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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

THE NEW HOME COMPANY INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

Cash and cash equivalents

Restricted cash

Contracts and accounts receivable

Due from affiliates

Real estate inventories

Investment in unconsolidated joint ventures

Property and equipment, net of accumulated depreciation
Other assets

Total assets

Liabilities and equity

Accounts payable

Accrued expenses and other liabilities
Notes payable

Notes payable to affiliate

Total liabilities

Commitments and contingencies (Note 10)
Equity:

Stockholders' equity:

Preferred stock, $0.01 par value, 50,000,000 shares authorized, no shares

outstanding

Common stock, $0.01 par value, 500,000,000 shares authorized, 16,516,546 and

September 30,

2015

December 31,
2014

(Dollars in thousands, except per

share amounts)
(Unaudited)

$35,373
137
11,084
789
248,068
61,791
924
6,044
$364,210

$24,246
7,994
169,174
249
201,663

16,448,750, shares issued and outstanding as of September 30, 2015 and December 165

31, 2014, respectively.

Additional paid-in capital

Retained earnings

Total The New Home Company Inc. stockholders' equity
Noncontrolling interest in subsidiary

Total equity

Total liabilities and equity

145,951
13,907
160,023
2,524
162,547
$364,210

See accompanying notes to the unaudited condensed consolidated financial statements.

$44,058
283
13,164
2,662
163,564
60,564
984
6,679
$291,958

$16,581
11,200
113,751

141,532

164

143,475
4,445
148,084
2,342
150,426
$291,958




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

THE NEW HOME COMPANY INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended September Nine Months Ended September

30, 2015 30, 2015
2015 2014 2015 2014
(Dollars in thousands, except per share amounts)
Revenues:
Home sales $57,878 $8,197 $133,315 $22,855
Fee building, including management fees from
unconsolidated joint ventures of $3,255, $2,199, 29,099 20,408 102,158 53,817
$8,356 and $5,524, respectively
86,977 28,605 235,473 76,672
Expenses:
Cost of homes sales 49,889 6,922 115,364 18,822
Cost of fee building 27,028 19,389 96,014 51,864
Abandoned project costs 108 62 551 162
Selling and marketing 2,294 971 4,914 2,188
General and administrative 5,105 3,149 13,078 8,028
84,424 30,493 229,921 81,064
Equity in net income of unconsolidated joint 4,056 50 9.180 995
ventures
Guaranty fee income — — — 19
Other (expense) income, net (15 ) 17 (292 ) 29
Income (loss) before taxes 6,594 (1,821 ) 14,440 (3,349 )
(Provision) benefit for taxes (2,249 ) 556 (5,275 ) 2,576
Net income (loss) 4,345 (1,265 ) 9,165 (773 )
Net loss attributable to noncontrolling interests 99 206 297 240
Net income (loss) attributable to The New Home $4.444 $(1,059 ) $9.462 $(533 )
Company Inc.
Earnings (loss) per share attributable to The New
Home Company Inc.
Basic $0.27 $(0.06 ) $0.57 $(0.03 )
Diluted $0.27 $(0.06 ) $0.57 $(0.03 )
Weighted average shares outstanding:
Basic 16,516,546 16,448,750 16,507,736 15,696,435
Diluted 16,733,805 16,448,750 16,660,673 15,696,435

See accompanying notes to the unaudited condensed consolidated financial statements.
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THE NEW HOME COMPANY INC.

UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF EQUITY

Stockholders’ Equity
Number of

Shares of Common
Common Stock
Stock

(Dollars in thousands)

Additional
Paid-in
Capital

Balance at

December 31, 16,448,750 $164 $143,475
2014

Net income (loss) — — —
Noncontrolling

interest — — —
contribution

Noncontrolling

interest — — —
distribution

Stock-based

compensation — — 2,725
expense

Minimum tax

withholding paid

on behalf of — — (248
employees for

stock awards

Shares issued

through stock 67,796 1 (1

plans

Balance at

September 30, 16,516,546  $165 $145,951
2015

See accompanying notes to the unaudited condensed consolidated financial statements.

