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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

FORESTAR GROUP INC.
CONSOLIDATED BALANCE SHEETS

(Unaudited)

 
December 31, 

2019  
September 30, 

2019
 (In millions, except share data)

ASSETS    
Cash and cash equivalents $ 373.3  $ 382.8
Real estate 1,066.8  1,028.9
Investment in unconsolidated ventures 5.9  7.3
Income taxes receivable 3.8  3.2
Property and equipment, net 0.9  2.4
Deferred tax asset, net 11.8  17.4
Other assets 17.4  13.7

Total assets $ 1,479.9  $ 1,455.7

LIABILITIES    
Accounts payable $ 19.8  $ 16.8
Earnest money deposits on sales contracts 89.7  89.9
Accrued expenses and other liabilities 82.7  79.6
Debt 462.1  460.5

Total liabilities 654.3  646.8
Commitments and contingencies (Note 13)  

EQUITY    
Common stock, par value $1.00 per share, 200,000,000 authorized shares, 48,025,359 and

47,997,366 shares issued and outstanding at December 31, 2019 and September 30, 2019, respectively 48.0  48.0
Additional paid-in capital 602.5  602.2
Retained earnings 175.0  158.1

Stockholders' equity 825.5  808.3
Noncontrolling interests 0.1  0.6

Total equity 825.6  808.9

Total liabilities and equity $ 1,479.9  $ 1,455.7

See accompanying notes to consolidated financial statements.
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FORESTAR GROUP INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

 
Three Months Ended 

December 31,

 2019  2018
 (In millions, except per share amounts)
Revenues $ 247.2  $ 38.5
Cost of sales 216.6  30.7
Selling, general and administrative expense 10.5  5.7
Equity in earnings of unconsolidated ventures (0.5)  (0.6)
Loss (gain) on sale of assets 0.1  (0.9)
Interest and other income (1.7)  (1.3)
Income before income taxes 22.2  4.9

Income tax expense 5.4  1.0
Net income 16.8  3.9
Net income (loss) attributable to noncontrolling interests (0.1)  0.6

Net income attributable to Forestar Group Inc. $ 16.9  $ 3.3

    

Basic net income per common share attributable to Forestar Group Inc. $ 0.35  $ 0.08

Weighted average number of common shares 48.0  42.0

    

Diluted net income per common share attributable to Forestar Group Inc. $ 0.35  $ 0.08

Adjusted weighted average number of common shares 48.1  42.0

See accompanying notes to consolidated financial statements.

4



Table of Contents

FORESTAR GROUP INC.
CONSOLIDATED STATEMENTS OF TOTAL EQUITY

(Unaudited)

 
Common

Stock  

Additional
Paid-in
Capital  

Retained
Earnings  

Non-controlling
Interests  Total Equity

 (In millions, except share data)
Balances at September 30, 2019 (47,997,366 shares) $ 48.0  $ 602.2  $ 158.1  $ 0.6  $ 808.9

Net income (loss) —  —  16.9  (0.1)  16.8
Stock issued under employee benefit plans (27,993 shares) —  —  —  —  —
Cash paid for shares withheld for taxes —  (0.2)  —  —  (0.2)
Stock-based compensation expense —  0.5  —  —  0.5
Distributions to noncontrolling interests —  —  —  (0.4)  (0.4)

Balances at December 31, 2019 (48,025,359 shares) $ 48.0 $ 602.5 $ 175.0 $ 0.1 $ 825.6

 
Common

Stock  

Additional
Paid-in
Capital  

Retained
Earnings  

Non-controlling
Interests  Total Equity

 (In millions, except share data)
Balances at September 30, 2018 (41,939,403 shares) $ 41.9  $ 506.3  $ 125.1  $ 1.2  $ 674.5

Net income —  —  3.3  0.6  3.9
Stock issued under employee benefit plans (20,463 shares) 0.1  —  —  —  0.1
Cash paid for shares withheld for taxes —  (0.1)  —  —  (0.1)
Stock-based compensation expense —  0.1  —  —  0.1
Distributions to noncontrolling interests —  —  —  (0.5)  (0.5)

Balances at December 31, 2018 (41,959,866 shares) $ 42.0 $ 506.3 $ 128.4 $ 1.3 $ 678.0

See accompanying notes to consolidated financial statements.
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FORESTAR GROUP INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited) 

 Three Months Ended December 31,

 2019  2018
 (In millions)
OPERATING ACTIVITIES    

Net income $ 16.8  $ 3.9
Adjustments:    

Depreciation and amortization 1.9  1.4
Deferred income taxes 5.6  1.4
Equity in earnings of unconsolidated ventures (0.5)  (0.6)
Distributions of earnings of unconsolidated ventures —  4.9
Stock-based compensation expense 0.5  0.1
Asset impairments 0.3  0.4
Loss (gain) on sale of assets 0.1  (0.9)

Changes in operating assets and liabilities:    
Increase in real estate (38.2)  (195.2)
Increase in other assets (0.7)  (1.3)
Increase in accounts payable and other accrued liabilities 3.4  3.1
(Decrease) increase in earnest money deposits on sales contracts (0.2)  18.8
Increase in income taxes receivable (0.6)  (0.1)

Net cash used in operating activities (11.6)  (164.1)
INVESTING ACTIVITIES    

Expenditures for property, equipment, software and other —  (0.1)
Return of investment in unconsolidated ventures 1.8  0.1
Proceeds from sale of assets 1.3  —

Net cash provided by investing activities 3.1  —
FINANCING ACTIVITIES    

Deferred financing fees (0.4)  —
Distributions to noncontrolling interests, net (0.4)  (0.5)
Cash paid for shares withheld for taxes (0.2)  (0.1)

Net cash used in financing activities (1.0)  (0.6)
Net decrease in cash and cash equivalents (9.5)  (164.7)
Cash and cash equivalents at beginning of period 382.8  335.0

Cash and cash equivalents at end of period $ 373.3  $ 170.3

See accompanying notes to consolidated financial statements.
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FORESTAR GROUP INC.
Notes to Consolidated Financial Statements

(Unaudited)

Note 1—Basis of Presentation

The accompanying unaudited, consolidated financial statements include the accounts of Forestar Group Inc. (Forestar) and all of its 100% owned, majority-
owned and controlled subsidiaries, which are collectively referred to as the Company unless the context otherwise requires. The Company accounts for its
investment in other entities in which it has significant influence over operations and financial policies using the equity method. All intercompany accounts,
transactions and balances have been eliminated in consolidation. Noncontrolling interests in consolidated pass-through entities are recognized before income taxes.
The transactions included in net income in the consolidated statements of operations are the same as those that would be presented in comprehensive income. Thus,
the Company's net income equates to comprehensive income.

