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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒ No ☐
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

	Large accelerated filer
	☐
	Accelerated filer
	☐

	Non-accelerated filer
	☒
	Smaller reporting company
	☐

	
	
	Emerging growth company
	☐



If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ☐ No ☒

As of May 17, 2021, there were 32,295,329 shares of the registrant’s Class A common stock, par value $0.01 per share, issued and outstanding and 60,226,153 shares of the registrant’s Class B common stock, par value $0.01 per share, issued and outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1.	DREAM FINDERS HOMES CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

DREAM FINDERS HOMES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

	
	
	
	March 31,
	
	December 31,
	

	
	
	
	2021
	
	
	2020
	
	

	Assets
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	42,303,231
	
	$
	35,495,595
	
	

	
	Restricted cash (VIE amounts of $7,798,669 and $8,793,201)
	
	49,432,884
	
	
	49,715,553
	
	

	
	Inventories:
	
	
	
	
	
	
	

	
	Construction in process and finished homes
	
	477,052,901
	
	
	396,630,945
	
	

	
	Joint venture owned land and lots (VIE amounts of $19,781,033 and $40,900,552)
	
	19,781,033
	
	
	40,900,552
	
	

	
	Company owned land and lots
	
	53,541,065
	
	
	46,839,616
	
	

	
	Lot deposits
	
	91,690,711
	
	66,272,347
	
	

	
	Equity method investments
	
	6,197,047
	
	
	4,545,349
	
	

	
	Property and equipment, net
	
	4,662,184
	
	
	4,309,071
	
	

	
	Operating lease right-of-use assets
	
	13,459,344
	
	
	14,219,248
	
	

	
	Finance lease right-of-use assets
	
	304,099
	
	
	335,791
	
	

	
	Intangible assets, net of amortization
	
	2,327,500
	
	
	2,660,003
	
	

	
	Goodwill
	
	30,360,997
	
	
	28,566,232
	
	

	
	Deferred tax asset
	
	571,277
	
	
	-
	
	

	
	Other assets (VIE amounts of $708,946 and $1,288,359)
	
	75,038,216
	
	
	43,189,939
	
	

	
	Total assets
	$
	866,722,489
	
	$
	733,680,241
	
	

	
	Liabilities
	
	
	
	
	
	
	

	
	Accounts payable (VIE amounts of $61,619 and $1,315,582)
	$
	53,383,908
	
	$
	37,418,693
	
	

	
	Accrued expenses (VIE amounts of $8,519,606 and $9,977,268)
	
	73,525,827
	
	
	67,401,055
	
	

	
	Customer deposits
	
	77,405,314
	
	
	59,392,135
	
	

	
	Construction lines of credit
	
	319,999,950
	
	
	289,878,716
	
	

	
	Notes payable (VIE amounts of $2,888,350 and $8,821,282)
	
	3,880,350
	
	
	29,653,282
	
	

	
	Operating lease liabilities
	
	13,680,884
	
	
	14,410,560
	
	

	
	Finance lease liabilities
	
	305,987
	
	
	345,062
	
	

	
	Contingent consideration
	
	24,340,269
	
	
	23,157,524
	
	

	
	Total liabilities
	$
	566,522,489
	
	$
	521,657,027
	
	

	
	Commitments and contingencies (Note 6)
	
	
	
	
	
	
	

	
	Mezzanine Equity
	
	
	
	
	
	
	

	
	Preferred mezzanine equity
	
	6,515,415
	
	
	55,638,450
	
	

	
	Common mezzanine equity
	
	-
	
	
	20,593,001
	
	

	
	Total mezzanine equity
	$
	6,515,415
	
	$
	76,231,451
	
	

	
	
	
	
	
	
	
	
	

	
	Members' Equity
	
	
	
	
	
	
	

	
	Common members' equity
	
	-
	
	
	103,852,646
	
	

	
	Total members' equity
	$
	-
	
	$
	103,852,646
	
	

	
	
	
	
	
	
	
	
	

	
	Stockholders' Equity - Dream Finders Homes, Inc.
	
	
	
	
	
	
	

	
	Class A common stock, $0.01 per share, 289,000,000 authorized, 32,295,329 outstanding
	
	322,953
	
	
	-
	
	

	
	Class B common stock, $0.01 per share, 61,000,000 authorized, 60,226,153 outstanding
	
	602,262
	
	
	-
	
	

	
	Additional paid-in capital
	
	253,837,980
	
	
	-
	
	

	
	Retained earnings
	
	17,224,903
	
	
	-
	
	

	
	Non-controlling interests
	
	21,696,487
	
	
	31,939,117
	
	

	
	Total stockholders' and members' equity
	
	300,200,000
	
	
	212,023,214
	
	

	
	Total liabilities, mezzanine equity, members' equity and stockholders' equity
	$
	866,722,489
	
	$
	733,680,241
	
	



The accompanying notes are an integral part of these condensed consolidated financial statements.
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DREAM FINDERS HOMES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)

	
	
	
	
	Three Months Ended March 31,

	
	
	
	
	2021
	
	
	
	2020

	
	
	
	
	
	
	

	
	Revenues
	$
	343,560,365
	
	$
	188,738,433

	
	Cost of sales
	
	
	291,036,761
	
	
	163,745,683

	
	Selling, general and administrative expense
	
	
	28,148,956
	
	
	17,518,785

	
	Income from equity in earnings of unconsolidated entities
	
	
	(1,732,393)
	
	(1,359,388)

	
	Gain on sale of assets
	
	
	(65,517)
	
	(34,095)

	
	Loss on extinguishment of debt
	
	
	697,423
	
	
	-

	
	Other income
	
	
	(482,219)
	
	(134,061)

	
	Other expense
	
	
	2,903,048
	
	
	1,195,311

	
	Interest expense
	
	
	641,861
	
	
	
	35,705

	
	Income before taxes
	
	
	22,412,445
	
	
	7,770,493

	
	
	
	
	
	
	
	

	
	Income tax benefit (expense)
	
	
	(4,816,482)
	
	
	-

	
	Net and comprehensive income
	$
	17,595,963
	
	$
	7,770,493

	
	Net and comprehensive income attributable to non-controlling interests
	
	
	(1,475,318)
	
	
	
	(1,190,459)

	
	Net and comprehensive income attributable to Dream Finders Homes, Inc.
	$
	16,120,645
	
	$
	6,580,034

	
	Earnings per share(1)
	
	
	
	
	
	
	

	
	Basic
	$
	0.18
	$
	-

	
	Diluted
	$
	0.18
	$
	-

	
	Weighted-average number of share
	
	
	
	
	
	
	

	
	Basic
	
	
	92,521,482
	
	
	-

	
	Diluted
	
	
	92,596,960
	
	
	-



(1) For the first quarter of 2021, the Company calculated earnings per share (“EPS”) based on net income attributable to common stockholders for the period January 21, 2021 through March 31, 2021 over the weighted average diluted shares outstanding for the same period. EPS was calculated prospectively for the period subsequent to the Company’s initial public offering and corporate reorganization as described in Note 1 – Nature of Business and Significant Accounting Policies, resulting in 92,521,482 shares of common stock outstanding as of the closing of the initial public offering. The total outstanding shares of common stock are made up of Class A common stock and Class B common stock, which participate equally in their ratable ownership share of the Company. As of March 31, 2021, the diluted shares of common stock outstanding were 92,596,960.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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DREAM FINDERS HOMES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF MEMBERS’ EQUITY, MEZZANINE EQUITY AND STOCKHOLDERS’ EQUITY
(Unaudited)

	
	
	
	
	
	
	
	
	Redeemable Preferred
	
	Redeemable Common
	
	
	
	
	
	
	Total
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	Units
	
	
	
	
	Units
	
	
	
	Common Units
	Non-Controlling
	
	
	
	

	
	
	
	
	
	
	
	
	
	Mezzanine
	
	
	
	
	Mezzanine
	
	
	
	Members'
	
	Interests
	Total Equity

	
	
	
	
	
	
	
	
	Units
	
	
	Amount
	
	Units
	
	Amount
	Units
	
	
	Amount
	
	
	
	
	
	
	

	
	Balance at December 31, 2019
	
	
	49,555
	
	58,269,166
	
	5,774
	
	16,248,246
	
	76,655
	
	
	56,502,464
	
	30,471,371
	
	161,491,247
	

	
	Unit compensation
	
	
	
	
	
	-
	
	
	-
	
	
	-
	
	
	-
	
	-
	
	
	223,750
	
	
	-
	
	
	223,750
	

	
	Contributions
	
	
	
	
	
	-
	
	
	-
	
	1,236
	
	
	-
	
	-
	
	
	-
	
	
	-
	
	
	-
	

	
	Contributions from non-controlling
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	interests
	
	
	
	
	
	-
	
	
	-
	
	
	-
	
	
	-
	
	-
	
	
	-
	
	1,768,846
	
	
	1,768,846
	

	
	Conversion of units
	
	
	
	
	-
	
	
	-
	
	
	-
	
	
	-
	
	-
	
	
	-
	
	
	-
	
	
	-
	

	
	Redemptions
	
	
	
	
	
	(6)
	
	(6,000,000)
	
	
	-
	
	
	-
	
	-
	
	
	-
	
	
	-
	
	
	(6,000,000)
	

	
	Distributions
	
	
	
	
	
	-
	
	
	-
	
	
	-
	
	
	-
	
	-
	
	
	(209,737)
	
	(3,339,472)
	
	
	(3,549,209)
	

	
	Net income (loss)
	
	
	
	
	
	-
	
	1,166,715
	
	
	-
	
	
	453,552
	
	-
	
	
	4,959,767
	
	1,190,459
	
	
	7,770,493
	

	
	Balance at March 31, 2020
	
	
	
	49,549
	$
	53,435,881
	
	7,010
	$
	16,701,798
	
	76,655
	$
	
	61,476,244
	$
	30,091,204
	$
	161,705,127
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Redeemable
	Redeemable
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Total
	
	
	
	

	
	
	
	
	Preferred
	Common
	
	
	
	
	
	
	
	
	
	
	
	
	Additional
	
	
	Non-
	
	
	
	

	
	
	
	
	Units
	
	Units
	
	
	Common Units
	Common Stock -
	Common Stock -
	
	
	Paid-in
	Retained
	Controlling
	
	
	

	
	
	
	
	Mezzanine
	Mezzanine
	
	Members'
	
	Class A
	Class B
	
	
	Capital
	Earnings
	Interests
	
	Total Equity

	
	
	
	
	Units
	
	Amount
	Units
	Amount
	
	Units
	
	Amount
	Shares
	Amount
	Shares
	Amount
	
	
	
	
	
	
	
	
	

	
	Balance
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	December 31,
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2020
	
	
	48,543
	
	55,638,450
	7,010
	20,593,001
	76,655
	
	103,852,646
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	31,939,117
	
	212,023,214

	
	Unit
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	compensation
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Contributions
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Contributions
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	from non-
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	controlling
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	interests
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Conversion of
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	units
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Redemptions
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Distributions
	-
	
	(3,617,390)
	-
	(1,274,690)
	-
	
	(18,384,243)
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	(3,476,258)
	(26,752,581)

	
	Net income
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	(loss)
	-
	
	(157,451)
	-
	
	(91,043)
	-
	
	(995,588)
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	210,340
	
	(1,033,742)

	
	Balance at
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	January 20,
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2021 - prior to
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	reorganization
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	transactions
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	and IPO
	48,543
	$
	51,863,609
	7,010
	$ 19,227,268
	76,655
	$
	84,472,815
	
	-
	$
	-
	-
	$
	-
	$
	-
	$
	-
	$28,673,199
	
	$184,236,891

	
	Reorganization
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	transactions
	(15,400)
	
	(19,957,513)
	(7,010)
	(19,227,268)
	(76,655)
	
	(84,472,815)
	21,255,329
	
	212,553
	60,226,152
	602,262
	
	122,842,781
	
	-
	
	-
	
	
	

	
	Issuance of
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	common stock
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	in IPO, net
	-
	
	-
	-
	
	
	-
	-
	
	-
	11,040,000
	
	110,400
	-
	
	-
	
	129,886,962
	
	-
	
	-
	
	129,997,362

	
	Equity-based
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	compensation
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	1,108,238
	
	-
	
	-
	
	1,108,238

	
	Contributions
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Contributions
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	from non-
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	controlling
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	interests
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Conversion of
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	units
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	-

	
	Redemptions
	(26,000)
	
	(25,530,506)
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	
	-
	
	(25,530,506)

	
	Distributions
	-
	
	-
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	
	-
	(8,241,690)
	(8,241,690)

	
	Net income
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	(loss)
	-
	
	139,825
	-
	
	
	-
	-
	
	-
	
	-
	
	-
	-
	
	-
	
	-
	17,224,902
	1,264,978
	
	18,629,705

	
	Balance at March
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	31, 2021
	
	
	7,143
	$
	6,515,415
	-
	$
	
	-
	-
	$
	-
	32,295,329
	$
	322,953
	60,226,152
	$602,262
	$
	253,837,981
	$17,224,902
	$21,696,487
	
	$300,200,000



The accompanying notes are an integral part of these condensed consolidated financial statements.
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DREAM FINDERS HOMES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

	
	
	
	Three Months Ended March 31,
	

	
	
	
	2021
	
	
	2020
	

	Cash Flows from Operating Activities
	
	
	
	
	
	

	
	Net income (loss)
	$
	17,595,963
	
	$
	7,770,493
	

	
	Adjustments to Reconcile Net Income (Loss) to Net Cash Used in Operating Activities
	
	
	
	
	
	

	
	Depreciation
	
	973,006
	
	
	801,441
	

	
	Gain (Loss) on sale of property and equipment
	
	(65,517)
	
	(34,095)
	

	
	Amortization of debt issuance costs
	
	910,747
	
	
	543,305
	

	
	Amortization of ROU operating lease
	
	759,904
	
	
	447,421
	

	
	Amortization of ROU financing lease
	
	31,691
	
	
	34,291
	

	
	Stock compensation expense
	
	1,108,238
	
	
	223,750
	

	
	Income tax expense (benefit)
	
	4,816,482
	
	
	-
	

	
	Income from equity method investments, net distributions received
	
	(1,732,393)
	
	(1,359,388)
	

	
	Remeasurement of contingent consideration
	
	1,182,745
	
	
	-
	

	
	Changes in Operating Assets and Liabilities
	
	
	
	
	
	

	
	Inventories
	
	(36,695,361)
	
	(12,932,333)
	

	
	Lot deposits
	
	(24,975,040)
	
	(1,229,085)
	

	
	Deferred tax asset
	
	(571,277)
	
	-
	

	
	Other assets
	
	(31,575,067)
	
	2,628,678
	

	
	Accounts payable and accrued expenses
	
	8,412,371
	
	
	(21,181,229)
	

	
	Customer deposits
	
	13,071,461
	
	
	3,374,859
	

	
	Operating lease liabilities
	
	(729,676)
	
	(393,800)
	

	
	
	
	
	
	
	
	

	
	Net cash provided by (used in) operating activities
	
	(47,481,723)
	
	(21,305,692)
	

	
	
	
	
	
	
	
	

	
	Cash Flows from Investing Activities
	
	
	
	
	
	

	
	Purchase of property and equipment
	
	(709,764)
	
	(1,074,158)
	

	
	Proceeds from disposal of property and equipment
	
	330,216
	
	
	34,295
	

	
	Investments in equity method investments
	
	-
	
	
	(1,464,197)
	

	
	Return of investments from equity method investments
	
	80,696
	
	
	1,380,086
	

	
	Business combinations, net of cash acquired
	
	(22,616,862)
	
	-
	

	
	
	
	
	
	
	
	

	
	Net cash provided by (used in) investing activities
	
	(22,915,714)
	
	(1,123,974)
	

	
	
	
	
	
	
	
	

	
	Cash Flows from Financing Activities
	
	
	
	
	
	

	
	Proceeds from construction lines of credit
	
	976,317,315
	
	
	136,511,246
	

	
	Principal payments on construction lines of credit
	
	(946,702,546)
	
	(138,856,023)
	

	
	Proceeds from notes payable
	
	1,158,642
	
	
	1,140,676
	

	
	Principal payments on notes payable
	
	(23,284,519)
	
	(6,033,237)
	

	
	Payment of debt issue costs
	
	-
	
	
	(268,570)
	

	
	Payments of equity issuance costs
	
	(12,571,671)
	
	
	

	
	Payments on financing leases
	
	(39,075)
	
	(32,377)
	

	
	Contributions to non-controlling interests
	
	-
	
	
	1,768,846
	

	
	Distributions to non-controlling interests
	
	(11,717,948)
	
	(3,339,472)
	

	
	Proceeds from stock issuance
	
	142,569,035
	
	
	-
	

	
	Distributions
	
	(23,276,323)
	
	(209,738)
	

	
	Redemptions
	
	(25,530,506)
	
	(6,000,000)
	

	
	Contribution from conversion of converted LLC units
	
	123,657,596
	
	
	-
	

	
	Conversion of LLC units
	
	(123,657,596)
	
	-
	

	
	Net cash provided by (used in) financing activities
	
	76,922,404
	
	
	(15,318,649)
	

	
	
	
	
	
	
	
	

	
	Net increase (decrease) in cash, cash equivalents and restricted cash
	
	6,524,967
	
	
	(37,748,315)
	

	
	Cash, cash equivalents and restricted cash at beginning of year
	
	85,211,148
	
	
	68,728,414
	

	
	Cash, cash equivalents and restricted cash at end of year
	
	91,736,115
	
	
	30,980,099
	

	
	
	
	
	
	
	
	

	
	Non-cash Financing Activities
	
	
	
	
	
	

	
	Financed land payments to seller
	
	8,916,211
	
	
	-
	

	
	Leased assets obtained in exchange for new operating lease liabilities
	
	-
	
	
	-
	

	
	Leased assets obtained in exchange for new financing lease liabilities
	
	-
	
	
	-
	

	
	Preferred issuance
	
	-
	
	
	-
	

	
	Accrued distributions
	
	-
	
	
	-
	

	
	Equity issuance costs incurred
	
	905,965
	
	
	-
	

	
	Non-cash Investing Activities
	
	
	
	
	
	

	
	Investment capital reallocation
	
	(3,468,731)
	
	-
	

	
	Total non-cash financing and investing activities
	
	6,353,445
	
	
	-
	

	
	
	
	
	
	
	
	

	
	Reconciliation of Cash, Cash Equivalents and Restricted Cash
	
	
	
	
	
	

	
	Cash and cash equivalents
	
	42,303,231
	
	
	11,503,283
	

	
	Restricted cash
	
	49,432,884
	
	
	19,476,816
	

	
	
	
	
	
	
	
	

	
	Total cash, cash equivalents and restriced cash shown on the Consolidated Statements of Cash Flows
	$
	91,736,115
	
	$
	30,980,099
	



The accompanying notes are an integral part of these condensed consolidated financial statements.