Retained
Earnings

$4.445

9,462

$13,907

Total

Stockholde

Equity

$148,084

9,462

2,725

(248

$160,023

TS

Noncontrolling
, Interest in Total Equity

Subsidiary
$2,342 $150,426
(297 ) 9,165
1,301 1,301
(822 ) (822 )
— 2,725

) — (248 )
$2,524 $162,547
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THE NEW HOME COMPANY INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
Nine Months Ended September
30,
2015 2014
(Dollars in thousands)
Operating activities:

Net income (loss) $9,165 $(773
Adjustments to reconcile net income (loss) to net cash used in operating activities:

Deferred taxes (4,439 ) (1,387
Amortization of equity based compensation 2,725 1,807
Distributions of earnings from unconsolidated joint ventures 10,514 784
Equity in net income of unconsolidated joint ventures (9,180 ) (995
Deferred profit from unconsolidated joint ventures (1,448 ) —
Depreciation and amortization 349 245
Abandoned project costs 551 162
Net changes in operating assets and liabilities:

Restricted cash 146 912
Contracts and accounts receivable 2,080 (2,448
Due from affiliates 1,873 51

Real estate inventories (104,833 ) (65,125
Other assets 5,074 (153
Accounts payable 7,665 9,997
Accrued expenses and other liabilities (3,206 ) (3,606
Net cash used in operating activities (82,964 ) (62,353
Investing activities:

Purchases of property and equipment (289 ) (846
Contributions to unconsolidated joint ventures (7,967 ) (24,645
Distributions of capital from unconsolidated joint ventures 25,682 3,073
Net cash provided by (used in) investing activities 17,426 (22,418
Financing activities:

Net proceeds from issuance of common stock — 87,800
Repurchase of common stock — (11,988
Borrowings from notes payable 87,504 90,949
Repayments of notes payable (29,581 ) (31,535
Cash distributions to noncontrolling interest in subsidiary (822 ) (52
Minimum tax withholding paid on behalf of employees for stock awards (248 ) —

Net cash provided by financing activities 56,853 135,174
Net (decrease) increase in cash and cash equivalents (8,685 ) 50,403
Cash and cash equivalents — beginning of period 44,058 9,541
Cash and cash equivalents — end of period $35,373 $59,944
Supplemental disclosures of cash flow information

Interest paid, net of amounts capitalized $— $—
Income taxes paid $8,356 $1,470
Supplemental disclosures of non-cash transactions

Purchase of real estate with note payable to land seller $— $17,000
Purchase of real estate with notes payable to affiliate $747 $—
Contribution of real estate to unconsolidated joint ventures $18,828 $1,890

Contribution of real estate from noncontrolling interest in subsidiary $1,301 $751
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Deductible transaction costs and additional contribution of deferred tax assets from
IPO $— $707

See accompanying notes to the unaudited condensed consolidated financial statements.
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THE NEW HOME COMPANY INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Accounting Policies
Organization

The New Home Company Inc. (the “Company”), a Delaware corporation, and its subsidiaries are primarily engaged in
all aspects of residential real estate development, including acquiring land and designing, constructing and selling
homes located in California.

Initial Public Offering

The Company completed its initial public offering (“IPO”) on January 30, 2014. In preparation for the IPO, the
Company reorganized from a Delaware limited liability company (“LLC”) into a Delaware corporation, issuing
8,636,250 shares of common stock to the former members of the LLC in the Company's formation transactions, and
changed its name to The New Home Company Inc. As a result of the IPO, the Company issued and sold 8,984,375
shares of common stock (including 1,171,875 shares sold pursuant to the underwriter's exercise of their option to
purchase additional shares from the Company) at the public offering price of $11.00 per share. In accordance with the
terms of the IPO, with net proceeds received from the underwriters exercise of their option to purchase additional
shares, the Company repurchased 1,171,875 shares of its common stock issued to a member of the LLC in connection
with the Company's formation transactions. The Company received proceeds of $75.8 million, net of the underwriting
discount, offering expenses and the repurchase of shares. Upon the close of the IPO, the Company had 16,448,750
shares of common stock outstanding. The Company had 16,516,546 shares of common stock outstanding as of
September 30, 2015.

Basis of Presentation

The unaudited condensed consolidated financial statements include the accounts of the Company and its wholly
owned subsidiaries. All significant intercompany accounts have been eliminated upon consolidation.

The accompanying unaudited condensed financial statements have been prepared in accordance with U.S. generally
accepted accounting principles (“GAAP”) for interim financial information and with the instructions to Form 10-Q and
Article 10 of Regulation S-X and should be read in conjunction with the consolidated financial statements and notes
thereto included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2014. The accompanying
unaudited condensed financial statements include all adjustments (consisting of normal recurring entries) necessary

for the fair presentation of our results for the interim period presented. Results for the interim period are not

necessarily indicative of the results to be expected for the full year.

