service,
are key components of the lifestyle connection we seek to establish with each homebuyer.

Additionally, we strive to enhance the home-buying experience and buyers’ personal investment in their homes by
actively engaging them in the selection of design options and upgrades. We believe that our on-site design studios,
which allow buyers to personalize our home offerings are a key source of competitive differentiation, and contribute
to greater profitability through the sale of higher margin options. In addition to our on-site design studios, we also
believe our emphasis on customer care provides us a competitive advantage. In 2013, 2014 and 2015 we were
awarded the Eliant Homebuyers’ Choice Award for Best Overall Customer Care Experience and have also been
awarded Best Design Selection Experience and Best Construction Experience among mid-size builders. Our
commitment to customer satisfaction is a key element of company culture, which fosters an environment where team
members can innovate. We believe our reputation for high quality, differentiated architecture and design, as well as
high customer satisfaction and company culture, enhances our overall financial performance and generates increased
customer loyalty.

Our Competitive Strengths and Strategy

We look to drive the success of the business through the following:

Focus on Attractive Growth Markets in California and Arizona

We are currently focused on identifying unique sites and creating communities that allow us to design, construct and
sell consumer-driven single-family detached and attached homes in major metropolitan areas in coastal Southern
California, the San Francisco Bay area, metro Sacramento and the greater Phoenix area. Given our existing land

our” and “us” (1) for periods prior to the completion of our formation transactions, refer to
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positions, strong local relationships and reputation for quality building, we believe our business is well-positioned to
capitalize on the housing market
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expansion underway in these markets. Certain defining characteristics of our markets include barriers to entry, job
growth and increasing populations, which can create growing demand for new housing. Moreover, our management
team has deep local market knowledge of the California homebuilding and the land planning and development
businesses. We believe this experience and our strong relationships with local market participants enable us to source
site acquisitions and achieve land entitlements to fuel our growth.

Disciplined Acquisition of Attractive Land Positions

We believe that we own and control high-value land positions strategically located within our core markets. We
believe that our professional reputation and long-standing relationships with key land sellers, including master plan
community developers, brokers and other builders, as well as our institutional investors and joint venture partners,
enable us to acquire well-positioned land parcels in our existing markets as well as new target markets.

In addition, we intend to leverage the strength of our land planning and land development expertise in each local
market to add value to our land, capture incremental profit opportunities and provide a steady supply of lots to support
the planned growth of our homebuilding business. We seek to acquire land where we believe our development and
entitlement skills can help earn a risk-adjusted return that is accretive to our overall return profile and superior to other
existing market opportunities. We also have a meaningful fee building business that complements our wholly owned
and joint venture business in what we believe to be among the most attractive masterplan communities in coastal
Southern California.

We further seek to reduce our exposure to land risk through the use of land options, joint ventures and other flexible
land acquisition arrangements. Our joint venture and lot option strategy has been instrumental in allowing us to
leverage our entity-level capital and returns on equity, participate in and develop larger masterplan communities, and
establish a homebuilding platform focused on high-growth, land-constrained markets.

Deliver a Diverse, Consumer-Driven Product Offering and a Superior Home Experience

We consider ourselves a local market, consumer-driven homebuilder with expertise across a wide variety of product
types and customer segments, including the entry-level, move-up, move-down and luxury-focused customer segments.
In addition to understanding the key economic drivers of demand in our markets, we focus on understanding the pool
of potential buyers, the product types sought by those buyers and the proper price point for the product types in each
market. We perform extensive consumer research that helps us create land plans and design homes that meet the needs
and desires of our specific targeted buyers. Our homes are competitively priced, but are not designed to be the lowest
cost option in the market. Our core operating philosophy is to provide a positive, memorable experience to our
homeowners through active engagement in the building process, tailoring our product to the buyer’s lifestyle needs and
enhancing communication, knowledge and satisfaction.

A key element of our strategy is to allow all buyers to personalize their homes regardless of the price point. Unlike
many homebuilders with centralized locations where buyers must travel to select options and upgrades, each of our
communities has an on-site design center with dedicated designers who are knowledgeable about the attributes of the
homes offered in the community. The specific options and upgrades, both structural and finishes, available for the
community are selected by our buyers as they navigate the buying process. In many cases, these options and upgrades
can form a substantial part of the total purchase price of a home and are typically priced with profit margins in excess
of the profit margins on the base home purchase before the options and upgrades. We believe that the active
participation of buyers in selecting options and upgrades results in buyers becoming more personally invested in their
homes, which leads to fewer cancellations. We also believe our diversified product strategy enables us to better serve
a wide range of buyers, adapt quickly to changing market conditions and improve performance while strategically
reducing portfolio risk.

Increase Active Community Count in Our Markets

Our belief that homebuilding is a local market business supports our strategy to pursue significant opportunities to
expand our business in our existing markets. We continually review the allocation of capital among our markets,
based on both aggregate demographic information and our own operating results. We use the results of these reviews
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to focus our investments on those markets where we believe we can increase our profitability and return on capital.
Additionally, we engage in limited speculative building and proceed with community development in phases where
we believe it is economically feasible to do so with the goal of optimizing community design and increasing profits.
We may explore expansion opportunities, including in other markets, through organic growth or acquisitions, but our
primary growth strategy is currently focused on increasing our market position in our existing markets.

We recently purchased 68 lots through an unconsolidated joint venture in an infill location of Paradise Valley in the
metropolitan Phoenix area, and have hired an experienced local division president to establish our presence in the
Phoenix market.
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Focus on Cost Structure

Cost control throughout our business permeates our corporate culture. Our management team maintains its focus on
controlling costs and implementing measures designed to ensure that our organization is efficient. We competitively
bid each community while maintaining strong relationships with our trade partners. We manage production schedules
closely and, while respecting our valued relationships, require accountability from our vendors and trade partners.
Description of Completed Projects and Communities under Development

Our homebuilding projects usually take approximately 24 to 48 months to complete from the initiation of
homebuilding activity. Our lot development projects usually take approximately 24 to 48 months to complete from the
acquisition of land. The following table presents project information relating to each of our markets as of

December 31, 2015 and should be read in conjunction with Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Results of Operations.”

. Homes or
Cumulative
Total Homes or Lots Sales Range of
Number of Lots as of Backlog at Delivered
Lots Homes
Project, City Homes or Delivered December December - for the Delivered or in
’ Lots to 31,2015 31,2015 Year
Be Builtat = of @ ©) Ended B.acklofg
. December (in 000's)®
Completion® 312015 December
’ 31, 2015
Wholly-owned Projects
Southern California
Canyon Oaks, Calabasas © 69 — 69 — — Not Available
Amelia, Irvine 70 39 8 6 33 $1,850 - $2,650
Trevi, Irvine 82 35 8 6 30 $2,340 - $3,960
Fiano, Newport Beach 39 11 8 25 11 $3,270 - $5,770
Twenty Oaks, Thousand Oaks 20 — 20 8 — $1,140 - $1,400
Cressa, Portola Springs 95 — 3 — — Not Available
Sherman Oaks 7, Sherman Oaks 7 — 7 — — Not Available
Southern California Total 382 85 123 45 74
Northern California
Mission Blvd, Fremont 33 — 33 — — Not Available
Woodbury Garden, Lafayette 36 26 10 — 26 $1,170 - $2,020
Woodbury Terrace, Lafayette 20 — 20 3 — $1,100 - $1,190
Elill:ﬁ)arral at Blackstone, El Dorado 79 L 72 6 — $430 - $520
The Grove, Granite Bay 14 10 4 4 8 $930 - $1,800
The Meadows, Folsom 40 40 — — 15 $410 - $560
Candela, Sacramento 10 5 5 1 5 $280 - $320
Cannery Heirloom, Davis 72 15 57 6 15 $450 - $650
Cannery Sage, Davis 73 5 30 2 5 $990 - $1,290
Bayto, Santa Clara (© 33 — 33 — — Not Available
Shannon Townhomes, Fremont 25 — 25 — — Not Available
Northern California Total 428 101 289 22 74
Wholly-owned Projects Total 810 186 412 67 148
Unconsolidated Homebuilding Joint Venture Projects®)
Southern California
Aqua, Villa Metro, Valencia 95 92 3 1 20 $310 - $420