The financial statements have been prepared in accordance with U.S. Generally Accepted Accounting Principles (GAAP) for interim financial information
and with the instructions to Form 10-Q and Article 10 of Regulation S-X. In the opinion of management, these financial statements reflect all adjustments
considered necessary to fairly state the results for the interim periods shown, including normal recurring accruals and other items. These financial statements,
including the consolidated balance sheet as of September 30, 2019, which was derived from audited financial statements, do not include all of the information and
notes required by GAAP for complete financial statements and should be read in conjunction with the consolidated financial statements and accompanying notes
included in the Company’s annual report on Form 10-K for the fiscal year ended September 30, 2019.

In October 2017, Forestar became a majority-owned subsidiary of D.R. Horton, Inc. (D.R. Horton) by virtue of a merger with a wholly-owned subsidiary of
D.R. Horton. Immediately following the merger, D.R. Horton owned 75% of the Company's outstanding common stock. In connection with the merger, the
Company entered into certain agreements with D.R. Horton including a Stockholder’s Agreement, a Master Supply Agreement, and a Shared Services Agreement.
D.R. Horton is considered a related party of Forestar under GAAP. At December 31, 2019, D.R. Horton owned approximately 65% of the Company's outstanding
common stock.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets and liabilities and 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. Actual results could differ materially from those estimates.

Adoption of New Accounting Standard

In February 2016, the FASB issued ASU 2016-02, “Leases,” which requires that lease assets and liabilities be recognized on the balance sheet and that key
information about leasing arrangements be disclosed. The guidance was effective for the Company beginning October 1, 2019 and did not have a material impact
on its consolidated financial position, results of operations or cash flows. As a result of the adoption of this standard on October 1, 2019, the Company recorded
right of use assets of $2.7 million and lease liabilities of $2.9 million. Lease right of use assets are included in other assets and lease liabilities are included in
accrued expenses and other liabilities in the consolidated balance sheet.

Pending Accounting Standards

In December 2019, the FASB issued ASU 2019-12 related to simplifying the accounting for income taxes. The guidance is effective for the Company
beginning October 1, 2021, although early adoption is permitted. The Company is currently evaluating the impact of this guidance, and it is not expected to have a
material impact on its consolidated financial position, results of operations and cash flows.
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Note 2—Segment Information

The Company manages its operations through its real estate segment. The Company's real estate segment is its core business and generates substantially all
of the Company’s revenues. The real estate segment primarily acquires land and develops infrastructure for single-family residential communities. The Company's
real estate segment generates its revenues principally from sales of residential single-family finished lots to local, regional and national homebuilders. The
Company has other business activities for which the related assets and results of operations are immaterial and therefore are included within the Company's real
estate segment.

Note 3—Real Estate

Real estate consists of:

 
December 31, 

2019  
September 30, 

2019
 (In millions)
Developed and under development projects $ 1,051.4  $ 1,011.8
Undeveloped land 15.4  17.1

 $ 1,066.8  $ 1,028.9

In the three months ended December 31, 2019, the Company invested $122.2 million for the acquisition of residential real estate and $114.0 million for the
development of residential real estate. At December 31, 2019 and September 30, 2019, undeveloped land primarily consists of undeveloped land which the
Company has the contractual right to sell to D.R. Horton within approximately one year of its purchase or, if D.R. Horton elects, at an earlier date, at a sales price
equal to the carrying value of the land at the time of sale plus additional consideration which ranges from 12% to 16% per annum.

Note 4—Revenues

Revenues consist of:

 Three Months Ended December 31,

 2019  2018
 (In millions)
Residential lot sales $ 217.1  $ 34.7
Residential tract sales 30.0  —
Commercial tract sales —  3.5
Other 0.1  0.3

 $ 247.2  $ 38.5
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Note 5—Capitalized Interest

The Company capitalizes interest costs to real estate throughout the development period (active real estate). Capitalized interest is charged to cost of sales as
the related real estate is sold to the buyer. During periods in which the Company’s active real estate is lower than its debt level, a portion of the interest incurred is
reflected as interest expense in the period incurred. During the first quarter of fiscal 2020 and fiscal year 2019, the Company’s active real estate exceeded its debt
level, and all interest incurred was capitalized to real estate.

The following table summarizes the Company’s interest costs incurred, capitalized and expensed during the three months ended December 31, 2019 and
2018.