Unless the context otherwise requires, the terms “we”, “us”, “our” and “the Company” refer to the Company and its wholly
owned subsidiaries, on a consolidated basis.

Use of Estimates
The preparation of the Company’s consolidated financial statements in conformity with GAAP requires management

to make estimates and assumptions that affect the amounts reported in the accompanying consolidated financial
statements and notes. Accordingly, actual results could differ materially from these estimates.
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Segment Reporting

Accounting Standards Codification (“ASC”) 280, "Segment Reporting" (“ASC 280”) established standards for the manner
in which public enterprises report information about operating segments. In accordance with ASC 280, we have
determined that our homebuilding division and our fee building division are our operating segments. Corporate is a
non-operating segment.

Cash and Cash Equivalents and Concentration of Credit Risk

We define cash and cash equivalents as cash on hand, demand deposits with financial institutions, and short term
liquid investments with a maturity date of less than three months from the date of purchase. The Company’s cash
balances exceed federally insurable limits. The Company monitors the cash balances in its operating accounts and
adjusts the cash balances as appropriate; however, these cash balances could be impacted if the underlying financial
institutions fail or are subject to other adverse conditions in the financial markets. To date, the Company has not
experienced a loss or lack of access to cash in its operating accounts.
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THE NEW HOME COMPANY INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Restricted Cash

Restricted cash of $0.1 million and $0.3 million as of September 30, 2015 and December 31, 2014, respectively, is
held in accounts for payments of subcontractor costs incurred in connection with various fee building projects.

Real Estate Inventories and Cost of Sales

We capitalize pre-acquisition, land, development and other allocated costs, including interest, property taxes and
indirect construction costs. Pre-acquisition costs, including non-refundable land deposits, are expensed to abandoned
project costs when we determine continuation of the prospective project is not probable.

Land, development and other common costs are typically allocated to real estate inventories using a methodology that
approximates the relative-sales-value method. Home construction costs per production phase are recorded using the
specific identification method. Cost of sales for homes closed includes the allocation of construction costs of each
home and all applicable land acquisition, land development and related common costs (both incurred and estimated to
be incurred) based upon the relative-sales-value of the home within each project. Changes to estimated total
development costs subsequent to initial home closings in a project are generally allocated on a relative-sales-value
method to remaining homes in the project. Inventory is stated at cost, unless the carrying amount is determined not to
be recoverable, in which case inventory is written down to fair value. We review our real estate assets at each project
on a periodic basis or whenever indicators of impairment exist. Real estate assets include projects actively selling and
projects under development or held for future development. Indicators of impairment include, but are not limited to,
significant decreases in local housing market values and selling prices of comparable homes, significant decreases in
gross margins and sales absorption rates, costs significantly in excess of budget, and actual or projected cash flow
losses.

If there are indicators of impairment, we perform a detailed budget and cash flow review of the applicable real estate
inventories to determine whether the estimated remaining undiscounted future cash flows of the project are more or
less than the asset’s carrying value. If the undiscounted cash flows are more than the asset’s carrying value, no
impairment adjustment is required. However, if the undiscounted cash flows are less than the asset’s carrying value,
the asset is deemed impaired and is written down to fair value.

When estimating undiscounted cash flows of a project, we make various assumptions, including: (i) expected sales
prices and sales incentives to be offered, including the number of homes available, pricing and incentives being
offered by us or other builders in other projects, and future sales price adjustments based on market and economic
trends; (ii) expected sales pace and cancellation rates based on local housing market conditions, competition and
historical trends; (iii) costs expended to date and expected to be incurred including, but not limited to, land and land
development costs, home construction costs, interest costs, indirect construction and overhead costs, and selling and
marketing costs; (iv) alternative product offerings that may be offered that could have an impact on sales pace, sales
price and/or building costs; and (v) alternative uses for the property.

