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EXPLANATORY NOTE

 
On January 18, 2022, Landsea Homes Corporation, a Delaware corporation (the “Company”), and its wholly owned subsidiary, Landsea Homes of Florida LLC, a

Delaware corporation (“Buyer”), entered into a Membership Interest Purchase Agreement (the “Purchase Agreement”) with SAM Building Partners, LLC and Edge Creek
Ventures, LLC, as the sellers, and SWO Holdings Irrevocable Trust dated April 3, 2017, AJO Holdings Irrevocable Trust dated April 3, 2017, JMO Holdings Irrevocable Trust
dated April 3, 2017, Stephen W. Orosz, Andrew J. Orosz, and J. Matthew Orosz, pursuant to which Buyer acquired (including the transactions related thereto, the
“Acquisition”) all the membership interests of Hanover Family Builders, LLC, a Florida-based homebuilder , which Acquisition closed concurrently with the execution of the
Purchase Agreement. On January 20, 2022, the Company filed with the Securities and Exchange Commission a Current Report on Form 8-K (the “Original Form 8-K”)
reporting, among other things, the consummation of the Acquisition and entry into the Hanover Agreement, and indicating that the Company intended to provide the required
Item 9.01(a) Financial Statements of Business Acquired and Item 9.01(b) Pro Forma Financial Information through an amendment to the Original Form 8-K no later than 71
days from the date on which the Original Form 8-K was required to be filed. This Current Report on Form 8-K/A amends the Original Form 8-K to provide such financial
statements and information.
 

Item 9.01 of the Original Form 8-K is hereby amended and restated in its entirety as set forth below.
 



Item 9.01 Financial Statements and Exhibits.

 
(a) Financial Statements of Business Acquired:

 
The audited consolidated financial statements of Hanover Family Builders, LLC and subsidiaries as of and for the years ended December 31, 2021 and December 31,

2020 are filed herewith as Exhibit 99.1 and incorporated in this Item 9.01(a) by reference.
 

(b) Pro Forma Financial Information:
 

The unaudited pro forma condensed combined financial statements of Hanover Family Builders, LLC and subsidiaries as of and for the year ended December 31,
2021, giving effect to the Acquisition, are filed herewith as Exhibit 99.2 and incorporated in this Item 9.01(b) by reference. 
 

 (c) Exhibits
 

Exhibit No. Description
21.1 Consent of BKHM, PA, independent auditors of Hanover Family Builders, LLC and subsidiaries
99.1 Audited consolidated financial statements of Hanover Family Builders, LLC and subsidiaries for the years ended December 31, 2021 and

December 31, 2020.
99.2 Unaudited pro forma condensed combined financial statements of Hanover Family Builders, LLC and subsidiaries as of and for the year ended

December 31, 2021, giving effect to the Acquisition.
104 Cover Page Interactive Data File (embedded within the Inline XBRL document).
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authorized.
 

  LANDSEA HOMES CORPORATION
   
Date: March 29, 2022 By: /s/ Franco Tenerelli
  Name: Franco Tenerelli
  Title: Executive Vice President, Chief Legal Officer and Secretary

 

 



 
Exhibit 21.1

 
CONSENT OF INDEPENDENT AUDITORS

 
We hereby consent to the incorporation by reference in the Registration Statement of Landsea Homes Corporation on Form S-8 (File No. 333-254307) of our report dated
March 3, 2022, with respect to the audited consolidated financial statements of Hanover Family Builders, LLC which comprise the consolidated balance sheets as of
December 31, 2021 and 2020 and the related consolidated statements of income, equity and cash flows for the years then ended, and the related notes to the consolidated
financial statements, which report is filed as an exhibit to this Current Report on Form 8-K/A of Landsea Homes Corporation dated March 29, 2022.
 
/s/ BKHM, P.A.
 
Winter Park, Florida 
March 29, 2022
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INDEPENDENT AUDITOR’S REPORT
 
To the Board of Managers of
Hanover Family Builders, LLC and Subsidiaries
 
Opinion
 
We have audited the accompanying consolidated financial statements of Hanover Family Builders, LLC and Subsidiaries (a Florida Limited Liability Company) (collectively
the “Company”), which comprise the consolidated balance sheets as of December 31, 2021 and 2020 and the related consolidated statements of income, equity and cash flows
for the years then ended, and the related notes to the consolidated financial statements.
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Company as of December 31, 2021 and
2020, and the results of its operations and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.
 
Basis for Opinion
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Our responsibilities under those standards are further
described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are required to be independent of the Company and to meet our
other ethical responsibilities in accordance with the relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.
 
Subsequent Sale of Hanover Family Builders, LLC
 
As discussed in Note 12 to the consolidated financial statements, in January 2022, all of the interests in Hanover Family Builders, LLC were sold to Landsea Homes of Florida,
LLC. Our opinion is not modified with respect to that matter.
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To the Board of Managers of
Hanover Family Builders, LLC and Subsidiaries
Page 2
 
Responsibilities of Management for the Financial Statements
 
Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America, and for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.
 
In preparing the consolidated financial statements, management is required to evaluate whether there are conditions or events, considered in the aggregate, that raise substantial
doubt about the Company’s ability to continue as a going concern within one year after the date that the financial statements are available to be issued.
 
Auditor’s Responsibility for the Audit of the Financial Statements
 
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee
that an audit conducted in accordance with generally accepted auditing standards will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control. Misstatements are considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the consolidated financial statements.
 
In performing an audit in accordance with generally accepted auditing standards, we:
 

● Exercise professional judgment and maintain professional skepticism throughout the audit.
   

● Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error, and design and perform audit procedures
responsive to those risks. Such procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements.

   
● Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of

expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, no such opinion is expressed.
   

● Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluate the overall
presentation of the consolidated financial statements.

   
● Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a

going concern for a reasonable period of time.
 
We are required to communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit, significant audit findings, and
certain internal control related matters that we identified during the audit.
 