10
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Terra, Villa Metro, Valencia 99 83 16 3 28 $360 - $480
Sol, Villa Metro, Valencia 99 86 13 2 26 $380 - $480
Cielo, Villa Metro, Valencia 22 21 1 — 13 $360 - $520
Avanti, Calabasas ©) 72 — 72 14 — $1,270 - $1,650
Meridian, Newport Beach 79 77 2 1 56 $1,710 - $4,350
Oliva, San Juan Capistrano (/) 40 2 38 10 2 $1,780 - $2,540
Southern California Total 506 361 145 31 145

7

11



Edgar Filing: New Home Co Inc. - Form 10-K

Project, City

Northern California
Garden House, Rose Lane, Larkspur

Terraces, Rose Lane, Larkspur(®
Row Towns, Orchard Park, San Jose

Total
Number of
Homes or
Lots to

Be Built at
Completion®

29

42
107

Court Towns, Orchard Park, San Jose 60

Condo Flats, Orchard Park, San Jose
McKinley Village, Sacramento
Tidelands, San Mateo (©

Northern California Total
Unconsolidated Homebuilding Joint
Venture Projects Total

72
336
76
722

1,228

Unconsolidated Land Joint Venture Projects®)

Southern California
Bedford Ranch, Corona ®
Southern California Total

Northern California

Russell Ranch, Folsom ®

Foster Square, Foster City ®
Cannery Park, Davis ®©)

Northern California Total
Unconsolidated Land Joint Venture
Projects Total

Fee Building Projects

Mendocino, Stonegate, Irvine
Mendocino Ext., Stonegate, Irvine
Strada, Orchard Hills, Irvine

Laurel, Cypress Village, Irvine
Jasmine, Cypress Village, Irvine
Jasmine Ext., Cypress Village, Irvine
Corte Bella, Orchard Hills, Irvine
Entrata, Orchard Hills, Irvine
Terrazza, Orchard Hills, Irvine
Vista Scena, Orchard Hills, Irvine
Avalon, Eastwood Village, Irvine
Belvedere, Eastwood Village, Irvine
Helena, Eastwood Village, Irvine
Marin, Eastwood Village, Irvine

1,435
1,435

870
421
547
1,838

3,273

133
114
224
120
102
126
118
123
149
195
156
134
142
157

Cumulative
Homes or
Lots
Delivered
as of
December
31, 2015

29

42
48
38
29

186
547

421
277
698

698

133
114
105
89

102
46

109

Lots as of
December
31, 2015

@

59
22
43
336
76
536

681

1,200
1,200

870

270
1,140

2,340

119
31

80

75

106
148
156
134
142
157

Backlog at
December
31,2015 ®

21
20
33

78
109

84
84

84

n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a
n/a

Homes or
Lots
Delivered
for the
Year
Ended
December
31,2015

12

15
39
29
25

120
265

155
277
432

432

37
96
72
70
46
106

Sales Range of
Homes
Delivered or in
Backlog

(in 000's)®

$1,650 -
$3,490

$640 - $1,200
$690 - $1,010
$690 - $1,010
$730 - $1,070
Not Available
$750 - $1,360

12
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Petaluma, Eastwood Village, Irvine 106 — 106 n/a — n/a
Piedmont, Eastwood Village, Irvine 159 — 159 n/a — n/a
Fee Building Projects Total 2,258 836 1,422 537

The number of homes or lots to be built at completion is subject to change, and there can be no assurance that we
will build these homes or develop these lots.

Consists of owned lots, fee building lots and unconsolidated joint venture lots as of December 31, 2015, including
(2)owned lots, fee building lots and unconsolidated joint venture lots in backlog as of December 31, 2015. Of the
foregoing lots, there were 23 completed and unsold homes other than those being used as model homes.

Backlog consists of homes or lots under sales contracts that had not closed as of December 31, 2015. Delivery of
sold homes or lots in backlog may not occur. Backlog has not been reduced to reflect our historical cancellation
rate. Backlog for fee building projects is not included as we are not responsible for sales activities and do not
record home sales revenues related to those projects.

ey

3)
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Sales range of homes delivered or in backlog reflects actual total price for homes already sold, or that were in

backlog as of December 31, 2015. The actual prices at which homes are sold in the future may differ. Sales price

range is not included for fee building projects where we are not responsible for sales activities, nor our land

development projects.

We own economic interests in our unconsolidated joint ventures, which include our capital interests that generally

(5)range from 5% to 35% plus, in each case, a share of the distributions from the joint ventures in excess of our
capital interest. These economic interests vary among our different unconsolidated joint ventures.

This project includes market-rate and below-market rate homes. The below-market rate homes are recognized as an
(6)affordable component by certain agencies and jurisdictions. As such, the sales price range for these homes has been
excluded from the table.

The Company purchased its partner's remaining membership interest in this joint venture in January 2016;

following such purchase, this joint venture is a wholly-owned project.

(S)This project is anticipated to be a lot sale program, in which we may buy lots from the unconsolidated joint venture
and/or sell lots to merchant builders. As such, a sales range is not presented.

Summary of Owned and Controlled Lots

“)

)

As of December 31, 2015, we owned or controlled, pursuant to option contracts, purchase contracts or non-binding
letters of intent, an aggregate of 1,318 lots. The following table presents certain information with respect to our
unconsolidated joint ventures, and our fee building projects owned and controlled lots)) as of December 31, 2015.

Lots Owned
Lots Lots and
(1)

Owned Controlled! Controlled()
Wholly-Owned
Southern California 123 754 877
Northern California 289 152 441
Wholly-Owned Total 412 906 1,318
Unconsolidated Joint Ventures (2
Homebuilding
Southern California 145 — 145
Northern California 536 — 536
Arizona — 68 68
Homebuilding Total 681 68 749
Land Development
Southern California 1,200 235 1,435
Northern California 1,140 — 1,140
Land Development Total 2,340 235 2,575
Unconsolidated Joint Ventures Total 3,021 303 3,324
Fee Building
Southern California — 1,422 1,422
Fee Building Total — 1,422 1,422

Includes lots that we and our unconsolidated joint ventures control pursuant to option contracts, purchase contracts
(1)or non-binding letters of intent that are subject to customary conditions and have not yet closed. There can be no
assurance that such acquisitions will occur.