6
[image: ]

Table of Contents

DREAM FINDERS HOMES, INC.

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Nature of Business and Significant Accounting Policies

Nature of Business

Dream Finders Homes, Inc. (the “Company” or “DFH, Inc.”) was incorporated in the State of Delaware on September 11, 2020. The Company was formed for the purpose of completing an initial public offering (“IPO”) of its common stock and related transactions in order to carry on the business of Dream Finders Holdings LLC, a Florida limited liability company (“DFH LLC”), as a publicly-traded entity. Pursuant to a corporate reorganization and completion of the IPO on January 25, 2021, the Company became a holding company for DFH LLC and its subsidiaries.

In connection with the IPO, and pursuant to the terms of the Agreement and Plan of Merger by and among DFH, Inc., DFH LLC and DFH Merger Sub LLC, a Delaware limited liability company and direct, wholly owned subsidiary of DFH, Inc., DFH Merger Sub LLC merged with and into DFH LLC with DFH LLC as the surviving entity (the “Merger”). As a result of the Merger, all of the outstanding non-voting common units and Series A Preferred Units of DFH LLC converted into 21,255,329 shares of Class A common stock of DFH, Inc., all of the outstanding common units of DFH LLC converted into 60,266,153 shares of Class B common stock of DFH, Inc. and all of the outstanding Series B Preferred Units and Series C Preferred Units of DFH LLC remained outstanding as Series B Preferred Units and Series C Preferred Units of DFH LLC, as the surviving entity in the Merger. We refer to this and certain other related events and transactions, as the “Corporate Reorganization”.

DFH, Inc. successfully completed its IPO of 11,040,000 shares of Class A common stock (which included full exercise of the over-allotment option) at an IPO price of $13.00 per share. Shares of the Company’s Class A common stock began trading on the NASDAQ Global Select Market under the ticker symbol “DFH” on January 21, 2021, and the IPO closed on January 25, 2021. The Company is the sole manager of DFH LLC and owns 100% of the voting membership interest in DFH LLC.

The accompanying statements have been prepared in accordance with accounting principles generally accepted in the United States of America (“GAAP”) for interim financial information and with instructions to Form 10-Q and Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for a complete set of financial statements. As such, the accompanying condensed consolidated financial statements should be read in conjunction with the financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2020 filed with the Securities and Exchange Commission on March 30, 2021.

Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of DFH LLC, its wholly owned subsidiaries and the Company’s investments that qualify for consolidation treatment (see Note 9). All intercompany accounts and transactions have been eliminated in consolidation. There are no other components of comprehensive income not already reflected in net and comprehensive income on our Condensed Consolidated Statements of Comprehensive Income.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include all adjustments that are of a normal recurring nature and necessary for the fair presentation of our results for the interim periods presented. Results for interim periods are not necessarily indicative of results to be expected for the full year.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Significant estimates include the valuation and impairment of goodwill, impairment of inventories and business combination estimates. Actual results could differ materially from those estimates.
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Other Assets

Other assets are included on the Condensed Consolidated Balance Sheets, and primarily consist of prepaid expenses, debt issuance costs, contract assets and accounts receivable. The majority of the Company’s accounts receivable balance consists of proceeds not received from home closings. The accounts receivable balance is typically relieved in the first week of the subsequent month.

Contingent Consideration

In connection with the acquisition of Village Park Homes, LLC (“VPH”) in May 2019, the Company recorded contingent consideration based on estimated pre-tax income of the acquired entity for fiscal years 2019, 2020, 2021 and 2022. In connection with the acquisition H&H Constructors of Fayetteville (“H&H”) in October 2020 (Note 2), the Company recorded contingent consideration based on estimated pre-tax income of the acquired entity for fiscal years 2020, 2021, 2022, 2023 and the first quarter of 2024. The measurement of contingent consideration was based on projected cash flows such as revenues, gross margin, overhead expenses and pre-tax income and discounted back using the discounted cash flow method. The Company recorded the fair value of the contingent consideration as a liability on the respective acquisition dates. The estimated earn-out payments are subsequently remeasured to fair value at each reporting date based on the estimated future earnings of the acquired entities. The contingent consideration for each acquisition is scheduled to be paid out each year subsequent to the anniversary of the respective acquisition closing date.

As of March 31, 2021 and December 31, 2020, the Company remeasured contingent consideration related to the acquisition of VPH and adjusted the liability to $7,231,832 and $6,847,524, respectively, based on revised pre-tax income forecasts as of the balance sheet date. The Company recorded contingent consideration adjustments resulting in $384,308 and $0 of income for the three months ended March 31, 2021 and 2020, respectively. These adjustments are included in selling, general and administrative expenses on the Condensed Consolidated Statements of Comprehensive Income.

The Company measured contingent consideration related to the acquisition of H&H on October 5, 2020, which approximated the value at December 31, 2020. As of March 31, 2021 and December 31, 2020, the Company recorded contingent consideration for the H&H acquisition of $17,108,437 and $16,310,000, respectively. The Company recorded contingent consideration adjustments resulting in $798,437 and $0 of income for the three months ended March 31, 2021 and 2020, respectively. Total contingent consideration on the Consolidated Balance Sheets is $24,340,269. The Company’s contingent consideration related to acquisition earn-out payments is based on a percentage of pre-tax net and comprehensive income achieved by the acquired entity, and as such, is revised accordingly. The payment of the H&H earn-out is subject to certain minimal earnings thresholds which must be met by H&H before an earn-out payment occurs.

Maximum potential exposure for contingent consideration is not estimable based on the contractual terms of the contingent consideration agreements, which allow for a percentage payout based on a potentially unlimited range of pre-tax income. There were no payments of contingent consideration for the three months ended March 31, 2021 and 2020, respectively.

Variable Interest Entities

The Company participates in joint ventures that conduct land acquisition, land development and/or other homebuilding activities in various markets where the Company’s homebuilding operations are located. The Company’s investments in these joint ventures may create a variable interest in a variable interest entity (“VIE”), depending on the contractual terms of the arrangement. Additionally, the Company, in the ordinary course of business, enters into contracts with third parties and unconsolidated entities for the ability to acquire rights to land for the construction of homes. Under these contracts, the Company typically makes a specified payment or earnest money deposit in consideration for the right to purchase land in the future, usually at a predetermined price. Consideration paid for these contracts is recorded as lot deposits on the Consolidated Balance Sheets.
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Pursuant to Financial Accounting Standards Board Accounting Standards Codification (“ASC”) 810 and subtopics related to the consolidation of variable interest entities, the Company analyzes its joint ventures under the variable interest model to determine if such are required to be consolidated in the Company’s condensed consolidated financial statements. The accounting standard requires a VIE to be consolidated by a company if that company is determined to be the primary beneficiary. The primary beneficiary is defined as the entity having both of the following characteristics: 1) the power to direct the activities that most significantly impact the VIE’s performance, and 2) the obligation to absorb losses and rights to receive the returns from the VIE that would be potentially significant to the VIE. See Note 9 for a description of the Company’s joint ventures, including those that were determined to be VIEs, and the related accounting treatment. Management determines whether the Company is the primary beneficiary of a VIE at the time it becomes involved with a VIE and reconsiders that conclusion continually. To make this determination, management considers factors such as whether the Company should direct finance, determine or limit the scope of the entity, sell or transfer property, direct development or direct other operating decisions.

Joint ventures for which the Company is not identified as the primary beneficiary are accounted for as equity method investments. The Company and its unconsolidated joint venture partners make initial and/or ongoing capital contributions to these unconsolidated joint ventures, typically on a pro rata basis, according to each party’s respective equity interests. The obligations to make capital contributions are governed by each such unconsolidated joint venture’s respective operating agreement and related governing documents. Partners in these unconsolidated joint ventures are unrelated homebuilders, land developers or other real estate entities.

For distributions received from these unconsolidated joint ventures, the Company has elected to use the cumulative earnings approach for the Condensed Consolidated Statements of Cash Flows. Under the cumulative earnings approach, distributions up to the amount of cumulative equity in earnings recognized are treated as returns on investment within operating cash flows and those in excess of that amount are treated as returns of investment within investing cash flows.

The Company typically has obtained options to acquire portions of the land held by the unconsolidated joint ventures in which the Company currently participates. When an unconsolidated joint venture sells land to the Company, the Company defers recognition of its share of such unconsolidated joint venture’s earnings (losses) until the Company recognizes revenues on the corresponding home sale. At that time, the Company accounts for the earnings (losses) as a reduction (increase) to the cost of purchasing the land from the unconsolidated joint venture.

The Company shares in the earnings (losses) of these unconsolidated joint ventures generally in accordance with its respective equity interests. In some instances, the Company recognizes earnings (losses) that differ from its equity interest in the unconsolidated joint venture. This typically arises from the Company’s deferral of the unconsolidated joint venture’s earnings (losses) from land sales to the Company.

Non-Controlling Interests

The equity interests in DFH Leyden LLC, DFH Amelia LLC, DFH Clover LLC, DFH Leyden II LLC, DFH MOF Eagle Landing LLC, DCE DFH JV LLC, DFH Capitol LLC, DFC Mandarin Estates LLC, DFC East Village LLC, DFC Wilford LLC, DFC Amelia Phase III LLC, DFC Sterling Ranch LLC and DFC Grand Landings LLC have been reflected as non-controlling interests in the Consolidated Balance Sheets. Income attributable to these non-controlling interests are presented in the Condensed Consolidated Statements of Comprehensive Income as net income attributable to non-controlling interests.
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Income Taxes

We are a corporation subject to income taxes in the United States. Our proportional share of the Company’s subsidiaries’ provisions are included in our condensed consolidated financial statements. Our deferred income tax assets and liabilities are computed for differences between the asset and liability method and financial statement amounts that will result in taxable or deductible amounts in the future. We compute deferred balances based on enacted tax laws and applicable rates for the periods in which the differences are expected to affect taxable income. A valuation allowance is recognized for deferred tax assets if it is more likely than not that some portion or all of the net deferred tax assets will not be realized. In making such a determination, we consider all available positive and negative evidence, including future reversals of existing taxable temporary differences, projected future taxable income, tax-planning strategies, and results of recent operations. If we determine we would be able to realize our deferred tax assets for which a valuation allowance had been recorded, then we would adjust the deferred tax asset valuation allowance, which would reduce our provision for income taxes. We evaluate the tax positions taken on income tax returns that remain open and positions expected to be taken on the current year tax returns to identify uncertain tax positions. Unrecognized tax benefits on uncertain tax positions are recorded on the basis of a two-step process in which (1) we determine whether it is more likely than not that the tax positions will be sustained on the basis of the technical merits of the position and (2) for those tax positions that meet the more-likely-than-not recognition threshold, the largest amount of tax benefit that is more than 50 percent likely to be realized is recognized. Interest and penalties related to unrecognized tax benefits are recorded in income tax benefit. We have no uncertain tax positions that qualify for inclusion in our condensed consolidated financial statements. See “Note 10—Income Taxes.”

Equity-Based Compensation

Certain individuals on our executive-level management team are eligible for equity-based compensation, which is awarded according to the terms of individual contracts with those managers. The Company records compensation cost for stock awarded to employees in return for employee service. The cost is measured at the grant-date fair value of the award and recognized as compensation expense over the employee service period, which is normally the vesting period. The Company does not estimate forfeitures. In the event of forfeitures, the compensation expense recognized would be adjusted.

Recent Accounting Pronouncements

In March 2020, the FASB issued ASU 2020-04, Reference Rate Report (Topic 848), which provides practical expedients and exceptions for applying GAAP when modifying contracts and hedging relationships that use LIBOR as a reference rate. In addition, these amendments are not applicable to contract modifications made and hedging relationship entered into or evaluated after December 31, 2022. We do not anticipate a material increase in interest rates from our creditors as a result of the shift away from LIBOR as a reference rate, and we are currently evaluating the impact of the shift and this guidance on our financial statements and disclosures.

2. Business Acquisition

On October 5, 2020, the Company acquired 100% of the issued and outstanding membership interests in H&H, an operative homebuilder, for a purchase price of

$44,096,448, net of $1,710,275 in purchase price reduction related to customary closing adjustments. To fund the acquisition, the Company obtained a $20,000,000 bridge loan from Boston Omaha Corporation, LLC, with an interest rate of 14% per annum maturing on May 1, 2021, paid cash of $9,496,723 and agreed to pay contingent consideration in the amount of $16,310,000 if H&H met certain financial metrics.

Accordingly, the Company recognized the excess purchase price over the fair value of the net assets acquired as goodwill of $16,357,450. The goodwill arising from the acquisition consists largely of synergies and economies of scale from H&H’s operating footprint, which includes owned properties, increased future revenue and earnings from organic growth, new business opportunities and strategic initiatives. Transaction costs were not material and were expensed as incurred.

The business combination was accounted for under the acquisition method, and the acquisition has been included in the Company’s consolidated results of operations since the date of acquisition. The fair value of assets acquired includes cash of $10,956,359, other assets of $8,253,966, tradename of $2,660,000, inventories of $143,817,075 and liabilities assumed of $137,949,737, including $116,894,907 of construction lines of credit.

On January 31, 2021, the Company completed the acquisition of Century Homes from Tavistock Development Company. The Company paid $35.5 million to acquire 134 units under construction and 229 finished lots on which the Company expects to begin construction during 2021 and 2022. The Company evaluated the Century Homes acquisition for significance under SEC Rule 3-05, and determined the acquisition did not meet the significance threshold.
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The following unaudited pro forma condensed consolidated results of operations are provided for illustrative purposes only and have been presented as if the H&H and Century Homes acquisitions had occurred on January 1, 2020. This unaudited pro forma information should not be relied upon as being indicative of the historical results that would have been obtained if the acquisition had occurred on that date, nor of the results that may be obtained in the future.

	
	
	For the Three Months Ended
	

	
	
	March 31,
	
	

	Unaudited Pro Forma
	
	2021
	
	2020
	

	Total revenue
	$
	350,142,959
	$
	247,201,240
	

	Net and comprehensive income attributable to Dream Finders Homes, Inc.
	$
	16,442,614
	$
	7,278,689
	



3.	Construction Lines of Credit

On January 25, 2021, the Company entered into a $450,000,000 syndicated credit facility with Bank of America, N.A. (the “Credit Agreement”), and subsequently repaid $340,000,000 in outstanding debt, including the $20,000,000 bridge loan with Boston Omaha Corporation, LLC, and terminated all then-existing construction lines of credit. Under the Credit Agreement, the Company has the option to enter into Base Rate or LIBOR Rate contracts. The interest is payable based on the contract terms and is variable dependent on the Company’s debt to capitalization ratio, and applicable interest rates in the market (LIBOR Rate, Prime Rate, etc.).

As of March 31, 2021, the cumulative maximum availability under the Credit Agreement was $442,468,578, and an aggregate outstanding balance of $320,000,000. As of December 31, 2020, the Company had 34 lines of credit with cumulative maximum availability of $762,979,000, and an aggregate outstanding balance of $289,878,716.

