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Land transactions are subject to a number of factors, including our financial condition and market conditions, as

well

as satisfaction of various conditions related to specific properties. We will continue to monitor market conditions and

our ongoing pace of home deliveries and adjust our land spending accordingly. The planned increase in our land
spending in 2018 compared to 2017 is driven primarily by the growth of our business.

Operating Cash Flow Activities. During the six-month period ended June 30, 2018, we used $19.7 million of cash in
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cash used in operating activities in the first half of 2018 was primarily a result of a $137.7 million increase in
inventory and a decrease in accrued compensation of $15.5 million, offset partially by net income of $46.0 million,
along with $64.9 million of proceeds from the sale of mortgage loans net of mortgage loan originations, an increase in
accounts payable of $13.7 million and an increase in customer deposits totaling $11.0 million. The $39.3 million of
cash used in operating activities in the first half of 2017 was primarily a result of a $146.2 million increase in
inventory and a decrease in accrued compensation of $13.4 million, offset partially by net income totaling $33.9
million, along with $66.4 million of proceeds from the sale of mortgage loans net of mortgage loan originations and
an increase in accounts payable, other assets and customer deposits totaling $19.3 million.

Investing Cash Flow Activities. During the first half of 2018, we used $104.1 million of cash in investing activities,
compared to generating $1.0 million of cash in investing activities during the first half of 2017. This increase in cash
used was primarily due to our acquisition of Pinnacle Homes, a privately held homebuilder in Detroit, Michigan,
during the first quarter of 2018 for approximately $101.0 million.

Financing Cash Flow Activities. During the six months ended June 30, 2018, we generated $39.9 million of cash from
financing activities, compared to generating $33.9 million of cash during the first six months of 2017. The

$6.0 million increase in cash generated by financing activities was primarily due to increased borrowings under our
Credit Facility (as defined below) during the period, offset, in part, by the repayment of borrowings under our M/I
Financial credit facilities and that portion of our 2018 Convertible Senior Subordinated Notes that were not converted
into common shares by the holders thereof.

At June 30, 2018 and December 31, 2017, our ratio of homebuilding debt to capital was 47% and 46%, respectively,
calculated as the carrying value of our outstanding homebuilding debt divided by the sum of the carrying value of our
outstanding homebuilding debt plus shareholders’ equity. This increase was due to higher debt levels compared to
December 31, 2017, offset partially by an increase in shareholders’ equity at June 30, 2018. We believe that this ratio
provides useful information for understanding our financial position and the leverage employed in our operations, and
for comparing us with other homebuilders.

We fund our operations with cash flows from operating activities, including proceeds from home deliveries, land sales
and the sale of mortgage loans. We believe that these sources of cash, along with our balance of unrestricted cash and
borrowings available under our credit facilities, will be sufficient to fund our currently anticipated working capital
needs, investment in land and land development, construction of homes, operating expenses, planned capital spending,
and debt service requirements for at least the next twelve months. In addition, we routinely monitor current
operational and debt service requirements, financial market conditions, and credit relationships and we may choose to
seek additional capital by issuing new debt and/or equity securities to strengthen our liquidity or our long-term capital
structure. The financing needs of our homebuilding and financial services
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operations depend on anticipated sales volume in the current year as well as future years, inventory levels and related
turnover, forecasted land and lot purchases, debt maturity dates, and other factors. If we seek such additional capital,
there can be no assurance that we would be able to obtain such additional capital on terms acceptable to us, if at all,
and such additional equity or debt financing could dilute the interests of our existing shareholders and/or increase our
interest costs.

The Company is a party to three primary credit agreements: (1) a $500 million unsecured revolving credit facility,
dated July 18, 2013, as amended, with M/l Homes, Inc. as borrower and guaranteed by the Company’s wholly owned
homebuilding subsidiaries (the “Credit Facility”); (2) a $125 million secured mortgage warehousing agreement (which
increases to $160 million during certain periods), dated June 23, 2017, as amended on June 22, 2018, with M/I
Financial as borrower (the “MIF Mortgage Warehousing Agreement”); and (3) a $35 million mortgage repurchase
agreement (which increases to $50 million during certain periods), as amended and restated on October 30, 2017, with
M/I Financial as borrower (the “MIF Mortgage Repurchase Facility”).

