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(d) Beazer and Beazer Mortgage engaged in rampant, unlawful

mortgage origination practices that gave rise to probable contingent liabilities that

should have been accrued for, or at least disclosed, but were not ; and

(e) Beazer failed to conduct a SFAS 5 analysis with respect to

these contingent liabilities .

B. Second Quarter 2006

1 . Pr ess Rel ease

178 . On April 27, 2006, Beazer filed a Form 8-K with the SEC that

attached a press release titled "Beazer Homes Reports Record Second Quarter

2006 EPS of $2 .35 ; Company Repurchases 1 .0 1 Million Shares in Q2 06 ; Diluted

EPS Now Expected to be in the Range of $10 .00 - $10 .50 for Fiscal Year 2006"

("2Q06 Press Release"), announcing the following results for revenues, net income

and earnings per share for the second quarter of fiscal year 2006 :

€ Net income of $104 .4 million, or $2 .35 per diluted share,
compared to a reported net loss of $84 .3 mi l lion, or $2 .09 per
diluted share in the prior year's second quarter, which included
a non-cash goodwill impairment charge of $130 .2 million .
Excluding the goodwill impairment charge, adjusted earnings
per diluted share in last year's second quarter was $1 .04 .

€ Total revenues : $1 .27 billion (up 30 .0%) .

179 . Plaintiffs actually read and relied upon these statements contained in

the 2Q06 Press Release in making the decision to purchase Beazer common stock .

2. For m 10 - Q

180 . On May 10, 2006, after the market close Beazer filed a Form 10-Q

with the SEC for the quarter ended March 31, 2006 (the "2Q06 14-Q" ) . The 2Q06

10-Q repeated the financial results announced for revenues, net income and
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earnings per share in the 2Q06 Press Release and represented that the consolidated

financial statements contained therein were prepared in accordance with GAAP .

The 2Q06 10-Q was signed by Defendant O'Leary and included certifications

pursuant to section 906 of the Sarbanes-Oxley Act of 2002 by Defendants

McCarthy and O'Leary substantially similar to those included in the 1Q06 10-Q .

181 . Management's Discussion and Analysis in the 2Q06 10-Q provided

the following description of the mortgage services provided to buyers of Beazer

homes :

Financial Services . Recognizing the homebuyer's desire to simplify
the financing process, we originate mortgages on behalf of our
customers through our subsidiary Beazer Mortgage Corporation, or
Beazer Mortgage . Beazer Mortgage originates, processes and brokers
mortgages to third party investors . Beginning in the second quarter of
fiscal year 2006, Beazer Mortgage financed certain of our mortgage
lending activities under its warehouse line of credit or from general
corporate funds prior to selling the loans and their servicing rights to
third party investors .

182 . Under "Critical Accounting Policies," the 2Q06 10-Q stated that :

Revenue and related profit are generally recognized at the time of the
closing of a sale, when title to and possession of the property are
transferred to the buyer . In situations where the buyer's financing is
originated by Beater Mortgage, our wholly-owned mortgage
subsidiary, and the buyer has not made a sufficient down payment as
prescribed by SFAS No . 66, the gross profit on such sales is deferred
until the sale of the related mortgage loan to a third-party investor has
been completed . We recognize loan origination fees and expenses and
gains and losses on mortgage loans when the related loans are sold .

183 . In Note 8 to the financial statements (entitled "Contingencies"), the

2Q06 10-Q discussed numerous contingent liabilities for which Beater had

accrued, but did not disclose any contingent liabilities relating to the unlawful
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mortgage origination practices employed by Beazer and Beazer Mortgage or

otherwise discuss those unlawful practices .

184 . Plaintiffs actually read and relied upon these statements contained in

the 2Q06 X 0-Q in making the decision to purchase Beazer common stock .

3 . Reasons for Falsity

185 . Beazer and Rand's statements above concerning the Company's 2Q4b

financial results in the 2QOb Press Release and the 2Q06 I 0-Q were materially

false in that they misrepresented the following material facts and/or omitted these

facts despite their being necessary to prevent the statements made from being

materially misleading :

(a) Beazer's net income and pre-tax income for the second quarter

of fiscal year 2006 were overstated by at least $4,480,000 as a result of Rand and

Beater's improper manipulation of reserves and improper accounting for model

home sale-leaseback transactions . Revenues and earnings per share were also

materially overstated ;

(b) Beater and Rand improperly recognized revenue from model

home sale-leaseback transactions that should have been accounted for as financing

transactions ;

(c) Beazer and Rand improperly manipulated land inventory

expense reserves and house cost-to-complete reserves in order to artificially inflate

operating income, pre-tax income, net income and earnings per share . They did so

by causing reserves and other accrued liabilities, relating primarily to land

development costs and costs to complete houses, to be recorded in excess of

amounts than were appropriate and then reversed in subsequent accounting periods

to reduce operating expenses by amounts that were not appropriate ;
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(d) Beater and Beater Mortgage engaged in rampant, unlawful

mortgage origination practices that gave rise to probable contingent liabilities that

should have been accrued for, or at least disclosed, but were not ; and

(e) Beater failed to conduct a SFAS 5 analysis with respect to

these contingent liabilities .