Many assumptions are interdependent and a change in one may require a corresponding change to other assumptions.
For example, increasing or decreasing sales absorption rates has a direct impact on the estimated per unit sales price of
a home, the level of time sensitive costs (such as indirect construction, overhead and carrying costs), and selling and
marketing costs (such as model maintenance costs and advertising costs). Depending on the underlying objective of
the project, assumptions could have a significant impact on the projected cash flow analysis. For example, if our

10
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objective is to preserve operating margins, our cash flow analysis will be different than if the objective is to increase
sales. These objectives may vary significantly from project to project and over time. If assets are considered impaired,
impairment is determined by the amount the asset’s carrying value exceeds its fair value. Fair value is determined
based on estimated future cash flows discounted for inherent risks associated with real estate assets. These discounted
cash flows are impacted by expected risk based on estimated land development; construction and delivery timelines;
market risk of price erosion; uncertainty of development or construction cost increases; and other risks specific to the
asset or market conditions where the asset is located when assessment is made. These factors are specific to each
project and may vary among projects. For the three and nine months ended September 30, 2015 and 2014, no
impairment adjustments relating to homebuilding real estate inventories were recorded.

11
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THE NEW HOME COMPANY INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Capitalization of Interest

We follow the practice of capitalizing interest to real estate inventories during the period of development and to
investments in unconsolidated joint ventures, when applicable, in accordance with ASC 835, “Interest” (“ASC 835”).
Interest capitalized as a component of cost of real estate inventories is included in cost of home sales as related homes
or lots are sold. To the extent interest is capitalized to investment in unconsolidated joint ventures, it is included as a
reduction of income from or increase in loss from unconsolidated joint ventures when the related homes or lots are
sold to third parties. To the extent our debt exceeds our qualified assets as defined in ASC 835, we expense a portion
of the interest incurred by us. Qualified assets represent projects that are actively selling or under development as well
as investments in unconsolidated joint ventures accounted for under the equity method until such equity investees
begin their principal operations.

Revenue Recognition
Home Sales and Profit Recognition

In accordance with ASC 360, “Property, Plant, and Equipment”, revenues from home sales and other real estate sales are
recorded and a profit is recognized when the respective homes are closed. Home sales and other real estate sales are
closed when all conditions of escrow are met, including delivery of the home or other real estate asset, title passes,
appropriate consideration is received and collection of associated receivables, if any, is reasonably assured. Sales
incentives are a reduction of revenues when the respective home is closed. When it is determined that the earnings
process is not complete, the sale and the related profit are deferred for recognition in future periods. The profit we
record is based on the calculation of cost of sales, which is dependent on our allocation of costs, as described in more
detail above in the section entitled “Real Estate Inventories and Cost of Sales.”

Fee Building

The Company enters into fee building agreements to provide services whereby it will build homes on behalf of
independent third-party property owners. The independent third-party property owner funds all project costs incurred
by the Company to build and sell the homes. The Company primarily enters into cost plus fee contracts where it
charges independent third-party property owners for all direct and indirect costs plus a negotiated management fee.
For these types of contracts, the Company recognizes revenue based on the actual total costs it has expended plus the
applicable management fee. The management fee is typically a fixed fee based on a percentage of the cost or home
sales revenue of the project depending on the terms of the agreement with the independent third-party property owner.
In accordance with ASC 605, “Revenue Recognition” (“ASC 605”), revenues from fee building services are recognized
over a cost-to-cost approach in applying the percentage-of-completion method. Under this approach, revenue is earned
in proportion to total costs incurred, divided by total costs expected to be incurred. The total estimated cost plus the
management fee represents the total contract value. The Company recognizes revenue based on the actual labor and
other direct costs incurred, plus the portion of the management fee it has earned to date. In the course of providing its
services, the Company routinely subcontracts for services and incurs other direct costs on behalf of its customers.
These costs are passed through to customers and, in accordance with industry practice and GAAP, are included in the
Company’s revenue and cost of revenue. Under certain agreements, the Company is eligible to receive additional
incentive compensation as certain financial thresholds defined in the agreement are achieved. The Company
recognizes revenue for any incentive compensation when such financial thresholds are probable of being met and such
compensation is deemed to be collectible, generally at the date the amount is communicated to us by the independent

12
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third-party property owner.

The Company also enters into fee building and management contracts with third parties and its unconsolidated joint
ventures where it provides construction supervision services, as well as sales and marketing services, and does not
bear financial risks for any services provided. In accordance with ASC 605, revenues from these services are
recognized over a proportional performance method or completed performance method. Under this approach, revenue
is earned as services are provided in proportion to total services expected to be provided to the customer or on a
straight line basis if the pattern of performance cannot be determined while costs are recognized as incurred. Revenue
recognition for any portion of the fees earned from these services that are contingent upon a financial threshold or
specific event is deferred until the threshold is achieved or the event occurs.