 
 
Winter Park, Florida
 
March 3, 2022
 

1560 Orange Avenue, Suite 600, Winter Park, Florida 32789 | 407.998.9000 | Fax 407.998.9010
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES

 
CONSOLIDATED BALANCE SHEETS

 
DECEMBER 31, 2021 AND 2020

  
  2021  2020

ASSETS         
Current assets:         

Cash and cash equivalents  $ 6,975,619  $ 1,527,680 
Accounts receivable   25,548   25,548 
Inventory   146,726,021   79,292,696 
Other current assets   5,915,786   3,785,599 

Total current assets   159,642,974   84,631,523 
         
Property and equipment, net   65,458   112,013 
Deferred financing costs   665,295   257,918 
Other assets   349,629   1,435,522 

Total assets  $ 160,723,356  $ 86,436,976 
         

LIABILITIES AND EQUITY         
Current liabilities:         

Accounts payable  $ 8,905,076  $ 5,372,405 
Due to related parties   —   832,058 



Accrued expenses   1,711,741   2,543,988 
Customer deposits   11,048,795   3,101,720 
Related party lines of credit   5,000,000   1,500,000 
Related party note payable   5,691,026   — 
Note payable, current portion   600,000   — 

Total current liabilities   32,956,638   13,350,171 
         
Bank lines of credit   62,579,446   37,381,760 
Note payable   2,692,000   — 
PPP note payable   —   973,212 

Total liabilities   98,228,084   51,705,143 
         
Equity:         

HFB members’ equity   59,795,272   34,731,833 
Noncontrolling interest   2,700,000   — 

Total equity   62,495,272   34,731,833 
Total liabilities and equity  $ 160,723,356  $ 86,436,976 

 
See accompanying notes to consolidated financial statements.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES

 
CONSOLIDATED STATEMENTS OF INCOME

 
FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020

  
  2021  2020

Revenues  $ 208,115,193  $ 160,713,196 
Cost of revenues   151,404,128   121,889,067 

Gross profit   56,711,065   38,824,129 
         
Operating expenses:         

Sales and marketing   15,451,803   13,320,393 
Construction supervisors   2,565,054   1,776,839 
General and administrative   8,995,323   7,333,892 
Depreciation   23,205   25,107 

Total operating expenses   27,035,385   22,456,231 
Income from operations   29,675,680   16,367,898 

         
Other income (expense):         

Other miscellaneous income   1,457,615   110,178 
Interest expense   (407,764)   (90,500)

Total other income (expense)   1,049,851   19,678 
Net income   30,725,531   16,387,576 
Less: Net income attributable to noncontrolling interest   —   (88,419)
Net income attributable to HFB members  $ 30,725,531  $ 16,299,157 
 

See accompanying notes to consolidated financial statements.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES

 
CONSOLIDATED STATEMENTS OF EQUITY

 
FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020

 
    Non-   
  HFB Members’  controlling  Total
  Equity  Interest  Equity

Balance, December 31, 2019  $ 24,656,353  $ 2,000,000  $ 26,656,353 
Distributions   (6,223,677)   (2,088,419)   (8,312,096)
Net income   16,299,157   88,419   16,387,576 

Balance, December 31, 2020   34,731,833   —   34,731,833 
Capital contributions   —   2,700,000   2,700,000 
Distributions   (5,662,092)   —   (5,662,092)
Net income   30,725,531   —   30,725,531 

Balance, December 31, 2021  $ 59,795,272  $ 2,700,000  $ 62,495,272 

 
See accompanying notes to consolidated financial statements.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES

 
CONSOLIDATED STATEMENTS OF CASH FLOWS

 
FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020

 
  2021  2020

CASH FLOWS FROM OPERATING ACTIVITIES         
Net income  $ 30,725,531  $ 16,387,576 

Adjustments to reconcile net income to net cash used for operating activities:          
 
    

 
    

 
 

Depreciation   23,205   25,107 
Amortization of deferred financing costs   392,042   295,758 
Forgiveness of PPP note payable   (973,212)   — 
Net change in assets and liabilities:         

Accounts receivable   —   (7,004)
Inventory   (61,742,299)   (23,789,987)
Other assets   (1,044,294)   (1,673,410)
Accounts payable   3,532,671   2,240,267 
Due to related parties   (832,058)   832,058 
Accrued expenses   (832,247)   894,684 
Customer deposits   7,947,075   837,600 

Net cash used for operating activities   (22,803,586)   (3,957,351)
         

CASH FLOWS FROM INVESTING ACTIVITIES         
Proceeds from sale of property and equipment   23,350   — 

Net cash provided by investing activities   23,350   — 
         
CASH FLOWS FROM FINANCING ACTIVITIES         

Payment of debt issuance costs   (799,419)   (212,560)
Proceeds from bank lines of credit   119,672,745   96,053,059 
Payments made on bank lines of credit   (94,475,059)   (84,483,963)
Change in related party line of credit   3,500,000   — 
Proceeds from seller note payable   3,592,000   — 
Repayment of seller note payable   (300,000)   — 
Proceeds from PPP note payable   —   973,212 
Capital contributions   2,700,000   — 
Distributions   (5,662,092)   (8,312,096)

Net cash provided by financing activities   28,228,175   4,017,652 
Net increase in cash and cash equivalents   5,447,939   60,301 
Cash and cash equivalents, beginning of year   1,527,680   1,467,379 
Cash and cash equivalents, end of year  $ 6,975,619  $ 1,527,680 
         
NONCASH FINANCING ACTIVITIES         

Inventory purchased with note to related party  $ 5,691,026  $ — 
         
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION         

Cash paid for interest  $ 2,245,704  $ 1,492,801 
 

See accompanying notes to consolidated financial statements.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020

 
1 SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES Business
 
Hanover Family Builders, LLC (“HFB”) is a limited liability company organized under the laws of the State of Florida on April 25, 2017, pursuant to an operating agreement
dated August 21, 2017. The Company acquires developed lots in subdivisions and builds single family homes on them under fixed-price contracts and on a speculative basis in
the Greater Orlando, Florida area.
 
Basis of Consolidation
 
The Company’s consolidated financial statements include the accounts of Hanover Family Builders, LLC and its majority-owned subsidiary limited liability companies
(collectively the “Company”), after elimination of all material intercompany accounts, transactions, and profits.
 
The financial statements also include the assets, liabilities and results of operations of partnerships for which the Company is the primary beneficiary. The other equity holders’
interests are reflected in “Noncontrolling interest” in the consolidated balance sheets and “Net income attributable to noncontrolling interests” in the consolidated statements of
income.
 
At December 31, 2021, HFB owned a 51% interest in Cloud Development Partners, LLC (“CDP”). CDP had approximately $320,000 in cash and cash equivalents, $6,280,000
in inventory, $1,300,000 in accounts payable, and $2,600,000 in bank lines of credit, which is net of $70,000 in loan origination costs, included in the consolidated balance
sheet as of December 31, 2021. CDP had no revenues or expenses included in the consolidated statement of income for the year ended December 31, 2021.
 
Cash and Cash Equivalents
 



For purposes of reporting cash flows, the Company considers all highly liquid investments purchased with a maturity of three months or less at acquisition as cash and cash
equivalents in the accompanying consolidated financial statements.
 