14
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We own economic interests in our unconsolidated joint ventures, which include our capital interests that generally
(2)range from 5% to 35% plus, in each case, a share of the distributions from the joint ventures in excess of our
capital interest. These economic interests vary among our different unconsolidated joint ventures.
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Acquisition Process
Our land acquisition strategy is differentiated between homebuilding projects and lot development projects. For lot
development projects, we focus on developing entitled parcels that we can complete within approximately 24 to
48 months from the date the property is acquired. For homebuilding projects, we focus on controlling development
and market cycle risk while maintaining an inventory of owned lots and lots under land option or purchase contracts
sufficient for construction of homes over a two- to three-year period from the initiation of homebuilding activity. Our
acquisition process generally includes the following steps aimed at reducing development and market cycle risk:
review of the status of entitlements and other governmental processing, including title
reviews;
tdentification of target buyer and appropriate housing product;
determination of land plan to accommodate desired housing product;
completion of environmental reviews and third-party market studies;
preparation of detailed budgets for all cost categories;
completion of due diligence on the land parcel prior to committing to the acquisition;
atilization of options, joint ventures and other land acquisition arrangements, if necessary;
{imitation on the size of an acquisition relative to the Company's pro forma capitalization; and
employment of centralized control of approval of all acquisitions through a tiered Corporate and Executive
Committee approval process.
Before purchasing a land parcel, we engage and work closely with outside architects and consultants to design our
homes and communities.
We also differentiate strategies depending on whether land is in a masterplan community or is not part of a larger
development. For land which is not part of a larger development, we enter into a purchase agreement with the land
owner under which we deliver a deposit which becomes non-refundable upon the expiration of a specified due
diligence period. The closing is generally tied to the date on which we have obtained development entitlements for the
land. For land which is part of a larger development being developed by a master developer, we enter into a purchase
agreement with the master developer providing a deposit that becomes non-refundable upon expiration of the due
diligence period. The closing in master developments is generally tied to issuance of final development entitlements
for the land and completion by the master developer of certain infrastructure and other improvements. In master
developments we may acquire all of the land at the closing or we may acquire the land in “phases”. In master
developments we may be required to (a) pay to the master developer a share of our net profit in excess of a specified
margin and/or (b) grant the master developer the right to repurchase the land if we fail to develop the land in
accordance with applicable development requirements or wish to sell the land in bulk. Our acquisition-development
financing is generally acquired using one or more of the following: (i) through unsecured lines of credit; (ii) secured
acquisition-development loans; (iii) equity obtained from joint venture partners and/or (iv) land bank arrangements
with lenders who take title to the land at closing subject to agreements which obligate us to perform all development
activities with respect to the land and provide us with an option to purchase the land.
Homebuilding, Marketing and Sales Process
The homes that we and our unconsolidated joint ventures are building range in price from approximately $300,000 to
over $5 million, with home sizes ranging from approximately 800 to 5,400 square feet. For the years ended
December 31, 2015, 2014 and 2013, the average sales price of homes delivered from our projects was approximately
$1.9 million, $1.1 million and $0.4 million, respectively. The average sales price of homes delivered from our
unconsolidated joint venture projects was $1.3 million, $0.8 million and $1.2 million, for the years ended
December 31, 2015, 2014 and 2013, respectively.
We typically develop communities in phases based upon projected sales. We seek to control the timing of construction
of subsequent phases in the same community based on demand as evidenced by sales of homes in prior phases and the
number of qualified potential homebuyers that exist on our priority buyer list. Our construction process is driven by
sales contracts that generally precede the start of the construction of homes. The determination that a potential home
buyer is qualified to obtain the financing necessary to complete the purchase is an integral part of our process. Once
qualified, our on-site design centers, with designers dedicated to a specific community, work with the buyer to tailor
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the home to meet the buyer’s needs. This practice is designed to enhance the buyers’ design center experience and
results in increased option sales.

The design of our homes must conform to zoning requirements, building codes and energy efficiency laws. As a
result, we contract with a number of architects and other consultants in connection with the design process.
Substantially all of our construction work is done by trade partners with us acting as the general contractor. We also
enter into contracts as needed with design professionals and other service providers who are familiar with local market
conditions and requirements. We do not

10
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have long-term contractual commitments with our trade partners, suppliers or laborers. We maintain strong and
long-standing relationships with many of our trade partners. We believe that our relationships with trade partners have
been enhanced through involving them prior to the start of a new community, maintaining our schedules and making
timely payment. By dealing fairly, we believe we are able to keep our key trade partners loyal to us.

Sales and Marketing

In connection with the sale and marketing of our homes, we make extensive use of advertising and other promotional
activities, including through our website (www.NWHM.com), social-media, brochures, direct mail and other
community-specific collateral materials. The information contained in, or that can be accessed through our website, is
not incorporated by reference and is not a part of this annual report on Form 10-K.

We primarily sell our homes through our own sales representatives. Our in-house sales force works from sales offices
located in model homes close to, or in each community. Sales representatives assist potential buyers by providing
them with floor plan, price and community amenity information, construction timetables and tours of model homes.
Sales personnel are licensed by applicable real estate bodies in their respective markets and generally have had prior
experience selling new homes in the local market.

Generally, we build model homes at each project and have them professionally decorated to display design features
and options available for purchase in the design center. We believe that model homes play a significant role in helping
homebuyers understand the efficiencies and value provided by each floor plan type. Interior decorations vary among
our models and are selected based upon the lifestyles of our targeted homebuyers. Structural changes in design from
the model homes, other than those predetermined, are not generally permitted, but homebuyers may select various
other optional construction and design amenities. Our on-site design centers are an integral part of our sales process.
Specific options are selected for each community based upon the price of the home and anticipated buyer preferences.
Options include structural (room configurations or pre-determined additional square footage), electrical, plumbing and
finish options (flooring, cabinets, fixtures). In certain communities, we also offer turn-key landscape options. Each
design center is managed by our own designers dedicated to the specific community. We believe this approach
enables us to create a strong relationship with our buyers that result in fewer cancellations and increased revenue.

We typically sell homes using sales contracts that include cash deposits by the purchasers. Before entering into sales
contracts, we pre-qualify our customers through a preferred mortgage provider. However, purchasers can generally
cancel sales contracts if they are unable to sell their existing homes, if they fail to qualify for financing, or under
certain other circumstances. Although cancellations can delay the sale of our homes, they have historically not had a
material impact on our operating results. For our projects, the cancellation rate, excluding our unconsolidated joint
ventures, of buyers who contracted to buy a home but did not close escrow as a percentage of overall orders was 10%,
13% and 16% during the years ended December 31, 2015, 2014 and 2013, respectively. For our unconsolidated joint
venture projects, the cancellation rate was 8%, 9% and 5% during the years ended December 31, 2015, 2014 and
2013, respectively. Cancellation rates are subject to a variety of factors, including those beyond our control, such as
adverse economic conditions and increases in mortgage interest rates.

Customer Financing

At each of our communities, we seek to assist our homebuyers in obtaining financing by arranging with preferred
mortgage lenders to offer qualified buyers a variety of financing options. Most homebuyers utilize long-term
mortgage financing to purchase a home, and mortgage lenders will usually make loans only to qualified borrowers.
Quality Control and Customer Service

We pay particular attention to the product design process and carefully consider quality and choice of materials in
order to attempt to eliminate building deficiencies. The quality and workmanship of the trade partners we employ are
monitored using our personnel and third-party consultants. We make regular inspections and evaluations of our trade
partners to seek to ensure that our standards are met.

We maintain a quality control and customer service staff whose role includes providing a positive experience for each
customer throughout the pre-sale, sale, building, delivery and post-delivery periods. These employees are also
responsible for providing after-sales customer service. Our quality and service initiatives include taking homebuyers
on a comprehensive tour of their home during construction and prior to delivery and using a third party, Eliant, to
survey our homebuyers in order to improve our standards of quality and customer satisfaction.

18



Edgar Filing: New Home Co Inc. - Form 10-K

We have consistently ranked at the top end of the survey results when compared to the other builders who participate
in the Eliant survey.

11
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Warranty Program

We provide a limited one-year warranty covering workmanship and materials. In addition, our limited warranty,
which generally ranges from a minimum of two years up to the period covered by the applicable statute of repose,
covers certain defined construction defects. The limited warranty covering construction defects is transferable to
subsequent buyers not under direct contract with us and requires that homebuyers agree to the definitions and
procedures set forth in the warranty, including the submission of unresolved construction-related disputes to binding
arbitration. Additionally, we have dedicated customer service staff that work with our homebuyers and coordinate
with trade partners, as necessary, during the warranty period. We believe that our reserves are adequate to cover the
ultimate resolution of our potential liabilities associated with known and anticipated warranty and construction defect
related claims and litigation.

We subcontract our homebuilding work to trade partners who generally provide us with an indemnity prior to
receiving payments for their work. Accordingly, claims relating to workmanship and materials are generally the
primary responsibility of our trade partners.