The Company’s fee building revenues have historically been concentrated with a small number of customers. For the
three and nine months ended September 30, 2015, one customer comprised 88% and 92% of fee building revenue,
respectively. For the three and nine months ended September 30, 2014, one customer comprised 89% and 85% of fee
building revenue, respectively. As of September 30, 2015 and December 31, 2014, one customer comprised 96% and
98% of contracts and accounts receivables, respectively.

9
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THE NEW HOME COMPANY INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Variable Interest Entities

The Company accounts for variable interest entities in accordance with ASC 810, “Consolidation” (“ASC 810”). Under
ASC 810, a variable interest entity (“'VIE”) is created when: (a) the equity investment at risk in the entity is not
sufficient to permit the entity to finance its activities without additional subordinated financial support provided by
other parties, including the equity holders; (b) the entity’s equity holders as a group either (i) lack the direct or indirect
ability to make decisions about the entity, (ii) are not obligated to absorb expected losses of the entity or (iii) do not
have the right to receive expected residual returns of the entity; or (c) the entity’s equity holders have voting rights that
are not proportionate to their economic interests, and the activities of the entity involve or are conducted on behalf of
the equity holder with disproportionately few voting rights. If an entity is deemed to be a VIE pursuant to ASC 810,
the enterprise that has both (i) the power to direct the activities of a VIE that most significantly impact the entity’s
economic performance and (ii) the obligation to absorb the expected losses of the entity or right to receive benefits
from the entity that could be potentially significant to the VIE is considered the primary beneficiary and must
consolidate the VIE.

Under ASC 810, a non-refundable deposit paid to an entity may be deemed to be a variable interest that will absorb
some or all of the entity’s expected losses if they occur. Our land purchase and lot option deposits generally represent
our maximum exposure to the land seller if we elect not to purchase the optioned property. In some instances, we may
also expend funds for due diligence, development and construction activities with respect to optioned land prior to
takedown. Such costs are classified as real estate inventories, which we would have to write off should we not
exercise the option. Therefore, whenever we enter into a land option or purchase contract with an entity and make a
non-refundable deposit, a VIE may have been created.

As of September 30, 2015 and December 31, 2014, the Company was not required to consolidate any VIEs. In
accordance with ASC 810, we perform ongoing reassessments of whether we are the primary beneficiary of a VIE.

Noncontrolling Interest

During 2013, the Company entered into a joint venture agreement with a third-party property owner. In accordance
with ASC 810, the Company analyzed this arrangement and determined that it was not a variable interest entity;
however, the Company determined it was required to consolidate the joint venture as it is the managing member with
the powers to direct the major decisions of the entity. As of September 30, 2015 and December 31, 2014, the
third-party investor had made contributions of $2.5 million and $2.3 million, respectively, net of losses and
distributions.

Investments in Unconsolidated Joint Ventures

We first analyze our homebuilding and land development joint ventures to determine if they are variable interest
entities under the provisions of ASC 810 (as discussed above) when determining whether the entity should be
consolidated. If we conclude that our homebuilding and land development joint ventures are not variable interest
entities, then, in accordance with the provisions of ASC 810, limited partnerships or similar entities must be further
evaluated under the presumption that the general partner, or the managing member in the case of a limited liability
company, is deemed to have a controlling interest and therefore must consolidate the entity unless the limited partners
or non-managing members have: (1) the ability, either by a single limited partner or through a simple majority vote, to

14
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dissolve or liquidate the entity, or kick-out the managing member/general partner without cause, or (2) substantive
participatory rights that are exercised in the ordinary course of business. Under the provisions of ASC 810, we may be
required to consolidate certain investments in which we hold a general partner or managing member interest.

As of September 30, 2015 and December 31, 2014, the Company concluded that some of its joint ventures were
variable interest entities. The Company concluded that it was not the primary beneficiary of the variable interest
entities and accounted for these entities under the equity method of accounting.

Investments in our unconsolidated joint ventures are accounted for under the equity method of accounting. Under the
equity method, we recognize our proportionate share of earnings and losses generated by the joint venture upon the
delivery of lots or homes to third parties. Our proportionate share of intra-entity profits and losses are eliminated until
the related asset has been sold by the unconsolidated joint venture to third parties. Our ownership interests in our
unconsolidated joint ventures vary, but are generally less than or equal to 50%. The unconsolidated joint ventures
accounting policies are generally consistent with those of the Company.