C. Third Quarter Results

1 . Press Release

186 . On July 27, 2006, Beater filed a Form 8-K wit the SEC that attached a

press release titled "Beater Homes Reports Third Quarter 2006 EPS of $2 .37 ;

Company Repurchases 1 .1 Million Shares in Q3 06 ; Diluted EPS Now Expected to

be in the Range of $9 .25 - $9 .75 for Fiscal Year 2006" ("3Q06 Press Release"), in

which the Company announced the following results for revenues, net income and

earnings for the third quarter of fiscal year 2006 :

€ Net income of $102 .6 million, or $2 .37 per diluted share .

€ Total revenues : $1 .20 bil l ion, compared to $1 .29 billion in the
prior year .

187 . Plaintiffs actually read and relied upon these statements in the 3Q06

Press Release in making the decision to purchase Beater common stock .

2 . Form 10-Q

188 . On August 4, 2006, after the markets closed, Beater filed a Form 10-

Q with the SEC for the third quarter of 2006 (the "3Q06 10-Q") . The 3Q06 10-Q

repeated the financial results for revenues, net income and earnings per share

announced in the 3Q06 Press Release and represented that the consolidated

financial statements contained therein were prepared in accordance with GAAP .

The 3Q06 10-Q was signed by Defendant O'Leary and certified pursuant to
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Section 906 of the Sarbanes-Oxley Act of 2002 by Defendants McCarthy and

O'Leary using language substantially similar to that in the prior 10-Qs discussed

above .

189 . The 3Q06 10-Q repeated the description of the financial services that

Beater (through Beater Mortgage) offered customers buying homes from Beater

in substantially the same language as in the 2Q06 10-Q .

190 . The 3Q06 10-Q repeated in substantially similar language the critical

accounting policy for recognizing revenue from home sales as stated in the 2Q0 6

10-Q .

191 . In Note 8 to the financial statements (entitled "Contingencies"), the

3Q06 10-Q discussed numerous contingent liabilities for which Beazer had

accrued, but did not disclose any contingent liabilities relating to the unlawful

mortgage origination practices employed by Beater and Beater Mortgage or

otherwise discuss those unlawful practices .

192 . Plaintiffs actually read and relied upon these statements contained in

the 3Q06 10-Q in making the decision to purchase Beazer common stock .

3 . Reasons for Falsity

193 . Beater and Rand's statements above concerning the Company's 3Q06

financial results in the 3Q06 Press Release and the 3Q06 10-Q were materially

false i n that they misrepresented the following material f ac t s and / or omitted these

facts despite their being necessary to prevent the statements made from being

materially misleading :

(a) Beazer's net income and pre-tax income for the third quarter of

fiscal year 2006 were overstated by at least $1 ' 1,991,000 _ as a result of Rand and

Beater's i mproper man i pulation o f reserves and improper accounting for model
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home sale-leaseback transactions . Revenues and earnings per share were also

materially overstated ;

(b) Beazer and Rand improperly recognized revenue from model

home sale-leaseback transactions that should have been accounted for as financing

transactions ;

(c) Beazer and Rand improperly manipulated land inventory

expense reserves and house cost-to-complete reserves in order to artificially inflate

operating income, pre-tax income, net income and earnings per share . They did so

by causing reserves and other accrued liabilities, relating primarily to land

development costs and costs to complete houses, to be recorded in excess of

amounts than were appropriate and then reversed in subsequent accounting periods

to reduce operating expenses by amounts that were not appropriate ;

(d) Beazer and Beazer Mortgage engaged in rampant, unlawful

mortgage origination practices that gave rise to probable contingent liabilities that

should have been accrued for, or at least disclosed, but were not ; and

(e) Beater failed to conduct a SFAS 5 analysis with respect to

these contingent liabilities .

D. Fourth Quarter and FY 2006 Results

1 . Press Release

194 . On November 7, 2006, Beater filed a Form 8-K with the SEC that

attached a press release titled "Beater Homes Reports Fourth Quarter and FY 2006

Financial Results" ("4Q06 Press Release") announcing fourth quarter and full year

results for fiscal year 2006 for revenues, net income and earnings per share as

follows :

Quarter Ended September 30, 2006
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€ Net income of $91 .9 million, or $2 .19 per diluted share .