Included in the table below is a summary of our available sources of cash from the Credit Facility, the MIF Mortgage
Warehousing Agreement and the MIF Mortgage Repurchase Facility as of June 30, 2018:

(In thousands) Expiration Outstanding Available

Date Balance Amount
Notes payable — homebuilding?) 7/18/2021 $ 181,800 $268,561
Notes payable — financial services? (b) $93,163 $11,779

The available amount under the Credit Facility is computed in accordance with the borrowing base calculation
under the Credit Facility, which applies various advance rates for different categories of inventory and totaled
$622.9 million of availability for additional senior debt at June 30, 2018. As a result, the full $500 million
commitment amount of the facility was available, less any borrowings and letters of credit outstanding. There were
$181.8 million of borrowings outstanding and $49.6 million of letters of credit outstanding at June 30, 2018,
leaving $268.6 million available. The Credit Facility has an expiration date of July 18, 2021.
The available amount is computed in accordance with the borrowing base calculations under the MIF Mortgage
Warehousing Agreement and the MIF Mortgage Repurchase Facility, each of which may be increased by pledging
(b)additional mortgage collateral. The maximum aggregate commitment amount of these agreements as of June 30,
2018 was $160 million. The MIF Mortgage Warehousing Agreement has an expiration date of June 21, 2019 and
the MIF Mortgage Repurchase Facility has an expiration date of October 29, 2018.
Notes Payable - Homebuilding.

(a)

Homebuilding Credit Facility. The Credit Facility provides for an aggregate commitment amount of $500 million,
including a $125 million sub-facility for letters of credit. During the second quarter of 2018, the Company exercised
an accordion feature provided for within the Credit Facility, which increased the total revolving commitment under
the Credit Facility from $475 million to $500 million by obtaining a commitment from an additional lender of $25
million. The Credit Facility matures on July 18, 2021. Interest on amounts borrowed under the Credit Facility is
payable at a rate which is adjusted daily and is equal to the sum of the one month LIBOR rate plus a margin of 250
basis points. The margin is subject to adjustment in subsequent quarterly periods based on the Company’s leverage
ratio.

Borrowings under the Credit Facility constitute senior, unsecured indebtedness and availability is subject to, among
other things, a borrowing base calculated using various advance rates for different categories of inventory. The Credit
Facility contains various representations, warranties and covenants which require, among other things, that the
Company maintain (1) a minimum level of Consolidated Tangible Net Worth of $504.8 million (subject to increase
over time based on earnings and proceeds from equity offerings), (2) a leverage ratio not in excess of 60%, and (3)
either a minimum Interest Coverage Ratio of 1.5 to 1.0 or a minimum amount of available liquidity. In addition, the
Credit Facility contains covenants that limit the Company’s number of unsold housing units and model homes, as well
as the amount of Investments in Unrestricted Subsidiaries and Joint Ventures.
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The Company’s obligations under the Credit Facility are guaranteed by all of the Company’s subsidiaries, with the
exception of subsidiaries that are primarily engaged in the business of mortgage financing, title insurance or similar
financial businesses relating to the homebuilding and home sales business, certain subsidiaries that are not
100%-owned by the Company or another subsidiary, and other subsidiaries designated by the Company as
Unrestricted Subsidiaries (as defined in Note 12 to our financial statements), subject to limitations on the aggregate
amount invested in such Unrestricted Subsidiaries. The guarantors for the Credit Facility are the same subsidiaries that
guarantee our 2025 Senior Notes and our $300.0 million aggregate principal amount of 6.75% Senior Notes due 2021
(the “2021 Senior Notes”).

48

Explanation of Responses: 5



Edgar Filing: MERGE HEALTHCARE INC - Form 4

As of June 30, 2018, the Company was in compliance with all covenants of the Credit Facility, including financial
covenants. The following table summarizes the most significant restrictive covenant thresholds under the Credit
Facility and our compliance with such covenants as of June 30, 2018:

Covena%

Financial Covenant . ctua
Requirement
(Dollars in
millions)

Consolidated Tangible Net Worth 2$504.8 $768.9

Leverage Ratio 0D.60 048

. 1.5to 4.6to

Interest Coverage Ratio 21 0 1.0

Investments in Unrestricted Subsidiaries and Joint Ventures <$230.7 $2.6

Unsold Housing Units and Model Homes <1,880 1,074

Homebuilding Letter of Credit Facility. As of June 30, 2018, the Company was a party to a secured credit agreement
for the issuance of letters of credit outside of the Credit Facility (the “Letter of Credit Facility”), with a maturity date of
September 30, 2018, which allows for the issuance of letters of credit up to a total of $1.0 million. The Letter of Credit
Facility contains a cash collateral requirement of 101%. Upon maturity or the earlier termination of the Letter of

Credit Facility, letters of credit that have been issued under the Letter of Credit Facility remain outstanding with cash
collateral in place through the expiration date.