 Three Months Ended December 31,

 2019  2018
 (In millions)
Capitalized interest, beginning of period $ 23.7  $ 3.2
Interest incurred 9.9  2.8
Interest charged to cost of sales (3.8)  (0.7)

Capitalized interest, end of period $ 29.8  $ 5.3

Note 6—Investment in Unconsolidated Ventures

At December 31, 2019, the Company had ownership interests in four ventures that it accounted for using the equity method. Combined summarized balance
sheet and income statement information for these unconsolidated ventures follows:

 
December 31, 

2019  
September 30, 

2019

 (In millions)
Assets:    

Cash and cash equivalents $ 1.4  $ 1.6
Real estate 10.1  13.6
Other assets 0.2  0.1

Total assets $ 11.7  $ 15.3

Liabilities and Equity:    
Accounts payable and other liabilities $ 0.3  $ 0.3
Equity 11.4  15.0

Total liabilities and equity $ 11.7  $ 15.3

    

Forestar's investment in unconsolidated ventures $ 5.9  $ 7.3

 Three Months Ended December 31,

 2019  2018
 (In millions)
Revenues $ 2.0  $ 1.8
Earnings $ 1.4  $ 1.4
Forestar's equity in earnings of unconsolidated ventures $ 0.5  $ 0.6
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Note 7—Other Assets, Accrued Expenses and Other Liabilities

The Company's other assets at December 31, 2019 and September 30, 2019 were as follows:

 
December 31, 

2019  
September 30, 

2019
 (In millions)
Receivables, net $ 1.1  $ 1.1
Lease right of use assets 2.7  —
Prepaid expenses 2.4  3.4
Land purchase contract deposits 5.0  5.1
Other assets 6.2  4.1

 $ 17.4  $ 13.7

The Company's accrued expenses and other liabilities at December 31, 2019 and September 30, 2019 were as follows:

 
December 31, 

2019  
September 30, 

2019
 (In millions)
Accrued employee compensation and benefits $ 4.9  $ 5.6
Accrued property taxes 1.8  2.1
Accrued interest 7.4  13.5
Contract liabilities 4.0  2.5
Deferred income 9.3  9.3
Accrued development costs 38.9  35.4
Other accrued expenses 10.6  8.4
Other liabilities 5.8  2.8

 $ 82.7  $ 79.6
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Note 8—Debt

The Company's notes payable at their principal amounts, net of unamortized discounts and debt issuance costs, consist of the following:

 
December 31, 

2019  
September 30, 

2019

 (In millions)
Unsecured:    

3.75% convertible senior notes due 2020 $ 118.0  $ 116.7
8.0% senior notes due 2024 344.1  343.8
Revolving credit facility —  —

 $ 462.1  $ 460.5

Bank Credit Facility

The Company has a $380 million senior unsecured revolving credit facility with an uncommitted accordion feature that could increase the size of the facility
to $570 million, subject to certain conditions and availability of additional bank commitments. The facility also provides for the issuance of letters of credit with a
sublimit equal to the greater of $100 million and 50% of the revolving credit commitment. Borrowings under the revolving credit facility are subject to a borrowing
base based on the book value of the Company's real estate assets and unrestricted cash. Letters of credit issued under the facility reduce the available borrowing
capacity. At December 31, 2019, there were no borrowings outstanding and $28.7 million of letters of credit issued under the revolving credit facility, resulting in
available capacity of $351.3 million. There were no borrowings or repayments under the facility during the three months ended December 31, 2019.

In October 2019, the revolving credit facility was amended to extend its maturity date to October 2, 2022. The maturity date may be extended by up to one
year on up to two additional occasions, subject to the approval of lenders holding a majority of the commitments.

The revolving credit facility includes customary affirmative and negative covenants, events of default and financial covenants. The financial covenants
require a minimum level of tangible net worth, a minimum level of liquidity, and a maximum allowable leverage ratio. These covenants are measured as defined in
the credit agreement governing the facility and are reported to the lenders quarterly. A failure to comply with these financial covenants could allow the lending
banks to terminate the availability of funds under the revolving credit facility or cause any outstanding borrowings to become due and payable prior to maturity.
At December 31, 2019, the Company was in compliance with all of the covenants, limitations and restrictions of its revolving credit facility.

3.75% Convertible Senior Notes due 2020

At December 31, 2019, the principal amount of the 3.75% convertible senior notes due March 2020 was $118.9 million and the unamortized debt discount
was $0.8 million. The effective interest rate on the liability component was 8.0% and the carrying amount of the equity component was $16.8 million. The
Company intends to settle the principal amount of these notes in cash, with any excess conversion value to be settled in shares of its common stock. At
December 31, 2019 and September 30, 2019, the Company had $0.1 million and $0.2 million in unamortized deferred financing fees that were deducted from the
carrying value of these notes.
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8.0% Senior Notes due 2024

In April 2019, the Company issued $350 million principal amount of 8.0% senior notes pursuant to Rule 144A and Regulation S under the Securities Act of
1933, as amended (the "Securities Act"). The notes mature April 15, 2024 with interest payable semi-annually and represent senior unsecured obligations that rank
equally in right of payment to all existing and future senior unsecured indebtedness. The notes may be redeemed prior to maturity, subject to certain limitations and
premiums defined in the indenture agreement. On or after April 15, 2021, the notes may be redeemed at 104% of their principal amount plus any accrued and
unpaid interest. The redemption price decreases annually on a ratable basis to par by April 15, 2023 in accordance with the indenture. The notes are guaranteed by
each of the Company's subsidiaries to the extent such subsidiaries guarantee the Company's revolving credit facility. At December 31, 2019 and September 30,
2019, the Company had $5.9 million and $6.2 million in unamortized deferred financing fees that were deducted from the carrying value of these notes. The annual
effective interest rate of the notes after giving effect to the amortization of financing costs is 8.5%.

The indenture governing the notes requires that, upon the occurrence of both a Change of Control and a Rating Decline (each as defined in the indenture), the
Company offer to purchase the notes at 101% of their principal amount. If the Company or its restricted subsidiaries dispose of assets, under certain circumstances,
the Company will be required to either invest the net cash proceeds from such asset sales in its business within a specified period of time, repay certain senior
secured debt or debt of its non-guarantor subsidiaries, or make an offer to purchase a principal amount of the notes equal to the excess net cash proceeds at a
purchase price of 100% of their principal amount. The indenture contains covenants that, among other things, restrict the ability of the Company and its restricted
subsidiaries to pay dividends or distributions, repurchase equity, prepay subordinated debt and make certain investments; incur additional debt or issue mandatorily
redeemable equity; incur liens on assets; merge or consolidate with another company or sell or otherwise dispose of all or substantially all of the Company’s assets;
enter into transactions with affiliates; and allow to exist certain restrictions on the ability of subsidiaries to pay dividends or make other payments.