We purchase general liability insurance that covers development and construction activity at each of our communities.
Our trade partners are usually covered by these programs through an owner-controlled insurance program, or "OCIP."
See Item 1A - Risk Factors - "We are subject to product liability and warranty claims arising in the ordinary course of
business."

Seasonality

We have experienced seasonal variations in our quarterly operating results and capital requirements in each of our
reportable segments. We typically take orders for more homes in the first half of the fiscal year than in the second
half, which creates additional working capital requirements in the second and third quarters to build our inventories to
satisfy the deliveries in the second half of the year. We expect this seasonal pattern to continue over the long-term,
although it may be affected by volatility in the homebuilding industry.

Raw Materials

Typically, all the raw materials and most of the components used in our business are readily available in the United
States. Most are standard items carried by major suppliers. However, a rapid increase in new home construction could
cause shortages in the availability of such materials or in the price of services, thereby leading to delays in the delivery
of homes under construction. We continue to monitor the supply markets to achieve favorable prices.

Joint Ventures

Our joint venture strategy has been instrumental in leveraging our entity-level capital and establishing a homebuilding
and land development platform focused on high-growth, land-constrained markets. We own economic interests in our
unconsolidated joint ventures, which include our capital interests that generally range from 5% to 35% plus, in each
case, a share of the distributions from the joint ventures in excess of our capital interest. These economic interests vary
among our different unconsolidated joint ventures. We also earn management fees from such joint ventures.

12

20



Edgar Filing: New Home Co Inc. - Form 10-K

We serve as the administrative member, manager or managing member of each of our 10 homebuilding and four land
development joint ventures. We do not, however, exercise control over the joint ventures, as the joint venture
agreements generally provide our respective partners with the right to consent to certain actions. Under the joint
venture agreements, certain major decisions must be approved by the applicable joint venture’s executive committee,
which is comprised of both our representatives and representatives of our joint venture partners. In addition, some of
our joint venture agreements grant both partners a buy-sell right pursuant to which, subject to certain exceptions,
either partner may initiate procedures requiring the other partner to choose between selling its interest to the other
partner or buying the other partner’s interest. Additional information on our unconsolidated joint ventures is set forth

Our
Percent-

below.
age of
Entity Name . Capltgl
(Project Name) Location  Contri-
) buted
by Us

1

LR8 Investors,

LLC (Lambert Irvine, CA 5%
Ranch)

Larkspur Land

8 Investors, Larkspur,

LLC (Rose CA 10%
Lane)

TNHC-HW San Jose

San Jose, LLC CA T 15%
(Orchard Park)

TNHC-TCN

Santa Clarita  Santa

LP Clarita, CA 10%
(Villa Metro)

;Egv{li)rt LLc Newport o
(Meridian) Beach, CA
Encore

McKinley Sacramento
Village, LLC CA ’10%
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Village)

TNHC San San Juan

Juan LLC Capistrano, 20%
(Oliva)® CA
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E{al‘l‘;heﬁw Folsom, CA35%
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TNHC-HW Foster City, 35%

Foster City CA
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balance

as of
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31, Assets
2015

@(in 000's)
$61 $2,443
115 3,046
7,346 72,807
420 11,211
2,022 16,270
4,770 51,986

12,954 42,462

8,233 44,189

51 14,680

Debt @) Equity @

19,305

6,747

774

14,104

20,000

Total Unconsolidated Joint
Venture (in 000's)

$201

1,149

48,974

2,514

8,544

47,670

26,539

23,525

110

Cumulative
homesBac]io Lots
as gontrolled
Total of
Opemng/Pl:’:lnnedNumbaellv Bdcgn%e
Opening®
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Hom ots
015 31,
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2015
2012 169 169 — — —
2013 8% 8 — — —
2014 239 115 74 124 —
2013 315 282 6 33 —
2014 79 77 1 2 —
2016 336 — — 336 —
2015 40 2 10 38 —
2017 8§70 — — 870 —
2014 421 421 — — —
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LLC (Foster

Square)?

Calabasas

Village LP

(Avanti)

TNHC-HW

Cannery LLC

(Cannery

Park)(™

Arantine Hills

Holdings LP

(Bedford

Ranch)(™

TNHC San Mateo
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Shadows)

Total Unconsolidated Joint Ventures $60,572 $485,917$94,890$333,214 4,752 1,428 193 3,021 303

Calabasas,

CA 10% 2,883 52,170 19,855 28,831 2015 72 — 14 72 —

Davis, CA 35% 11,119 43,064 — 31,040 2014 547 277 84 270 —

Corona, CA 5% 4,509 90,637 — 90,170 2017 1,435— — 1,200235

(1)Based on target capital contribution percentages.

(2) Amounts reflect capital contributions, distributions and cumulative net income or loss.

3) Scheduled maturities of the unconsolidated joint venture debt as of December 31, 2015 are as follows: $16.4
million matures in 2016, $77.7 million matures in 2017, $0 matures in 2018 and $0.8 million matures in 2019.

Represents planned year in which model homes will be open for sales at the communities, except for land

development joint ventures where it represents expected commencement date of lot sales.

Backlog consists of homes or lots under sales contracts that had not yet closed as of December 31, 2015, and there

(5)can be no assurance that delivery of sold homes or lots will occur. Backlog has not been reduced to reflect our
historical cancellation rate.

(6) The Company purchased its partner's remaining membership interest in this joint venture in January 2016.

(7)Land development joint ventures.

Fee Building Services

Although our primary business focus is building and selling homes for our own account, we also selectively provide

construction services to build homes for independent third-party property owners, some of which have been or may be

marketed under The New Home Company brand name. We refer to these projects as “fee building projects.” Our

services with

“)
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respect to fee building projects may include design, development, construction and sale of the homes, and we may
take a project at any stage of development through its completion and sale. We earn revenue on our fee building
projects either as a flat fee for the project or as a percentage of the cost or revenue of the project depending upon the
terms of the agreement with our customer. The Company’s fee building revenues have historically been concentrated
with a small number of customers. We have several fee building agreements with Irvine Pacific, LP and revenues
from this customer exceed 10% of our consolidated revenues. See Item 1A - Risk Factors - "A large proportion of our
fee building revenue is from one customer," Item 7, "Management's Discussion and Analysis of Financial Condition
and Results of Operations - Fee Building" and Note 1 "Revenue Recognition - Fee Building" to the Consolidated
Financial Statements for further discussion of this revenue concentration.

Segments

The Company’s operations are organized into two reportable segments: homebuilding and fee building. For
financial information about our segments, see Item 7, "Management's Discussion and Analysis of Financial Condition
and Results of Operations" and Note 14 to the Consolidated Financial Statements.

Government Regulation and Environmental Matters

We are subject to numerous local, state, federal and other statutes, ordinances, rules and regulations concerning
zoning, development, building design, construction and similar matters, which impose restrictive zoning and density
requirements, the result of which is to limit the number of homes that can be built within the boundaries of a particular
area. Projects that are not entitled may be subjected to periodic delays, changes in use, less intensive development or
elimination of development in certain specific areas due to government regulations. We may also be subject to
periodic delays or may be precluded entirely from developing in certain communities due to building moratoriums or
“slow-growth” or “no-growth” initiatives that could be implemented in the future. Local governments also have broad
discretion regarding the imposition of development fees and exactions for projects in their jurisdiction. Projects for
which we have received land use and development entitlements or approvals may still require a variety of other
governmental approvals and permits during the development process and can also be impacted adversely by
unforeseen health, safety and welfare issues, which can further delay these projects or prevent their development.