As of June 30, 2018, there was a total of $0.2 million of letters of credit issued under the Letter of Credit Facility,
which was collateralized with $0.2 million of restricted cash. In connection with the acquisition of Pinnacle Homes in
March 2018, the Company assumed the obligation for $6.6 million of outstanding letters of credit under a separate
facility, which was collateralized with $6.6 million of restricted cash. During the second quarter of 2018, the
Company terminated this separate letter of credit facility and the outstanding letters of credit under the facility were
transferred to the Credit Facility, resulting in the release of approximately $6.6 million of restricted cash which
collateralized the separate facility.

Notes Payable - Financial Services.

MIF Mortgage Warehousing Agreement. The MIF Mortgage Warehousing Agreement is used to finance eligible
residential mortgage loans originated by M/I Financial. The MIF Mortgage Warehousing Agreement provides a
maximum borrowing availability of $125 million. In June 2018, the Company entered into an amendment to the MIF
Mortgage Warehousing Agreement, which, among other things, extended the expiration date to June 21, 2019 and
adjusted the interest rate to a per annum rate equal to the greater of (1) the floating LIBOR rate plus a spread of 200
basis points and (2) 2.75%. The spread over floating LIBOR had previously been 237.5 basis points. The amendment
also allows the maximum borrowing availability to be increased to $160 million during certain periods of expected
increases in the volume of mortgage originations, specifically from September 25, 2018 to October 15, 2018 and from
November 15, 2018 to February 4, 2019.

The MIF Mortgage Warehousing Agreement is secured by certain mortgage loans originated by M/I Financial that are
being “warehoused” prior to their sale to investors. The MIF Mortgage Warehousing Agreement provides for limits with
respect to certain loan types that can secure outstanding borrowings. There are currently no guarantors of the MIF
Mortgage Warehousing Agreement, although M/I Financial may, at its election, designate from time to time any one
or more of M/I Financial’s subsidiaries as guarantors.

As of June 30, 2018, there was $67.7 million outstanding under the MIF Mortgage Warehousing Agreement and M/I
Financial was in compliance with all covenants thereunder. The financial covenants, as more fully described and
defined in the MIF Mortgage Warehousing Agreement, are summarized in the following table, which also sets forth
M/I Financial’s compliance with such covenants as of June 30, 2018:
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Covenant

Requiremcelrﬁ1

(Dollars in

millions)
<100 41to
“t01.0 1.0
Liquidity >$6.25 $16.7
Adjusted Net Income >$0.0  $13.0
Tangible Net Worth >$12.5 $25.7
MIF Mortgage Repurchase Facility. The MIF Mortgage Repurchase Facility is used to finance eligible residential
mortgage loans originated by M/I Financial and is structured as a mortgage repurchase facility. The MIF Repurchase
Facility provides for a maximum borrowing availability of $35 million, which increased to $50 million from
November 15, 2017 through February 1, 2018. The MIF Mortgage Repurchase Facility expires on October 29, 2018.
M/I Financial pays interest on each advance under

Financial Covenant

Leverage Ratio

49

Explanation of Responses:



Edgar Filing: MERGE HEALTHCARE INC - Form 4

the MIF Mortgage Repurchase Facility at a per annum rate equal to the floating LIBOR rate plus 250 or 275 basis
points depending on the loan type. The covenants in the MIF Mortgage Repurchase Facility are substantially similar
to the covenants in the MIF Mortgage Warehousing Agreement. The MIF Mortgage Repurchase Facility provides for
limits with respect to certain loan types that can secure outstanding borrowings, which are substantially similar to the
restrictions in the MIF Mortgage Warehousing Agreement. There are currently no guarantors of the MIF Mortgage
Repurchase Facility. As of June 30, 2018, there was $25.5 million outstanding under the MIF Mortgage Repurchase
Facility. M/I Financial was in compliance with all financial covenants as of June 30, 2018.

Senior Notes.