Our indebtedness as of December 31, 2020, was fully collateralized by homes under construction and, to a much smaller extent, finished lots. Under the Credit Agreement, the funds available are unsecured and availability under the borrowing base is calculated based on work-in-progress inventory.
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The Credit Agreement and the Company’s construction lines of credit consist of the following:

	
	
	
	As of
	
	As of
	

	
	
	
	March 31,
	
	December 31,
	

	Renewal Date
	Payment Terms
	2021
	2021
	2020
	2020
	

	
	
	
	Effective Rate
	
	Effective Rate
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January 25, 2024

November 30, 2019

November 30, 2019

February 9, 2021

March 31, 2021

April 30, 2021

April 30, 2021

May 10, 2021

June 12, 2021

June 30, 2021

June 30, 2021

August 25, 2021

September 30, 2021

October 1, 2021

October 2, 2021

October 2, 2021

October 5, 2021

October 25, 2021

November 2, 2021

December 15, 2021

December 18, 2021

December 18, 2021

December 31, 2021

December 31, 2021

April 1, 2022

April 20, 2022

April 30, 2022

October 5, 2022

October 20, 2022

October 20, 2022

June 19, 2023

June 19, 2023

November 6, 2023

December 31, 2023



	Interest is payable based on the Applicable Rate per the
	
	
	
	

	Credit Agreement
	320,000,000
	3.50%
	-
	-

	Interest is payable monthly, at the greater of Prime rate or
	
	
	
	

	4.25%
	-
	-
	545,350
	4.25%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 1.00% or 5.50%
	-
	-
	540,565
	5.50%

	Interest is payable monthly at 3.40% plus 30-day LIBOR
	-
	-
	390,000
	4.06%

	Interest is payable monthly at 9.50%
	-
	-
	269,030
	10.33%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 0.50% or 3.75%
	-
	-
	11,923,342
	6.53%

	Interest is payable monthly at the Prime rate plus 0.50%
	-
	-
	3,521,203
	3.93%

	Interest is payable monthly at the greater of Prime rate plus
	
	
	
	

	0.50% or 4.25%
	-
	-
	7,391,080
	6.39%

	Interest is payable monthly at 3.00% plus 3-month LIBOR
	-
	-
	14,457,573
	3.96%

	Interest is payable monthly at the greater of 3.50% plus 30-
	
	
	
	

	day LIBOR or 4.50%
	-
	-
	17,290,107
	4.80%

	Interest is payable monthly at 3.75% + 1-month LIBOR
	-
	-
	13,318,374
	4.37%

	Interest is payable monthly at the Prime rate plus 0.75%
	-
	-
	1,486,800
	3.81%

	Interest is payable monthly at 3.00% plus 3-month LIBOR.
	(50)
	-
	62,127,292
	3.91%

	Interest is payable monthly at the greater of 4.50% or
	
	
	
	

	3.90% plus 1-month LIBOR.
	-
	-
	11,863,043
	6.42%

	Interest is payable monthly at the greater of 4.00% or
	
	
	
	

	3.75% plus 1-month LIBOR
	-
	-
	4,361,201
	7.75%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 1.00% or 5.00%
	-
	-
	14,525,422
	5.00%

	Interest is payable monthly at 4.50% plus 1-month LIBOR
	-
	-
	11,227,212
	5.03%

	Interest is payable monthly at the Prime rate plus 0.50%
	-
	-
	861,909
	4.77%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 0.75% or 4.50%
	-
	-
	8,034,458
	6.01%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 0.50% or 5.00%
	-
	-
	2,205,715
	4.24%

	Interest is payable monthly at 3.00% plus 30-day LIBOR
	-
	-
	8,468,565
	4.17%

	Interest is payable monthly at 3.95% plus 1-month LIBOR
	-
	-
	9,558,836
	6.00%

	Interest is payable monthly at 9.00%
	-
	-
	1,821,515
	10.33%

	Interest is payable monthly at 9.50%
	-
	-
	259,157
	10.33%

	Interest is payable monthly at 9.50%.
	-
	-
	2,925,686
	10.33%

	Interest is payable monthly at 9.50%
	-
	-
	639,437
	10.33%

	Interest is payable monthly at 9.50%.
	-
	-
	1,028,131
	10.33%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 0.50% or 4.00%
	-
	-
	5,828,931
	4.00%

	Interest is payable monthly at the greater of 4.00% or
	
	
	
	

	2.75% plus 3-month LIBOR
	-
	-
	11,289,202
	4.51%

	Interest is payable monthly at the greater of 4.50% or
	
	
	
	

	3.90% plus 3-month LIBOR
	-
	-
	13,408,970
	6.62%

	Interest is payable monthly at the greater of 4.00% or
	
	
	
	

	2.75% plus 3-month LIBOR.
	-
	-
	8,790,640
	4.15%

	Interest is payable monthly at the greater of 4.00% or the
	
	
	
	

	Prime rate plus 0.50%.
	-
	-
	23,737,991
	4.92%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 0.38% or 3.65%
	-
	-
	4,043,089
	4.64%

	Interest is payable monthly at the greater of the Prime rate
	
	
	
	

	plus 0.50% or 4.00%
	-
	-
	894,300
	4.00%
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	Various
	Interest is payable monthly at the greater of the Prime rate
	
	
	
	
	
	
	

	
	
	or 5.00%.
	
	
	-
	-
	11,351,056
	5.02%
	

	
	
	
	
	
	
	
	
	
	

	
	Total lines of credit outstanding
	
	$
	319,999,950
	$
	290,385,182
	
	

	
	Less: Debt issuance costs from lines of credit
	
	
	(4,263,768)
	
	(506,466)
	
	

	
	Lines of credit, net
	
	$
	315,736,182
	$
	289,878,716
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The vertical lines of credit that were paid in full during 2021 (in connection with the Company entering into the Credit Agreement), are no longer active and the Company does not intend to renew these facilities. The outstanding balance in the vertical lines of credit were payable upon the delivery of the collateralized individual homes to end-home buyers.

The Company capitalized $4,651,383 and $2,249,683 as of March 31, 2021 and December 31, 2020, respectively, and amortized $910,747 and $543,305 of debt issuance costs for the three months ended March 31, 2021 and 2020, respectively. Debt issuance costs related to the Company’s lines of credit and notes payable, net of amortization, were $4,263,768 and $506,466 as of March 31, 2021 and December 31, 2020, respectively, included in other assets on the Condensed Consolidated Balance Sheets.

The Credit Agreement contains restrictive covenants and financial covenants. The Company was in compliance with all debt covenants as of March 31, 2021 and December 31, 2020. The Company expects to remain in compliance with all debt covenants over the next twelve months.

4. Notes Payable

Notes payable consisted of the following as of March 31, 2021 and December 31, 2020:

	
	
	
	
	
	As of
	
	
	As of
	

	
	
	
	
	
	March 31,
	
	December 31,

	
	
	
	
	
	
	2021
	
	
	2020

	Maturity Date
	
	Payment Terms
	
	
	2021
	Effective Rate
	
	2020
	Effective Rate

	May 1, 2021
	
	Interest is payable monthly at 14.00%
	$
	-
	14.00%
	$
	20,000,000
	14.00%

	February 28, 2022
	(1)
	Non-interest bearing
	
	
	992,000
	0.00%
	
	832,000
	0.00%

	April 1, 2022
	(1)
	Interest is payable monthly at 12.50%
	
	
	717,642
	12.50%
	
	1,735,161
	12.50%

	July 31, 2022
	(1)
	Interest is payable monthly at 9.25%
	
	
	2,170,708
	9.25%
	
	3,984,174
	9.25%

	March 25, 2023
	(1)
	Interest is payable monthly at 5.00%
	
	
	-
	5.00%
	
	3,101,947
	5.00%

	Total notes payable
	
	
	$
	3,880,350
	
	$
	29,653,282
	

	Less: Debt issuance costs from notes
	
	
	
	
	
	
	
	
	

	payable
	
	
	
	
	-
	
	
	(15,444)
	

	Notes payable, net of discount
	
	
	$
	3,880,350
	
	$
	29,637,838
	



(1) These notes payable relate to our consolidated joint ventures and are non-recourse to the Company.

Included within notes payable as of December 31, 2020, is a $20,000,000 bridge loan from Boston Omaha Corporation, LLC, which was utilized to fund a portion of the purchase price of the H&H Homes acquisition (Note 2). This note was paid off in January 2021.

The principal balance on all notes payable is payable upon the sale of project specific collateral, and is collateralized by a real estate mortgage and a limited guarantee ensuring project completeness and the nonexistence of fraudulent acts.

During the three months ended March 31, 2021 and 2020, there were no material changes in the contractual maturities of our notes payable.

5. Inventories

Inventories consist of raw entitled land, finished lots, and construction in process (“CIP”), including capitalized interest. Raw land is purchased with the intent to develop such land into finished lots. Finished lots are held with the intent of building and selling a home. The asset is owned by the Company either as a result of developing purchased raw land or purchasing developed lots. CIP represents the homebuilding activity associated with both homes to be sold and speculative homes. CIP includes the cost of the developed lot as well as all of the direct costs incurred to build the home. The cost of the home is expensed on a specific identification basis when the home is closed to the end customer.
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As mentioned in Note 9, the Company consolidated several joint ventures that own land and finished lots. The Company owns a percentage of these joint ventures but does not own the underlying assets. The table below shows the Company’s owned real estate inventory and real estate inventory owned by the joint ventures.

	
	
	
	As of
	
	As of

	
	
	
	March 31,
	
	December 31,

	
	
	
	2021
	
	2020

	Construction in process
	$
	477,052,901
	$
	396,630,945

	Finished lots and land
	
	
	53,541,065
	
	46,839,616

	Inventories owned by the Company
	
	
	530,593,966
	
	443,470,561

	
	
	
	
	
	

	Inventories owned by consolidated joint ventures
	
	
	19,781,033
	
	40,900,552

	Total inventories
	$
	550,374,999
	$
	484,371,113

	
	
	
	
	
	

	
	
	
	
	
	



	Percentage of inventories owned by the Company
	
	

	Construction in process
	90%
	89%

	Finished lots and land
	10%
	11%



Interest is capitalized and included within each inventory category above. Capitalized interest activity is summarized in the table below for the three months ended March 31, 2021 and 2020.
[image: ]

For the Three Months Ended

March 31,

	
	
	2021
	
	2020

	Capitalized interest at the beginning of the period
	$
	21,091,297
	$
	25,335,924

	Interest incurred
	
	6,667,990
	
	7,040,706

	Interest expensed
	
	(641,861)
	
	(35,705)

	Interest charged to cost of contract revenues earned
	
	(8,275,683)
	
	(5,992,186)

	Capitalized interest at the end of the period
	$
	18,841,743
	$
	26,348,739



6.	Commitments and Contingencies

In April 2020, the Company received proceeds from the Paycheck Protection Program (“PPP”) in the amount $7,220,207, which is classified in accrued expenses on the Consolidated Balance Sheets and accounted for as an in-substance grant. The Company utilized all of the PPP proceeds to pay payroll and permissible operating expenses, and believes the full amount of the proceeds will be forgiven. No income has been recognized for the three months ended March 31, 2021, related to the

PPP proceeds.

7. Members’ Equity, Mezzanine Equity and Shareholders’ Equity

Redeemable Common Units, Redeemable Preferred Units and Common Units

All of the Company’s outstanding preferred units are classified in mezzanine equity as they can be redeemed in a deemed liquidation of the Company outside of the Company’s control. Additionally, prior to the Corporate Reorganization, the Company had certain non-voting common units that could have been redeemed outside the Company’s control, and therefore, were classified in mezzanine equity (the “Redeemable Common Units Mezzanine”).
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Pursuant to the Corporate Reorganization effective January 25, 2021, the Company is authorized to issue 350,000,000 shares of common stock, par value of $0.01 per share, consisting of 289,000,000 shares of Class A common stock and 61,000,000 shares of Class B common stock. The Board of Directors of the Company (the “Board of Directors”) has the authority to issue one or more series of preferred stock, par value $0.01 per share, without stockholder approval.

As a result of the Corporate Reorganization, all of the outstanding non-voting common units and Series A Preferred Units of DFH LLC converted into 21,255,329 shares of the Company’s Class A common stock, all of the outstanding common units of DFH LLC converted into 60,266,153 shares of the Company’s Class B common stock and all of the outstanding Series B Preferred Units and Series C Preferred Units of DFH LLC remained outstanding as Series B Preferred Units and Series C Preferred Units of DFH LLC, as the surviving entity in the Merger.

Redeemable Series A Preferred Units

As a result of the Corporate Reorganization, all of the outstanding Series A Preferred Units of DFH LLC were converted into a total of 21,255,329 shares of the Company’s Class A common stock.

Redeemable Series B Preferred Units

As of March 31, 2021 and December 31, 2020, the Company had 7,143 and 7,143, respectively, of Redeemable Series B Preferred Units (“Series B Preferred Units”) issued and outstanding with a carrying value of $6,515,415 and $6,333,036, respectively. In the event of a liquidation, dissolution or winding up of DFH LLC, the Series B Preferred Units have a liquidation preference of $1,000 per unit and are senior to common units. The Series B Preferred Units have an 8% annual cumulative preferred distribution on the liquidation preference that is payable if and when distributions are declared. The Series B Preferred units do not participate in discretionary distributions, and each unit has the right to one vote on any matter presented for a vote of the members of DFH LLC. As of March 31, 2021 and December 31, 2020, these units have an aggregate unpaid amount of cumulative preferred distributions of $2,139,473 and $2,102,692, respectively, which is $299.52 and $294.37, respectively, per unit.

The Series B Preferred Units can be redeemed at DFH LLC’s option for $1,000 per unit plus any accrued and unpaid preferred distributions per unit at any time prior to December 31, 2022. The units may also be redeemed at the option of the holder upon a sale of DFH LLC for $1,000 per unit plus any accrued and unpaid preferred distributions. As the units are not currently probable of becoming redeemable outside the Company’s control, no accretion has been recorded.

Redeemable Convertible Series C Preferred Units

In April 2020, the Company redeemed 1,000 Series C Preferred Units for $1,000,000 plus accrued unpaid preferred distributions of $62,500. On January 27, 2021, the Company redeemed all of the outstanding Series C Preferred Units for $26.0 million, including $0.5 million of discounted costs, plus accrued unpaid preferred distributions of $0.2 million.

8. Equity-Based Compensation

Dream Finders Homes, Inc.

On January 20, 2021, the Board of Directors approved and adopted the DFH, Inc. 2021 Equity Incentive Plan (the “2021 Plan”). The 2021 Plan is administered by the Compensation Committee of the Board of Directors, and authorizes the Company to grant incentive stock-based awards. The Company granted 759,709 restricted stock grants to certain executives and directors, which had a weighted-average grant date fair value of $23.15 per share, in conjunction with the adoption of the 2021 Plan. These stock grants vest over a period of three years of continuous service, commencing on the date of the grant and vesting ratably in one third increments at the end of each quarter of a three year term. The fair value of these grants was derived by using the closing stock price on the date of the grant. Expense related to equity-based compensation under this plan was $1,108,238 and $0 for the three months ended March 31, 2021 and 2020. As of March 31, 2021 and December 31, 2020, the total unrecognized compensation expense under the 2021 Plan was $16,495,086 and $0, which will be recognized over a weighted-average period of 2.8 years.
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Dream Finders Holdings LLC

In January 2021, certain common non-voting units in DFH LLC were converted into shares of the Company’s Class A common stock and Class B common stock. As a result, DFH LLC expensed the remaining unrecognized stock compensation expense associated with these units in the amount of $1,240,309 for the three months ended March 31, 2021. Expense related to equity-based compensation was $223,750 for the three months ended March 31, 2020.

As of December 31, 2020, the Company had 3,532 non-vesting, non-common units issued to employees, valued at $4,741,657, which converted into shares of the Company’s Class A common stock on January 21, 2021.

9. Variable Interest Entities and Investments in Other Entities

The Company holds investments in certain limited partnerships and similar entities that conduct land acquisition, land development and/or other homebuilding activities in various markets where our homebuilding operations are located. The Company also has an interest in one unconsolidated VIE, Jet Home Loans LLC, where the primary activities include underwriting, originating and selling home mortgages. The Company’s VIEs are funded by initial capital contributions from the Company, as well as its other partners and generally do not have significant debt. The primary risk of loss associated with the Company’s involvement in these VIEs is limited to the Company’s initial capital contributions due to bankruptcy or insolvency of the VIE; however, management has deemed the likelihood of this to be remote. The maximum exposure to loss related to the VIEs is disclosed below for both consolidated and unconsolidated VIEs, which equals the Company’s capital investment in each entity.

In some cases, an unrelated third party is the general partner or managing member and in others, the general partner or managing member is a related party. Management analyzed the Company’s investments first under the variable interest model to determine if they are VIEs and, if so, whether the Company is the primary beneficiary. Management consolidates the entity if the Company is the primary beneficiary or if a standalone primary beneficiary does not exist and the Company and its related parties collectively meet the definition of a primary beneficiary. If the joint venture does not qualify as a VIE under the variable interest model, management then evaluates the entity under the voting interest model to assess if consolidation is appropriate.

The assets of a VIE can only be used to satisfy the obligations of that specific VIE, even for assets that are included within the Consolidated Balance Sheets. The Company and its partners do not have an obligation to make capital contributions to the VIEs and there are no liquidity arrangements or other agreements that could require the Company to provide financial support to the VIEs. Furthermore, the creditors of the VIEs have no recourse to the Company’s general credit.

Consolidated VIEs

For VIEs that the Company does consolidate, management has the power to direct the activities that most significantly impact the VIE’s economic performance. The Company typically serves as the party with homebuilding expertise in the VIE. The Company does not guarantee the debts of the VIEs, and creditors of the VIEs have no recourse against the Company. Certain joint ventures were deconsolidated during the three months ended March 31, 2021 and did not have a material impact to the Company’s financial statements. There were no entities that were deconsolidated during the three months ended March 31, 2020. There were no new consolidated VIEs during the three months ended March 31, 2021 or 2020.

The table below displays the carrying amounts of the assets and liabilities related to the consolidated VIEs:

	
	
	
	
	As of
	
	As of
	

	
	
	
	
	March 31,
	
	December 31,

	
	Consolidated
	
	
	2021
	
	2020
	

	
	Assets
	$
	28,288,648
	$
	50,982,111
	

	
	Liabilities
	$
	11,469,575
	$
	20,114,132
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Unconsolidated VIEs and Other Equity Method Investments

For VIEs that the Company does not consolidate, the power to direct the activities that most significantly impact the VIE’s economic performance is held by a third party. These entities are accounted for as equity method investments. The Company’s maximum exposure to loss is limited to its investment in the entities because the Company is not obligated to provide any additional capital to or guarantee any of the unconsolidated VIEs’ debt.