Inventory
 
Inventory, consisting of developed lots, model homes and homes under construction, is carried at the lower of cost (based on a specific identification basis) or net realizable
value. Cost includes lot costs, construction costs, capitalized interest and indirect costs. Lot costs are transferred to houses under construction from finished lot costs when
construction commences.
 
Property and Equipment
 
Property and equipment are recorded at cost. Expenditures for major additions and improvements are capitalized, and minor replacements, maintenance, and repairs are charged
to expense as incurred. When property and equipment are retired or otherwise disposed of, the cost and accumulated depreciation are removed from the accounts and any
resulting gain or loss is included in the results of operations for the respective period. Depreciation is provided over the estimated useful lives of the related assets using the
straight-line method for financial statement purposes.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
Estimated useful lives range as follows:
 

  Years
Furniture, fixtures and equipment   8  
Vehicles and watercraft   5 - 10  
Computers   3  
 
Deferred Financing Costs
 
Costs relating to obtaining debt are capitalized and amortized over the term of the related debt using the straight-line method, which approximates the effective interest method.
When the debt is paid in full, any unamortized financing costs are removed from the related accounts and charged to operations. Deferred financing costs totaled $665,295 and
257,918, net of
 
$1,540,773 and $1,148,731 of accumulated amortization, as of December 31, 2021 and 2020, respectively. Amortization of deferred financing costs totaled $392,042 and
$295,758 for 2021 and 2020, respectively.
 
Revenue and Cost of Revenue
 
The Company recognizes revenue when the sale of the related home is closed. The Company’s performance obligation, to deliver the agreed-upon home, is generally satisfied in
less than one year from the original contract date. During the construction period, costs of direct material and labor and indirect costs of acquisition and construction, including
interest, are capitalized and customer deposits are recorded as liabilities.
 
At closing, capitalized costs are charged to cost of revenues and customer deposits are applied to the home’s purchase price. When a customer defaults on a home purchase
agreement, the customer deposit is recognized as revenue in the period of the default. Costs incurred for selling, general and administrative functions and costs associated with
completed homes are expensed as incurred.
 
The Company periodically elects to sell parcels of land to third parties if the assets no longer fit the Company’s strategic operating plans. Land sales are generally outright sales
of specified land parcels with cash consideration due on the closing date, which is generally when performance obligations are satisfied.
 
Advertising Costs
 
Advertising costs are expensed as incurred. Advertising expense totaled $186,717 and $212,188 for 2021 and 2020, respectively, and are included in sales and marketing
expense in the accompanying consolidated financial statements.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
Income Taxes
 
As a limited liability company, the Company’s taxable income or loss is allocated to members in accordance with their respective percentage ownership. Therefore, no
provision or liability for income taxes has been included in the consolidated financial statements.
 
Financial Instruments and Concentration of Credit Risk
 
The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, accounts payable, lines of credit and note payable. The fair value of a financial
instrument is the amount that would be received in an asset sale or paid to transfer a liability in an orderly transaction between unaffiliated market participants. The recorded
values of cash and cash equivalents, accounts receivable and accounts payable approximate their fair values based on their short-term nature. The recorded values of the lines of
credit and the note payable approximate their fair values, as interest approximates market rates.
 
Financial instruments which potentially expose the Company to a concentration of credit risk consist primarily of cash and cash equivalents. The Company deposits its cash
with major banks. Deposits totaling approximately $8,676,000 were not fully guaranteed by the FDIC as of December 31, 2021. The Company has historically not experienced
losses on its bank cash deposits.
 
Use of Estimates
 
Preparing the Company’s consolidated financial statements in conformity with accounting principles generally accepted in the United States of America requires management to



make estimates and assumptions that affect reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
 
Subsequent Events
 
The Company has evaluated subsequent events through March 3, 2022, the date these consolidated financial statements were available to be issued.
 
Recently Issued Accounting Pronouncement
 
In February 2016, the FASB issued Accounting Standards Update 2016-02, Leases (Topic 842). The main difference between previous Generally Accepted Accounting
Principles (“GAAP”) and Topic 842 is the recognition of lease assets and lease liabilities by lessors for those leases classified as operating leases under previous GAAP. The
new standard is effective for 2022. Lessors must apply a modified retrospective transition approach for leases existing at, or entered into after, the beginning of the earliest
comparative period presented in the financial statements. The modified retrospective approach would not require any transition accounting for leases that expired before the
earliest comparative period presented. The Company is currently evaluating the effect that implementation of the new standard will have on its financial position, results of
operations and cash flows.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
2 INVENTORY
 
Inventory consists of the following:
 

  December 31,
  2021  2020

Raw materials  $ 58,327,651  $ 28,950,455 
Work-in-process   80,535,862   37,748,840 
Finished goods   7,862,508   12,593,401 

Total inventory  $ 146,726,021  $ 79,292,696 
 
3 OTHER ASSETS
 
Other assets consist of the following:
 

  December 31,
  2021  2020

Prepaid expenses  $ 386,681  $ 110,294 
Impact fee credits   1,291,870   1,000 
Land deposits   2,958,636   3,654,924 
Utility deposits   381,733   295,553 
Due diligence costs   1,246,495   1,159,350 

Total other assets   6,265,415   5,221,121 
Less other current assets   5,915,786   3,785,599 

Total non-current other assets  $ 349,629  $ 1,435,522 
 
Land deposits primarily consist of funds remitted to third parties as down payments to be used towards future purchases of developed lots the Company has the contractual
rights to purchase and develop single family homes on. The deposits are used on a pro-rata basis towards the purchase price of acquired lots in accordance with the respective
contracts’ terms and conditions.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
4 PROPERTY AND EQUIPMENT
 
Property and equipment consists of the following:
  

  December 31,
  2021  2020

Furniture, fixtures and equipment  $ 95,332  $ 95,332 
Vehicles and watercraft   27,941   71,049 
Computers   5,324   5,324 
Less accumulated depreciation   (63,139)   (59,692)

Property and equipment, net  $ 65,458  $ 112,013 
 
Depreciation expense totaled $23,205 and $25,107 for 2021 and 2020, respectively.
 
5 ACCRUED EXPENSES
 
Accrued expenses consist of the following:
 

  December 31,
  2021  2020

Accrued payroll and related liabilities  $ 367,020  $ 1,483,665 



Accrued commissions   666,362   505,679 
Warranty reserves   485,521   364,144 
Other accrued expenses   192,838   190,500 

Total accrued expenses  $ 1,711,741  $ 2,543,988 
 
6 COMMITMENTS AND CONTINGENT LIABILITIES
 
Operating Leases
 
The Company periodically sells model homes to customers at fair value then simultaneously leases the model homes from the buyers for a period of 24 months. There are no
future minimum payments for these leases as of December 31, 2021.
 