5.625% Senior Notes. In August 2017, the Company issued $250 million aggregate principal amount of 5.625%
Senior Notes due 2025. The 2025 Senior Notes contain certain covenants, as more fully described and defined in the
indenture governing the 2025 Senior Notes, which limit the ability of the Company and the restricted subsidiaries to,
among other things: incur additional indebtedness; make certain payments, including dividends, or repurchase any
shares, in an aggregate amount exceeding our “restricted payments basket”; make certain investments; and create or
incur certain liens, consolidate or merge with or into other companies, or liquidate or sell or transfer all or
substantially all of our assets. These covenants are subject to a number of exceptions and qualifications as described in
the indenture governing the 2025 Senior Notes. As of June 30, 2018, the Company was in compliance with all terms,
conditions, and covenants under the indenture. Please see Note 8 to our financial statements for more information
regarding the 2025 Senior Notes.

6.75% Senior Notes. In December 2015, the Company issued $300 million aggregate principal amount of 6.75%
Senior Notes due 2021. The 2021 Senior Notes contain certain covenants, as more fully described and defined in the
indenture governing the 2021 Senior Notes, which limit the ability of the Company and the restricted subsidiaries to,
among other things: incur additional indebtedness; make certain payments, including dividends, or repurchase any
shares, in an aggregate amount exceeding our “restricted payments basket”; make certain investments; and create or
incur certain liens, consolidate or merge with or into other companies, or liquidate or sell or transfer all or
substantially all of our assets. These covenants are subject to a number of exceptions and qualifications as described in
the indenture governing the 2021 Senior Notes. As of June 30, 2018, the Company was in compliance with all terms,
conditions, and covenants under the indenture. Please see Note 8 to our financial statements for more information
regarding the 2021 Senior Notes.

Weighted Average Borrowings. For the three months ended June 30, 2018 and 2017, our weighted average
borrowings outstanding were $789.8 million and $649.0 million, respectively, with a weighted average interest rate of
6.18% and 5.70%, respectively. The increase in our weighted average borrowings related to the issuance of our $250.0
million aggregate principal amount of 2025 Senior Notes during the third quarter of 2017 in addition to increased
borrowings under our Credit Facility on a weighted average basis during the second quarter of 2018 compared to the
same period in 2017, partially offset by the maturity of our 2017 Convertible Senior Subordinated Notes in September
2017 and our 2018 Convertible Senior Subordinated Notes in March 2018. Our weighted average interest rate
increased as a result of the issuance of the 2025 Senior Notes in the third quarter of 2017, which have a higher interest
rate than the 3.0% rate on the 2018 Convertible Senior Subordinated Notes and the 3.25% rate on the 2017
Convertible Senior Subordinated Notes, which were both outstanding during prior year’s second quarter.

At June 30, 2018, we had $181.8 million of borrowings outstanding under the Credit Facility, an increase from having
no outstanding borrowings at December 31, 2017. During the first half of 2018, we used the Credit Facility to fund
our acquisition of Pinnacle Homes, a privately-held homebuilder in Detroit, Michigan, and repay that portion of our
2018 Convertible Senior Subordinated Notes that were not converted into common shares, in addition to investment in
land and land development, construction of homes, mortgage loan originations, operating expenses, and working
capital requirements. During the six months ended June 30, 2018, the average daily amount outstanding under the
Credit Facility was $120.1 million and the maximum amount outstanding under the Credit Facility was $210.0
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million. Based on our current anticipated spending on home construction, land acquisition and development in 2018,
offset by expected cash receipts from home deliveries, we expect to continue to borrow under the Credit Facility
during 2018, with an estimated peak amount outstanding not expected to exceed $325 million. The actual amount
borrowed during 2018 (and the estimated peak amount outstanding) and related timing are subject to numerous
factors, including the timing and amount of land and house construction expenditures, payroll and other general and
administrative expenses, cash receipts from home deliveries, other cash receipts and payments, any capital markets
transactions or other additional financings by the Company, any repayments or redemptions of outstanding debt and
any other extraordinary events or transactions. The Company may experience significant variation in cash and Credit
Facility balances from week to week due to the timing of such receipts and payments.

There were $49.6 million of letters of credit issued and outstanding under the Credit Facility at June 30, 2018. During
the six months ended June 30, 2018, the average daily amount of letters of credit outstanding under the Credit Facility
was $44.5 million and the maximum amount of letters of credit outstanding under the Credit Facility was $49.6
million.
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At June 30, 2018, M/I Financial had $67.7 million outstanding under the MIF Mortgage Warehousing Agreement.
During the six months ended June 30, 2018, the average daily amount outstanding under the MIF Mortgage
Warehousing Agreement was $44.6 million and the maximum amount outstanding was $128.1 million, which
occurred during January, while the temporary increase provision was in effect and the maximum borrowing
availability was $150.0 million.