The table below shows the Company’s investment in the unconsolidated VIEs:



Unconsolidated

Jet Home Loans

Total investment in unconsolidated VIEs

Other equity method investments

Total equity method investments




	
	As of
	
	As of
	
	

	
	March 31,
	
	December 31,
	

	
	2021
	
	2020
	
	

	
	5,604,482
	
	3,872,089
	

	$
	5,604,482
	$
	3,872,089
	

	
	
	
	
	
	

	
	592,565
	
	673,260
	
	

	$
	6,197,047
	$
	4,545,349
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Lot Option Contracts

The Company generally does not engage in the land development business. Instead, we employ an asset-light land financing strategy, providing us optionality to purchase lots on a ‘‘just-in-time’’ basis for construction and affording us flexibility to acquire lots at a rate that matches the expected sales pace in a given community at predetermined market prices from various land bank entities. We typically execute this strategy through the purchase of finished lot option and land bank option contracts, which require deposits in the form of cash or letters of credit.

We primarily employ two variations of our asset-light land financing strategy, finished lot option contracts and land bank option contracts, pursuant to which we secure the right to purchase finished lots at market prices from various land sellers and land bank partners, by paying deposits based on the aggregate purchase price of the finished lots (typically 10% or less in the case of finished lot option contracts and 15% or less in the case of land bank option contracts). These option contracts generally allow us, at our option, to forfeit our right to purchase the lots controlled for any reason, and our sole legal obligation and economic loss as a result of such forfeitures is limited to the amount of the deposits paid pursuant to such option contracts and, in the case of land bank option contracts, any related fees paid to the land bank partner.

None of the creditors of any of the land bank entities with which we enter into lot option contracts have recourse to our general credit. We generally do not have any specific performance obligations to purchase a certain number or any of the lots or guarantee any of the land bankers’ financial or other liabilities. We are not involved in the design or creation of the land bank entities from which we purchase lots under lot option contracts. The land bankers’ equity holders have the power to direct 100% of the operating activities of the land bank entity. We have no voting rights in any of the land bank entities. The sole purpose of the land bank entity’s activities is to generate positive cash flow returns for such entity’s equity holders. Further, we do not share in any of the profit or loss generated by the project’s development. The profits and losses are passed directly to the land banker’s equity holders.

The deposit placed by us pursuant to the lot option contracts is deemed to be a variable interest in the respective land bank entities. Certain of those land bank entities are deemed to be VIEs. Therefore, the land bank entities with which we enter into lot option contracts are evaluated for possible consolidation by the Company.

We believe the activities that most significantly impact a land bank entity’s economic performance are the operating activities of the land bank entity. In the case of development projects, unless and until a land bank entity delivers finished lots for sale, the land bank entity’s equity investors bear the risk of land ownership and do not earn any revenues. The operating development activities are managed by the land bank entity’s equity investors.

We possess no more than limited protective legal rights through the lot option contracts in the specific finished lots that we are purchasing, and we possess no participative rights in the land bank entities. Accordingly, we do not have the power to direct the activities of a land bank entity that most significantly impact its economic performance. For the aforementioned reasons, the Company concluded that it is not the primary beneficiary of the land bank entities with which it enters into lot option contracts, and therefore the Company does not consolidate any of these VIEs. The Company’s total risk of loss related to lot option contracts was $91,690,711 and $66,272,347 as of March 31, 2021 and December 31, 2020, respectively.
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10. Income Taxes

As a result of the IPO and the Corporate Reorganization completed in January 2021, we own all of the Common Units of DFH LLC, which is treated as a partnership for U.S. federal and most applicable state and local income tax purposes. As a partnership, DFH LLC is generally not subject to U.S. federal and certain state and local income taxes. Any taxable income or loss generated by DFH LLC is passed through to and included in the taxable income or loss of its member, Dream Finders Homes, Inc., in accordance with the terms of the Operating Agreement. We are a corporation subject to U.S. federal income taxes, in additional to state and local income taxes, based on our share of DFH LLC’s pass-through taxable income.

The provision for income taxes consists of the following:

	
	
	Three Months Ended

	
	
	March 31,

	
	
	2021

	Current:
	
	

	Federal
	$
	3,514,733

	State
	
	1,347,719

	Deferred:
	
	

	Federal
	
	(14,861)

	State
	
	(31,109)

	Income tax expense
	$
	4,816,482

	
	
	



Deferred income taxes on our Consolidated Balance Sheets were comprised of the following:

	
	
	
	Three Months Ended

	
	
	
	March 31,

	
	
	
	2021

	Deferred tax assets:
	
	
	

	Accrued warranty
	$
	980,897

	Property and equipment
	
	
	257,608

	Total deferred tax assets
	
	
	1,238,505

	Less: Deferred tax liabilities
	
	
	(667,228)

	Net deferred tax asset
	
	$
	571,277



Deferred tax assets arise principally as a result of various accruals required for financial reporting purposes which are not currently deductible for tax return purposes.

Management believes that we will have sufficient future taxable income to make it more likely than not that the net deferred tax assets will be realized. As of March 31, 2021, the Company had no valuation allowance recorded against deferred tax assets. Taxable income is estimated to be approximately $20,937,127 for the three months ended March 31, 2021, and was $0 for the three months ended March 31, 2020 as the Company did not exist at such time and DFH LLC was treated as a partnership for U.S. federal and most applicable state and local income tax purposes. As a partnership, DFH LLC is generally not subject to U.S. federal and certain state and local income taxes.
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A reconciliation of income taxes computed at the federal statutory rate (21% in 2021) to income tax expense is as follows:

Three Months Ended

March 31,
[image: ]
2021	Effective Rate
[image: ]


Income taxes computed at the federal statutory rate
[image: ]
State income taxes, net of federal income tax benefit(1)
[image: ]
Permanent difference
Estimate of federal tax credits(1)
[image: ]
Income tax expense




	$
	4,396,797
	21%

	
	
	1,040,122
	5%

	
	
	962,723
	5%

	
	
	(1,583,160)
	-8%

	
	$
	4,816,482
	23%

	
	
	
	




(1) Primarily attributable to tax benefits from certain energy tax credits for the three months ended March 31, 2021, following the enactment of the Tax Cuts and Jobs Act in December 2017.

Our effective tax rate in 2021 and 2020 is estimated to be 23% and 0%, respectively as the Company did not exist and DFH LLC was treated as a partnership for U.S. federal and most applicable state and local income tax purposes.

We file a consolidated U.S. federal income tax return, as well as state and local tax returns in all jurisdictions where we maintain operations.

11. Segment Reporting

The Company operates in the homebuilding business and is organized and reported by division. There are twelve operating segments and seven reportable segments: the Carolinas (H&H), Jacksonville, Orlando, Denver and Washington DC (“DC Metro”), the Company’s homebuilding operations, and Jet Home Loans LLC (“Jet”), the Company’s mortgage operations. The Company includes Century Homes data acquired within the Orlando segment. The revenues of each remaining operating segment are not material and will be combined into an “Other” category for the purposes of segment reporting. The corporate component of the Company’s operations, which is not considered an operating segment, is also combined into the “Other” category.

In accordance with ASC Topic 280, Segment Reporting, operating segments are defined as components of an enterprise for which separate financial information is available that is evaluated regularly by the chief operating decision-makers (“CODMs”) in deciding how to allocate resources and in assessing performance. The Company’s CODM primarily evaluates performance based on the number of homes closed, average sales price, and financial results. Segment profitability is measured by net and comprehensive income.

The Company’s homebuilding operations employ an asset-light business model with a focus on the design, construction and sale of single-family entry-level and first-time move-up homes.

The Company’s mortgage operations are conducted through Jet, which is a licensed home mortgage broker that underwrites, originates and sells mortgages to FBC Mortgage LLC, an Orlando-based mortgage lender. The Company owns 49% of Jet, and FBC Mortgage, LLC owns the remaining 51%. Jet is accounted for as an equity method investment.

Operational results of each reportable segment are not necessarily indicative of the results that would have been achieved had the reportable segment been an independent, stand-alone entity during the periods presented.
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The following tables summarize home sale revenues and net and comprehensive income by segment for the three months ended March 31, 2021 and 2020:

	
	
	For the Three Months Ended

	
	
	March 31,
	

	Revenues:
	
	2021
	
	2020

	The Carolinas (H&H)
	
	98,503,439
	
	-

	Jacksonville
	
	96,581,156
	
	78,325,635

	Orlando
	
	64,435,595
	
	7,841,820

	Colorado
	
	15,210,130
	
	21,661,356

	DC Metro
	
	13,948,185
	
	27,520,055

	Jet Home Loans
	
	7,019,453
	
	6,767,000

	Other
	
	54,881,860
	
	53,389,567

	Total segment revenues
	$
	350,579,818
	$
	195,505,433

	
	
	
	
	

	Reconciling items from equity method investments
	
	(7,019,453)
	
	(6,767,000)

	
	
	
	
	

	Consolidated revenues
	$
	343,560,365
	$
	188,738,433

	
	
	
	
	



	
	
	For the Three Months Ended

	
	
	March 31,
	

	Net and comprehensive income:
	
	2021
	
	2020

	The Carolinas (H&H)
	
	4,150,391
	
	-

	Jacksonville
	
	8,208,925
	
	6,372,571

	Orlando
	
	5,328,486
	
	(626,648)

	Colorado
	
	454,831
	
	1,991,039

	DC Metro
	
	389,479
	
	64,059

	Jet Home Loans
	
	2,832,285
	
	2,774,128

	Other
	
	(1,965,329)
	
	(1,389,916)

	Total segment net and comprehensive income
	$
	19,399,068
	$
	9,185,233

	
	
	
	
	

	Reconciling items from equity method investments
	
	(3,278,423)
	
	(2,605,199)

	
	
	
	
	

	Consolidated net and comprehensive income
	$
	16,120,645
	$
	6,580,034

	
	
	
	
	



Net and comprehensive losses related to the Company’s Other segments are primarily attributable to unallocated corporate expenses, of which $4.9 million is related to corporate selling, general and administrative expenses and expenses associated with the IPO.
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The following table summarizes Company assets by segment as of March 31, 2021 and December 31, 2020:

	
	
	As of
	
	As of

	
	
	March 31,
	
	December 31,

	Assets:
	
	2021
	
	2020

	The Carolinas (H&H)
	
	180,395,236
	
	161,242,384

	Jacksonville
	
	71,189,207
	
	162,668,740

	Orlando
	
	115,056,816
	
	77,299,028

	Colorado
	
	47,026,053
	
	51,605,969

	DC Metro
	
	59,695,352
	
	41,327,694

	Jet Home Loans
	
	180,591,753
	
	38,696,793

	Other (1)
	
	266,775,535
	
	235,664,336

	Total segment assets
	$
	920,729,952
	$
	768,504,944

	
	
	
	
	

	Reconciling items from equity method investments
	
	(54,007,463)
	
	(34,824,703)

	
	
	
	
	

	Consolidated assets
	$
	866,722,489
	$
	733,680,241

	
	
	
	
	



(1) Other includes the Company’s title operations, homebuilding operations in non-reportable segments, operations of the corporate component, and corporate assets such as cash and cash equivalents, cash held in trust, prepaid insurance, operating and financing leases, lot deposits, goodwill, as well as property and equipment.

12. Fair Value Disclosures

ASC 820, Fair Value Measurement, defines fair value as the price that would be received for selling an asset or paid to transfer a liability in an orderly transaction between market participants at measurement date and requires assets and liabilities to be carried at fair value.

GAAP assigns a fair value hierarchy to the inputs used to measure fair value. Level 1 inputs are quoted prices in active markets for identical assets and liabilities. Level 2 inputs are inputs other than quoted market prices that are observable for the asset or liability, either directly or indirectly. Level 3 inputs are unobservable inputs.

Fair value measurements may be utilized on a nonrecurring basis, such as for purchase accounting, inventory, and the impairment of long-lived assets and goodwill. The fair value of financial instruments, including cash and cash equivalents, accounts receivable, accounts payable and construction lines of credit, approximate their carrying amounts due to the short-term nature of these instruments.

13. Related Party Transactions

During the three months ended March 31, 2021 and 2020, the Company entered into or participated in related party transactions. The majority of these transactions were entered into to control finished lots for homebuilding. In addition, the Company has built and sold homes for employees and members of their immediate families.

Consolidated Joint Ventures

The Company has entered into joint venture arrangements to acquire land, finished lots and build homes. Certain members of DFH LLC and directors and members of management of the Company, have invested in these joint ventures and some are limited partners in these joint ventures. DFH Investors LLC (which owned 15,400 Series A Preferred Units, representing 11.65% of the membership interest in DFH LLC, prior to the Corporate Reorganization) is the managing member of certain of these joint ventures. The joint ventures are consolidated for accounting purposes. Details of each are included in Note 1.

DF Residential I, LP

DF Residential I, LP (Fund I) is a real estate investment vehicle, organized for the purpose of acquiring and developing finished lots. Dream Finders Homes, LLC, has entered into six joint ventures and ten land bank projects with Fund I since its formation in January 2017. DF Capital Management, LLC (“DF Capital”) is the investment manager in Fund I. The Company owns a 49% membership interest in DF Capital. DF Capital is controlled by unaffiliated parties. Certain directors and executive officers have made investments in Fund I as limited partners. In addition, certain members of management have made investments in Fund I. The total committed capital in Fund I was $36,706,163 as of March 31, 2021 and December 31, 2020. Collectively, the Company’s directors, executive officers and members of management have invested $8,725,000 or 23.77% of the total committed capital of Fund I as of March 31, 2021 and December 31, 2020.
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The general partner of Fund I is DF Management GP, LLC (“DF Management”). Dream Finders Homes LLC is one of four members of DF Management with a 26.13% membership interest. Certain members of DFH Investors LLC, including one of the Company’s directors, have a 65.33% membership interest. Collectively, Dream Finders Homes LLC and DFH Investors LLC have invested $1,400,000 in Fund I as of March 31, 2021 and December 31, 2020. This investment represents 3.81% of the total committed capital in Fund I of $36,706,163.

DF Residential II, LP

DF Residential II, LP, a Delaware limited partnership (“Fund II”) initiated its first close on March 11, 2021. DF Management GP II, LLC, a Florida limited liability company, will serve as the general partner of Fund II (the “General Partner”). Fund II has raised capital commitments of approximately $137.0 million to date, and will remain open for a period of at least six months, seeking to raise a total of at least $200 million in capital commitments. DF Capital is the investment manager of Fund II.

The Company indirectly owns 72% of the membership interests in the General Partner and receives 72% of the economic interests. The General Partner is controlled by unaffiliated parties. The Company’s investment commitment in Fund II is $3.0 million or 1.5% of the total expected capital commitment of Fund II.

On March 11, 2021, the Company entered into land bank financing arrangements and a Memorandum of Right of First Offer with Fund II, under which Fund II has an exclusive right of first offer on any land bank financing projects up to $20 million that meet its investment criteria and are undertaken by the Company during Fund II’s investment period.

Certain directors, executive officers and other officers have made investment commitments as limited partners in Fund II in an aggregate amount $30.9 million and $30.8 million, or 15.5% and 15.4%, as of March 31, 2021 and December 31, 2020, respectively, of the total expected capital commitment of Fund II.

Land Bank Transactions with DF Capital

After Fund I was fully committed, DF Capital provided land bank financing in a total of seven further projects and subsequently raised additional commitments from limited partners in Fund I as well as other parties. One of the Company’s officers, invested $180,000 in one of these funds managed by DF Capital as a limited partner in 2019. As of March 31, 2021, funds managed by DF Capital (other than Fund I) controlled an additional 468 lots as a result of these transactions outside of Fund I. As of December 31, 2020, funds managed by DF Capital (other than Fund I) controlled an additional 595 lots as a result of these transactions outside of Fund I. During the three months ended March 31, 2021 and 2020, the Company purchased 127 and 30 of these lots and the outstanding lot deposit balance in relation to these projects was $4,480,813 and $1,100,947, respectively. In addition, the Company paid lot option fees related to these transactions of $178,780 and $157,740 for the three months ended March 31, 2021 and 2020, respectively.

Medley Capital

The holders of the Series B Preferred Units in DFH LLC had an outstanding collateralized loan with the Company for the purposes of land acquisition and development. The loan carried monthly interest at an annual rate of 10%. The outstanding loan balance was $0 and $0 as of March 31, 2021 and December 31, 2020, respectively. On March 4, 2020, the outstanding loan balance plus accrued interest was paid in full for a total of $4,676,251. In connection with the loan payoff, the holders released back to the Company reserve funds in the amount of $492,472.

Varde Capital

Certain DF Capital joint ventures in which the Company is a member have entered into lending arrangements with the holders of the Series C Preferred Units in DFH LLC. The Varde Private Debt Opportunities Fund (On Shore), L.P. (Varde Capital) has a loan with a principal amount of $18,000,000, whose borrowers are DFC East Village, LLC, DFC Seminole Crossing, LLC and DFC Sterling Ranch, LLC. These joint ventures are between Fund I and the Company. As of March 31, 2021 and December 31, 2020, the outstanding loan balance was $1,056,815 and $1,700,000, respectively.
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In addition, DFH LLC and DF Capital are, individually and collectively, the “Guarantor” in favor of the Varde Private Debt Opportunities Fund (On Shore), L.P. in connection with this loan agreement. The DFH LLC guarantee provides additional assurance to Varde Capital, as they have recourse to the assets of the Company beyond the pledged collateral in the joint ventures to be made whole in instances of default. The Company believes an event of default is unlikely.