Rent expense related to these leases, as well as other leases executed by the Company, totaled $68,620 and $160,409 for 2021 and 2020, respectively, and is included in sales
and marketing expenses in the accompanying consolidated financial statements.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
Residential Real Estate Purchase Commitments
 
The Company has entered into agreements to purchase a certain number of developed residential real estate lots over a specified period of time at established prices. The
remaining minimum future purchase obligations under these agreements as of December 31, 2021 are as follows:
 

  Remaining Minimum   
  Number of Lot  Minimum
  Purchases per  Purchase Price

Year  Respective Year  per Lot
 2022   145   $48,000 - $86,000  
 
Development Cost Overages
 
In conjunction with raw land the Company sold to a land developer in September 2019, the Company agreed to reimburse the purchaser for development cost overages, which
are payable when the Company takes down finished lots. It is not practicable for the Company to reasonably estimate the amount of its obligation for development cost
overages; accordingly, no liability for these costs has been recorded in the accompanying consolidated financial statements. The Company’s policy is to recognize these costs at
the earlier of the date they become reasonably estimable or the date they are paid. No amounts were recorded in 2021 related to these cost overages.
 
Guarantee of Related Party Indebtedness
 
As of December 31, 2021, the Company is contingently liable as guarantor with respect to
 
$7,000,000 of indebtedness of a related party. Should the related party be delinquent on its debt payments, the Company will be obligated to perform under the guarantee by
primarily making the required payments, including late fees and penalties. Because the fair value of the debt’s collateral exceeds the amount of the debt obligation, significant
losses are not anticipated.
 
Employee Benefit Plan
 
Effective January 2021, the Company participates in a 401(k) plan (‘‘Plan’’) sponsored by one of its members to provide retirement benefits for its employees. Employees may
contribute a portion of their annual compensation to the Plan, limited to a maximum annual amount as set periodically by the Internal Revenue Service. The Company matches
employee contributions up to 100% of the first 3% of compensation deferred, plus 50% of the next 2% of compensation deferred. In addition, the Plan provides for discretionary
contributions as determined by the sponsor. Such contributions to the Plan are allocated among eligible participants in the proportion of their salaries to the total salaries of all
participants. The Company contributions to the Plan totaled $185,865 and $0 for 2021 and 2020, respectively.
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HANOVER FAMILY BUILDERS, LLC AND SUBSIDIARIES
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
Uncertainty
 
The extent of the impact and effects of the outbreak of the coronavirus on the operation and financial performance of the Company’s business will depend on future
developments, including the duration and spread of the outbreak, related travel advisories and restrictions and the recovery time of disrupted customers, all of which are highly
uncertain and cannot be predicted. While the Company has not seen a significant impact on its operations due to the virus to date, if the virus causes significant negative impacts
to economic conditions or consumer confidence, the Company’s operations may be adversely affected.
 
7 LINES OF CREDIT
 
Lines of credit consist of the following:
 
  December 31,
  2021  2020
Revolving lines of credit with a related party with a maximum capacity of $5,000,000, interest
charged monthly at 6% and due on demand, matures in January 2022.  $ 5,000,000  $ 1,500,000 



Revolving line of credit with a bank, maximum capacity of $40,000,000, monthly interest payments
are required at LIBOR plus 3.75%, which was 3.9% as of December 31, 2021. Secured by land and
improvements, subject to certain covenants, a borrowing base calculation and requires the borrower
and guarantors to maintain a compensating balance of $1,000,000. Unused capacity totaled
approximately $4,796,000 as of December 31, 2021. Matures in June 2023. Letters of credit are
available up to $2,000,000 and reduce the line of credit availability.   28,086,894   17,040,279 
Revolving line of credit with a bank, maximum capacity of $35,000,000, monthly interest payments
are required at the greater of a) Prime +0.75 or b) 4%, which was 4% as of December 31, 2021.
Secured by land and improvements, subject to certain covenants, a borrowing base calculation and
requires the borrower and guarantors to maintain a compensating balance of $1,000,000. Unused
capacity totaled approximately $700,000 as of December 31, 2021. Matures in August 2023.   18,175,344   14,180,454 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
  (continued)
  December 31,
  2021  2020
Line of credit with a bank, maximum capacity of $3,700,000, monthly interest payments are
required at the greater of the 30 day LIBOR plus 4.25%, minimum rate of 4.25%. The rate was
4.4% as of December 31, 2021. Secured by land and improvements and subject to certain
covenants. No further draws were available on this line as of December 31, 2021. Matures in
January 2022. Letters of credit are available up to $2,000,000 and reduce the line of credit
availability.   —   2,932,805 
Line of credit with a bank, maximum capacity of $10,250,000, monthly interest payments are
required at the 30 day LIBOR rate plus 0.45%, minimum rate of 4.25%. The rate was 4.4% as of
December 31, 2021. Secured by land and improvements and subject to certain covenants. Unused
capacity totaled $0 as of December 31, 2021. Matures in October 2023. Letters of credit are
available up to $2,000,000 and reduce the line of credit availability.   7,175,299   3,228,322 
Line of credit with a bank, maximum capacity of $7,000,000, monthly interest payments are
required at the greater of prime rate plus 0.75% or 4%. The rate was 4% as of December 31, 2021.
Secured by land and improvements and subject to certain covenants. Unused capacity totaled $0 as
of December 31, 2021. Matures in March 2024.   4,174,993   — 
Line of credit with a bank, maximum capacity of $15,000,000, monthly interest payments are
required at prime rate plus 0.50%, minimum rate of 3.25%. The rate was 3.75% as of December 31,
2021. Secured by land and improvements and subject to certain covenants. Unused capacity totaled
approximately $2,050,000 as of December 31, 2021. Matures in June 2024.   2,291,943   — 
Line of credit with a bank, maximum capacity of $4,700,000, monthly interest payments are
required at prime rate plus 0.75%, minimum rate of 3.25%. The rate was 4% as of December 31,
2021. Secured by land and improvements and subject to certain covenants. Unused capacity totaled
$0 as of December 31, 2021. Matures in August 2024.   2,674,973   — 

Total lines of credit   67,579,446   38,881,860 
Less current maturities   (5,000,000)   (1,500,000)

Lines of credit, less current maturities  $ 62,579,446  $ 37,381,860 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
Maturities of the lines of credit are as follows as of December 31, 2021:
 

Year Ending December 31,  Amount
2022  $ 5,000,000 
2023   57,612,530 
2024   4,966,916 

  $ 67,579,446 
 
 
The Company’s interest expense for 2021 and 2020 is included in the accompanying consolidated financial statements as follows:
 

  December 31,
  2021  2020

Inventory (capitalized into inventory)  $ 1,490,675  $ 677,809 
Cost of revenues   1,082,420   1,253,271 
Interest expense   326,134   90,500 

Total interest incurred  $ 2,899,229  $ 2,021,580 
 
8 NOTE PAYABLE
 
In February 2021, the Company entered into a note payable agreement with the seller according to a land purchase agreement for 39 acres totaling $3,592,000. The note requires
principal payments of $300,000 each February and August, with a balloon payment due at maturity. It also requires monthly interest payments of $12,259 at an interest rate of
4.5% as of December 31, 2021. The note matures in August 2023. Outstanding borrowings were
 
$3,292,000 and $0 as of December 31, 2021 and 2020, respectively. Future maturities for this note payable are: $600,000 in 2022 and $2,692,000 in 2023.