At June 30, 2018, M/I Financial had $25.5 million outstanding under the MIF Mortgage Repurchase Facility. During
the six months ended June 30, 2018, the average daily amount outstanding under the MIF Mortgage Repurchase
Facility was $19.6 million and the maximum amount outstanding was $40.1 million, which occurred during January,
while the temporary increase provision was in effect and the maximum borrowing availability was $50.0 million.
Universal Shelf Registration. In October 2016, the Company filed a $400 million universal shelf registration
statement with the SEC, which registration statement became effective on November 9, 2016 and will expire in
November 2019. Pursuant to the registration statement, the Company may, from time to time, offer debt securities,
common shares, preferred shares, depositary shares, warrants to purchase debt securities, common shares, preferred
shares, depositary shares or units of two or more of those securities, rights to purchase debt securities, common shares,
preferred shares or depositary shares, stock purchase contracts and units. The timing and amount of offerings, if any,
will depend on market and general business conditions.

CONTRACTUAL OBLIGATIONS

There have been no material changes to our contractual obligations appearing in the Contractual Obligations 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 year ended December 31, 2017, except for the maturity of our $86.3 million in aggregate
principal amount of 2018 Convertible Senior Subordinated Notes during the first quarter of 2018, as further discussed
above in Note 8 to our financial statements and in our Liquidity and Capital Resources section.

OFF-BALANCE SHEET ARRANGEMENTS

Notes 3, 5 and 6 to our financial statements discuss our off-balance sheet arrangements with respect to land
acquisition contracts and option agreements, and land development joint ventures, including the nature and amounts of
financial obligations relating to these items. In addition, these Notes discuss the nature and amounts of certain types of
commitments that arise in the ordinary course of our land development and homebuilding operations, including
commitments of land development joint ventures for which we might be obligated.

Our off-balance sheet arrangements relating to our homebuilding operations include joint venture arrangements, land
option agreements, guarantees and indemnifications associated with acquiring and developing land, and the issuance
of letters of credit and completion bonds. Our use of these arrangements is for the purpose of securing the most
desirable lots on which to build homes for our homebuyers in a manner that we believe reduces the overall risk to the
Company. Additionally, in the ordinary course of its business, M/I Financial issues guarantees and indemnities
relating to the sale of loans to third parties.

Land Option Agreements. In the ordinary course of business, the Company enters into land option or purchase
agreements for which we generally pay non-refundable deposits. Pursuant to these land option agreements, the
Company provides a deposit to the seller as consideration for the right to purchase land at different times in the future,
usually at predetermined prices. In accordance with ASC 810, we analyze our land option or purchase agreements to
determine whether the corresponding land sellers are VIEs and, if so, whether we are the primary beneficiary.
Although we do not have legal title to the optioned land, ASC 810 requires a company to consolidate a VIE if the
company is determined to be the primary beneficiary. In cases where we are the primary beneficiary, even though we
do not have title to such land, we are required to consolidate these purchase/option agreements and reflect such assets
and liabilities as Consolidated Inventory not Owned in our Unaudited Condensed Consolidated Balance Sheets. At
both June 30, 2018 and December 31, 2017, we have concluded that we were not the primary beneficiary of any VIEs
from which we are purchasing under land option or purchase agreements.
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At June 30, 2018, “Consolidated Inventory Not Owned” was $14.8 million. At June 30, 2018, the corresponding liability
of $14.8 million has been classified as Obligation for Consolidated Inventory Not Owned on our Unaudited
Condensed Consolidated Balance Sheets.