Jet Home Loans

Jet performs mortgage origination activities for the Company. Jet underwrites and originates home mortgages for Company customers and non-Company customers.

The Company owns 49% of Jet, but is not the primary beneficiary. Jet is accounted for under the equity method and is a related party of the Company.

Sales to Employees and Related Parties

From time to time, the Company builds homes for employees and related parties. For the three months ended March 31, 2021 and 2020, the Company delivered 1 and 3 homes, respectively, to employees and related parties generating gross revenues of $722,469 and $1,200,876, respectively.

Guarantees

Dream Finders Homes LLC is a limited Guarantor in favor of Flagstar Bank (Lender), in connection with a loan of $5,670,000 and $5,670,000 to DFC Seminole Crossing, LLC (Borrower) as of March 31, 2021 and December 31, 2020, respectively. The latter is a joint venture between the Company and DF Capital. The guaranty is a Limited Recourse Carve-out (Guaranty). There was no consideration provided by DF Capital to the Company for this guaranty. The Dream Finders Holdings LLC guarantee provides additional assurance to Flagstar Bank, as they have recourse to the assets of the Company beyond the pledged collateral in the joint venture to be made whole in instances of default. The Company believes an event of default is unlikely.

14. Earnings per Share

The following weighted-average shares and share equivalents were used to calculate basic and diluted earnings per share for the three months ended March 31, 2021:

	
	For the Three Months Ended

	
	March 31,

	
	2021

	Net and comprehensive income attributable to Dream Finders Homes, Inc.
	16,120,645

	Less: Preferred distributions
	855,704

	Add: Loss prior to reorganization attributable to DFH LLC members
	(1,244,083)

	Net and comprehensive income attributable to common stockholders
	16,509,024

	
	

	Weighted-average number of shares outstanding used to calculate basic EPS
	92,521,482

	Dilutive securities:
	

	Restricted stock
	75,478

	Weighted-average number of shares and share equivalents outstanding used to calculate diluted EPS
	92,596,960



The Corporate Reorganization created the current capital structure of DFH, Inc. Therefore, the net income per share for DFH, Inc. is not shown for the fiscal years ended December 31, 2020. In addition, the basic and diluted net income per share only includes earnings subsequent to January 21, 2021, the date of the Corporate Reorganization.

The total outstanding shares of common stock are made up of Class A common stock and Class B common stock, which participate equally in their ratable ownership share of the Company. Basic net income per share is calculated by dividing net income attributable to DFH, Inc. for the period subsequent to the Corporate Reorganization, by the weighted-average number of shares of Class A common stock and Class B common stock outstanding for the period. Diluted net income per share has been calculated in a manner consistent with that of basic net income per share while giving effect to shares of potentially dilutive restricted stock grants outstanding during the period.

15. Subsequent Events

The Company has evaluated subsequent events through May 17, 2021, the date the financial statements were issued, and no additional matters were identified requiring recognition or disclosure in the financial statements.
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ITEM 2.	MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Unless otherwise indicated or the context requires, “DFH,” “Dream Finders,” the “Company,” “we,” “our” and “us” refer collectively to Dream Finders Homes, Inc. and its subsidiaries. On January 25, 2021, we completed an initial public offering (the “IPO”) of 11,040,000 shares of our Class A common stock. As a result of the reorganization transactions in connection with the IPO, for accounting purposes, our historical results included herein present the combined assets, liabilities and results of operations of Dream Finders Homes, Inc. since the date of its formation and Dream Finders Holdings LLC, a Florida limited liability company (“DFH LLC”) and its direct and indirect subsidiaries prior to the IPO.

Business Overview

We design, build and sell homes in high growth markets, including Charlotte, Raleigh, Jacksonville, Orlando, Denver, the Washington D.C. metropolitan area and Austin. We employ an asset-light lot acquisition strategy with a focus on the design, construction and sale of single-family entry-level, first-time move-up and second-time move-up homes. To fully serve our homebuyer customers and capture ancillary business opportunities, we also offer title insurance and mortgage banking solutions (our Jet Home Loans segment) through our mortgage banking joint venture, Jet Home Loans, LLC (“Jet LLC”).

Our asset-light lot acquisition strategy enables us to generally purchase land in a “just-in-time” manner with reduced up-front capital commitments, which in turn has increased our inventory turnover rate, enhanced our strong returns on equity and contributed to our impressive growth.

We are engaged in the design, construction and sale of new homes in the following markets:

· Charlotte, NC, Fayetteville, NC, Raleigh, NC, Greensboro, NC, High Point, NC and Winston-Salem, NC (“The Carolinas” or “H&H Homes”)

· Jacksonville, FL

· Orlando, FL

· Denver, CO

· Washington D.C. metropolitan area (“DC Metro”)

· Austin, TX, Savannah, GA and Village Park Homes (“Other”)

Since breaking ground on our first home on January 1, 2009 during an unprecedented downturn in the U.S. homebuilding industry, we have closed over 11,000 home sales through March 31, 2021 and have been profitable every year since inception. During the three months ended March 31, 2021, we received 2,010 net new orders, an increase of 1,162, or 137.0%, as compared to the 848 net new orders received for the three months ended March 31, 2020. For the three months ended March 31, 2021, we closed 1,002 homes, an increase of 487, or 94.6%, as compared to the 515 homes closed for the three months ended March 31, 2020. As of March 31, 2021, our backlog of sold homes was 3,612. In addition, as of March 31, 2021, we owned and controlled over 26,000 lots. Our owned and controlled lot supply is a critical input to the future revenue of our business. We sell homes under the Dream Finders Homes, DF Luxury, H&H Homes, Village Park Homes and Century Homes brands.
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COVID-19 Impact

The ongoing coronavirus (COVID-19) outbreak may significantly worsen in the United States, which may cause federal, state and local governments to reconsider restrictions on business and social activities. In the event governments increase restrictions, the re-opening of the economy may be further curtailed. We have experienced some resulting disruptions to our business operations, as these restrictions have significantly impacted, and may continue to impact, many sectors of the economy, with various businesses curtailing or ceasing normal operations and subsequently attempting to resume operations.

Our primary focus remains on doing everything we can to ensure the safety and well-being of our employees, customers and trade partners. While COVID-19 infection rates, hospitalizations and deaths declined in certain parts of the country since the initial surge in April and May 2020, infection rates increased significantly in other parts of the country, including in Florida and Texas during June and July 2020, two states that account for a significant portion of our homebuilding business. Residential construction has been deemed an essential business in each of our markets throughout the COVID-19 pandemic. In addition, state and/or local governments in each of our markets have instituted social distancing measures and other restrictions, which have resulted in significant changes to the way we conduct business. In all markets where we are permitted to operate, we are operating in accordance with the guidelines issued by the Centers for Disease Control and Prevention, as well as state and local guidelines.

Despite the encouraging rebound in our net new orders since April 2020 and the continued trend of elevated sales per community through the end of April 2021, we cannot be certain that these positive trends will continue if COVID-19 infections and related hospitalizations and deaths continue to grow in our core markets or that we will be able to convert net new orders into home closings. There is uncertainty regarding the extent and timing of the disruption to our business that may result from the COVID-19 pandemic and any related governmental actions. There is also uncertainty as to the effects of the COVID-19 pandemic and related economic relief efforts on the U.S. economy, unemployment, consumer confidence, demand for our homes and the mortgage market, including lending standards, interest rates and secondary mortgage markets. We are unable to predict the extent to which this will impact our operational and financial performance, including the impact of future developments such as the duration and spread of the COVID-19 virus, corresponding governmental actions (including as a result of the change in the U.S. presidential administration) and the impact of such on our employees, customers and trade partners.

For more information, see Item 1A. Risk Factors in Part I of our Annual Report on Form 10-K for the fiscal year ended December 31, 2020.

Recent Developments

Initial Public Offering

On January 25, 2021, we completed the IPO of 11,040,000 shares of our Class A common stock at a price to the public of $13.00 per share, which was conducted pursuant to our Registration Statement on Form S-1 (File No. 333-251612), as amended, that was declared effective on January 20, 2021. The IPO provided us with net proceeds of $133.5 million. On January 25, 2021, we used the net proceeds from the IPO, cash on hand and borrowings under our Credit Agreement to repay (i) all borrowings under our then-existing 34 separate secured vertical construction lines of credit facilities totaling $320.0 million and upon such repayment terminated such facilities and (ii) the bridge loan from Boston Omaha Investments LLC (the “BOMN Bridge Loan”) that was used to finance the acquisition of H&H Homes, totaling $20.0 million, plus contractual interest of $0.6 million.
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Corporate Reorganization

In connection with the IPO and pursuant to the terms of the Agreement and Plan of Merger by and among the Company, DFH LLC and DFH Merger Sub LLC, a Delaware limited liability company and direct, wholly owned subsidiary of the Company, DFH Merger Sub LLC merged with and into DFH LLC with DFH LLC as the surviving entity (the “Merger”). As a result of the Merger, all of the outstanding non-voting common units and Series A preferred units of DFH LLC converted into 21,255,329 shares of Class A common stock of the Company, all of the outstanding common units of DFH LLC converted into 60,226,153 shares of Class B common stock of the Company and all of the outstanding Series B preferred units and Series C preferred units of DFH LLC remained outstanding as Series B preferred units and Series C preferred units of DFH LLC, as the surviving entity in the Merger. We refer to this and certain other related events and transactions, as the “Corporate Reorganization”. In connection with the Corporate Reorganization, we made distributions to the members of DFH LLC for estimated federal income taxes of approximately $28.0 million on earnings of our predecessor, DFH LLC (which was a pass-through entity for tax purposes), for the period from January 1, 2020 through January 21, 2021 (the date of the Corporate Reorganization).

Immediately following the Corporate Reorganization, (1) the Company became a holding company and the sole manager of DFH LLC, with no material assets other than 100% of the voting membership interests in DFH LLC, (2) the holders of common units, non-voting common units and Series A preferred units of DFH LLC became stockholders of the Company, (3) the holders of the Series B preferred units of DFH LLC outstanding immediately prior to the Corporate Reorganization continued to hold all 7,143 of the outstanding Series B Preferred Units of DFH LLC, and (4) the holders of the Series C preferred units of DFH LLC outstanding immediately prior to the Corporate Reorganization continued to hold all 26,000 of the outstanding Series C preferred units of DFH LLC.

On January 27, 2021, we redeemed all 26,000 outstanding Series C preferred units of DFH LLC at a redemption price of $26.0 million, plus accrued distributions and fees of $0.2 million.

Century Acquisition

During the three months ended March 31, 2021, we increased our market presence in the Orlando, Florida market with our acquisition (the “Century Acquisition”) of Century Homes Florida, LLC (“Century Homes”). Effective as of January 31, 2021, we consummated the first phase of the Century Acquisition of Orlando-based homebuilder Century Homes from Tavistock Development Company (“Tavistock”). We paid $35.5 million to acquire 134 units under construction and 229 finished lots on which we expect to begin construction during 2021 and 2022. The Company funded the entire purchase price of the Century Acquisition with cash on hand and borrowings under our Credit Agreement.

Key Results

Key financial results as of and for the three months ended March 31, 2021, as compared to the three months ended March 31, 2020, were as follows:

· Revenues increased 82.0% to $343.6 million from $188.7 million.

· Net new orders increased 137.0% to 2,010 net new orders from 848 net new orders.

· Homes closed increased 94.6% to 1,002 homes from 515 homes.
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· Backlog of sold homes increased 212.7% to 3,612 homes from 1,155 homes.

· Average sales price of homes closed decreased 7.3% to $335,986 from $362,591.

· Gross margin as a percentage of home sales revenues increased to 14.9% from 12.8%.

· Adjusted gross margin (non-GAAP) as a percentage of home sales revenues increased to 22.2% from 20.8%.

· Net and comprehensive income increased 126.4% to $17.6 million from $7.8 million.

· Net and comprehensive income attributable to Dream Finders Homes, Inc. increased 145.0% to $16.1 million from $6.6 million.

· EBITDA (non-GAAP) as a percentage of home sales revenues increased to 9.4% from 7.5%.

· Active communities at March 31, 2021 increased to 120 from 83 at March 31, 2020.

· Total owned and controlled lots increased 18.0% to 26,438 lots at March 31, 2021 from 22,407 lots at December 31, 2020.

· Return on equity was 37.4% for the trailing twelve months ended March 31, 2021, compared to 36.7% for the same period in the prior year.

For reconciliations of the non-GAAP financial measures, adjusted gross margin, EBITDA and adjusted EBITDA to the most directly comparable GAAP financial measures, please see “—Non-GAAP Financial Measures.”
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Results of Operations

Three Months Ended March 31, 2021 Compared to Three Months Ended March 31, 2020

The following table sets forth our results of operations for the periods indicated:

	
	
	
	
	
	For the Three Months Ended
	
	

	
	
	
	
	
	March 31,
	
	

	
	
	
	
	
	(unaudited)
	
	

	
	
	
	2021
	
	2020
	
	Amount Change
	% Change
	

	
	Revenues
	$
	343,560,365
	$
	188,738,433
	$
	154,821,932
	82.0%
	

	
	Cost of sales
	
	291,036,761
	
	163,745,683
	
	127,291,078
	77.7%
	

	
	Selling, general and administrative expense
	
	28,148,956
	
	17,518,785
	
	10,630,171
	60.7%
	

	
	Income from equity in earnings of unconsolidated entities
	
	(1,732,393)
	
	(1,359,388)
	
	(373,005)
	27.4%
	

	
	Gain on sale of assets
	
	(65,517)
	
	(34,095)
	
	(31,422)
	92.2%
	

	
	Loss on extinguishment of debt
	
	697,423
	
	-
	
	697,423
	100.0%
	

	
	Other Income
	
	(482,219)
	
	(134,061)
	
	(348,159)
	259.7%
	

	
	Other expense
	
	2,903,048
	
	1,195,311
	
	1,707,738
	142.9%
	

	
	Interest expense
	
	641,861
	
	35,705
	
	606,156
	1697.7%
	

	
	Income before taxes
	$
	22,412,445
	$
	7,770,493
	$
	14,641,952
	188.4%
	

	
	Income tax expense
	
	4,816,482
	
	-
	
	4,816,482
	100.0%
	

	
	Net and comprehensive income
	$
	17,595,963
	$
	7,770,493
	$
	9,825,470
	126.4%
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Net and comprehensive income attributable to non-controlling interests
	
	(1,475,318)
	
	(1,190,459)
	
	(284,859)
	23.9%
	

	
	Net and comprehensive income attributable to Dream Finders Homes, Inc.
	
	16,120,645
	
	6,580,034
	
	9,540,611
	145.0%
	

	
	
	
	
	
	
	
	
	
	

	
	Earnings per share(6)
	
	
	
	
	
	
	
	

	
	Basic
	$
	0.18
	$
	-
	$
	0.18
	100.0%
	

	
	Diluted
	$
	0.18
	$
	-
	$
	0.18
	100.0%
	

	
	Weighted-average number of shares
	
	
	
	
	
	
	
	

	
	Basic
	
	92,521,482
	
	-
	
	92,521,482
	100.0%
	

	
	Diluted
	
	92,596,960
	
	-
	
	92,596,960
	100.0%
	

	
	Consolidated Balance Sheets Data (at period end):
	
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	42,303,231
	$
	11,503,283
	$
	30,799,948
	267.7%
	

	
	Total assets
	$
	866,722,489
	$
	489,938,177
	$
	376,784,312
	76.9%
	

	
	Long-term debt
	$
	323,880,300
	$
	225,050,866
	$
	94,565,666
	42.0%
	

	
	Finance lease liabilities
	$
	305,987
	$
	466,312
	$
	(160,325)
	-34.4%
	

	
	Preferred mezzanine equity
	$
	6,515,415
	$
	53,435,881
	$
	(46,920,466)
	-87.8%
	

	
	Common mezzanine equity
	$
	-
	$
	16,701,797
	$
	(16,701,797)
	-100.0%
	

	
	Common members' equity
	$
	-
	$
	61,476,244
	$
	(61,476,244)
	-100.0%
	

	
	Common stock - Class A
	$
	322,953
	$
	-
	$
	322,953
	100.0%
	

	
	Common stock - Class B
	$
	602,262
	$
	-
	$
	602,262
	100.0%
	

	
	Additional paid-in capital
	$
	253,837,981
	$
	-
	$
	253,837,981
	100.0%
	

	
	Retained earnings
	$
	17,224,902
	$
	-
	$
	17,224,902
	100.0%
	

	
	Non-controlling interests
	$
	21,696,487
	$
	30,091,204
	$
	(8,394,717)
	-27.9%
	

	
	
	
	
	
	
	
	
	
	

	
	Other Financial and Operating Data
	
	
	
	
	
	
	
	

	
	Active communities at end of period(1)
	
	120
	
	83
	
	37
	44.6%
	

	
	Home closings
	
	1,002
	
	515
	
	487
	94.6%
	

	
	Average sales price of homes closed(7)
	$
	335,986
	$
	362,591
	$
	(26,604)
	-7.3%
	

	
	Net new orders
	
	2,010
	
	848
	
	1,162
	137.0%
	

	
	Cancellation rate
	
	8.1%
	
	11.8%
	
	-3.7%
	-31.4%
	

	
	Backlog (at period end) - homes
	
	3,612
	
	1,155
	
	2,457
	212.7%
	

	
	Backlog (at period end, in thousands) - value
	$
	1,356,436
	$
	441,903
	$
	914,533
	207.0%
	

	
	Gross margin(2)
	$
	51,130,202
	$
	24,028,118
	$
	27,102,084
	112.8%
	

	
	Gross margin %(3)
	
	14.9%
	
	12.8%
	
	2.1%
	16.6%
	

	
	Net profit margin
	
	4.7%
	
	3.5%
	
	1.2%
	34.6%
	

	
	Adjusted gross margin(2)
	$
	75,854,588
	$
	39,005,221
	$
	36,849,367
	94.5%
	

	
	Adjusted gross margin %(3)
	
	22.2%
	
	20.8%
	
	1.4%
	6.6%
	

	
	EBITDA(3)
	$
	32,333,020
	$
	19,054,453
	$
	13,278,566
	69.7%
	

	
	EBITDA margin %(3)
	
	9.4%
	
	7.5%
	
	1.9%
	25.5%
	



(1) A community becomes active once the model is completed or the community has its fifth sale. A community becomes inactive when it has fewer than five units remaining to sell.