 
9 PPP NOTE PAYABLE
 
In May 2020, the Company entered into a note payable agreement pursuant to the Coronavirus Aid, Relief, and Economic Security Act’s (“CARES Act”) Paycheck Protection
Program (“PPP”) totaling $973,212. The note required monthly principal and interest payments for two years at an interest rate of 1%. In January 2021, the loan was forgiven.
The income from the forgiveness of this note payable is included in other miscellaneous income in the consolidated statement of income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
10 EQUITY
 
As provided in the operating agreement, profits, losses and distribution of net cash flows of Hanover Family Builders, LLC are allocated between the equity members (the
“Members”) as follows:
 
Allocation of Profits
 
Profits of the Company for each fiscal year or part thereof shall be allocated to the Members in the following manner and order of priority:
 

First, to the Members, in proportion to the aggregate losses, if any, previously allocated to the Members pursuant to section 4.3(b) for all prior fiscal years, until each Member
has been allocated aggregate profits pursuant to section 4.2(a) for all fiscal years equal to the aggregate losses previously allocated to each Member pursuant to section 4.3(b)
for all prior fiscal years.
 
Second, to the Members, in proportion to the aggregate losses, if any, previously allocated to the Members pursuant to section 4.3(a) for all prior fiscal years, until each
Member has been allocated aggregate profits pursuant to section 4.2(b) for all fiscal years equal to the aggregate losses previously allocated to each Member pursuant to
section 4.3(a) for all prior fiscal years.

 
The balance, if any, to the Members in proportion to their respective percentage interests.

 
Allocation of Losses
 
Losses for each fiscal year or part thereof shall be allocated to the Members in the following manner and order of priority:
 

First, to the Members to the extent of and in proportion to their respective positive capital account balances until all positive capital account balances are reduced to zero.
 
The balance, if any, to the Members in proportion to their respective percentage interests.

 
Distributions of Net Cash Flow
 
Net Cash Flow shall be distributed at such times and in such amounts as the board of managers (the “Board”) shall determine in its reasonable discretion, and may be withheld
in the Board’s reasonable discretion to fund the ongoing cash needs of the Company. When distributed, such net cash flow shall be distributed in the following manner and order
of priority:
 

First, the Board will use its reasonably best efforts to cause tax distributions for any fiscal year to be made to the Members calculated based on the Company’s net taxable
income for such fiscal year. The distributions, if any, shall be apportioned among and distributed to the Members in the same proportions as the aggregate amount of the net
taxable income of the Company for such fiscal year will be allocated to the Members under section 4.2, with respect to such fiscal year.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(continued)

 
Second, to Edge Creek Ventures, LLC (“Edge Creek”), until such time as Edge Creek shall have received distributions in an aggregate amount so as to reduce Edge Creek’s
aggregate unreturned capital contributions so that the ratio of SAM Building Partners, LLC’s unreturned capital contributions to Edge Creek’s unreturned capital
contributions is equal to the percentage interests of the Members, taking into account, in each case, the aggregate amount of all capital contributions made by the Members to
the Company through and including such date.

 
The balance, if any, to the Members pro rata in proportion to their respective percentage interests.

 
As of December 31, 2021, the Members’ respective percentage interests are:
  
SAM Building Partners, LLC   75%
Edge Creek Ventures, LLC   25%
 
In January 2022, Landsea Homes of Florida, LLC became the 100% owner of HFB.
 
11 RELATED PARTY TRANSACTIONS
 
The Company uses office space and purchases developed lots from various entities owned, in part or in full, by one of the Company’s Members. These transactions are
summarized as follows:
 

  Transaction Amounts
  2021  2020

Office rent charged by member  $ 187,004  $ 115,830 
Interest paid   326,134   90,500 
Settlement fees   15,834   18,018 



Impact fee credits purchased   —   1,500,000 
Purchase of developed lots   34,231,811   21,538,976 
  $ 34,760,783  $ 23,263,324 
  
Related Party Note Payable
 
In July 2021, the Company entered into a note payable agreement with a related party for the takedown of 97 lots with down payments between $1,000 - $21,000 per lot to
obtain the title of the lots. The Company would be allowed to continue permitting the houses and start construction. Repayment of the note is due on the last day of the month,
of which the house starts at a rolling 6% escalator from the date of the original transfer of title. Outstanding borrowings were $5,691,026 and $0 as of December 31, 2021, and
2020, respectively. Interest due on the note was accrued into the cost of the lots in inventory on December 31, 2021.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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12 SUBSEQUENT EVENTS
 
In January 2022, Landsea Homes of Florida, LLC acquired all of the equity interests in HFB. Approximately $69,330,000 of liabilities including lines of credit and notes
payable were paid off with the proceeds of this sale in January 2022. Approximately $25,000,000 of inventory and approximately $11,350,000 in liabilities were excluded from
the acquisition and transferred to an entity owned by the common ownership of HFB preceding the acquisition.
 
In January 2022, CDP, a 51% owned subsidiary, was liquidated. This event included $2,700,000 of original investment and approximately $300,000 in required earnings being
paid to the three minority owners. The remaining assets and liabilities of CDP were transferred to an entity with common ownership of HFB preceding the acquisition described
above.
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EXHIBIT 99.2

 
UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

 
Defined terms included below shall have the same meaning as terms defined and included elsewhere in this Current Report on Form 8-K/A (the “Form 8-K/A”) filed with the
Securities and Exchange Commission (the “SEC”) on March 29, 2022.
 
Introduction
 

The Company (“Landsea”) is providing the following unaudited pro forma condensed combined financial statements to aid you in your analysis of the financial aspects of
the acquisitions of Hanover Family Builders, LLC (“HFB”) (the “Acquisition”) and Vintage Estate Homes (“Vintage”) (the “Vintage Acquisition” and together, the
“Acquisitions”). The following unaudited pro forma condensed combined financial statements present the combination of the financial information of the Company, HFB, and
Vintage, adjusted to give effect to the Acquisitions. The following unaudited pro forma condensed combined financial statements have been prepared in accordance with Article
11 of Regulation S-X.