We are also subject to a variety of local, state, federal and other statutes, ordinances, rules and regulations concerning
the environment. The particular environmental laws which apply to any given homebuilding site vary according to
multiple factors, including the site’s location, its environmental conditions and the present and former uses of the site,
as well as adjoining properties. Environmental laws and conditions may result in delays, may cause us to incur
substantial compliance and other costs, and can prohibit or severely restrict homebuilding activity in environmentally
sensitive regions or areas. In addition, in those cases where an endangered or threatened species is involved,
environmental rules and regulations can result in the restriction or elimination of development in identified
environmentally sensitive areas. From time to time, the EPA and similar federal or state agencies review homebuilders
compliance with environmental laws and may levy fines and penalties for failure to strictly comply with applicable
environmental laws or impose additional requirements for future compliance as a result of past failures. Any such
actions taken with respect to us may increase our costs. Further, we expect that increasingly stringent requirements
will be imposed on homebuilders in the future. Environmental regulations can also have an adverse impact on the
availability and price of certain raw materials such as lumber. California is especially susceptible to restrictive
government regulations and environmental laws.

Under various environmental laws, current or former owners of real estate, as well as certain other categories of
parties, may be required to investigate and clean up hazardous or toxic substances or petroleum product releases, and
may be held liable to a governmental entity or to third parties for related damages, including for bodily injury, and for
investigation and clean-up costs incurred by such parties in connection with the contamination. A mitigation system
may be installed during the construction of a home if a cleanup does not remove all contaminants of concern or to
address a naturally occurring condition such as methane. Some buyers may not want to purchase a home with a
mitigation system.

b
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Refer to Part I, Item 1A. “Risk Factors” of this annual report on Form 10-K for risks related to government regulation
and environmental matters.

Competition

We believe our on-site design studios, our emphasis on customer care, and reputation for high quality, differentiated
architecture and design provides us a competitive advantage, however, competition in the homebuilding industry is
intense, and there are relatively low barriers to entry into our business. Homebuilders compete for, among other
things, home-buying
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customers, desirable land parcels, financing, raw materials and skilled labor. Increased competition could hurt our
business, as it could prevent us from acquiring attractive land parcels on which to build homes or make such
acquisitions more expensive, hinder our market share expansion, and lead to pricing pressures on our homes that may
adversely impact our margins and revenues. If we are unable to successfully compete, our business, prospects,
liquidity, financial condition and results of operations could be materially and adversely affected. Our competitors
may independently develop land and construct homes that are superior or substantially similar to our products.
Furthermore, a number of our primary competitors are significantly larger, have a longer operating history and may
have greater resources or lower cost of capital than us. Accordingly, they may be able to compete more effectively in
one or more of the markets in which we operate. Many of these competitors also have longstanding relationships with
trade partners and suppliers in the markets in which we operate. We also compete for sales with individual resales of
existing homes and with available rental housing.

Employees

As of December 31, 2015, we had 272 employees, 102 of whom were executive, management and administrative
personnel located in our offices, 60 of whom were sales and marketing personnel and 110 were involved in field
construction. Although none of our employees are covered by collective bargaining agreements, certain of the third
party trade partners engaged by us primarily as general contractors are represented by labor unions or are subject to
collective bargaining arrangements. We believe that relations with our employees and trade partners are good. See
Item 1A, “Risk Factors—Our business and results of operations depend on the availability and skill of trade partners.”
Our Offices

Our principal executive offices are located at 85 Enterprise, Suite 450, Aliso Viejo, California 92656. Our main
telephone number is (949) 382-7800. Our internet website is www.NWHM.com. We will make available through our
website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to these reports filed or furnished pursuant to Section 13(d) or 15(d) of the Securities Exchange Act of
1934 as soon as reasonably practicable after filing with, or furnishing to, the Securities and Exchange Commission.
Copies of these reports, and any amendment to them, are available free of charge upon request. The information
contained in, or that can be accessed through our website is not incorporated by reference and is not part of this annual
report on Form 10-K.
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Item 1A.  Risk Factors

You should carefully consider the following risk factors, which address the material risks concerning our business,
together with the other information contained in this annual report on Form 10-K. If any of the risks discussed in this
annual report on Form 10-K occur, our business, prospects, liquidity, financial condition and results of operations
could be materially and adversely affected, in which case the trading price of our common stock could decline
significantly and you could lose part or all of your investment. Some statements in this annual report, including
statements in the following risk factors, constitute forward-looking statements. Please refer to the initial section of this
annual report entitled “Cautionary Note Concerning Forward-Looking Statements.”

Risks Related to Our Business

Our long-term growth depends upon our ability to successfully identify and acquire desirable land parcels for
residential buildout for reasonable prices.

Our future growth depends upon our ability to successfully identify and acquire attractive land parcels for
development of our single-family homes at reasonable prices and with terms that meet our underwriting criteria. Our
ability to acquire land parcels for new single-family homes may be adversely affected by changes in the general
availability of land parcels, the willingness of land sellers to sell land parcels at reasonable prices, competition for
available land parcels, availability of financing to acquire land parcels, zoning and other market conditions. We
currently depend primarily on the California markets and availability of land parcels in that market at reasonable
prices is limited. If the supply of land parcels appropriate for development of single-family homes is limited because
of these factors, or for any other reason, our ability to grow could be significantly limited, and the number of homes
that we build and sell could decline. Additionally, our ability to begin new projects could be impacted if we elect not
to purchase land parcels under option contracts. To the extent that we are unable to purchase land parcels timely or
enter into new contracts for the purchase of land parcels at reasonable prices, our home sales revenue and results of
operations could be adversely impacted.

The homebuilding industry is cyclical and affected by changes in general economic, real estate and other business
conditions that could reduce the demand for new homes and, as a result, adversely impact our results of operations,
financial condition and cash flows.

The residential homebuilding industry is cyclical and is highly sensitive to changes in general economic, real estate
and other business conditions such as levels of employment, consumer confidence and income, availability of
mortgage financing for acquisitions, construction and permanent mortgages, interest rate levels, demographic trends,
homebuyer preferences for specific designs or locations, real estate taxes, inflation and supply of and demand for new
or existing homes. The foregoing conditions, among others, are complex and interrelated. Periods of prolonged
economic downturn, high unemployment levels, increases in the rate of inflation and uncertainty in the U.S. economy,
have contributed to decreased demand for housing, declining sales prices and increasing pricing pressure. In the event
that these economic and business trends occur, we could experience declines in the market value of our inventory and
demand for our homes, which could have a material adverse effect on our business, prospects, liquidity, financial
condition and results of operations. Adverse economic conditions outside the U.S., such as Asia, India or Canada, may
also adversely affect the demand for our homes to the extent such conditions impact the amount of potential
homebuyers from such regions in our markets.

In addition, an important segment of our customer base consists of first time and second time “move-up” buyers,
who often purchase homes contingent upon the sale of their existing homes. The difficulties facing these buyers in
selling their homes during recessionary periods may adversely affect our sales. Moreover, during such periods, we
may need to reduce our sales prices and offer greater incentives to buyers to compete for sales that may result in
reduced margins.

Because most of our homebuyers finance the purchase of their homes, the terms and availability of mortgage
financing can affect the demand for and the ability to complete the purchase of a home, which could materially and
adversely affect us.

Our business depends on the ability of our homebuyers to obtain financing for the purchase of their homes. Many of
our homebuyers must sell their existing homes in order to buy a home from us. Since 2009, the U.S. residential
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mortgage market as a whole has experienced significant instability due to, among other things, defaults on subprime
and other loans, resulting in the declining market value of such loans. In light of these developments, lenders,
investors, regulators and other third parties questioned the adequacy of lending standards and other credit
requirements for several loan programs made available to borrowers in recent years. This has led to tightened credit
requirements and underwriting standards, and an increase in
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indemnity claims for mortgages. Deterioration in credit quality among subprime and other nonconforming loans has
caused most lenders to eliminate subprime mortgages and most other loan products that do not conform to Federal
National Mortgage Association, or Fannie Mae, Federal Home Loan Mortgage Corporation, or Freddie Mac, Federal
Housing Administration, or FHA, or Veterans Administration, or the VA, standards. Fewer loan products and tighter
loan qualifications, in turn, make it more difficult for a borrower to finance the purchase of a new home or the
purchase of an existing home from a potential “move-up” buyer who wishes to purchase one of our homes. In general,
these developments have delayed any general improvement in the housing market. If our potential homebuyers or the
buyers of our homebuyers’ existing homes cannot obtain suitable financing, our business, prospects, liquidity, financial
condition and results of operations could be materially and adversely affected.