Total revenues : $1 .88 billion, compared to $1 .81 billion in the
prior year .

Year Ended September 20, 2006

€ Net income of $388 .8 million, or $8 .89 per diluted share,
compared to reported net income of $262 .5 million, or $5 .87
per diluted shares, and adjusted net income of $392 .8, or $8 .72
per diluted share in FY 2005 .

€ Total revenues : $5 .46 billion, compared to $5 .00 billion in the
prior year .

195 . Plaintiffs actually read and relied upon these statements contained in

the 4Q06 Press Release in making the decision to purchase Beazer common stock .

2 . Reasons for Falsity

196 . Beazer and Rand's statements above concerning the Company's 4Q06

and full fiscal year 2006 financial results in the 4Q06 Press Release were

materially false in that they misrepresented the following material facts and/or

omitted these facts despite their being necessary to prevent the statements made

from being materially misleading :

(a) Beater's net income and pre-tax income for the fourth quarter

of fiscal year 2006 were overstated by at least $19,366,000 as a result of Rand and

Beater's improper manipulation of reserves and improper accounting for model

home sale-leaseback transactions . Revenues and earnings per share were also

materially overstated ;

(b) Beater's revenues for the full fiscal year 2006 were overstated

by $105,499,000 ; its pre-tax income for that period was overstated by at least

$29,957,000 ; its net income for that period was overstated by at least $19,925,000 ;
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and its earnings per share for that periods were overstated by at least $ .50 per share

and by $ .45 per share on a diluted basis ;

(c) Beazer and Rand improperly recognized revenue from model

home sale-leaseback transactions that should have been accounted for as financing

transactions ; and

(d) Beazer and Rand improperly manipulated land inventory

expense reserves and house cost-to-complete reserves in order to artificially inflate

operating income, pre-tax income, net income and earnings per share . They did so

by causing reserves and other accrued liabilities, relating primarily to land

development costs and costs to complete houses, to be recorded in excess of

amounts than were appropriate and then reversed in subsequent accounting periods

to reduce operating expenses by amounts that were not appropriate .

E. 2006 Form 10-K

197 . On December 8, 2006, after the markets closed, Beazer filed a Form

10-K with the SEC for the fiscal year 2006 ended September 30, 2006 (the "2006

Form 10-K") . The 2006 Form 10-K repeated the financial results announced in the

4Q06 Press Release for revenues, net income and earnings per share and

represented that the consolidated financial statements contained therein were

prepared in accordance with GAAP . The 2006 Form 10-K was signed by

Defendants McCarthy, O'Leary and Rand and includes certifications pursuant to

section 906 of the Sarbanes-Oxley Act of 2002 by Defendants McCarthy and

O'Leary substantially similar to those included in the prior 10-Qs discussed above .

198 . The 2006 Form 10-K reported financial results for fiscal year 2006 as

follows :

(a) Total revenues : $5,462,003,000 ;
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(b) Operating income : $611,675,000 ;

(c) Income before taxes : $613,214,000 ;

(d) Net income : $388,761,000 ; and

(e) Earnings per share : $9 .76 (basic) ; $8 .89 (diluted) .

199 . In Note 13 to the financial statements (entitled "Contingencies"), the

2006 Form 10-K discussed numerous contingent liabilities for which Beazer had

accrued, but did not disclose any contingent liabilities relating to the unlawful

mortgage origination practices employed by Beater and Beater Mortgage or

otherwise discuss those unlawful practices .

200 . In its 2006 Form 10-K, Beater repeated the description of its financial

services offered through Beater Mortgage in language substantially similar to that

in its 10-Qs described above . The 2006 Form 10-K also contains the following

additional description of these services :

Customer Financing

We offer customer financing through Beater Mortgage . Beater
Mortgage provides mortgage origination services, and generally does
not retain or service the mortgages that it originates . Beater Mortgage
finances certain of our mortgage lending activities with borrowings
under its warehouse line of credit or from general corporate funds
prior to selling the loans and their servicing rights shortly after
origination to third-party investors . Beater Mortgage can provide
qualified homebuyers numerous financing options, including a wide
variety of conventional, FHA and VA financing programs . In certain
situations, we will seek to assist our homebuyers in obtaining
financing from outside mortgage lenders and, in certain limited
circumstances, we may attempt to minimize potential risks relating to
the availability of customer financing by purchasing mortgage
financing commitments that lock in the availability of funds and
interest rates at specified levels for a certain period of time . Because
substantially all homebuyers utilize long-term mortgage financing to



purchase a home, adverse economic conditions, increases in
unemployment and high mortgage interest rates may deter and
eliminate a substantial number of potential homebuyers from our
markets in the future . In addition, we offer title insurance services to
our homebuyers in many of our markets .