 
As a result of the acquisition of HFB on January 18, 2022 (the “Acquisition Date”), Landsea obtained all of the outstanding equity interests of HFB for an estimated

purchase price of $260.9 million. The Acquisition has been treated as business combination for accounting purposes and Landsea was determined to be the accounting acquirer.
The purchase price of the Acquisition will be allocated to the respective assets acquired and liabilities assumed based on their preliminary fair values at the Acquisition Date.

 
Furthermore, as a result of the Vintage Acquisition on May 4, 2021, Landsea obtained all of the outstanding equity interests of Vintage for a purchase price of $54.6

million. The purchase price of the Vintage Acquisition was allocated to the respective assets acquired and liabilities assumed based on their fair values as calculated and
disclosed on Landsea’s most recently filed Form 10-K filed on March 16, 2022.

 
The unaudited pro forma condensed combined financial statements have been prepared to give effect to the Acquisition, and include:
 
● the acquisition of HFB by Landsea under the provisions of the Financial Accounting Standards Board (FASB) Accounting Standards Codification, ASC 805,

“Business Combinations,” where the assets and liabilities will be recorded by Landsea at their respective fair values as of the Acquisition Date;
 

● the payment of $248.6 million in cash to HFB’s owners in exchange for all outstanding equity interests in HFB, with Landsea recording a receivable of $3.3 million
from HFB’s sellers as a working capital adjustment to the purchase price;

 
● the payment of $15.6 million in cash in consideration for the Landbank Option Agreements as defined in the Purchase Agreement and the Hanover Agreement

(collectively, “Side Agreements”), which were both entered into in contemplation of the Acquisition and were determined to be a part of the Acquisition;
 

● certain reclassifications to conform the historical financial statement presentation of HFB to that of Landsea; and
 

● transaction costs in connection with the Acquisition.
 

Additionally, the unaudited pro forma condensed combined financial statements have been prepared to give effect to the Vintage Acquisition, one-time bonus payments
related to separate employee retention agreements, and the additional borrowing drawn on the Company’s existing revolving credit facility to finance the Acquisition.

 
The unaudited pro forma condensed combined balance sheet as of December 31, 2021 combines the historical balance sheet of the Company and the historical balance

sheet of HFB on a pro forma basis as if the Acquisition, summarized above, had been consummated on December 31, 2021. The unaudited pro forma condensed combined
statement of operations for the year ended December 31, 2021 combines the historical statements of operations of the Company and HFB on a pro forma basis as if the
Acquisition had been consummated on January 1, 2021.

 
Additionally, the unaudited pro forma condensed combined statement of operations for the year ended December 31, 2021 combines the historical statements of

operations of the Company for year ended December 31, 2021, and Vintage, for the period from January 1, 2021 to May 3, 2021, on a pro forma basis as if the Vintage
Acquisition had been consummated on January 1, 2021. Given that the Vintage Acquisition occurred in 2021, the historical Landsea consolidated balance sheet as of December
31, 2021 already reflects the effects of the transaction. As such, no balance sheet pro forma adjustments are recorded to reflect the Vintage Acquisition.
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Assumptions and estimates underlying the unaudited pro forma adjustments set forth in the unaudited pro forma condensed combined financial statements are described

in the accompanying notes. The unaudited pro forma condensed combined financial statements have been presented for illustrative purposes only and are not necessarily
indicative of the operating results and financial position that would have been achieved had the Acquisitions occurred on the dates indicated. Further, the unaudited pro forma
condensed combined financial statements do not purport to project the future operating results or financial position of the Company following the completion of the
Acquisitions. The unaudited pro forma condensed combined financial statements do not reflect any operating efficiencies, post-acquisition synergies and/or cost savings that we
may achieve with respect to the combined companies. The unaudited pro forma adjustments represent management’s estimates based on information available as of the date of
these unaudited pro forma condensed combined financial statements and are subject to change as additional information becomes available and analyses are performed.

 
The unaudited pro forma condensed combined financial statements were prepared based on the historical consolidated financial statements of Landsea, HFB, and Vintage

after giving effect to the Acquisitions using the acquisition method of accounting and after applying the assumptions, reclassifications and adjustments described in the
accompanying notes based on current intentions and expectations relating to the combined business.

 
The preliminary allocation of the purchase price used in the unaudited pro forma condensed combined financial statements is based upon assets acquired and liabilities

assumed through the Acquisition. We have made significant assumptions and estimates in determining the preliminary estimated purchase price and the preliminary allocation
of the purchase price in the unaudited pro forma condensed combined financial statements. These preliminary estimates and assumptions are subject to change as we finalize the
acquisition accounting, including the valuations of the net tangible and intangible assets. The final determination of the value of the assets and liabilities acquired will likely
differ from these preliminary estimates and the differences could be material.
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UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET

AS OF DECEMBER 31, 2021
(in thousands)

 



   
See notes to unaudited pro forma condensed combined financial statements
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2021
(in thousands, except share and per share data)

  



  
* Represents the addition of Vintage pre-acquisition activity for the period from January 1, 2021 to May 3, 2021

 
See notes to unaudited pro forma condensed combined financial statements
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NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL  

STATEMENTS
 

1. Basis of Presentation
 

The accompanying unaudited pro forma condensed combined financial statements are based on the historical consolidated financial statements of Landsea, HFB, and
Vintage after giving effect to the Acquisitions using the acquisition method of accounting, as well as certain reclassifications and pro forma adjustments.

 
In accordance with the acquisition method of accounting for business combinations, the assets acquired and the liabilities assumed will be recorded as of the completion

of the Acquisition at their respective fair values. The excess purchase consideration over the fair values of assets acquired and liabilities assumed will be recorded as goodwill.
 
The unaudited pro forma condensed combined financial statements should be read together with the historical financial statements and related notes, as follows:
 
● Accompanying notes to the unaudited pro forma condensed combined financial statements;

 
● Audited historical consolidated financial statements of Landsea as of and for the year ended December 31, 2021, included in Landsea’s Annual Report Form 10-K

filed with the Securities and Exchange Commission (the “SEC”) on March 16, 2022;
 

● Audited historical consolidated financial statements of HFB and subsidiaries as of and for the year ended December 31, 2021, included in this Form 8-K/A; and
 

● Unaudited historical consolidated financial statements of Vintage and subsidiaries for the period from January 1, 2021 to March 31, 2021, included in Landsea’s
Form 8-K/A filed with the SEC on July 14, 2021;

 
2. Accounting Policies
 

The accounting policies used in the preparation of these unaudited pro forma condensed combined financial statements are those set out in Landsea’s audited financial
statements as of and for the year ended December 31, 2021.