At December 31, 2019, the Company was in compliance with all of the limitations and restrictions associated with its senior note obligations.
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Note 9—Fair Value Measurements

Fair value is the exchange price that would be received for an asset or paid to transfer a liability in an orderly transaction between market participants. In
arriving at a fair value measurement, the Company uses a fair value hierarchy based on three levels of inputs, of which the first two are considered observable and
the last unobservable. The three levels of inputs used to establish fair value are the following:

• Level 1 — Quoted prices in active markets for identical assets or liabilities;

• Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted prices
in markets that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the
assets or liabilities; and

• Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

The Company elected not to use the fair value option for cash and cash equivalents, restricted cash and debt.

For the financial assets and liabilities that the Company does not reflect at fair value, the following tables present both their respective carrying value and fair
value at December 31, 2019 and September 30, 2019.

   Fair Value at December 31, 2019

 Carrying Value  Level 1  Level 2  Level 3  Total
 (in millions)
Cash and cash equivalents (a) $ 373.3  $ 373.3  $ —  $ —  $ 373.3
Debt (b) 462.1  —  501.1  —  501.1

   Fair Value at September 30, 2019

 Carrying Value  Level 1  Level 2  Level 3  Total

 (in millions)
Cash and cash equivalents (a) $ 382.8  $ 382.8  $ —  $ —  $ 382.8
Debt (b) 460.5  —  497.3  —  497.3
 _____________________

(a)The fair values of cash and cash equivalents approximate their carrying values due to their short-term nature and are classified as Level 1 within the fair value
hierarchy.

(b)At December 31, 2019 and September 30, 2019, debt consisted of the Company's senior and convertible senior notes. The fair value of the senior notes is
determined based on quoted prices, which is classified as Level 2 within the fair value hierarchy.

Non-financial assets measured at fair value on a non-recurring basis principally include real estate assets which the Company reviews for indicators of
potential impairment and performs impairment evaluations when necessary. Real estate impairment charges are included in cost of sales in the Company's
consolidated statements of operations.
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Note 10—Earnings per Share

The computations of basic and diluted earnings per share are as follows:

 Three Months Ended December 31,

 2019  2018
 (In millions, except share data)
Numerator:    

Net income attributable to Forestar Group Inc. $ 16.9  $ 3.3

Denominator:    
Weighted average common shares outstanding — basic 48,011,132  41,952,493
Dilutive effect of share based compensation 55,286  6,206

Total weighted average shares outstanding — diluted 48,066,418  41,958,699

Anti-dilutive awards excluded from diluted weighted average shares —  —
    
Basic net income per common share attributable to Forestar Group Inc. $ 0.35  $ 0.08

Diluted net income per common share attributable to Forestar Group Inc. $ 0.35  $ 0.08

The Company intends to settle the principal amount of its convertible senior notes in cash with any excess conversion value to be settled in shares of its
common stock. Therefore, only the amount in excess of the par value of the notes will be included in the calculation of diluted net income per share using the
treasury stock method. As such, the notes have no impact on diluted net income per share until the price of the Company's common stock exceeds the conversion
price of the notes of $51.42. The price of the Company's common stock did not exceed the conversion price in any of the periods presented.

Note 11—Income Taxes

The Company’s income tax expense for the three months ended December 31, 2019 and 2018 was $5.4 million and $1.0 million, respectively. The
Company's effective tax rate was 24% for the three months ended December 31, 2019 compared to 21% in the prior year period. The Company's effective tax rate
for both periods includes an expense for state income taxes and nondeductible expenses, and the tax rate in the prior year period included a tax benefit related to
noncontrolling interests.

At December 31, 2019 and September 30, 2019, deferred tax assets, net of deferred tax liabilities, were $15.1 million and $20.7 million, offset by a valuation
allowance of $3.3 million at both dates for the portion of the deferred tax assets that the Company has determined is more likely than not to be unrealizable. The
valuation allowance was recorded because it is more likely than not that a portion of the Company's state deferred tax assets, primarily net operating loss (NOL)
carryforwards, will not be realized because the Company is no longer operating in some states or the NOL carryforward periods are too brief to realize the related
deferred tax asset. The Company will continue to evaluate both the positive and negative evidence in determining the need for a valuation allowance on its deferred
tax assets. Any reversal of the valuation allowance in future periods will impact the effective tax rate.

The Company's unrecognized tax benefits totaled $1.3 million at December 31, 2019, all of which would affect its effective tax rate, if recognized.
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Note 12 — Stockholders' Equity

The Company has an effective shelf registration statement filed with the Securities and Exchange Commission (SEC) in September 2018 registering $500
million of equity securities.

In September 2019, the Company issued 6.0 million shares of its common stock for $17.50 per share in a public underwritten offering. Following the
offering, $394.3 million remains available for issuance under the shelf registration statement.

Note 13—Commitments and Contingencies

Contractual Obligations and Off-Balance Sheet Arrangements

In support of the Company's residential lot development business, it issues letters of credit under the revolving credit facility and has a surety bond program
that provides financial assurance to beneficiaries related to the execution and performance of certain development obligations. At December 31, 2019, the
Company had outstanding letters of credit of $28.7 million under the revolving credit facility and surety bonds of $170.4 million, issued by third parties to secure
performance under various contracts. The Company expects that its performance obligations secured by these letters of credit and bonds will generally be
completed in the ordinary course of business and in accordance with the applicable contractual terms. When the Company completes its performance obligations,
the related letters of credit and bonds are generally released shortly thereafter, leaving the Company with no continuing obligations. The Company has no material
third-party guarantees.