(2) Gross margin is home sales revenue less cost of sales.

(3) Calculated as a percentage of home sales revenue.

(4) Adjusted gross margin and EBITDA are non-GAAP financial measures. For definitions of adjusted gross margin and EBITDA and a reconciliation to our most directly comparable financial measures calculated and presented in accordance with GAAP, see “—Non-GAAP Financial Measures.”
(5) Calculated as a percentage of revenues.

(6) For the first quarter of 2021, the Company calculated earnings per share (“EPS”) based on net income attributable to common stockholders for the period January 21, 2021 through March 31, 2021 over the weighted average diluted shares outstanding for the same period. EPS was calculated prospectively for the period subsequent to the IPO and Corporate Reorganization as described in Note 1 – Nature of Business and Significant Accounting Policies, resulting in 92,521,482 shares of common stock outstanding as of the closing of the IPO. The total outstanding shares of common stock are made up of Class A common stock and Class B common stock, which participate equally in their ratable ownership share of the Company. As of March 31, 2021, the diluted shares of common stock outstanding were 92,596,960.

(7) Average selling price of homes closed is calculated based on home sales revenue, excluding the impact of deposit forfeitures and percentage of completion revenues, over homes closed.
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Revenues. Revenues for the three months ended March 31, 2021 were $343.6 million, an increase of $154.8 million, or 82.0%, from $188.7 million for the three months ended March 31, 2020. The increase in revenues was primarily attributable to an increase in home closings of 487 homes, or 94.6%, during the three months ended March 31, 2021 as compared to the three months ended March 31, 2020. The increase in home closings was attributable to a 44.6% increase in active communities to 120 at March 31, 2021 from 83 at March 31, 2020 and an increase in the average monthly sales per community. The average monthly sales per community for the three months ended March 31, 2021 were 5.3, an increase of 1.8, or 52.9%, from 3.4 average monthly sales per community during the three months ended March 31, 2020. In addition, our October 2020 acquisition of the homebuilding business of H&H Constructors of Fayetteville, LLC (“H&H Homes”), a North Carolina limited liability company, contributed 343 home closings and $98.5 million in homebuilding revenues for the three months ended March 31, 2021. The average sales price of homes closed for the three months ended March 31, 2021 was $335,986, a decreased of $26,604 or 7.3%, over an average sales price of homes closed $362,591 for the three months ended March 31, 2020, due to the lower average selling price within the H&H Homes segment.

Cost of Sales and Gross Margin. Cost of sales for the three months ended March 31, 2021 was $291.0 million, an increase of $127.3 million, or 77.7%, from $163.7 million for the three months ended March 31, 2020. The increase in the cost of sales is primarily due to the increase in home closings for the three months ended March 31, 2021 as compared to the three months ended March 31, 2020. Gross margin for the three months ended March 31, 2021 was $51.1 million, an increase of $27.1 million, or 112.8%, from $24.0 million for the three months ended March 31, 2020. Gross margin as a percentage of home sales revenue was 14.9% for the three months ended March 31, 2021, an increase of 210 basis points, or 16.6%, from 12.8% for the three months ended March 31, 2020. The increase in gross margin percentage is attributable to price increases on comparable homes closed during the current period and lower cost of funds on our construction financing.

Adjusted Gross Margin. Adjusted gross margin for the three months ended March 31, 2021 was $75.9 million, an increase of $36.9 million, or 94.5%, from $39.0 million for the three months ended March 31, 2020. Adjusted gross margin as a percentage of home sales revenue for the three months ended March 31, 2021 was 22.2%, an increase of 140 basis points, or 6.6%, as compared to 20.8% for the three months ended March 31, 2020. The increases in adjusted gross margin and adjusted gross margin percentage were driven by average sales price increases in excess of cost of sales increases. Adjusted gross margin is a non-GAAP financial measure. For the definition of adjusted gross margin and a reconciliation to our most directly comparable financial measure calculated and presented in accordance with GAAP, see “—Non-GAAP Financial Measures.”

Selling, General and Administrative Expense. Selling, general and administrative expense for the three months ended March 31, 2021 was $28.1 million, an increase of $10.6 million, or 60.7%, from $17.5 million for the three months ended March 31, 2020. The increase in selling, general and administrative expense was primarily due to the inclusion of $7.4 million in expenses for the operations of H&H Homes for the first quarter of 2021, and $1.2 million in expenses related to the operations of Century Homes. Also contributing to the increase in selling, general and administrative expenses was $1.2 million in expense related to the remeasurement of the contingent consideration liability.
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Income from Equity in Earnings of Unconsolidated Entities. Income from equity in earnings of unconsolidated entities for the three months ended March 31, 2021 was $1.7 million, an increase of $0.3 million, or 27.4%, as compared to $1.4 million for the three months ended March 31, 2020. The increase in income from equity in earnings of unconsolidated entities was largely attributable to an increase in the average loan balance funded by Jet Home Loans for the three months ended March 31, 2021 as compared to the three months ended March 31, 2020.

Other Expense. Other expense for the three months ended March 31, 2021 was $2.9 million, an increase of $1.7 million, or 142.9%, as compared to $1.2 million for the three months ended March 31, 2020. The increase in other expenses is primarily attributable to the acceleration of stock compensation expense as a result of the Corporate Reorganization.

Net and Comprehensive Income. Net and comprehensive income for the three months ended March 31, 2021 was $17.6 million, an increase of $9.8 million, or 126.4%, from $7.8 million for the three months ended March 31, 2020. The increase in net and comprehensive income was primarily attributable to an increase in gross margin on homes closed of $27.1 million, or 112.8%, for the three months ended March 31, 2021 as compared to the three months ended March 31, 2020.

Net and Comprehensive Income Attributable to Dream Finders Homes, Inc. Net and comprehensive income attributable to Dream Finders for the three months ended March 31, 2021 was $16.1 million, an increase of $9.5 million, or 145.0%, from $6.6 million for the three months ended March 31, 2020. The increase was primarily attributable to a significant increase in home closings and gross margin. The change in net and comprehensive income attributable to Dream Finders Homes, Inc. is reduced by $4.8 million in income tax expense (utilizing an effective tax rate of 23%) for the three months ended March 31, 2021, which was not applicable to DFH LLC.

Backlog. Backlog at March 31, 2021 was 3,612 homes valued at approximately $1,356.4 million, an increase of 2,457 homes and $914.5 million, respectively, or 212.7% and 207.0%, respectively, as compared to 1,155 homes valued at approximately $441.9 million at March 31, 2020. The increase in backlog was primarily attributable to an increase in active communities to 120 for the three months ended March 31, 2021, an increase of 37 communities or 44.6%, as compared to 83 for the three months ended March 31, 2020.

Non-GAAP Financial Measures

Adjusted Gross Margin

Adjusted gross margin is a non-GAAP financial measure used by management as a supplemental measure in evaluating operating performance. We define adjusted gross margin as gross margin excluding the effects of capitalized interest, amortization included in the cost of sales (including adjustments resulting from the application of purchase accounting in connection with acquisitions) and commission expense. Our management believes this information is meaningful because it isolates the impact that capitalized interest, amortization (including purchase accounting adjustments) and commission expense have on gross margin. However, because adjusted gross margin information excludes capitalized interest, amortization (including purchase accounting adjustments) and commission expense, which have real economic effects and could impact our results of operations, the utility of adjusted gross margin information as a measure of our operating performance may be limited. We include commission expense in cost of sales, not selling, general and administrative expense, and therefore commission expense is taken into account in gross margin. As a result, in order to provide a meaningful comparison to the public company homebuilders that include commission expense below the gross margin line in selling, general and administrative expense, we have excluded commission expense from adjusted gross margin. In addition, other companies may not calculate adjusted gross margin information in the same manner that we do. Accordingly, adjusted gross margin information should be considered only as a supplement to gross margin information as a measure of our performance.
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The following table presents a reconciliation of adjusted gross margin to the GAAP financial measure of gross margin for each of the periods indicated (unaudited and in thousands, except percentages).

	
	
	
	
	
	
	For the Three Months Ended
	

	
	
	
	
	
	
	March 31,
	
	
	

	
	
	
	
	
	
	As a % of Home
	
	
	As a % of Home

	
	
	
	
	2021
	
	Sales Revenue
	2020
	
	Sales Revenue .

	
	Revenues
	$
	343,560
	
	$
	188,738
	
	

	
	Other revenue
	
	
	1,393
	
	
	
	965
	

	
	Home sales revenue
	
	
	342,167
	
	
	
	187,773
	
	

	
	Cost of sales
	
	
	291,037
	
	85.1%
	
	163,746
	
	87.2%

	
	Gross Margin(1)
	
	
	51,130
	
	14.9%
	
	24,027
	
	12.8%

	
	Interest expense in cost of sales
	
	
	8,276
	
	2.4%
	
	5,992
	
	3.2%

	
	Amortization in cost of sales(3)
	
	
	1,175
	
	0.3%
	
	593
	0.3%

	
	Commission expense
	
	
	15,274
	
	4.5%
	
	8,392
	
	4.5%

	
	Adjusted gross margin
	
	
	75,855
	
	22.2%
	
	39,004
	
	20.8%

	
	Gross margin %(2)
	
	
	14.9%
	
	
	12.8%
	

	
	Adjusted gross margin %(2)
	
	
	22.2%
	
	
	20.8%
	



(1) Gross margin is home sales revenue less cost of sales.

(2) Calculated as a percentage of home sales revenues.

(3) Includes purchase accounting adjustment, as applicable.

EBITDA and Adjusted EBITDA

EBITDA and adjusted EBITDA are not measures of net income as determined by GAAP. EBITDA and adjusted EBITDA are supplemental non-GAAP financial measures used by management and external users of our condensed consolidated financial statements, such as industry analysts, investors, lenders and rating agencies. We define EBITDA as net income before (i) interest income, (ii) capitalized interest expensed in cost of sales, (iii) interest expense, (iv) income tax expense and (v) depreciation and amortization. We define adjusted EBITDA as EBITDA before stock-based compensation expense.

Management believes EBITDA and adjusted EBITDA are useful because they allow management to more effectively evaluate our operating performance and compare our results of operations from period to period without regard to our financing methods or capital structure or other items that impact comparability of financial results from period to period. EBITDA and adjusted EBITDA should not be considered as alternatives to, or more meaningful than, net income or any other measure as determined in accordance with GAAP. Our computations of EBITDA and adjusted EBITDA may not be comparable to EBITDA or adjusted EBITDA of other companies. We present EBITDA and adjusted EBITDA because we believe they provide useful information regarding the factors and trends affecting our business.
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The following table presents a reconciliation of EBITDA and adjusted EBITDA to the GAAP financial measure of net income for each of the periods indicated (unaudited and in thousands, except percentages).
[image: ]

For the Three Months Ended

March 31,

	
	2021
	
	
	2020

	Net income
	$
	16,121
	$
	6,580

	Interest income
	
	(4)
	
	(32)

	Interest expensed in cost of sales
	
	8,276
	
	5,992

	Interest expense
	
	642
	
	36

	Income tax expense
	
	4,816
	
	-

	Depreciation and amortization
	
	2,478
	
	1,547

	EBITDA
	$
	32,329
	$
	14,123

	Stock-based compensation expense
	
	2,349
	
	224

	Adjusted EBITDA
	$
	34,678
	$
	14,347

	EBITDA margin %(1)
	
	9.4%
	
	7.5%

	Adjusted EBITDA margin %(1)
	
	10.1%
	
	7.6%



(1)  Calculated as a percentage of revenues.

Backlog, Sales and Closings

A new order (or new sale) is reported when a customer has received preliminary mortgage approval and the sales contract has been signed by the customer, approved by us and secured by a deposit, typically approximately 1-3% of the purchase price of the home. These deposits are typically not refundable, but each customer situation is evaluated individually.

Net new orders are new orders or sales (gross) for the purchase of homes during the period, less cancellations of existing purchase contracts during the period. Our cancellation rate for a given period is calculated as the total number of new (gross) sales purchase contracts canceled during the period divided by the total number of new (gross) sales contracts entered into during the period. Our cancellation rate for the three months ended March 31, 2021 was 8.1% a decrease of 370 basis points when compared to the 11.8% cancellation rate for the three months ended March 31, 2020.

The following table presents information concerning our new home sales, starts and closings in each of our markets for the three months ended March 31, 2021 and 2020.

	
	
	
	
	For the Three Months Ended
	
	
	
	
	

	
	
	
	
	
	March 31,
	
	
	
	Period Over Period
	

	
	
	
	2021(1)
	
	
	2020
	
	
	
	Percent Change
	

	
	Market
	Sales
	Starts
	Closings
	Sales
	Starts
	Closings
	Sales
	Starts
	Closings

	
	The Carolinas (H&H Homes)
	647
	413
	343
	-
	-
	-
	-
	-
	-

	
	Jacksonville
	560
	407
	295
	401
	257
	257
	40%
	58%
	15%

	
	Orlando
	281
	173
	161
	127
	97
	26
	121%
	78%
	519%

	
	Colorado
	139
	74
	34
	94
	73
	47
	48%
	1%
	-28%

	
	DC Metro
	52
	32
	24
	67
	48
	51
	-22%
	-33%
	-53%

	
	Other(2)
	331
	289
	145
	159
	166
	134
	108%
	74%
	8%

	
	Grand Total
	2,010
	1,388
	1,002
	848
	641
	515
	137%
	117%
	95%



(1) Includes sales, starts and closings for Century Homes from the acquisition date of January 31, 2021.

(2) Austin, Savannah, Village Park Homes, Active Adult and Custom Homes.
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Our “backlog” consists of homes under a purchase contract that are signed by homebuyers who have met the preliminary criteria to obtain mortgage financing but such home sales to end buyers have not yet closed. Ending backlog represents the number of homes in backlog from the previous period plus the number of net new orders generated during the current period minus the number of homes closed during the current period. Our backlog at any given time will be affected by cancellations and the number of our active communities. Homes in backlog are generally closed within one to six months, although we may experience cancellations of purchase contracts at any time prior to such home closings. It is important to note that net new orders, backlog and cancellation metrics are operational, rather than accounting, data and should be used only as a general gauge to evaluate performance. Backlog may be impacted by customer cancellations for various reasons that are beyond our control, and, in light of our minimal required deposit, there is little negative impact to the potential homebuyer from the cancellation of the purchase contract.

The following table presents information concerning our new orders, cancellation rate and ending backlog for the periods (and at the end of the period) set forth below.

For the Three Months

Ended

March 31,

	
	
	2021
	
	2020

	Net New Orders
	
	2,010
	
	848

	Cancellation Rate
	
	8.1%
	
	11.8%

	
	
	For the Three Months

	
	
	Ended
	

	
	
	March 31,
	

	
	
	2021
	
	2020

	Ending Backlog - Homes
	
	3,612
	
	1,155

	Ending Backlog - Value (in thousands)
	$
	1,356,436
	$
	441,903



Land Acquisition Strategy and Development Process

We operate an asset-light and capital efficient lot acquisition strategy and, in contrast to many other homebuilders, generally seek to avoid engaging in land development, which requires significant capital expenditures and can take several years to realize returns on the investment. Our strategy is intended to avoid the financial commitments and risks associated with direct land ownership and land development by allowing us to control a significant number of lots for a relatively low capital cost. We primarily employ two variations of our asset-light land financing strategy, finished lot option contracts and land bank option contracts, pursuant to which we secure the right to purchase finished lots at market prices, by paying deposits based on the aggregate purchase price of the finished lots (typically 10% or less in the case of finished lot option contracts and 15% or less in the case of land bank option contracts) and, in the case of land bank option contracts, any related fees paid to the land bank partner.

As of March 31, 2021, our lot deposits and investments in finished lot option and land bank contracts were $92.1 million, of which $3.6 million was refundable at our option. As of March 31, 2021, we controlled 22,591 lots under lot option and land bank option contracts.
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Owned and Controlled Lots

The following table presents our owned or controlled lots by market and active adult and custom home divisions as of March 31, 2021 and December 31, 2020.