We review real estate inventory held by our unconsolidated joint ventures for indicators of impairment, consistent
with our real estate inventories. We also review our investments in unconsolidated joint ventures for evidence of

other-than-

10
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THE NEW HOME COMPANY INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

temporary declines in value. To the extent we deem any portion of our investment in unconsolidated joint ventures as
not recoverable, we impair our investment accordingly. For the three and nine months ended September 30, 2015 and
2014, no impairments related to investment in unconsolidated joint ventures were recorded.

The Company selectively provides loan-to-value ("LTV") maintenance and completion guaranties for debt held by its
unconsolidated joint ventures. Such guaranties facilitated the financing of our joint ventures' development projects and
arose in the ordinary course of business. Refer to Note 11 for more information discussing the LTV and completion
guaranties.

Selling and Marketing Expense

Selling and marketing costs incurred to sell real estate projects are capitalized if they are reasonably expected to be
recovered from the sale of the project or from incidental operations, and are incurred for tangible assets that are used
directly through the selling period to aid in the sale of the project or services that have been performed to obtain
regulatory approval of sales. All other selling and marketing costs are expensed in the period incurred.

Warranty Accrual

We offer warranties on our homes that generally cover various defects in workmanship or materials, or to cover
structural construction defects for one-year periods. Estimated future direct warranty costs are accrued and charged to
cost of sales in the period when the related homebuilding revenues are recognized. Amounts are accrued based upon
the Company’s historical rates. Due to the Company’s limited history related to homebuilding sales, the Company also
considers the historical experience of its peers in determining the amount of its warranty accrual. In addition, the
Company receives warranty payments from its customers for certain of its fee building projects where it has the
contractual risk of construction. These payments are recorded as warranty accruals. Indirect warranty overhead
salaries and related costs are charged to the accrual in the period incurred. We assess the adequacy of our warranty
accrual on a quarterly basis and adjust the amounts recorded if necessary. Our warranty accrual is included in accrued
expenses and other liabilities in the accompanying consolidated balance sheets.

Contracts and Accounts Receivable

Contracts and accounts receivable primarily represent the fees earned but not collected and reimbursable project costs
incurred in connection with fee building agreements. The Company periodically evaluates the collectability of its
contracts receivable, and, if it is determined that a receivable might not be fully collectible, an allowance is recorded
for the amount deemed uncollectible. This allowance for doubtful accounts is estimated based on management’s
evaluation of the contracts involved and the financial condition of its customers. Factors considered in evaluations
include, but are not limited to: (i) customer type; (ii) historical contract performance; (iii) historical collection and
delinquency trends; (iv) customer credit worthiness; and (v) general economic conditions.

As of September 30, 2015 and December 31, 2014, no allowance was recorded related to contracts and accounts
receivable.

Property and Equipment

Property and equipment are recorded at cost and depreciated using the straight-line method over their estimated useful
lives ranging from three to five years. Leasehold improvements are stated at cost and are amortized using the
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straight-line method over the shorter of either their estimated useful lives or the probable term of the lease.
Income Taxes

Income taxes are accounted for in accordance with ASC 740, “Income Taxes” (“ASC 740”). As a result of the conversion
from an LLC to a taxable entity in connection with the Company's IPO, the Company recognized a cumulative net
deferred tax asset of $1.5 million related to the difference between the financial statement basis and tax basis of the
assets and liabilities as of January 30, 2014. Subsequent to the conversion, the consolidated provision for, or benefit
from, income taxes are calculated using the asset and liability method, under which deferred tax assets and liabilities
are recorded based on the difference between the financial statement and tax basis of assets and liabilities using
enacted tax rates in effect for the year in which the differences are expected to reverse.

Deferred tax assets are evaluated on a quarterly basis to determine if adjustments to the valuation allowance are
required. In accordance with ASC 740, we assess whether a valuation allowance should be established based on the
consideration of all available evidence using a “more likely than not” standard with respect to whether deferred tax
assets will be realized. The ultimate realization of deferred tax assets depends primarily on the generation of future
taxable income during the periods in

11
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which the differences become deductible. The value of our deferred tax assets will depend on applicable income tax
rates. Judgment is required in determining the future tax consequences of events that have been recognized in our
consolidated financial statements and/or tax returns. Differences between anticipated and actual outcomes of these
future tax consequences could have a material impact on our consolidated financial statements.