201 . Under "Critical Accounting Policies" in Item 7 (Management's

Discussion and Analysis of Financial Condition and Results of Operations), the

2006 Form 10-K provided the following representations regarding Beazer's

accounting policy for "Homebuilding Revenues and Costs" .

Revenue from the sale of a home is generally recognized when the
closing has occurred and the risk of ownership is transferred to the
buyer . In situations where the buyer's financing is originated by
Beazer Mortgage, and the buyer has not made a sufficient initial and
continuing investment, the revenue and gross profit on such sale is
deferred until the sale of the related mortgage loan to a third-party
investor has been completed . . . . All associated homebuilding costs are
charged to cost of sales in the period when the revenues from home
closings are recognized . Homebuilding costs include land and land
development costs (based upon an allocation of such costs, including
costs to complete the development, or specific lot costs), home
construction costs (including an estimate of costs, if any, to complete
home construction), previously capitalized indirect costs (principally
for construction supervision), capitalized interest and estimated
warranty costs . Sales commissions are included in selling, general
and administrative expense when the closing has occurred . All other
costs are expensed as incurred .

202 . The 2006 Form 1 Q-K also stated with regard to Beazer's ethics policy :

Beazer Homes has adopted a Code of Business Conduct and Ethics
for its senior financial officers, which applies to its principal financial
officer and controller, other senior financial officers and Chief
Executive Officer . The full text of the Code of Business Conduct and
Ethics can be found on the Company's website .

203 . The Code of Business Conduct and Ethics on Beazer's website stated :

-71-
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COMPLIANCE WITH LAWS, RULES, REGULATIONS

The Company is committed to compliance with applicable federal,
state and local laws and with applicable rules and regulations
promulgated by governmental agencies, stock exchanges on which the
Company's shares are listed, and other regulatory bodies
("Governmental Requirements") . Covered Persons should strive to
comply at all times with all applicable Governmental Requirements in
connection with their service as directors, officers or employees of the
Company. . . .

If it is unclear whether a particular action would violate a
Governmental Requirement, a Covered Person should seek advance
guidance from the Company's General Counsel (or, in the case of
action by a director, from the Chair of the Nominating/Corporate
Governance Committee) .

If a Covered Person becomes aware that a violation of a
Governmental Requirement has occurred, the Covered Person should
immediately inform the Company's General Counsel (or, in the case
of a violation by a director, the Chair of the Nominating/Corporate
Governance Committee) and cooperate in any necessary investigation
and corrective action .

In the case of a violation of a Governmental Requirement, the
Covered Person may be subject to disciplinary action by the Company
(in the case of officers or employees) or the Nominating/Corporate
Governance Committee or the Board (in the case of a director), up to
or including termination (in the case of officers or employees) or
removal from the Board (in the case of a director) .

DUTY TO REPORT AND CONSEQUENCES

Every Covered Person has a duty to adhere to this Code and all
existing Company policies and to report to the Responsible Official
any suspected violations in accordance with applicable procedures .

In addition, any Covered Person who believes in good faith that a
violation has occurred of any corporate policy or standard, including
standards applicable to officers and employees, whether accidental or
deliberate, should report the violation to the General Counsel of the
Company if involving a director, to the Chair of the
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Nominating/Corporate Governance Committee or if involving an
accounting internal control or auditing issue, through the Company's
Ethics Hotline . It is better to err on the side of reporting than to let a
possible violation go unreported . The Company is committed to
providing an open and honest environment .

204 . Plaintiffs actually read and relied upon these statements contained in

the 2006 Form 1 Q-K in making the decision to purchase Beazer common stock .

3 . Re a so n s for F a l s it y

205 . Beazer and Rand's statements above concerning the Company's full

fiscal year 200 financial results in the 2006 Form 10-K were materially false in

that they misrepresented the following material facts and/or omitted these facts

despite their being necessary to prevent the statements made from being materially

misleading :

(a) Beazer's revenues for the full fiscal year 2006 were overstated

by $105,499,000 ; its operating income was overstated by at least $32,211,000 ; its

pre-tax income for that period was overstated by at least $29,957,000 ; its net

income for that period was overstated by at least $19,925,000 ; and its earnings per

share for that period were overstated by at least $ .50 per share and by $ .45 per

share on a diluted basis ;

(b) Beazer and Rand improperly recognized revenue from model

home sale-leaseback transactions that should have been accounted for as financing

transactions ;

(c) Beazer and Rand improperly manipulated land inventory

expense reserves and house cost-to-complete reserves in order to artificially inflate

operating income, pre-tax income, net income and earnings per share . They did so

by causing reserves and other accrued liabilities, relating primarily to land