	
	
	
	As of
	
	
	As of
	
	

	
	
	
	March 31,
	
	
	December 31,
	
	

	
	
	
	2021
	
	
	2020
	
	% Change of

	
	Division
	Owned
	Controlled
	Total
	Owned
	Controlled
	Total
	Total

	
	The Carolinas (H&H Homes)
	1,281
	4,395
	5,676
	1,348
	4,107
	5,455
	4.1%

	
	Jacksonville
	971
	5,810
	6,781
	715
	4,445
	5,160
	31.4%

	
	Orlando
	585
	2,735
	3,320
	256
	2,504
	2,760
	20.3%

	
	Colorado
	174
	4,856
	5,030
	106
	4,145
	4,251
	18.3%

	
	DC Metro
	65
	815
	880
	77
	566
	643
	36.9%

	
	Other(1)
	771
	3,980
	4,751
	629
	3,509
	4,138
	14.8%

	
	Grand Total
	3,847
	22,591
	26,438
	3,131
	19,276
	22,407
	18.0%



(1) Includes owned and controlled lots for Century Homes from the acquisition date of January 31, 2021.

(2) Austin, Savannah, Village Park Homes, Active Adult and Custom Homes.

Owned Real Estate Inventory Status

The following table presents our owned real estate inventory status as of March 31, 2021 and 2020.

	
	
	As of
	
	As of

	
	
	March 31, 2021
	
	December 31, 2020

	Owned Real Estate Inventory Status (1)
	
	% of Owned Real Estate Inventory
	
	% of Owned Real Estate Inventory

	Construction in progress and finished homes
	89.8%
	88.8%

	Finished lots and land under development
	10.2%
	11.2%

	Total
	
	100%
	
	100%



(1) Represents our owned homes under construction, finished lots and capitalized costs related to land under development. Land and lots from consolidated joint ventures are excluded.

Our Active Communities

We define an active community as a community where we have recorded five net new orders or a model home is currently open to customers. A community is no longer active when we have less than five home sites to sell to customers. Active community count is an important metric to forecast future net new orders for our business. As of March 31, 2021, we had 120 active communities, an increase of 37 communities, or 44.6%, when compared to our 83 active communities at March 31, 2020.

Our Mortgage Banking Business

For the three months ended March 31, 2021, our mortgage banking joint venture, Jet LLC, originated and funded 417 home loans with an aggregate principal amount of approximately $146.3 million as compared to 430 home loans with an aggregate principal amount of approximately $122.7 million for the three months ended March 31, 2020. For the three months ended March 31, 2021 and 2020, respectively, Jet LLC had net income of approximately $3.5 million and $2.8 million. Our interest in Jet LLC is accounted for under the equity investment method and is not consolidated in our condensed consolidated financial statements, as we do not control, and are not deemed the primary beneficiary of, the variable interest entities (“VIE”). See “Note 9. Variable Interest Entities and Investments in Other Entities” to our condensed consolidated financial statements included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020 for a description of our joint ventures, including those that were determined to be VIEs, and the related accounting treatment.
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Costs of Building Materials and Labor

Our cost of sales includes the acquisition and finance costs of home sites or lots, municipality fees, the costs associated with obtaining building permits, materials and labor to construct the home, interest rates for construction loans, internal and external realtor commissions and other miscellaneous closing costs. Home site costs range from 20-25% of the average cost of a home. Building materials range from 40-50% of the average cost to build the home, labor ranges from 30-40% of the average cost to build the home and interest, commissions and closing costs range from 4-10% of the average cost to build the home.

In general, the cost of building materials fluctuates with overall trends in the underlying prices of raw materials. The cost of certain of our building materials, such as lumber and oil-based products, fluctuates with market-based pricing curves. We often obtain volume discounts and/or rebates with certain suppliers of our building materials, which in turn reduces our cost of sales.

However, increases in the cost of building materials may reduce gross margin to the extent that market conditions prevent the recovery of increased costs through higher home sales prices. The price changes that most significantly influence our operations are price increases in commodities, including lumber. Significant price increases of these materials may negatively impact our cost of sales and, in turn, our net income. For example, in the last 18 months, the cost of lumber has steadily increased due to supply-chain disruptions caused by the closing of lumber mills in response to the COVID-19 pandemic. The recent increases in lumber commodity prices may result in the renewal of our lumber contracts at more expensive rates, which may significantly impact the cost to construct our homes and our business. If the current lumber shortage, and related pricing impacts, continue, our cost of sales and, in turn, our net income could be negatively impacted.

Seasonality

In all of our markets, we have historically experienced similar variability in our results of operations and capital requirements from quarter to quarter due to the seasonal nature of the homebuilding industry. We generally sell more homes in the first and second quarters and close more homes in our third and fourth quarters. As a result, our revenue may fluctuate on a quarterly basis and we may have higher capital requirements in our second, third and fourth quarters in order to maintain our inventory levels. As a result of seasonal activity, our quarterly results of operations and financial position at the end of a particular quarter, especially our first quarter, are not necessarily representative of the results we expect at year end. We expect this seasonal pattern to continue in the long term.

Liquidity and Capital Resources

Overview

As of March 31, 2021, we had $42.3 million in cash and cash equivalents (excluding $49.4 million of restricted cash), an increase of $6.8 million, or 19.2%, from $35.5 million as of December 31, 2020. We generate cash from the sale of our inventory and we intend to re-deploy the net cash generated from the sale of inventory to acquire and control land and further grow our operations year over year. We believe that our sources of liquidity are sufficient to satisfy our current commitments.
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Immediately following the closing of our IPO, we replaced all of our secured vertical construction lines of credit facilities with our credit agreement (the “Credit Agreement”) with a syndicate of lenders and Bank of America, N.A, as administrative agent, providing for a senior unsecured revolving credit facility which has an initial aggregate commitment of up to $450.0 million and an accordion feature that allows the facility to expand to a borrowing base of up to $750.0 million (our “Credit Facility”). We believe that the consolidation of our indebtedness into a single credit facility will reduce our financing costs, create operating efficiencies and enhance returns.

Our principal uses of capital are lot deposits and purchases, vertical home construction, operating expenses and the payment of routine liabilities. During the three months ended March 31, 2021, we also used cash in hand to make non-recurring payments in relation to the IPO.

Cash flows generated by our projects can differ materially from our results of operations, as these depend upon the stage in the life cycle of each project. The majority of our projects begin at the land acquisition stage when we enter into finished lot option contracts by placing a deposit with a land seller or developer. Our lot deposits are an asset on our balance sheets, and these cash outflows are not recognized in our results of operations. Early stages in our communities require material cash outflows relating to finished rolling option lot purchases, entitlements and permitting, construction and furnishing of model homes, roads, utilities, general landscaping and other amenities, as well as ongoing association fees and property taxes. These costs are capitalized within our real estate inventory and are not recognized in our operating income until a home sale closes. As such, we incur significant cash outflows prior to the recognition of earnings. In later stages of the life cycle of a community, cash inflows could significantly exceed our results of operations, as the cash outflows associated with land purchase and home construction and other expenses were previously incurred.

We actively enter into finished lot option contracts by placing deposits with land sellers of typically 10% or less of the aggregate purchase price of the finished lots. When entering into these contracts, we also agree to purchase finished lots at pre-determined time frames and quantities that match our expected selling pace in the community. For the three months ended March 31, 2021, the majority of these future lot purchases were financed by the Credit Agreement.

From time to time, we also enter into land development arrangements with land sellers, land developers and land bankers. We typically provide a lot deposit of 10% or less, or 15% or less in the case of land bank option contracts, of the total investment required to develop lots that we will have the option to acquire in the future. In these transactions, we also incur lot option fees that have historically been 15% or less of the outstanding capital balance held by the land banker. The initial investment and lot option fees require our ability to allocate liquidity resources to projects that will be not materialize into cash inflows or operating income in the near term. The above cash strategies are designed to allow us to maintain adequate lot supply in our existing markets and support ongoing growth and profitability. As we continue to operate in a low interest rate environment, with consistent increase in the demand for new homes and constrained lot supply compared to population and job growth trends, we intend to continue to re-invest our earnings into our business and focus on expanding our operations. In addition, as the opportunity to purchase finished lots in desired locations becomes increasingly more limited and competitive, we are committed to allocating additional liquidity to land-bank deposits on land development projects, as this strategy mitigates the risks associated with holding undeveloped land on our balance sheet, while allowing us to control adequate lot supply in our key markets to support forecasted growth. As of March 31, 2021, our lot deposits and investments related to finished lot option contracts and land bank option contracts were $92.1 million, including $3.6 million of refundable lot deposits. For the three months ended March 31, 2021, we closed 1,002 homes, acquired 1,444 lots and started construction on 1,388 homes.
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Cash Flows

The following table summarizes our cash flows for the periods indicated:

	
	
	For the Three Months Ended

	
	
	March 31,
	

	
	
	2021
	
	2020

	Net cash provided by (used in) operating activities
	$
	(47,481,723)
	$
	(21,305,692)

	Net cash provided by (used in) investing activities
	
	(22,915,714)
	
	(1,123,974)

	Net cash provided by (used in) financing activities
	
	76,922,404
	
	(15,318,649)



Net cash used in operating activities was $47.5 million for the three months ended March 31, 2021, an increase of $26.2 million, as compared to $21.3 million of net cash used in operating activities for the three months ended March 31, 2020. The increase in net cash used in operating activities was driven by an increase of $36.7 million in inventories and an increase in lot deposits of $25.0 million as the Company deploys its available cash from the Credit Agreement into future growth, partially offset by higher deposits of $13.1 million received from customers and the increase in net income generated on home closings.

Net cash used in investing activities was $22.9 million for the three months ended March 31, 2021, an increase of $21.8 million, as compared to $1.1 million of cash used in investing activities for the three months ended March 31, 2020. The increase in net cash used in investing activities was primarily attributable to the acquisition of Century Homes during the first quarter of 2021.

Net cash provided by financing activities was $76.9 million for the three months ended March 31, 2021, an increase of $92.2 million, as compared to $15.3 million of cash used in financing activities for the three months ended March 31, 2020. The increase in net cash used in financing activities was primarily attributable to the Corporate Reorganization, which was partially offset by the redemption of the Series C preferred units of DFH LLC of $26.2 million, and payments to terminate the Company’s historical vertical construction lines of credit and notes payable, including the $20.0 million bridge loan utilized in funding the H&H Acquisition, in connection with the new unsecured Credit Agreement.

Credit Facilities and Financial Guarantees

As of March 31, 2021, under our Credit Facility we had a maximum availability of $442.5 million and an outstanding balance of $320.0 million. As of December 31, 2020, we had 34 vertical construction lines of credit facilities with a cumulative maximum availability of $763.0 million and an aggregate outstanding balance of $289.9 million. Historically, our vertical construction lines of credit facilities were fully collateralized by finished lots and homes under construction and were personally guaranteed by Patrick Zalupski, our founder, President, Chief Executive Officer and Chairman of our Board of Directors.

Series C Preferred Units

On January 27, 2021, we redeemed all 26,000 outstanding Series C preferred units of DFH LLC at a redemption price of $26.0 million, plus accrued distributions and fees of $0.2 million.
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Off-Balance Sheet Arrangements

Asset-Light Lot Acquisition Strategy

We operate an asset-light and capital efficient lot acquisition strategy and generally seek to avoid engaging in land development. We primarily employ two variations of our asset-light land financing strategy, finished lot option contracts and land bank option contracts, pursuant to which we secure the right to purchase finished lots at market prices from various land sellers and land bank partners, by paying deposits based on the aggregate purchase price of the finished lots. The deposits required are typically 10% or less in the case of finished lot option contracts and 15% or less in the case of land bank option contracts.

Our asset-light and capital efficient lot acquisition strategy is intended to avoid the financial commitments and risks associated with direct land ownership and land development by allowing us to control a significant number of lots for a relatively low capital cost. These option contracts generally allow us, at our option, to forfeit our right to purchase the lots controlled by these option contracts for any reason, and our sole legal obligation and economic loss as a result of such forfeitures is limited to the amount of the deposits paid pursuant to such option contracts and, in the case of land bank option contracts, any related fees paid to the land bank partner. We do not have any financial guarantees or completion obligations, and we do not guarantee lot purchases on a specific performance basis under these agreements.

As of March 31, 2021, we owned and controlled 26,438 lots through finished lot option contracts and land bank option contracts. Our entire risk of loss pertaining to the aggregate purchase price of contractual commitments resulting from our non-performance under our finished lot option contracts and land bank option contracts is limited to approximately $92.1 million in deposits and investments made as of March 31, 2021—$91.7 million of lot deposits, including $3.6 million of refundable lot deposits pertaining to deals that are still in the due diligence inspection period.

Surety Bonds and Letters of Credit

We enter into letter of credit and surety bond arrangements with local municipalities, government agencies and land developers. These arrangements relate to certain performance-related obligations and serve as security for certain land option agreements. At March 31, 2021, we had outstanding letters of credit and surety bonds totaling $2.1 million and $31.9 million, respectively. We believe we will fulfill our obligations under the related arrangements and do not anticipate any material losses under these letters of credit or surety bonds.

Contractual Obligations

As of March 31, 2021, there have been no material changes to our contractual obligations appearing in the “Contractual Obligations, Commitments and Contingencies” section of Management’s Discussion and Analysis of Financial Condition and Results of Operations included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020.

Critical Accounting Policies

We prepare our condensed consolidated financial statements in accordance with GAAP. Our critical accounting policies are those that we believe have the most significant impact to the presentation of our financial position and results of operations and that require the most difficult, subjective or complex judgments. In many cases, the accounting treatment of a transaction is specifically dictated by GAAP without the need for the application of judgment.
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In certain circumstances, however, the preparation of condensed consolidated financial statements in conformity with GAAP requires us to make certain estimates, judgments and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the condensed consolidated financial statements, as well as the reported amounts of revenues and expenses during the reporting period.

We believe that there have been no significant changes to our critical accounting policies during the three months ended March 31, 2021 as compared to those disclosed in Management’s Discussion and Analysis of Financial Condition and Results of Operations included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020.

Cautionary Statement about Forward-Looking Statements

The information in this Quarterly Report on Form 10-Q includes “forward-looking statements.” Many statements included in this Quarterly Report on Form 10-Q are not statements of historical fact, including statements concerning our expectations, beliefs, plans, objectives, goals, strategies, future events or performance and underlying assumptions. These statements are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Actual results may differ materially from those expressed or implied by these statements. Forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be predicted or quantified. Certain, but not necessarily all, of such forward-looking statements can be identified by the use of forward-looking terminology, such as “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “forecast,” “goal,” “intend,” “may,” “objective,” “plan,” “predict,” “projection,” “should” or “will” or the negative thereof or other comparable terminology. These forward-looking statements include, but are not limited to, statements about:

· our market opportunity and the potential growth of that market;

· the expected impact of the COVID-19 pandemic;

· our strategy, expected outcomes and growth prospects;

· trends in our operations, industry and markets;

· our future profitability, indebtedness, liquidity, access to capital and financial condition; and

· our integration of H&H Homes’ and Century Homes’ operations.

We have based these forward-looking statements on our current expectations and assumptions about future events based on information available to our management at the time the statements were made. While our management considers these expectations and assumptions to be reasonable, they are inherently subject to significant business, economic, competitive, regulatory and other risks, contingencies and uncertainties, most of which are difficult to predict and many of which are beyond our control. Therefore, we cannot assure you that actual results will not differ materially from those expressed or implied by our forward-looking statements. The following factors, among others, may cause actual results to differ materially from those expressed or implied in our forward-looking statements:

· adverse effects of the COVID-19 pandemic on our business, financial conditions and results of operations and our suppliers and trade partners;

· adverse effects of the COVID-19 pandemic and other economic changes either nationally or in the markets in which we operate, including, among other things, increases in unemployment, volatility of mortgage interest rates and inflation and decreases in housing prices;

· a slowdown in the homebuilding industry or changes in population growth rates in our markets;
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· volatility and uncertainty in the credit markets and broader financial markets;

· the cyclical and seasonal nature of our business;

· our future operating results and financial condition;

· our business operations;

· changes in our business and investment strategy;

· the success of our operations in recently opened new markets and our ability to expand into additional new markets;

· our ability to continue to leverage our asset-light and capital efficient lot acquisition strategy;

· our ability to develop our projects successfully or within expected timeframes;

· our ability to identify potential acquisition targets and close such acquisitions;

· our ability to successfully integrate H&H Homes, Century Homes and any future acquired businesses with our existing operations;

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

· availability, terms and deployment of capital and ability to meet our ongoing liquidity needs;

· restrictions in our debt agreements that limit our flexibility in operating our business;

· disruption in the terms or availability of mortgage financing or an increase in the number of foreclosures in our markets;

· decline in the market value of our inventory or controlled lot positions;

· shortages of, or increased prices for, labor, land or raw materials used in land development and housing construction, including due to changes in trade policies;

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

· uninsured losses in excess of insurance limits;

· the cost and availability of insurance and surety bonds;

· changes in (including as a result of the change in the U.S. presidential administration), liabilities under, or the failure or inability to comply with, governmental laws and regulations, including environmental laws and regulations;

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

· the degree and nature of our competition;

· decline in the financial performance of our joint ventures, our lack of sole decision-making authority thereof and maintenance of relationships with our joint venture partners;

· negative publicity or poor relations with the residents of our projects;

· existing and future warranty and liability claims;

· existing and future litigation, arbitration or other claims;
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· availability of qualified personnel and third-party contractors and subcontractors;

· information system failures, cyber incidents or breaches in security;

· our ability to retain our key personnel;

· our ability to maintain an effective system of internal control and produce timely and accurate financial statements or comply with applicable regulations;

· our leverage and future debt service obligations;

· the impact on our business of any future government shutdown;

· the impact on our business of acts of war or terrorism;

· our reliance on dividends, distributions and other payments from our subsidiaries to meet our obligations;

· other risks and uncertainties inherent in our business;

· other factors we discuss under the section entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations;” and

· the risk factors set forth in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020.