Changes in tax laws can increase the after tax cost of owning a home, and further tax law changes could adversely
affect demand for the homes we build.

Under current tax law certain significant expenses of owning a home, including mortgage loan interest costs and real
estate taxes, generally are deductible expenses for the purpose of calculating an individual’s federal, and in some cases
state, tax liability. However, the American Taxpayer Relief Act of 2012, which was signed into law in January 2013,
resulted in higher income tax rates and limits the amount of mortgage interest individuals can deduct in computing
their income tax liability. The limit on deductibility of mortgage interest can increase the after-tax cost of owning a
home for some individuals.

Any additional increases in personal income tax rates and/or additional tax deduction limits could adversely impact
demand for new homes, including homes we build, which could adversely affect our results of operations.

Interest rate increases or changes in federal lending programs or other regulations could lower demand for our homes,
which could materially and adversely affect us.

Substantially all purchasers of our homes finance their acquisitions with mortgage financing. Rising interest rates,
decreased availability of mortgage financing or of certain mortgage programs, higher down payment requirements or
increased monthly mortgage costs may lead to reduced demand for our homes and mortgage loans. Increased interest
rates can also hinder our ability to realize our backlog because our home purchase contracts provide customers with a
financing contingency. Financing contingencies allow customers to cancel their home purchase contracts in the event
that they cannot arrange for adequate financing. As a result, rising interest rates can decrease our home sales. Any of
these factors could have a material adverse effect on our business, prospects, liquidity, financial condition and results
of operations.

In addition, as a result of the turbulence in the credit markets and mortgage finance industry, the federal government
has taken on a significant role in supporting mortgage lending through its conservatorship of Fannie Mae and Freddie
Mac, both of which purchase home mortgages and mortgage-backed securities originated by mortgage lenders, and its
insurance of mortgages originated by lenders through the FHA and the VA. The availability and affordability of
mortgage loans, including interest rates for such loans, could be adversely affected by a curtailment or cessation of the
federal government’s mortgage-related programs or policies. The FHA may continue to impose stricter loan
qualification standards, raise minimum down payment requirements, impose higher mortgage insurance premiums and
other costs, or limit the number of mortgages it insures. Due to federal budget deficits, the U.S. Treasury may not be
able to continue supporting the mortgage-related activities of Fannie Mae, Freddie Mac, the FHA and the VA at
present levels, or it may revise significantly the federal government’s participation in and support of the residential
mortgage market. Because the availability of Fannie Mae, Freddie Mac, FHA and VA-backed mortgage financing is
an important factor in marketing and selling many of our homes, any limitations, restrictions or changes in the
availability of such government-backed financing could reduce our home sales, which could have a material adverse
effect on our business, prospects, liquidity, financial condition and results of operations.

Furthermore, in July 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act was signed into law.
This legislation provides for a number of new requirements relating to residential mortgages and mortgage lending
practices, many of which are to be developed further by implementing rules. These include, among others, minimum
standards for mortgages and lender practices in making mortgages, limitations on certain fees and incentive
arrangements, retention of credit risk and remedies for borrowers in foreclosure proceedings. The effect of such
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provisions on lending institutions will depend on the rules that are ultimately enacted. However, these requirements,
as and when implemented, are expected to reduce the availability of loans to borrowers or increase the costs to

borrowers to obtain such loans. Any such reduction could result in a decline of our home sales, which could materially
and adversely affect us.
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Our geographic concentration could materially and adversely affect us if the homebuilding industry in our current
markets declines.

Our business strategy is focused on the design, construction and sale of innovative single-family detached and
attached homes in planned communities in major metropolitan areas in coastal Southern California, the San Francisco
Bay area, metro Sacramento and the greater Phoenix area and the potential entry into other markets. Because our
operations are concentrated in these areas, a prolonged economic downturn affecting one or more of these areas, or
affecting any sector of employment on which the residents of such area are dependent, could have a material adverse
effect on our business, prospects, liquidity, financial condition and results of operations, and a disproportionately
greater impact on us than other homebuilders with more diversified operations. During the downturn from 2008 to
2011, land values, the demand for new homes and home prices declined substantially in California. In addition, the
state of California recently experienced severe budget shortfalls and has raised taxes and increased fees to offset the
deficit. Accordingly, our sales, results of operations, financial condition and business could be negatively impacted by
a decline in the economy, the job sector or the homebuilding industry in the Western U.S. regions in which our
operations are concentrated.

Labor and raw material shortages and price fluctuations could delay or increase the cost of home construction, which
could materially and adversely affect us.

The residential construction industry experiences serious labor and raw material shortages from time to time,
including shortages in qualified tradespeople, and supplies of insulation, drywall, cement, steel and lumber. These
labor and raw material shortages can be more severe during periods of strong demand for housing or during periods
where the regions in which we operate experience natural disasters that have a significant impact on existing
residential and commercial structures. The cost of labor and raw materials may also increase during periods of
shortage or high inflation. During past economic downturns, a large number of qualified trade partners went out of
business or otherwise exited the market. A reduction in available trade partners will likely exacerbate labor shortages
when demand for new housing increases. Shortages and price increases could cause delays in and increase our costs of
home construction, which in turn could have a material adverse effect on our business, prospects, liquidity, financial
condition and results of operations.

Because of the seasonal nature of our business, our quarterly operating results fluctuate.

As discussed under “Management’s Discussion and Analysis of Financial Condition—Liquidity and Capital
Resources—Seasonality” we have experienced seasonal fluctuations in our quarterly operating results and capital
requirements that can have a material impact on our results and our consolidated financial statements. We typically
experience the highest new home order activity in spring and summer, although this activity also highly depends on
the number of active selling communities, timing of new community openings and other market factors. Since it
typically takes four to ten months to construct a new home, we deliver more homes in the second half of the year as
spring and summer home orders convert to home deliveries. Because of this seasonality, home starts, construction
costs and related cash outflows have historically been highest in the second and third quarters, and the majority of
cash receipts from home deliveries occur during the second half of the year. We expect this seasonal pattern to
continue over the long-term, although it may be affected by volatility in the homebuilding industry. We expect the
traditional seasonality cycle and its impact on our results to become more prominent if and as the present housing
recovery progresses and the homebuilding industry returns to a more normal operating environment, but we can make
no assurances as to the degree to which our historical seasonal patterns will occur in 2016 and beyond, if at all.
Adverse weather and geological conditions may increase costs, cause project delays and reduce consumer demand for
housing, all of which could materially and adversely affect us.

As a homebuilder and land developer, we are subject to the risks associated with numerous weather-related and
geologic events, many of which are beyond our control. These weather-related and geologic events include but are not
limited to droughts, floods, wildfires, landslides, soil subsidence and earthquakes. The occurrence of any of these
events could damage our land parcels and projects, cause delays in the completion of our projects, reduce consumer
demand for housing and cause shortages and price increases in labor or raw materials, any of which could harm our
sales and profitability. Our California markets are in areas which have historically experienced significant earthquake
activity and seasonal wildfires. In addition to directly damaging our land or projects, earthquakes, wildfires or other
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geologic events could damage roads and highways providing access to those projects, thereby adversely affecting our
ability to market homes in those areas and possibly increasing the costs of completion.