Litigation

The Company is involved in various legal proceedings that arise from time to time in the ordinary course of business and believes that adequate reserves have
been established for any probable losses. The Company does not believe that the outcome of any of these proceedings will have a significant adverse effect on its
financial position, long-term results of operations or cash flows. It is possible, however, that charges related to these matters could be significant to the Company's
results or cash flows in any one accounting period.
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Note 14—Related Party Transactions

In October 2017, the Company entered into a Shared Services Agreement with D.R. Horton whereby D.R. Horton provides the Company with certain
administrative, compliance, operational and procurement services. During the three months ended December 31, 2019 and 2018, the Company paid D.R. Horton
$1.3 million and $0.5 million for these shared services and $0.6 million and $0.3 million for the cost of health insurance and other employee benefits. These
expenses are included in selling, general and administrative expense in the consolidated statements of operations.

Under the terms of the Master Supply Agreement with D.R. Horton, both companies identify land development opportunities to expand Forestar's portfolio
of assets. At December 31, 2019 and September 30, 2019, the Company owned or controlled through option purchase contracts approximately 44,500 and 38,300
residential lots, of which D.R. Horton had the following involvement.

 
December 31, 

2019  
September 30, 

2019
 (Dollars in millions)
Residential lots under contract to sell to D.R. Horton 12,700  12,800
Residential lots subject to right of first offer with D.R. Horton 12,900  10,600
Earnest money deposits from D.R. Horton for lots under contract $ 87.5  $ 88.7
Remaining purchase price of lots under contract with D.R. Horton $ 918.6  $ 953.8

In the three months ended December 31, 2019 and 2018, the Company's residential lot sales totaled 2,422 and 518, and lot sales revenues were $217.1
million and $34.7 million. Lot and land sales to D.R. Horton during those periods were as follows.

 Three Months Ended December 31,

 2019  2018
 (Dollars in millions)
Residential single-family lots sold to D.R. Horton 2,390  455
Residential lot sales revenues from sales to D.R. Horton $ 215.6  $ 32.6
Residential tract acres sold to D.R. Horton 36  —
Residential tract sales revenues from sales to D.R. Horton $ 7.2  $ —

In addition, the increase in contract liabilities decreased revenues on lot sales to D.R. Horton by $1.5 million in the three months ended December 31, 2019
and decreased revenues by $3.6 million in the three months ended December 31, 2018.

During the three months ended December 31, 2019 and 2018, the Company reimbursed D.R. Horton approximately $10.7 million and $12.1 million for
previously paid earnest money and $5.2 million and $3.0 million for pre-acquisition and other due diligence and development costs related to land purchase
contracts whereby D.R. Horton assigned its rights under these land purchase contracts to the Company.

During the three months ended December 31, 2019 and 2018, the Company paid D.R. Horton $1.5 million and $0.5 million for land development services.
These amounts are included in cost of sales in the Company’s consolidated statements of operations.

At December 31, 2019 and September 30, 2019, undeveloped land was $15.4 million and $17.1 million. Undeveloped land primarily consists of undeveloped
land which the Company has the contractual right to sell to D.R. Horton within approximately one year of its purchase or, if D.R. Horton elects, at an earlier date,
at a sales price equal to the carrying value of the land at the time of sale plus additional consideration which ranges from 12% to 16% per annum.

At December 31, 2019 and September 30, 2019, accrued expenses and other liabilities on the Company's consolidated balance sheets included $2.8 million
and $2.2 million owed to D.R. Horton for any accrued and unpaid shared service charges, land purchase contract deposits and due diligence and other development
cost reimbursements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our consolidated financial
statements and related notes included in this quarterly report and with our annual report on Form 10-K for the fiscal year ended September 30, 2019. Some of the
information contained in this discussion and analysis constitutes forward-looking statements that involve risks and uncertainties. Actual results could differ
materially from those discussed in these forward-looking statements. Factors that could cause or contribute to these differences include, but are not limited to,
those described in the “Forward-Looking Statements” section following this discussion.

Our Operations

We are a residential lot development company with operations in 51 markets in 20 states as of December 31, 2019. In October 2017, we became a majority-
owned subsidiary of D.R. Horton, Inc. Our alignment with and support from D.R. Horton provides us an opportunity to grow our business into a national, well-
capitalized residential lot developer selling lots to D.R. Horton and other homebuilders. As our controlling shareholder, D.R. Horton has significant influence in
guiding our strategic direction and operations. Our strategy is focused on making investments in land acquisition and development to expand our residential lot
development business across a geographically diversified national platform. We are primarily investing in short duration, phased development projects that
generate returns similar to production-oriented homebuilders. This strategy is a unique, lower-risk business model that we expect will produce more consistent
returns than other public and private land developers. We also make short term investments in finished lots (lot banking) and undeveloped land with the intent to
sell these assets within a short time period, primarily to D.R. Horton, utilizing available capital prior to its deployment into longer term lot development projects.

Business Segment

We manage our operations through our real estate segment. Our real estate segment is our core business and generates substantially all of our revenues. The
real estate segment primarily acquires land and develops infrastructure for single-family residential communities. Our real estate segment generates its revenues
principally from sales of residential single-family finished lots to local, regional and national homebuilders. We have other business activities for which the related
assets and results of operations are immaterial and therefore are included in our real estate segment.
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Results of Operations

The following tables and related discussion set forth key operating and financial data as of and for the three months ended December 31, 2019 and 2018.

Operating Results

Components of pre-tax income were as follows:

 Three Months Ended December 31,

 2019  2018

 (In millions)
Revenues $ 247.2  $ 38.5
Cost of sales 216.6  30.7
Selling, general and administrative expense 10.5  5.7
Equity in earnings of unconsolidated ventures (0.5)  (0.6)
Loss (gain) on sale of assets 0.1  (0.9)
Interest and other income (1.7)  (1.3)

Income before income taxes $ 22.2  $ 4.9

Lot Sales

Residential lots sold consist of:

 Three Months Ended December 31,

 2019  2018

Development projects 1,406  462
Lot banking projects 1,016  56

 2,422  518

    

Average sales price per lot (a) $ 90,300  $ 74,000
 _____________________

(a) Excludes any impact from change in contract liabilities.