We caution you that these forward-looking statements are subject to all of the risks and uncertainties, most of which are difficult to predict and many of which are beyond our control, incident to the operation of our business. These risks include, but are not limited to, the risks described under “Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020. Should one or more of the risks or uncertainties described in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020 occur, or should underlying assumptions prove incorrect, our actual results and plans could differ materially from those expressed in any forward-looking statements.

All forward-looking statements, expressed or implied, included in this Quarterly Report on Form 10-Q are expressly qualified in their entirety by this cautionary statement. This cautionary statement should also be considered in connection with any subsequent written or oral forward-looking statements that we or persons acting on our behalf may issue.

Except as otherwise required by applicable law, we disclaim any duty to update any forward-looking statements, all of which are expressly qualified by the statements in this section, to reflect events or circumstances after the date of this Quarterly Report on Form 10-Q.

ITEM 3.	QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our operations are interest rate sensitive. As overall housing demand is adversely affected by increases in interest rates, a significant increase in interest rates may negatively affect the ability of homebuyers to secure adequate financing. Higher interest rates could adversely affect our revenues, gross margins and net income. We do not enter into, nor do we intend to enter into in the future, derivative financial instruments for trading or speculative purposes to hedge against interest rate fluctuations.
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Quantitative and Qualitative Disclosures About Interest Rate Risk

Market risk is the risk of loss arising from adverse changes in market prices and interest rates. Our market risk arises from interest rate risk inherent in our financial instruments and debt obligations. Interest rate risk results from the possibility that changes in interest rates will cause unfavorable changes in net income or in the value of interest rate-sensitive assets, liabilities and commitments. Lower interest rates tend to increase demand for mortgage loans for home purchasers, while higher interest rates make it more difficult for potential borrowers to purchase residential properties and to qualify for mortgage loans. We have no market rate sensitive instruments held for speculative or trading purposes.

On January 25, 2021, we entered into the Credit Agreement, providing for a senior unsecured revolving credit facility, which has an initial aggregate commitment of up to $450.0 million. As of March 31, 2021, we had $320.0 million of indebtedness outstanding under our Credit Facility. The Credit Agreement includes provisions for any existing lender to, at the Company’s request, increase its revolving commitment under the Credit Agreement, add new revolving loan tranches under the Credit Agreement or add new term loan tranches under the Credit Agreement, in all cases not to exceed an aggregate of $300.0 million. The Credit Agreement provides for interest rate options on advances at rates equal to either: (a) in the case of base rate advances, the highest of (1) Bank of America, N.A.’s announced “prime rate”, (2) the federal funds rate plus 0.5%, and (3) the one-month LIBOR plus 1.0%, in each case not to be less than 1.5%; or (b) in the case of Eurodollar rate advances, the reserve adjusted LIBOR, not to be less than 0.5%. Borrowings under the Credit Agreement bear interest at the interest rate option plus an applicable margin ranging from (i) 2.00% to 2.75% per annum for base rate advances and (ii) 3.00% to 3.75% per annum for Eurodollar rate advances. The applicable margin will vary depending on the Company’s debt to capitalization ratio.

Interest on base rate advances borrowed under the Credit Agreement is payable in arrears on a monthly basis. Interest on each Eurodollar rate advance borrowed under the Credit Agreement is payable in arrears at the end of the interest period applicable to such advance, or, if less than such interest period, three months after the beginning of such interest period. The Company pays the lenders a commitment fee on the amount of the unused commitments on a quarterly basis at a rate per annum that will vary from 0.20% to 0.30% depending on the Company’s net debt to net capitalization ratio.

Outstanding borrowings under the Credit Agreement are subject to, among other things, a borrowing base. The borrowing base includes, among other things, (a) 90% of the net book value of presold housing units, (b) 85% of the net book value of model housing units, (c) 85% of the net book value of speculative housing units and (d) 70% of the net book value of finished lots, in each case subject to certain exceptions and limitations set forth in the Credit Agreement.

Our mortgage banking joint venture, Jet LLC, is exposed to interest rate risk as it relates to its lending activities. Jet LLC underwrites and originates mortgage loans, which are sold through either optional or mandatory forward delivery contracts into the secondary markets. All of the mortgage banking segment’s loan portfolio is held for sale and subject to forward sale commitments. Jet LLC also sells all of its mortgages held for sale on a servicing released basis.
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ITEM 4.	CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Under the supervision and with the participation of our Chief Executive Officer and Chief Financial Officer, management has evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) of the Securities Exchange Act of 1934) as of December 31, 2020. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer identified three material weaknesses in our internal control over financial reporting. We did not document the design or operation of an effective control environment commensurate with the financial reporting requirements of an SEC registrant. Specifically, we did not design and maintain adequate formal documentation of certain policies and procedures, controls over the segregation and duties within our financial reporting function and the preparation and review of journal entries. In addition, we did not design or maintain effective control activities that contributed to the following additional material weaknesses; we did not design control activities to adequately address identified risks, evidence of performance, or operate at a sufficient level of precision that would identify material misstatements to our financial statements and we did not design and maintain effective controls over certain IT general controls for information systems that are relevant to the preparation of our financial statements. A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of a company’s annual or interim financial statements will not be prevented or detected on a timely basis. See “Risk Factors—We have identified material weaknesses in our internal control over financial reporting. If our remediation of these material weaknesses is not effective, or if we identify additional material weaknesses in the future or otherwise fail to maintain an effective system of internal control, we may not be able to accurately or timely report our financial condition or results of operations, which may adversely affect investor confidence in us and, as a result, the value of our Class A common stock” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020.

Each of the material weaknesses described above involve control deficiencies that could result in a misstatement of one or more account balances or disclosures that would result in a material misstatement to our annual or interim condensed consolidated financial statements that would not be prevented or detected, and, accordingly, we determined that these control deficiencies constitute material weaknesses.

We are currently in the process of implementing measures and taking steps to address the underlying causes of these material weaknesses. Our efforts to date have included the following:

· Formalization of our remediation plan and timelines to fully address the individual control deficiencies and segregation of duties issues.

· Development of formal policies around general computer controls, including scheduled formal trainings prior to implementation of an IT general controls framework that addresses risks associated with user access and security and application change management and IT operations to help sustain effective control operations and comprehensive remediation efforts relating to segregation of duties to strengthen user access controls and security.

While we believe these efforts will improve our internal control over financial reporting and address the underlying causes of the material weaknesses, such material weaknesses will not be remediated until our remediation plan has been fully implemented, and we have concluded that our controls are operating effectively for a sufficient period of time. As of March 31, 2021, disclosure controls and procedures were not effective.

We cannot be certain that the steps we are taking will be sufficient to remediate the control deficiencies that led to our material weaknesses in our internal control over financial reporting or prevent future material weaknesses or control deficiencies from occurring. In addition, we cannot be certain that we have identified all material weaknesses in our internal control over financial reporting or that in the future we will not have additional material weaknesses in our internal control over financial reporting.
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Changes in Internal Controls

There was no change in our internal control over financial reporting as such term is defined in Exchange Act Rule 13a-15(f) occurred during the three months ended March 31, 2021 that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

ITEM 1.	LEGAL PROCEEDINGS

There have been no material changes to the Company’s legal proceedings. You should carefully read and consider the legal proceedings set forth in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020, which contains descriptions of significant legal proceedings that may affect our business.

ITEM 1A. RISK FACTORS

There are numerous factors that affect our business and results of operations, many of which are beyond our control. You should carefully read and consider the risk factors set forth in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020, which contains descriptions of significant risks that have the potential to affect our business, financial condition, results of operations, cash flows, strategies or prospects in a material and adverse manner.

ITEM 2.	UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

On January 25, 2021, we completed the IPO of 11,040,000 shares of our Class A common stock at a price to the public of $13.00 per share, which was conducted pursuant to our Registration Statement on Form S-1 (File No. 333-251612), as amended, that was declared effective on January 20, 2021. The IPO provided us with net proceeds of $133.5 million. On January 25, 2021, we used the net proceeds from the IPO, cash on hand and borrowings under our Credit Agreement to repay (i) all borrowings under our then-existing 34 separate secured vertical construction lines of credit facilities totaling $319.0 million and upon such repayment terminated such facilities and (ii) the BOMN Bridge Loan was used to finance the acquisition of H&H Homes, totaling $20.0 million, plus contractual interest of $0.6 million. The representatives of the underwriters of the IPO were BofA Securities, Inc., RBC Capital Markets, LLC and BTIG, LLC.

ITEM 6.	EXHIBITS

	Exhibit No.
	Description
	

	
	2.1
	
	Agreement and Plan of Merger, dated as of January 20, 2021, by and among Dream Finders Homes, Inc., Dream Finders Holdings LLC and DFH Merger Sub LLC (incorporated
	

	
	
	
	herein by reference to Exhibit 2.1 to the Current Report on Form 8-K (File No. 001-39916) of Dream Finders Homes, Inc. filed with the SEC on January 25, 2021).
	

	
	
	
	
	
	
	

	
	2.2+
	
	Membership Interest Purchase Agreement, effective as of January 31, 2021, by and between Dream Finders Holdings LLC and Four Seventeen, LLC (incorporated herein by
	

	
	
	
	reference to Exhibit 2.11 to the Annual Report on Form 10-K (File No. 001-39916) of Dream Finders Homes, Inc. filed with the SEC on March 30, 2021).
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	3.1
	
	Amended and Restated Certificate of Incorporation of Dream Finders Homes, Inc. (incorporated herein by reference to Exhibit 3.1 to the Current Report on Form 8-K (File No.
	
	

	
	
	
	001-39916) of Dream Finders Homes, Inc. filed with the SEC on January 25, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	3.2
	
	Amended and Restated Bylaws of Dream Finders Homes, Inc. (incorporated herein by reference to Exhibit 3.2 to the Current Report on Form 8-K (File No. 001-39916) of Dream
	
	

	
	
	
	Finders Homes, Inc. filed with the SEC on January 25, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	4.1
	
	Registration Rights Agreement, dated January 25, 2021, by and among Dream Finders Homes, Inc. and certain stockholders party thereto (incorporated herein by reference to
	
	

	
	
	
	Exhibit 4.1 to the Current Report on Form 8-K (File No. 001-39916) of Dream Finders Homes, Inc. filed with the SEC on January 25, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.1+
	Credit Agreement, dated as of January 25, 2021, among Dream Finders Homes, Inc., Bank of America, N.A., as administrative agent, collateral agent and issuing bank, and the
	
	

	
	
	
	lenders named therein as parties thereto (incorporated herein by reference to Exhibit 10.1 to the Current Report on Form 8-K (File No. 001-39916) of Dream Finders Homes, Inc.
	
	

	
	
	
	filed with the SEC on January 25, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.2†
	Dream Finders Homes, Inc. 2021 Equity Incentive Plan. (incorporated herein by reference to Exhibit 10.3 to the Current Report on Form 8-K (File No. 001-39916) of Dream
	
	

	
	
	
	Finders Homes, Inc. filed with the SEC on January 25, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.3†
	Form of Restricted Stock Grant Notice and Restricted Stock Agreement under the 2021 Equity Incentive Plan (incorporated herein by reference to Exhibit 10.6 to the Registration
	
	

	
	
	
	Statement on Form S-1 (File No. 333-251612) of Dream Finders Homes, Inc. filed with the SEC on January 11, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.4†
	Form of Stock Option Grant Notice and Stock Option Agreement under the 2021 Equity Incentive Plan (incorporated herein by reference to Exhibit 10.7 to the Registration
	
	

	
	
	
	Statement on Form S-1 (File No. 333-251612) of Dream Finders Homes, Inc. filed with the SEC on January 14, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.5†
	Form of Director and Employee Indemnification Agreement (incorporated herein by reference to Exhibit 10.8 to the Registration Statement on Form S-1 (File No. 333-251612)
	
	

	
	
	
	of Dream Finders Homes, Inc. filed with the SEC on January 11, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.6†
	Employment Agreement, effective as of January 25, 2021, by and between Dream Finders Homes, Inc. and Patrick Zalupski (incorporated herein by reference to Exhibit 10.6 to
	
	

	
	
	
	the Annual Report on Form 10-K (File No. 001-39916) of Dream Finders Homes, Inc. filed with the SEC on March 30, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.7†
	Employment Agreement, effective as of January 25, 2021, by and between Dream Finders Homes, Inc. and Rick Moyer (incorporated herein by reference to Exhibit 10.7 to the
	
	

	
	
	
	Annual Report on Form 10-K (File No. 001-39916) of Dream Finders Homes, Inc. filed with the SEC on March 30, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.8†
	Employment Agreement, effective as of January 25, 2021, by and between Dream Finders Homes, Inc. and Douglas Moran (incorporated herein by reference to Exhibit 10.8 to
	
	

	
	
	
	the Annual Report on Form 10-K (File No. 001-39916) of Dream Finders Homes, Inc. filed with the SEC on March 30, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10.9†
	Form of Restricted Stock Grant Notice and Restricted Stock Agreement, by and between Dream Finders Homes, Inc. and Patrick Zalupski (incorporated herein by reference to
	
	

	
	
	
	Exhibit 10.12 to the Registration Statement on Form S-1 (File No. 333-251612) of Dream Finders Homes, Inc. filed with the SEC on January 14, 2021).
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	31.1*
	CEO Certification, Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	31.2*
	CFO Certification, Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	32.1*
	Certification Pursuant to 18 U.S.C. Section 1350, as adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	101.INS∞
	XBRL Instance Document.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	101.SCH∞
	XBRL Taxonomy Extension Schema Document.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	101.CAL∞
	XBRL Taxonomy Extension Calculation Linkbase Document.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	101.DEF∞
	XBRL Taxonomy Extension Definition Linkbase Document.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	101.LAB∞
	XBRL Taxonomy Extension Label Linkbase Document.
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	101.PRE∞
	XBRL Taxonomy Extension Presentation Linkbase Document.
	
	



· Filed herewith.

· Management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form 10-K.

· Certain schedules and similar attachments have been omitted pursuant to Item 601(a)(5) of Regulation S-K. The registrant undertakes to furnish supplemental copies of any of the omitted

schedules upon request by the SEC.

· XBRL information is deemed not filed or a part of a registration statement or Annual Report for purposes of Sections 11 and 12 of the Securities Act of 1933, as amended, is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and otherwise is not subject to liability under such sections.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Dream Finders Homes, Inc.

Date: May 17, 2021	/s/ Patrick O. Zalupski
[image: ]

Patrick O. Zalupski

President, Chief Executive Officer and Chairman of the Board of Directors

(Principal Executive Officer)

May 17, 2021	/s/ Rick A. Moyer
[image: ]

Rick A. Moyer

Senior Vice President and Chief Financial Officer

(Principal Financial Officer)
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EXHIBIT 31.1[image: ]

CEO CERTIFICATION

PURSUANT TO SECTION 302 OF THE
SARBANES - OXLEY ACT OF 2002

I, Patrick O. Zalupski, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Dream Finders Homes, Inc. (the “Registrant”);

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

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

4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules

13a-15(e) and 15d-15(e)) for the Registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this Quarterly Report is being prepared;

b. [Omitted]

c. Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this Quarterly Report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this Quarterly Report based on such evaluation; and

d. Disclosed in this Quarterly Report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s Board of Directors (or persons performing the equivalent functions):

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

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control over financial reporting.

Date: May 17, 2021

By:	/s/ Patrick O. Zalupski
[image: ]

Patrick O. Zalupski

President, Chief Executive Officer and Chairman of

the Board of Directors
[image: ]

EXHIBIT 31.2[image: ]

CFO CERTIFICATION

PURSUANT TO SECTION 302 OF THE
SARBANES - OXLEY ACT OF 2002

I, Rick A. Moyer, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Dream Finders Homes, Inc. (the “Registrant”);

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

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

4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules

13a-15(e) and 15d-15(e)) for the Registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this Quarterly Report is being prepared;

b. [Omitted]

c. Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this Quarterly Report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this Quarterly Report based on such evaluation; and

d. Disclosed in this Quarterly Report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s Board of Directors (or persons performing the equivalent functions):

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

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control over financial reporting.

Date: May 17, 2021

By:	/s/ Rick A. Moyer
[image: ]

Rick A. Moyer

Senior Vice President and Chief Financial Officer
[image: ]

EXHIBIT 32.1[image: ]

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Dream Finders Homes, Inc. (the “Company”) on Form 10-Q for the fiscal quarter ended March 31, 2021 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Patrick O. Zalupski, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

May 17, 2021	/s/ Patrick O. Zalupski
[image: ]

Patrick O. Zalupski

President, Chief Executive Officer and Chairman of

the Board of Directors
[image: ]

EXHIBIT 32.2[image: ]

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Dream Finders Homes, Inc. (the “Company”) on Form 10-Q for the fiscal quarter ended March 31, 2021 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Rick A. Moyer, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

May 17, 2021	/s/ Rick A. Moyer
[image: ]

Rick A. Moyer

Senior Vice President and Chief Financial Officer
[image: ]
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