Other than the Consolidated Inventory Not Owned balance, the Company currently believes that its maximum
exposure as of June 30, 2018 related to our land option agreements is equal to the amount of the Company’s
outstanding deposits and prepaid acquisition costs, which totaled $53.0 million, including cash deposits of $33.8
million, prepaid acquisition costs of $7.8 million, letters of credit of $7.3 million and $4.1 million of other non-cash
deposits.
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Letters of Credit and Completion Bonds. The Company provides standby letters of credit and completion bonds for
development work in progress, deposits on land and lot purchase agreements and miscellaneous deposits. As of
June 30, 2018, the Company had outstanding $198.2 million of completion bonds and standby letters of credit, some
of which were issued to various local governmental entities, that expire at various times through September

2024. Included in this total are: (1) $140.8 million of performance and maintenance bonds and $42.5 million of
performance letters of credit that serve as completion bonds for land development work in progress; (2) $7.3 million
of financial letters of credit; and (3) $7.6 million of financial bonds. The development agreements under which we are
required to provide completion bonds or letters of credit are generally not subject to a required completion date and
only require that the improvements are in place in phases as houses are built and sold. In locations where
development has progressed, the amount of development work remaining to be completed is typically less than the
remaining amount of bonds or letters of credit due to timing delays in obtaining release of the bonds or letters of
credit.

Guarantees and Indemnities. In the ordinary course of business, M/I Financial enters into agreements that guarantee
purchasers of its mortgage loans that M/I Financial will repurchase a loan if certain conditions occur. The risks
associated with these guarantees are offset by the value of the underlying assets, and the Company accrues its best
estimate of the probable loss on these loans. Additionally, the Company has provided certain other guarantees and
indemnities in connection with the acquisition and development of land by our homebuilding operations. Please see
Note 5 to our financial statements for additional details relating to our guarantees and indemnities.

INTEREST RATES AND INFLATION

Our business is significantly affected by general economic conditions within the United States and, particularly, by the
impact of interest rates and inflation. Inflation can have a long-term impact on us because increasing costs of land,
materials and labor can result in a need to increase the sales prices of homes. In addition, inflation is often
accompanied by higher interest rates, which can have a negative impact on housing demand and the costs of financing
land development activities and housing construction. Higher interest rates also may decrease our potential market by
making it more difficult for homebuyers to qualify for mortgages or to obtain mortgages at interest rates that are
acceptable to them. The impact of increased rates can be offset, in part, by offering variable rate loans with lower
interest rates. In conjunction with our mortgage financing services, hedging methods are used to reduce our exposure
to interest rate fluctuations between the commitment date of the loan and the time the loan closes. Rising interest rates,
as well as increased materials and labor costs, may reduce gross margins. An increase in material and labor costs is
particularly a problem during a period of declining home prices. Conversely, deflation can impact the value of real
estate and make it difficult for us to recover our land costs. Therefore, either inflation or deflation could adversely
impact our future results of operations.
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ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our primary market risk results from fluctuations in interest rates. We are exposed to interest rate risk through
borrowings under our revolving credit facilities, consisting of the Credit Facility, the MIF Mortgage Warehousing
Agreement, and the MIF Mortgage Repurchase Facility which permit borrowings of up to $660 million, subject to
availability constraints. Additionally, M/I Financial is exposed to interest rate risk associated with its mortgage loan
origination services.

Interest Rate Lock Commitments: Interest rate lock commitments (“IRLCs”) are extended to certain homebuying
customers who have applied for a mortgage loan and meet certain defined credit and underwriting criteria. Typically,
the IRLCs will have a duration of less than six months; however, in certain markets, the duration could extend to nine
months.

Some IRLCs are committed to a specific third party investor through the use of whole loan delivery commitments
matching the exact terms of the IRLC loan. Uncommitted IRLCs are considered derivative instruments and are fair
value adjusted, with the resulting gain or loss recorded in current earnings.

Forward Sales of Mortgage-Backed Securities: Forward sales of mortgage-backed securities (“FMBSs”) are used to
protect uncommitted IRLC loans against the risk of changes in interest rates between the lock date and the funding
date. FMBSs related to uncommitted IRLCs are classified and accounted for as non-designated derivative instruments
and are recorded at fair value, with gains and losses recorded in current earnings.

Mortgage Loans Held for Sale: Mortgage loans held for sale consist primarily of single-family residential loans
collateralized by the underlying property. During the period between when a loan is closed and when it is sold to an
investor, the interest rate risk is covered through the use of a whole loan contract or by FMBSs. The FMBSs are
classified and accounted for as non-designated derivative instruments, with gains and losses recorded in current
earnings.