Revenues

Revenues consist of:

 Three Months Ended December 31,

 2019  2018
 (In millions)
Residential lot sales:    

Development projects $ 117.7  $ 36.1
Lot banking projects 100.9  2.2
Change in contract liabilities (1.5)  (3.6)

 217.1  34.7
Residential tract sales 30.0  —
Commercial tract sales —  3.5
Other 0.1  0.3

 $ 247.2  $ 38.5
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Residential lots sold and residential lot sales revenues have increased as we have grown our business primarily through our strategic relationship with D.R.
Horton. In the three months ended December 31, 2019, we sold 2,390 residential lots to D.R. Horton for $215.6 million, compared to 455 residential lots sold to
D.R. Horton for $32.6 million in the prior year period. At December 31, 2019, our lot position consisted of 44,500 residential lots, of which approximately 32,200
were owned and 12,300 were controlled through option purchase contracts. Of our total owned and controlled residential lots, approximately 12,700 are under
contract to sell to D.R. Horton. Additionally, D.R. Horton has the right of first offer on approximately 12,900 of these lots based on executed purchase and sale
agreements. At December 31, 2019, lots owned included approximately 4,100 that are fully developed, of which approximately 1,900 are related to lot banking. At
December 31, 2019, we had approximately 200 lots under contract to sell to builders other than D.R. Horton.

Residential tract sales in the three months ended December 31, 2019 consists of approximately 580 residential tract acres sold to third parties for $22.8
million and approximately 36 residential tract acres to D.R. Horton for $7.2 million.

In the three months ended December 31, 2018 we sold approximately 20 commercial tract acres to third parties for $3.5 million.

Cost of sales in the three months ended December 31, 2019 increased as compared to the prior year period primarily due to the increases in the number of
lots sold. Cost of sales related to residential tract sales in the three months ended December 31, 2019 was $21.5 million.

Selling, General and Administrative (SG&A) Expense and Other Income Statement Items

SG&A expense in the three months ended December 31, 2019 was $10.5 million compared to $5.7 million in the prior year period. Our SG&A expenses
primarily consist of employee compensation and related costs. Our business operations employed 88 and 45 employees at December 31, 2019 and 2018,
respectively.

Interest and other income principally represents interest earned on our cash deposits.

Income Taxes

Our income tax expense for the three months ended December 31, 2019 and 2018 was $5.4 million and $1.0 million, respectively. Our effective tax rate was
24% for the three months ended December 31, 2019 compared to 21% in the prior year period. Our effective tax rate for both periods includes an expense for state
income taxes and nondeductible expenses, and our tax rate in the prior year period included a tax benefit related to noncontrolling interests.

At December 31, 2019 and September 30, 2019, deferred tax assets, net of deferred tax liabilities, were $15.1 million and $20.7 million, offset by a valuation
allowance of $3.3 million at both dates for the portion of the deferred tax assets that we have determined is more likely than not to be unrealizable. The valuation
allowance was recorded because it is more likely than not that a portion of our state deferred tax assets, primarily net operating loss (NOL) carryforwards, will not
be realized because we are no longer operating in some states or the NOL carryforward periods are too brief to realize the related deferred tax asset. We will
continue to evaluate both the positive and negative evidence in determining the need for a valuation allowance on our deferred tax assets. Any reversal of the
valuation allowance in future periods will impact our effective tax rate.

Our unrecognized tax benefits totaled $1.3 million at December 31, 2019, all of which would affect our effective tax rate, if recognized.
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Liquidity and Capital Resources

Our strategic relationship with D.R. Horton has provided us with an opportunity for substantial growth. Since our merger with D.R. Horton, we have funded
our growth with available cash, borrowings under our revolving credit facility and the issuance of senior unsecured notes and common stock. At December 31,
2019, our ratio of debt to total capital (debt divided by stockholders’ equity plus debt) was 35.9% compared to 36.3% at September 30, 2019 and 14.3% at
December 31, 2018. At December 31, 2019, our ratio of net debt to total capital (debt net of unrestricted cash divided by stockholders’ equity plus debt net of
unrestricted cash) was 9.7% compared to 8.8% at September 30, 2019. Over the long term, we intend to maintain our ratio of net debt to total capital at or below
40%. We believe that the ratio of net debt to total capital is useful in understanding the leverage employed in our operations.

We believe that our existing cash resources and revolving credit facility will provide sufficient liquidity to fund our near-term working capital needs and debt
obligations, including the maturity of $118.9 million principal amount of convertible senior notes in March 2020. Our ability to achieve our long-term growth
objectives will depend on our ability to obtain financing in sufficient amounts. We regularly evaluate alternatives for managing our capital structure and liquidity
profile in consideration of expected cash flows, growth and operating capital requirements and capital market conditions. As market conditions permit, we may, at
any time, be considering or preparing for the purchase or sale of our common stock, debt securities, convertible securities or a combination thereof.

Bank Credit Facility

We have a $380 million senior unsecured revolving credit facility with an uncommitted accordion feature that could increase the size of the facility to $570
million, subject to certain conditions and availability of additional bank commitments. The facility also provides for the issuance of letters of credit with a sublimit
equal to the greater of $100 million and 50% of the revolving credit commitment. Borrowings under the revolving credit facility are subject to a borrowing base
based on the book value of our real estate assets and unrestricted cash. Letters of credit issued under the facility reduce the available borrowing capacity. At
December 31, 2019, there were no borrowings outstanding and $28.7 million of letters of credit issued under the revolving credit facility, resulting in available
capacity of $351.3 million. There were no borrowings or repayments under the facility during the three months ended December 31, 2019.

In October 2019, the revolving credit facility was amended to extend its maturity date to October 2, 2022. The maturity date may be extended by up to one
year on up to two additional occasions, subject to the approval of lenders holding a majority of the commitments.