ASC 740 defines the methodology for recognizing the benefits of uncertain tax return positions as well as guidance
regarding the measurement of the resulting tax benefits. These provisions require an enterprise to recognize the
financial statement effects of a tax position when it is more likely than not (defined as a likelihood of more than 50%),
based on the technical merits, that the position will be sustained upon examination. In addition, these provisions
provide guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. The evaluation of whether a tax position meets the more-likely-than-not recognition threshold requires a
substantial degree of judgment by management based on the individual facts and circumstances. Actual results could
differ from estimates.

Stock-Based Compensation

We account for share-based awards in accordance with ASC 718, “Compensation — Stock Compensation” (“ASC 718”) and
ASC 505-50, “Equity — Equity Based Payments to Non-Employees” (“ASC 505-50”).

ASC 718 requires that the cost resulting from all share-based payment transactions be recognized in a company's
financial statements. ASC 718 requires all entities to apply a fair-value-based measurement method in accounting for
share-based payment transactions with employees except for equity instruments held by employee share ownership
plans.

On June 26, 2015, the Company entered into an agreement that transitioned Joseph Davis' role within the Company
from Chief Investment Officer to a non-employee consultant to the Company. Per the agreement, Mr. Davis'
outstanding restricted stock units and stock option equity awards will continue to vest in accordance with their original
terms. Under ASC 505-50, if an employee becomes a non-employee and continues to vest in an award pursuant to the
award's original terms, that award will be treated as an award to a non-employee prospectively, provided the
individual is required to continue providing services to the employer (such as consulting services). Based on the terms
and conditions of Mr. Davis' consulting agreement noted above, we account for Mr. Davis' share-based awards in
accordance with ASC 505-50.

ASC 505-50 requires that Mr. Davis' award be accounted for prospectively, such that the fair value of the award will
be re-measured at each reporting date until the earlier of (a) the performance commitment date or (b) the date the
services required under the transition agreement with Mr. Davis have been completed. ASC 505-50 requires that
compensation cost ultimately recognized in the Company's financial statements be the sum of (a) the compensation
cost recognized during the period of time the individual was an employee (based on the grant-date fair value) plus (b)
the fair value of the award determined on the measurement date determined in accordance ASC 505-50 for the
pro-rata portion of the vesting period in which the individual was a non-employee.

Recently Issued Accounting Standards
The Company qualifies as an “emerging growth company” pursuant to the provisions of the Jumpstart Our Business
Startups Act of 2012 (the"JOBS Act"), enacted on April 5, 2012. Section 102 of the JOBS Act provides that an

“emerging growth company” can take advantage of the extended transition period provided in Section 7(a)(2)(B) of the
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Securities Act of 1933, as amended, for complying with new or revised accounting standards. As previously disclosed,
the Company has chosen, irrevocably, to “opt out” of such extended transition period, and as a result, will comply with
new or revised accounting standards on the relevant dates on which adoption of such standards is required for
non-emerging growth companies.

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”’) No.
2014-09, “Revenue from Contracts with Customers” (“ASU 2014-09”"), which supersedes existing accounting literature
relating to how and when a company recognizes revenue. Under ASU 2014-09, a company will recognize revenue
when it transfers promised goods or services to customers in an amount that reflects the consideration to which the
company expects to be entitled in exchange for those goods and services. In August 2015, the FASB issued ASU No.
2015-14, “Revenue from Contracts with Customers (Topic 606): Deferral of the Effective Date”, which delayed the
effective date of ASU 2014-09 by one year. As a result, for public companies, ASU 2014-09 will be effective for
interim and annual reporting periods beginning after December 15, 2017, and is to be applied either with a full
retrospective or modified retrospective approach, with early application permitted. We are currently evaluating the
impact the adoption will have on our condensed consolidated financial statements and related disclosures.

12
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In June 2014, the FASB issued ASU No. 2014-12, “Accounting for Share-Based Payments When the Terms of an
Award Provide That a Performance Target Could Be Achieved after the Requisite Service Period” (“ASU 2014-12”),
which requires that a performance target that affects vesting and that could be achieved after the requisite service
period be treated as a performance condition. A reporting entity should apply existing guidance in ASC 718,
Compensation - Stock Compensation, as it relates to awards with performance conditions that affect vesting to
account for such awards. The amendments in ASU 2014-12 are effective for interim and annual periods beginning
after December 15, 2015. Early adoption is permitted. Our adoption of ASU 2014-12 is not expected to have a
material effect on our condensed consolidated financial statements and related disclosures.