The table below shows the notional amounts of our financial instruments at June 30, 2018 and December 31, 2017:

June 30, 13)16 cent el
Description of Financial Instrument (in thousands) 2018 2017
Whole loan contracts and related committed IRLCs $5,330 $ 2,182
Uncommitted IRLCs 123,897 50,746
FMBSs related to uncommitted IRLCs 126,000 53,000
Whole loan contracts and related mortgage loans held for sale 8,992 80,956
FMBSs related to mortgage loans held for sale 97,000 91,000
Mortgage loans held for sale covered by FMBSs 97,281 90,781
The table below shows the measurement of assets and liabilities at June 30, 2018 and December 31, 2017:

December

June 30, 31,

Description of Financial Instrument (in thousands) 2018 2017
Mortgage loans held for sale $108,000 $171,580
Forward sales of mortgage-backed securities (783 ) 177
Interest rate lock commitments 1,104 271
Whole loan contracts (122 ) 12
Total $108,199 $172,040
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The following table sets forth the amount of gain (loss) recognized on assets and liabilities for the three and six
months ended June 30, 2018 and 2017:

Eﬂge;l\ﬁlc;rghs Six Months

30, Ended June 30,
Description (in thousands) 2018 2017 2018 2017
Mortgage loans held for sale $642 $(484) $1,317 $4,390
Forward sales of mortgage-backed securities (658 ) 1,280 (960 ) 369
Interest rate lock commitments 138 (748 ) 843 94
Whole loan contracts (61 ) 305 (144 ) 71
Total gain recognized $61 $353 $1,056 $4,924
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The following table provides the expected future cash flows and current fair values of borrowings under our credit
facilities and mortgage loan origination services that are subject to market risk as interest rates fluctuate, as of June 30,
2018. Because the MIF Mortgage Warehousing Agreement and MIF Mortgage Repurchase Facility are effectively
secured by certain mortgage loans held for sale which are typically sold within 30 to 45 days, their outstanding
balances are included in the most current period presented. The interest rates for our variable rate debt represent the
weighted average interest rates in effect at June 30, 2018. For fixed-rate debt, changes in interest rates generally affect
the fair market value of the debt instrument, but not our earnings or cash flow. Conversely, for variable-rate debt,
changes in interest rates generally do not affect the fair market value of the debt instrument, but do affect our earnings
and cash flow. We do not have the obligation to prepay fixed-rate debt prior to maturity, and, as a result, interest rate
risk and changes in fair market value should not have a significant impact on our fixed-rate debt until we are required
or elect to refinance it.

. Fair

Expected Cash Flows by Period Value
(Dollars in thousands) 2018 2019 2020 2021 2022  Thereafter Total 6/30/2018
ASSETS:
Mortgage loans held for
sale:
Fixed rate $103,331 — — — — — $103,331 $101,954
::l’teelghted average interest 451 % - L - - 451 %
Variable rate $6,088 — — — — — $6,088 $6,046
Weighted average interest 494 % L L - . 494 %
rate
LIABILITIES:

Long-term debt — fixed ra2,326  $1,213  $1,693 $301,286 $866 $250,000 $557,384  $547,955
j;’teelghted average INerest s 19 o, 549 % 549 % 672 % 575 % 563 % 623 %
Short-term debt — variabl

o $274.963
Weighted average interest
rate

— — — — — $274963  $274,963

441 % — — — - 441 %
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ITEM 4: CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

An evaluation of the effectiveness of the Company’s disclosure controls and procedures (as defined in Rule 13a-15(e)
and Rule 15d-15(e) under the Securities Exchange Act of 1934, as amended) was performed by the Company’s
management, with the participation of the Company’s principal executive officer and principal financial officer. Based
on that evaluation, the Company’s principal executive officer and principal financial officer concluded that the
Company’s disclosure controls and procedures were effective as of the end of the period covered by this report.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the quarter ended June 30, 2018 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Part IT - OTHER INFORMATION

Item 1. Legal Proceedings

The Company and certain of its subsidiaries have received claims from homeowners in certain of our Florida
communities (and been named as a defendant in legal proceedings initiated by certain of such homeowners) related to

stucco on their homes. Please see Note 6 to the Company’s financial statements for further information regarding these
stucco claims.

The Company and certain of its subsidiaries have been named as defendants in certain other legal proceedings which
are incidental to our business. While management currently believes that the ultimate resolution of these other legal
proceedings, individually and in the aggregate, will not have a material effect on the Company’s financial condition,
results of operations and cash flows, such legal proceedings are subject to inherent uncertainties. The Company has
recorded a liability to provide for the anticipated costs, including legal defense costs, associated with the resolution of
these other legal proceedings. However, the possibility exists that the costs to resolve these legal proceedings could
differ from the recorded estimates and, therefore, have a material effect on the Company’s net income for the periods
in which they are resolved.