There are some risks of loss for which we may be unable to purchase insurance coverage. For example, losses
associated with landslides, earthquakes and other geologic events may not be insurable, and other losses, such as those
arising from terrorism, may not be economically insurable. A sizeable uninsured loss could materially and adversely
affect our business, prospects, liquidity, financial condition and results of operations.
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If the market value of our land or housing inventory decreases, our results of operations could be adversely affected by
impairments and write-downs.

The market value of our land and housing inventories depends on market conditions. We acquire land for expansion
into new markets and for replacement of land inventory and expansion within our current markets. There is an
inherent risk that the value of the land owned or controlled by us may decline after purchase. The valuation of
property is inherently subjective and based on the individual characteristics of each property. We may have acquired
options on or bought and developed land at a cost we will not be able to recover fully or on which we cannot build and
sell homes profitably. In addition, our deposits for lots controlled under option or similar contracts may be put at risk.
Factors such as changes in regulatory requirements and applicable laws (including in relation to building regulations,
taxation and planning), political conditions, the condition of financial markets, both local and national economic
conditions, the financial condition of customers, potentially adverse tax consequences, and interest and inflation rate
fluctuations subject the market value of land owned, controlled or optioned by us to uncertainty. Moreover, all
valuations are made on the basis of assumptions that may not prove to reflect economic or demographic reality. If
housing demand decreases below what we anticipated when we acquired our inventory, our results of operations and
financial conditions may be adversely affected and we may not be able to recover our costs when we sell and build
houses. We regularly review the value of our land holdings and continue to review our holdings on a periodic basis.
Material write-downs and impairments in the value of our inventory may be required, and we may in the future sell
land or homes at a loss, which could adversely affect our results of operations and financial condition.

Any limitation on, or reduction or elimination of, tax benefits associated with owning a home would decrease the
demand for our home products and land, which could be material to our business.

Changes in federal income tax laws may affect the demand for new homes and land suitable for residential
development. Current tax laws generally permit significant expenses associated with owning a home, primarily
mortgage interest expense and real estate taxes, to be deducted for the purpose of calculating an individual’s federal,
and in many cases, state, taxable income. Various proposals have been publicly discussed to limit mortgage interest
deductions and to limit the exclusion of gains from the sale of a principal residence. For instance, under the American
Taxpayer Relief Act of 2012, which was signed into law in January 2013, the federal government enacted higher
income tax rates and limits on the value of tax deductions for certain high-income individuals and households. If the
federal government or a state government changes or further changes its income tax laws, as some lawmakers have
proposed, by eliminating, limiting or substantially reducing these income tax benefits without offsetting provisions,
the after-tax cost of owning a new home would increase for many of our potential customers. Enactment of any such
proposal may have an adverse effect on the homebuilding industry in general, as the loss or reduction of homeowner
tax deductions could decrease the demand for new homes and adversely affect our business.

Difficulty in obtaining sufficient capital could prevent us from acquiring land for our developments or increase costs
and delays in the completion of our development projects.

The homebuilding and land development industry is capital-intensive and requires significant up-front expenditures to
acquire land parcels and begin development. If internally generated funds are insufficient to cover our liquidity needs,
we may seek additional capital in the form of equity or debt financing from a variety of potential sources, including
additional bank financings, formation of joint venture relationships or securities offerings. The availability of
borrowed funds, especially for land acquisition and construction financing, may be greatly reduced nationally, and the
lending community may require increased amounts of equity to be invested in a project by borrowers in connection
with both new loans and the extension of existing loans. The credit and capital markets have recently experienced
significant volatility. If we are required to seek additional financing to fund our operations, continued volatility in
these markets may restrict our flexibility to access such financing. If we are not successful in obtaining sufficient
capital to fund our planned capital and other expenditures, we may be unable to acquire land for our housing
developments or to develop housing. Additionally, if we cannot obtain additional financing to fund the purchase of
land under our option contracts or purchase contracts, we may incur contractual penalties and fees. Any difficulty in
obtaining sufficient capital for planned development expenditures could also cause project delays, which could
increase our costs. Any one or more of the foregoing events could have a material adverse effect on our business,
prospects, liquidity, financial condition and results of operations.
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Our current and future joint venture investments could be adversely affected by a lack of sole decision-making
authority and reliance on the financial condition and liquidity of our joint venture partners.

We own interests in projects through 15 joint ventures, 14 of which are unconsolidated. As of December 31, 2015, we
had investments in our unconsolidated joint ventures of $60.6 million. We have entered into joint ventures in order to
acquire attractive land positions, to manage our risk profile and to leverage our capital base. We may enter into
additional joint ventures in the future, thereby reducing the amount of capital required by us to make investments and
diversifying our capital
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sources for growth. Such joint venture investments involve risks not otherwise present in wholly owned projects,
including the following:
we do not have exclusive control over the development, financing, management and other aspects of the project or
joint venture, which may prevent us from taking actions that are in our best interest but opposed by our partners;
Joint venture agreements often restrict the transfer of a partner’s interest or may otherwise restrict our ability to sell the
interest when we desire or on advantageous terms, which causes the investment to be very illiquid;
our existing joint venture agreements contain, and any future joint venture agreements may contain, buy-sell
provisions pursuant to which one partner may initiate procedures requiring the other partner to choose between buying
the other partner’s interest or selling its interest to that partner; we may not have the capital to purchase our joint
venture parties’ interest under these circumstances even if we believe it would be beneficial to do so;

we cannot exercise sole decision-making authority regarding the project or joint venture, which could create

the potential risk of creating impasses on decisions, such as acquisitions or sales;
a partner may, at any time, have economic or business interests or goals that are, or that may become, inconsistent
with our business interests or goals;
a partner may fail to fund its share of required capital contributions or may become bankrupt, which generally would
cause us and any other remaining partners to remain liable for the joint venture’s liabilities;
our relationships with our partners are contractual in nature and may be terminated or dissolved under the terms of the
applicable joint venture agreements, and, in such event, we may not continue to own or operate the interests or assets
underlying such relationship or may need to purchase such interests or assets at a premium to the market price to
continue ownership;
disputes between us and our partners may result in litigation or arbitration that would increase our expenses and
prevent our officers and directors from focusing their time and efforts on our business and could result in subjecting
the projects owned by the joint venture to additional risk; or
we may be liable for joint venture obligations where the joint venture is a partnership and we serve as a general
partner.
Additionally, our joint ventures typically obtain secured acquisition, development and construction financing.
Generally, we and our joint venture partners have provided varying levels of credit enhancements or other obligations
of our unconsolidated joint ventures. These arrangements include loan-to-value ("L'TV") maintenance agreements in
order to secure performance under the loans and maintain certain LTV ratios, construction completion guaranties,
repayment guaranties and environmental indemnities. If one or more of the arrangements under these debt agreements
were drawn upon or otherwise invoked (for example, if there are not adequate funds available under the specific
project loans, and we were to potentially become subject to financial liability under a completion guaranty) our
obligations could be significant, individually or in the aggregate, which could have a material adverse effect on our
financial position or results of operations. See Item 7, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Liquidity and Capital Resources—Off-Balance Sheet Arrangements and Contractual
Obligations” and Note 11 to the Consolidated Financial Statements for more information on LTV maintenance
agreements and completion guaranties.
Any of the above might subject a project to liabilities in excess of those contemplated and adversely affect the value
of our current and future joint venture investments.
We face potentially substantial risk with respect to our land and lot inventory.
We intend to acquire land parcels for replacement and expansion of land inventory within our current and any new
markets. The risks inherent in purchasing and developing land parcels increase as consumer demand for housing
decreases. As a result, we may buy and develop land parcels on which homes cannot be profitably built and sold. The
market value of land parcels, building lots and housing inventories can fluctuate significantly as a result of changing
market conditions, and the measures we employ to manage inventory risk may not be adequate to insulate our
operations from a severe drop in inventory values. When market conditions drive land values down, option
agreements we have previously entered into may become less desirable, at which time we may elect to forego deposits
and pre-acquisition costs and terminate the agreements. Land parcels, building lots and housing inventories are illiquid
assets, and we may not be able to dispose of them efficiently or at all if we are in financial distress. In addition,
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inventory carrying costs can be significant and can result in losses in a poorly performing project or market. In the
event of significant changes in economic or market conditions, we may have to sell homes at significantly lower
margins or at a loss, if we are able to sell them at all.
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Our business and results of operations depend on the availability and skill of trade partners.