 
Certain reclassifications have been reflected in the pro forma adjustments to conform HFB’s and Vintage’s presentation to Landsea’s presentation in the unaudited pro

forma condensed combined financial statements. The unaudited pro forma condensed combined financial statements may not reflect all the adjustments necessary to conform
the accounting policies of HFB to the accounting policies of Landsea.

 
Management will perform a comprehensive review of Landsea’s and HFB’s accounting policies. As a result of the review, management may identify differences between

the accounting policies of Landsea and HFB which, when conformed, could have a material impact on the financial statements of the post-combination company.
 
Reclassification adjustments that have been made to the historical presentation of HFB and Vintage to conform to the financial statement presentation of Landsea are as

follows (in thousands):
 

5



 

 
Hanover Family Builders, LLC 
 
Balance Sheet Reclassifications

  As of December 31, 2021

  

Hanover Family
Builders, LLC

Historical Line Items  
Reclassification

Adjustments  

Hanover Family
Builders, LLC

(Historical Adjusted)
       

Accounts receivable  $ 26  $ (26)  $ — 
Inventory   146,726   (146,726)   — 
Real estate inventories   —   146,726   151,314 
       4,238     
       350     
Other current assets   5,916   (4,238)   — 
       (1,678)     
Property and equipment, net   65   (65)   — 
Deferred financing costs   665   (665)   — 
Other assets   350   26   1,769 
       (350)     
       1,678     
       65     
Accrued expenses   1,712   (1,712)   — 
Accrued expenses and other liabilities   —   1,712   12,761 
       11,049     
Customer deposits   11,049   (11,049)   — 
Related party lines of credit   5,000   (5,000)   — 
Related party note payable   5,691   (5,691)   — 
Note payable, current portion   600   (600)   — 
Bank lines of credit   62,579   (62,579)   — 
Note payable   2,692   (2,692)   — 
Notes and other debts payable, net   —   (665)   75,897 
       5,000     
       5,691     
       600     
       62,579     
       2,692     
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Statement of Operations Reclassifications

  Year ended December 31, 2021

  

Hanover Family
Builders, LLC

Historical Line Items  
Reclassification

Adjustments  

Hanover Family
Builders, LLC

(Historical Adjusted)
       

Revenues             
Revenues  $ 208,115  $ (208,115)  $ — 
Home sales   —   208,115   208,115 

Cost of sales             
Cost of revenues   151,404   (151,404)   — 
Home sales   —   151,404   155,084 

       2,565     
       707     
       408     
General and administrative expenses   8,995   (707)   8,311 
       23     
Construction supervisors   2,565   (2,565)   — 
Depreciation   23   (23)   — 
Other income (expense), net   —   1,458   1,458 
Other miscellaneous income   1,458   (1,458)   — 
Interest expense   408   (408)   — 
 
Vintage Estate Homes, LLC
 
Statement of Operations Reclassifications

  Year to date ended May 3, 2021

  

Vintage Estate
Homes, LLC

Historical Line Items 
Reclassification

Adjustments  

Vintage Estate
Homes, LLC

(Historical Adjusted)
       

Revenues             
Sales  $ 55,351  $ (46,788)  $ — 

       (8,539)     
       (24)     

Home sales   —   46,788   46,788 
Lot sales and other   —   8,539   8,539 

Cost of sales             
Cost of sales   46,337   (38,494)   — 

       (5,657)     



       (2,186)     
Home sales   —   38,494   39,344 

       850     
Lot sales and other   —   5,657   5,657 

Selling, general and administrative   4,859   (926)   — 
       (3,074)     
       (850)     
       (9)     
Sales and marketing expenses   —   2,186   3,112 
       926     
General and administrative expenses   —   3,074   3,074 
Other income   61   (61)   — 
Other income (expense), net   —   61   85 
       24     
Provision (benefit) for income taxes   —   9   9 
 

7

 

  
3. Calculation of Purchase Consideration and Preliminary Purchase Price Allocation 

 
The preliminary aggregate purchase price of the Acquisition was $260.9 million, based on a closing date purchase price of $177.4 million adjusted for (i) $1.9 million of

HFB transaction costs paid by Landsea (ii) $15.6 million deposit made for Side Agreements, (iii) $69.3 million of HFB debt paid off by Landsea, and (iv) reduced by a post-
closing working capital deficit adjustment of $3.3 million due from Sellers.

 
Preliminary Purchase Consideration
 

The preliminary fair value of consideration transferred is calculated as follows (in thousands):
 

Cash paid to sellers  $ 177,366 
Cash paid for HFB’s transaction expenses   1,875 
Cash paid for Side Agreements   15,608 
Cash paid to settle HFB’s outstanding debt   69,335 
Working capital adjustment   (3,251)
Total purchase consideration  $ 260,933 
 
Preliminary Purchase Price Allocation
 

We identified and recorded the assets acquired and liabilities assumed at their preliminary estimated fair values at the Acquisition Date and allocated the remaining value
of approximately $41.0 million to goodwill. For acquired assets and liabilities for which the fair value was determined to equal book value, the book value as of the pro forma
balance sheet date of December 31, 2021 was used. The values assigned to certain acquired assets and liabilities are preliminary, are based on information available as of the
date of these unaudited pro forma condensed combined financial statements, and may be adjusted as further information becomes available during the measurement period of
up to 12 months from the date of the Acquisition. Additional information that relates to facts and circumstances that exist as of the Acquisition Date may subsequently become
available and may result in changes in the values allocated to various assets and liabilities. Changes in the fair values of the assets acquired and liabilities assumed during the
measurement period may result in material adjustments to goodwill.

 
The preliminary purchase price allocation is as follows (in thousands):
 

Cash and cash equivalents  $ 6,660 
Real estate inventories   230,784 
Other assets   2,112 

Total assets   239,556 
     
Accounts payable   6,855 
Accrued expenses and other liabilities   12,805 
Customer deposits   — 

Total liabilities   19,660 
     
Net assets acquired (a)   219,896 
     
Preliminary purchase consideration (b)   260,933 
     
Preliminary goodwill (b) - (a)  $ 41,037 
 

Under the acquisition method, acquisition-related transaction costs (e.g., advisory, legal, valuation and other professional fees) are not included as consideration
transferred. Instead, they are accounted for as expenses in the periods in which the costs are incurred.
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4. Transaction Accounting Adjustments to Unaudited Pro Forma Condensed Combined Financial Statements

 
 
The unaudited pro forma condensed combined financial statements have been prepared to illustrate the effect of the Business Combination and have been prepared for

informational purposes only.
 