The revolving credit facility includes customary affirmative and negative covenants, events of default and financial covenants. The financial covenants
require a minimum level of tangible net worth, a minimum level of liquidity, and a maximum allowable leverage ratio. These covenants are measured as defined in
the credit agreement governing the facility and are reported to the lenders quarterly. A failure to comply with these financial covenants could allow the lending
banks to terminate the availability of funds under the revolving credit facility or cause any outstanding borrowings to become due and payable prior to maturity.
At December 31, 2019, we were in compliance with all of the covenants, limitations and restrictions of our revolving credit facility.

3.75% Convertible Senior Notes due 2020

At December 31, 2019, the principal amount of the 3.75% convertible senior notes due March 2020 was $118.9 million and the unamortized debt discount
was $0.8 million. The effective interest rate on the liability component was 8.0% and the carrying amount of the equity component was $16.8 million. We intend to
settle the principal amount of these notes in cash, with any excess conversion value to be settled in shares of our common stock. At December 31, 2019 and
September 30, 2019, we had $0.1 million and $0.2 million in unamortized deferred financing fees that were deducted from the carrying value of these notes.
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8.0% Senior Notes due 2024

In April 2019, we issued $350 million principal amount of 8.0% senior notes pursuant to Rule 144A and Regulation S under the Securities Act. The notes
mature April 15, 2024 with interest payable semi-annually and represent senior unsecured obligations that rank equally in right of payment to all existing and
future senior unsecured indebtedness. The notes may be redeemed prior to maturity, subject to certain limitations and premiums defined in the indenture
agreement. On or after April 15, 2021, the notes may be redeemed at 104% of their principal amount plus any accrued and unpaid interest. The redemption price
decreases annually on a ratable basis to par by April 15, 2023 in accordance with the indenture. The notes are guaranteed by each of our subsidiaries to the extent
such subsidiaries guarantee our revolving credit facility. At December 31, 2019 and September 30, 2019, we had $5.9 million and $6.2 million in unamortized
deferred financing fees that were deducted from the carrying value of these notes. The annual effective interest rate of the notes after giving effect to the
amortization of financing costs is 8.5%.

The indenture governing the notes requires that, upon the occurrence of both a Change of Control and a Rating Decline (each as defined in the indenture), we
offer to purchase the notes at 101% of their principal amount. If we or our restricted subsidiaries dispose of assets, under certain circumstances, we will be required
to either invest the net cash proceeds from such asset sales in our business within a specified period of time, repay certain senior secured debt or debt of our non-
guarantor subsidiaries, or make an offer to purchase a principal amount of the notes equal to the excess net cash proceeds at a purchase price of 100% of their
principal amount. The indenture contains covenants that, among other things, restrict the ability of us and our restricted subsidiaries to pay dividends or
distributions, repurchase equity, prepay subordinated debt and make certain investments; incur additional debt or issue mandatorily redeemable equity; incur liens
on assets; merge or consolidate with another company or sell or otherwise dispose of all or substantially all of our assets; enter into transactions with affiliates; and
allow to exist certain restrictions on the ability of subsidiaries to pay dividends or make other payments.

At December 31, 2019, we were in compliance with all of the limitations and restrictions associated with our senior note obligations.

Issuance of Common Stock

In September 2018, we filed a shelf registration statement with the SEC registering $500 million of equity securities. In September 2019, we issued 6.0
million shares of our common stock for $17.50 per share in a public underwritten offering. Net proceeds from this offering after deducting underwriting discounts
and commissions and other expenses were $100.7 million. Following the offering, $394.3 million remains available for issuance under the shelf registration
statement.

Contractual Obligations and Off-Balance Sheet Arrangements

In support of our residential lot development business, we issue letters of credit under our revolving credit facility and we have a surety bond program that
provides financial assurance to beneficiaries related to the execution and performance of certain development obligations. At December 31, 2019, we had
outstanding letters of credit of $28.7 million under the revolving credit facility and surety bonds of $170.4 million, issued by third parties to secure performance
under various contracts. We expect that our performance obligations secured by these letters of credit and bonds will generally be completed in the ordinary course
of business and in accordance with the applicable contractual terms. When we complete our performance obligations, the related letters of credit and bonds are
generally released shortly thereafter, leaving us with no continuing obligations. We have no material third-party guarantees.
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Operating Cash Flow Activities

In the three months ended December 31, 2019, net cash used in operating activities was $11.6 million compared to $164.1 million in the three months ended
December 31, 2018. The decrease in net cash used in operating activities was principally due to higher lot sales volume and net income in the current year, and a
smaller increase in real estate assets in the current year.

Investing Cash Flow Activities

In the three months ended December 31, 2019, net cash provided by investing activities was $3.1 million compared to no net cash flows from investing
activities in the three months ended December 31, 2018.

Financing Cash Flow Activities

In the three months ended December 31, 2019, net cash used in financing activities was $1.0 million compared to $0.6 million in the three months ended
December 31, 2018.

Critical Accounting Policies and Estimates

There have been no significant changes in our critical accounting policies or estimates from those disclosed in our 2019 Annual Report on Form 10-K.