Substantially all of our construction work is done by third-party trade partners with us acting as the general contractor.
Accordingly, the timing and quality of our construction depend on the availability and skill of our trade partners. We
do not have long-term contractual commitments with any trade partners, and there can be no assurance that skilled
subcontractors will continue to be available at reasonable rates and in the areas in which we conduct our operations.
Certain of the trade partners engaged by us are represented by labor unions or are subject to collective bargaining
arrangements that require the payment of prevailing wages that are higher than normally expected on a residential
construction site. A strike or other work stoppage involving any of our subcontractors could also make it difficult for
us to retain subcontractors for our construction work. In addition, union activity could result in higher costs to retain
our subcontractors. The inability to contract with skilled trade partners at reasonable costs on a timely basis could
have a material adverse effect on our business, prospects, liquidity, financial condition and results of operations.

In addition, despite our quality control efforts, we may discover that our trade partners were engaging in improper
construction practices or installing defective materials in our homes. When we discover these issues, we, generally
through our trade partners, repair the homes in accordance with our new home warranty and as required by law.
Reserves are established based on market practices, our historical experiences and our judgment of the qualitative
risks associated with the types of homes built. However, the cost of satisfying our warranty and other legal obligations
in these instances may be significantly higher than our reserves, and we may be unable to recover the cost of repair
from such trade partners. Regardless of the steps we take, we can in some instances be subject to fines, litigation, or
other penalties, and our reputation and our financial condition may be adversely affected.

New and existing laws and regulations or other governmental actions may increase our expenses, limit the number of
homes that we can build or delay the completion of our projects.

We are subject to numerous local, state, federal and other statutes, ordinances, rules and regulations concerning
zoning, development, building design, construction and similar matters which impose restrictive zoning and density
requirements, which can limit the number of homes that can be built within the boundaries of a particular area.
Projects that are not entitled may be subjected to periodic delays, changes in use, less intensive development or
elimination of development in certain specific areas due to government regulations. We may also be subject to
periodic delays or may be precluded entirely from developing in certain communities due to building moratoriums or
“slow-growth” or “no-growth” initiatives that could be implemented in the future. Local governments also have broad
discretion regarding the imposition of development fees, assessments and exactions for projects in their jurisdiction.
Projects for which we have received land use and development entitlements or approvals may still require a variety of
other governmental approvals and permits during the development process and can also be impacted adversely by
unforeseen health, safety and welfare issues, which can further delay these projects or prevent their development. As a
result, home sales could decline and costs could increase, which could have a material adverse effect on our business,
prospects, liquidity, financial condition and results of operations.

We may not be able to compete effectively against competitors in the homebuilding industry.

We operate in a very competitive environment which is characterized by competition from a number of other
homebuilders in each market in which we operate. Additionally, there are relatively low barriers to entry into our
business. We compete with numerous large national and regional homebuilding companies and with smaller local
homebuilders and land developers for, among other things, home buyers, desirable land parcels, financing, raw
materials and skilled management and labor resources. Our competitors may independently develop land and
construct homes that are superior or substantially similar to our products. Increased competition could hurt our
business, as it could prevent us from acquiring attractive land parcels on which to build homes or make such
acquisitions more expensive, hinder our market share expansion and cause us to increase our selling incentives and
reduce our prices. An oversupply of homes available for sale and the heavy discounting of home prices by some of our
competitors have adversely affected demand for homes in the market as a whole and could do so again in the future.
We also compete with the resale, or “previously owned,” home market. If we are unable to compete effectively in our
markets, our business could decline disproportionately to our competitors, and our results of operations and financial
condition could be adversely affected.
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We may be at a competitive disadvantage with regard to certain of our large national and regional homebuilding
competitors whose operations are more geographically diversified than ours, as these competitors may be better able
to withstand any future regional downturn in the housing market. We compete directly with a number of large national
and regional homebuilders that may have longer operating histories and greater financial and operational resources
than we do. Many of these competitors also have longstanding relationships with subcontractors, local governments
and suppliers in the markets in which we operate or in which we may operate in the future. This may give our
competitors an advantage in securing materials and labor at lower prices, marketing their products and allowing their
homes to be delivered to customers more
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quickly and at more favorable prices. This competition could reduce our market share and limit our ability to expand
our business as we have planned.

We may be unable to obtain suitable bonding for the development of our housing projects.

We are often required to provide bonds to governmental authorities and others to ensure the completion of our
projects. As a result of market conditions, surety providers have been reluctant to issue new bonds and some providers
are requesting credit enhancements (such as cash deposits or letters of credit) in order to maintain existing bonds or to
issue new bonds. If we are unable to obtain required bonds in the future for our projects, or if we are required to
provide credit enhancements with respect to our current or future bonds, our business, prospects, liquidity, financial
condition and results of operations could be materially and adversely affected.

We are subject to environmental laws and regulations, which may increase our costs, limit the areas in which we can
build homes and delay completion of our projects.

We are subject to a variety of local, state, federal and other statutes, ordinances, rules and regulations concerning the
environment. The particular environmental laws which apply to any given property vary according to multiple factors,
including the property’s location, its environmental conditions, the present and former uses of the property, the
presence or absence of endangered plants or animals or sensitive habitats, as well as conditions at nearby properties.
Environmental laws and conditions may result in delays, may cause us to incur substantial compliance and other costs
and can prohibit or severely restrict development and homebuilding activity in environmentally sensitive regions or
areas. In addition, in those cases where an endangered or threatened species is involved and agency rulemaking and
litigation are ongoing, the outcome of such rulemaking and litigation can be unpredictable, and at any time can result
in unplanned or unforeseeable restrictions on or even the prohibition of development in identified environmentally
sensitive areas. From time to time, the EPA and similar federal, state or local agencies review land developers’ and
homebuilders’ compliance with environmental laws and may levy fines and penalties for failure to strictly comply with
applicable environmental laws, including those applicable to control or storm water discharges during construction, or
impose additional requirements for future compliance as a result of past failures. Any such actions taken with respect
to us may increase our costs and result in project delays. We expect that increasingly stringent requirements will be
imposed on land developers and homebuilders in the future. Environmental regulations can also have an adverse
impact on the availability and price of certain raw materials such as lumber, and on other building materials.
California is especially susceptible to restrictive government regulations and environmental laws. For example,
California imposes notification obligations respecting environmental conditions, sometimes recorded on deeds, and
also those required to be delivered to persons accessing property or to home buyers or renters, which may cause some
persons, or their financing sources, to view the subject parcels as less valuable or as impaired. California has also
enacted so-called “climate change” legislation, which could result in additional costs to achieve energy use or energy
efficiency mandates, alter community layouts, meet “green building” standards and impose carbon or other greenhouse
gas reductions or offset obligations, and could result in other costs or obligations as well.

Under various environmental laws, current or former owners of real estate, as well as certain other categories of
parties, may be required to investigate and clean up hazardous or toxic substances or petroleum product releases, and
may be held liable to a governmental entity or to third parties for related damages, including for bodily injury, and for
investigation and clean-up costs incurred by such parties in connection with the contamination. A mitigation system
may be installed during the construction of a home i