Item 1A. Risk Factors

Except as set forth below, there have been no material changes to the risk factors appearing in our Annual Report on
Form 10-K for the fiscal year ended December 31, 2017.

We may write-off intangible assets, such as goodwill.

We have recorded goodwill in connection with the acquisition of the assets and operations of Pinnacle Homes. On an
ongoing basis, we will evaluate whether facts and circumstances indicate any impairment of the value of intangible
assets. As circumstances change, we cannot assure that the value of these intangible assets will be realized by us. If we
determine that a significant impairment has occurred, we will be required to write-off the impaired portion of
intangible assets, which could have a material adverse effect on our results of operations in the period in which the
write-off occurs.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
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(a) Recent Sales of Unregistered Securities — None.

(b) Use of Proceeds — Not Applicable.

(c) Purchases of Equity Securities

There were no purchases made by, or on behalf of, the Company or any “affiliated purchaser” (as defined in Rule
10b-18(a)(3) under the Securities Exchange Act of 1934, as amended) of the Company’s common shares during the
three months ended June 30, 2018.

Please see Note 8 to our financial statements above for more information regarding the limit imposed by the indenture

governing our 2025 Senior Notes and the indenture governing our 2021 Senior Notes on our ability to pay dividends
on, and repurchase, our
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common shares and any preferred shares of the Company then outstanding to the amount of the positive balance in our
“restricted payments basket,” as defined in the indentures.

Item 3. Defaults Upon Senior Securities - None.
Item 4. Mine Safety Disclosures - None.

Item 5. Other Information - None.
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Item 6. Exhibits

The exhibits required to be filed herewith are set forth below.

Exhibit
Number

10.1

10.2

10.3

10.4

10.5

10.6

31.1

31.2

32.1

32.2

101.INS

101.SCH

101.CAL

101.LAB

101.PRE

Description

Second Amendment to Second Amended and Restated Mortgage Warehousing Agreement. dated June 22.
2018. by and among M/I Financial. LL.C. as borrower. the lenders party thereto and Comerica Bank. as
administrative agent (incorporated herein by reference to Exhibit 10.1 to the Company’s Current Report on
Form 8-K filed on June 22. 2018).

Commitment Increase Activation Notice dated June 29. 2018. by and among M/I Homes. Inc.. as
borrower. the lenders party thereto. and PNC Bank. National Association. as administrative agent. (Filed
herewith).

New [ender Supplement. dated June 29. 2018. by and among M/I Homes. Inc.. as borrower. Flagstar
Bank. FSB. and PNC Bank. National Association. as administrative agent. (Filed herewith).

M/I Homes. Inc. 2018 Long-Term Incentive Plan (incorporated herein by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed on May 8. 2018) (File No. 001-12434).

Form of Nongualified Stock Option Award Agreement for Employees under the M/I Homes. Inc. 2018
Long-Term Incentive Plan (Filed herewith).

Form of Stock Units Award Agreement for Directors under the M/I Homes. Inc. 2018 L.ong-Term
Incentive Plan (Filed herewith).

Certification by Robert H. Schottenstein. Chief Executive Officer. pursuant to Item 601 of Regulation S-K
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

Certification by Phillip G. Creek. Chief Financial Officer. pursuant to Item 601 of Regulation S-K as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

Certification by Robert H. Schottenstein. Chief Executive Officer. pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

Certification by Phillip G. Creek. Chief Financial Officer. pursuant to 18 U.S.C. Section 1350 as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

XBRL Instance Document. (Furnished herewith.)

XBRL Taxonomy Extension Schema Document. (Furnished herewith.)

XBRL Taxonomy Extension Calculation Linkbase Document. (Furnished herewith.)
XBRL Taxonomy Extension Label Linkbase Document. (Furnished herewith.)

XBRL Taxonomy Extension Presentation Linkbase Document. (Furnished herewith.)
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101.DEF XBRL Taxonomy Extension Definition Linkbase Document. (Furnished herewith.)
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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.

M/I Homes, Inc.
(Registrant)

Date: July 27, 2018 By:/s/ Robert H. Schottenstein
Robert H. Schottenstein
Chairman, Chief Executive Officer and
President
(Principal Executive Officer)

Date: July 27, 2018 By:/s/ Ann Marie W. Hunker
Ann Marie W. Hunker

Vice President, Corporate Controller
(Principal Accounting Officer)
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