The pro forma combined provision for income taxes does not necessarily reflect the amounts that would have resulted had the post-combination company filed

consolidated income tax returns during the periods presented.
 



Transaction Accounting Adjustments to Unaudited Pro Forma Condensed Combined Balance Sheet
 

The Transaction Accounting Adjustments included in the unaudited pro forma condensed combined balance sheet as of December 31, 2021 are as follows:
 

(A) To record cash paid out for consideration of $264.2 million, inclusive of i) $69.3 million paid to settle Seller’s debt, ii) $4.8 million paid for the options to purchase lots
from the excluded assets referenced in Note (C) pursuant to the Landbank Option Agreements, and iii) $10.8 million deposits paid to purchase additional lots held and to be
developed by affiliates of HFB in various communities pursuant to the Hanover Agreement, and to record $3.3 million receivable from the seller related to an estimated
working capital adjustment.

 
(B) To record HFB’s transfer of the membership interest in Cloud Development Partners, LLC, a former subsidiary of HFB to SAM Edge Cloud Member, LLC, an affiliate of

the Sellers , in connection with the Acquisition.
 
(C) To remove HFB assets which were not acquired by Landsea in accordance with the Purchase Agreement.
 
(D) To record the estimated adjustment to step up HFB’s inventory to fair value. The fair value calculation is preliminary and subject to change. The fair value was determined

based on the estimated selling price of the inventory less the remaining manufacturing and selling costs and a normal profit margin on those manufacturing and selling
efforts. After the Acquisition, the step-up in inventory fair value will increase cost of sales over approximately 12 months as the inventory is sold.

 

Real estate inventories  
Estimated fair value

(in thousands)
Land  $ 89,299 
Lot Options   54,172 
Vertical WIP   84,532 
Other real estate inventories   2,781 
Total real estate inventories  $ 230,784 

 
 

(E) To record the operating lease liabilities and right of use assets related to HFB’s offices as of December 31, 2021, remeasured using Landsea’s weighted average discount
rate.

 
(F) To record the estimated fair value of the acquired trade name intangible asset measured using the relief-from-royalty methodology. The trade name will be amortized on a

straight-line basis over the remaining estimated useful life of 1 year. on a straight-line basis
 

Other assets  
Estimated fair value

(in thousands)  
Estimated useful life

(in years)  

Incremental first year
amortization (in

thousands)
Trade name  $ 1,590   1  $ 1,590 
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(G) To record the accrual of Landsea’s total estimated unrecorded transaction costs that are deemed to be direct and incremental costs of the Acquisition.
 
(H) To record the payoff of HFB debt referenced in Note (A).
 
(I) To eliminate HFB’s historical equity balance.
 
(J) To record preliminary estimate of goodwill.
 
Transaction Accounting Adjustments to Unaudited Pro Forma Condensed Combined Statement of Operations
 

The Transaction Accounting Adjustments included in the unaudited pro forma condensed combined statement of operations for the year ended December 31, 2021 are as
follows. As the Vintage Acquisition was consummated on May 4, 2021, Transaction Accounting Adjustments are included to give effect to the acquisition as if it occurred on
January 1, 2021.

 
(AA) To increase cost of sales by the amount related to the inventory fair value step up of Vintage inventory. The inventory is expected to be sold within one year. As such, a pro

rata adjustment is recorded for the period between January 1, 2021 and May 3, 2021.
 
(BB) To eliminate historical amortization expense for the deferred financing costs related to Vintage debt that was paid off as part of Vintage Acquisition.
 
(CC) To eliminate historical interest expense related to Vintage debt that was paid off as part of Vintage Acquisition.
 
(DD) To record the incremental amortization expense on a straight-line basis based on the estimated fair value of acquired intangible assets. As the remaining useful life is one

year, this is a nonrecurring item.
 
(EE) Reflects the income tax effect of the pro forma adjustments using the estimated blended federal and state statutory tax rate of 21%.
 
(FF) To increase cost of sales by the amount of the inventory fair value adjustment referenced in Note (D), as the inventory is expected to be sold within one year of the

Acquisition Date. The adjustment excludes fair value adjustment attributed to the options as the corresponding lots have not been acquired as of the Acquisition Date.
 
(GG) To eliminate historical interest and amortization expense related to the deferred financing costs, which were written off as referenced in Note (H).
 
(HH) To record estimated unrecorded transaction costs deemed to be direct and incremental costs of the Acquisition. This is a nonrecurring item.
 
(II) To calculate the basic and diluted earnings per share following pro forma adjustments.
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5. Other Transaction Accounting Adjustments to Unaudited Pro Forma Condensed Combined Financial Statements

 



Landsea also entered into separate additional transactions in connection with the Acquisition. These transactions were not directly attributable to the Acquisition and did
not meet the requirements of pro forma transaction accounting adjustments per Article 11 of Regulation S-X. However, management considered these related transactions to be
material for investors and users of the pro forma condensed combined financial statements. In accordance with Article 11 of Regulation S-X, these transactions are included as
other pro forma adjustments, and are described below.

 
Other Transaction Accounting Adjustments to Unaudited Pro Forma Condensed Combined Balance Sheet
 

The Other Transaction Accounting Adjustments included in the unaudited pro forma condensed combined balance sheet as of December 31, 2021 and the year ended
December 31, 2021 are as follows:

 
(A) To record $22 million additional borrowing drawn in January 2022 under the Company’s existing revolving credit facility to finance the Acquisition.
 
Other Transaction Accounting Adjustments to Unaudited Pro Forma Condensed Combined Statements of Operations
 
(AA) To record the estimated retention bonus expense pursuant to the new employment agreements that were entered into with certain HFB employees. Pursuant to the

agreements, Landsea will pay retention bonuses at the end of the six-month retention period condition upon providing continued services through the end of the retention
period. As the retention bonus payable is accrued in the post-combination service period, no pro forma balance sheet adjustment is recorded. This is a nonrecurring item.

 
(BB) To record the interest expense impact from the new borrowing referenced in Note (C) as if the draw occurred on January 1, 2021. The interest expense is calculated based

on the interest rate of 3.75%, which is the interest rate in effect at the time of the draw. A 0.125% change in the assumed interest rate for the draw is immaterial for the year
ended December 31, 2021.

 
(CC) Reflects the income tax effect of the pro forma adjustments using the estimated blended federal and state statutory tax rate of 21%.
 
(DD) To calculate the basic and diluted earnings per share following other transaction accounting pro forma adjustments.
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