In August 2014, the FASB issued ASU No. 2014-15, “Disclosure of Uncertainties About an Entity's Ability to

Continue as a Going Concern” (“ASU 2014-15"), which requires management to perform interim and annual assessments
on whether there are conditions or events that raise substantial doubt about the entity's ability to continue as a going
concern within one year of the date the financial statements are issued and to provide related disclosures, if required.

The amendments in ASU 2014-15 are effective for the annual period ending after December 15, 2016, and for annual

and interim periods thereafter. Early adoption is permitted. Our adoption of ASU 2014-15 is not expected to have a
material effect on our condensed consolidated financial statements and related disclosures.

In February 2015, the FASB issued Accounting Standards Update ASU No. 2015-02, “Amendments to the
Consolidation Analysis” (“ASU 2015-02”), which changes the analysis that a reporting entity must perform to determine
whether it should consolidate certain types of legal entities. The amendments in ASU 2015-02 are effective for interim
and annual periods beginning after December 15, 2015. Early adoption is permitted. The Company is in the process of
evaluating the effects of ASU 2015-02 on its condensed consolidated financial statements and related disclosures.

In April 2015, the FASB issued Accounting Standards Update ASU No. 2015-03, “Simplifying the Presentation of
Debt Issuance Costs” (“ASU 2015-03"), which requires that debt issuance costs related to a recognized debt liability be
presented in the balance sheet as a direct deduction from the carrying amount of that debt liability, consistent with

debt discounts. The amendments in ASU 2015-03 are effective for interim and annual periods beginning after
December 15, 2015. Early adoption is permitted. The Company is in the process of evaluating the effects of ASU
2015-03 on its condensed consolidated financial statements. Our adoption of ASU 2015-03 is not expected to have a
material effect on our condensed consolidated financial statements and related disclosures.

In August 2015, the FASB issued ASU No. 2015-15, “Presentation and Subsequent Measurement of Debt Issuance
Costs Associated with Line-of-Credit Arrangements — Amendments to SEC Paragraphs Pursuant to Staff
Announcement at June 18, 2015 EITF Meeting” (“ASU 2015-15"), which clarifies the treatment of debt issuance costs
from line-of-credit arrangements after the adoption of ASU 2015-03. In particular, ASU 2015-15 clarifies that the
SEC staff would not object to an entity deferring and presenting debt issuance costs as an asset and subsequently
amortizing the deferred debt issuance costs ratably over the term of the line-of-credit arrangement, regardless of
whether there are any outstanding borrowings on the line-of-credit arrangement. Our adoption of ASU 2015-15 is not
expected to have a material effect on our condensed consolidated financial statements and related disclosures.

2. Computation of Earnings (Loss) Per Share

Basic and diluted earnings per share for the nine months ended September 30, 2014 give effect to the conversion of
the Company’s members’ equity into common stock on January 30, 2014 as though the conversion had occurred as of
the beginning of the reporting period or the original date of issuance, if later. The number of shares converted was
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The following table sets forth the components used in the computation of basic and diluted earnings (loss) per share
for the three and nine months ended September 30, 2015 and 2014:

Three Months Ended Nine Months Ended September
September 30, 30,
2015 2014 2015 2014
(Dollars in thousands, except per share amounts)
Numerator:
Net income (loss) attributable to The New Home $4.444 $(1,059 ) $9.462 $(533 )
Company Inc.
Denominator:
Basic weighted-average shares outstanding 16,516,546 16,448,750 16,507,736 15,696,435
Effect of dilutive shares:
Stock options and unvested restricted stock units 217,259 — 152,937 —
Diluted weighted-average shares outstanding 16,733,805 16,448,750 16,660,673 15,696,435
Basic earnings (loss) per share attributable to The $0.27 $(0.06 ) $0.57 $(0.03 )
New Home Company Inc.
Diluted earnings (loss) per share attributable to The $0.27 $(0.06 ) $0.57 $(0.03 )
New Home Company Inc.
Antidilutive stock options and unvested restricted
stock units not included in diluted earnings (loss) 14,318 922,882 5,087 811,777

per share

3. Contracts and Accounts Receivable
Contracts and accounts receivable consist of the following:
September 30, December 31,
2015 2014
(Dollars in thousands)
Contracts receivable:
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