New and Pending Accounting Pronouncements

Please read Note 1—Basis of Presentation to the consolidated financial statements included in this Quarterly Report on Form 10-Q.
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Forward-Looking Statements

This Quarterly Report on Form 10-Q and other materials we have filed or may file with the Securities and Exchange Commission contain “forward-looking
statements” within the meaning of the federal securities laws. These forward-looking statements are identified by their use of terms and phrases such as “believe,”
“anticipate,” “could,” “estimate,” “likely,” “intend,” “may,” “plan,” “expect,” and similar expressions, including references to assumptions. These statements
reflect our current views with respect to future events and are subject to risks and uncertainties. We note that a variety of factors and uncertainties could cause our
actual results to differ significantly from the results discussed in the forward-looking statements. Factors and uncertainties that might cause such differences
include, but are not limited to:

• the effect of D.R. Horton's controlling level of ownership on us and the holders of our securities;

• our ability to realize the potential benefits of the strategic relationship with D.R. Horton;

• the effect of our strategic relationship with D.R. Horton on our ability to maintain relationships with our vendors and customers;

• demand for new housing, which can be affected by a number of factors including the availability of mortgage credit, job growth and fluctuations in
interest rates;

• competitive actions by other companies;

• accuracy of estimates and other assumptions related to investment in and development of real estate, the expected timing and pricing of land and lot
sales and related cost of real estate sales;

• our ability to comply with our debt covenants, restrictions and limitations;

• our ability to hire and retain key personnel;

• changes in governmental policies, laws or regulations and actions or restrictions of regulatory agencies;

• general economic, market or business conditions where our real estate activities are concentrated;

• our ability to achieve our strategic initiatives;

• our ability to obtain future entitlement and development approvals;

• our ability to obtain or the availability of surety bonds to secure our performance related to construction and development activities and the pricing of
bonds;

• obtaining reimbursements and other payments from governmental districts and other agencies and timing of such payments;

• the levels of resale housing inventory in our projects and the regions in which they are located;

• fluctuations in costs and expenses, including impacts from shortages in materials or labor;

• the opportunities (or lack thereof) that may be presented to us and that we may pursue;

• the strength of our information technology systems and the risk of cybersecurity breaches; and

• the conditions of the capital markets and our ability to raise capital to fund expected growth.

Other factors, including the risk factors described in Item 1A of our 2019 Annual Report on Form 10-K, may also cause actual results to differ materially
from those projected by our forward-looking statements. New factors emerge from time to time and it is not possible for us to predict all such factors, nor can we
assess the impact of any such factor on our business or the extent to which any factor, or combination of factors, may cause results to differ materially from those
contained in any forward-looking statement.

Any forward-looking statement speaks only as of the date on which such statement is made, and, except as required by law, we expressly disclaim any
obligation or undertaking to disseminate any updates or revisions to any forward-looking statement to reflect events or circumstances after the date on which such
statement is made or to reflect the occurrence of unanticipated events.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Interest Rate Risk

We are subject to interest rate risk on our senior debt and revolving credit facility. We monitor our exposure to changes in interest rates and utilize both fixed
and variable rate debt. For fixed rate debt, changes in interest rates generally affect the fair value of the debt instrument, but not our earnings or cash flows.
Conversely, for variable rate debt, changes in interest rates generally do not impact the fair value of the debt instrument, but may affect our future earnings and
cash flows. Except in very limited circumstances, we do not have an obligation to prepay fixed-rate debt prior to maturity and, as a result, interest rate risk and
changes in fair value would not have a significant impact on our cash flows related to our fixed-rate debt until such time as we are required to refinance, repurchase
or repay such debt.

Our fixed rate debt consists of $118.9 million principal amount of 3.75% convertible senior notes due March 2020 and $350 million principal amount of
8.0% senior notes due April 2024. Our variable rate debt consists of a $380 million senior unsecured revolving credit facility. At December 31, 2019, we had no
borrowings outstanding under the revolving credit facility. 

Foreign Currency Risk

We have no exposure to foreign currency fluctuations.

Commodity Price Risk

We have no significant exposure to commodity price fluctuations.

Item 4. Controls and Procedures

(a) Disclosure controls and procedures

Our management, with the participation of the Chief Executive Officer and principal financial officer, has evaluated the effectiveness of our disclosure
controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act)), as
of the end of the period covered by this report. Based on such evaluation, our Chief Executive Officer and principal financial officer have concluded that, as of the
end of such period, our disclosure controls and procedures were effective in recording, processing, summarizing and reporting, on a timely basis, information
required to be disclosed by us in the reports that we file or submit under the Exchange Act and were effective in ensuring that information required to be disclosed
by us in the reports that we file or submit under the Exchange Act is accumulated and communicated to our management, including our Chief Executive Officer
and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.

(b) Changes in internal control over financial reporting

There have been no changes in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange
Act) during the quarter ended December 31, 2019 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings

We are involved in various legal proceedings that arise from time to time in the ordinary course of our business. We believe we have established adequate
reserves for any probable losses and that the outcome of any of the proceedings should not have a material adverse effect on our financial position or long-term
results of operations or cash flows. It is possible, however, that charges related to these matters could be significant to our results of operations or cash flow in any
single accounting period.

Item 6. Exhibits

Exhibit  Description
   
10.1

 

Amendment No. 1 to Credit Agreement, dated October 2, 2019 by and among Forestar Group Inc., JPMorgan Chase Bank, N.A., as
administrative agent, and the Lenders named therein (incorporated by reference to Exhibit 10.1 of the Company’s Current Report on Form 8-K
filed with the Commission on October 3, 2019).

10.2†*  Separation and Release Agreement, dated as of December 6, 2019, by and between Forestar Group Inc. and Charles D. Jehl.
31.1*

 
Certification of Chief Executive Officer pursuant to Exchange Act rule 13a-14(a), as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

31.2*
 

Certification of Principal Financial Officer pursuant to Exchange Act rule 13a-14(a), as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

32.1*
 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

32.2*
 

Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

101.1**

 

The following materials from Forestar’s Quarterly Report on Form 10-Q for the quarter ended December 31, 2019, formatted in XBRL
(Extensible Business Reporting Language): (i) Consolidated Balance Sheets, (ii) Consolidated Statements of Operations, (iii) Consolidated
Statements of Total Equity, (iv) Consolidated Statements of Cash Flows, and (v) Notes to Consolidated Financial Statements.

* Filed or furnished herewith.
** Submitted electronically herewith.
† Management contract or compensatory plan or arrangement.
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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.
 

 FORESTAR GROUP INC.
   

Date: January 28, 2020 By: /s/ Bill W. Wheat
  Bill W. Wheat
  Principal Financial Officer
   

Date: January 28, 2020 By: /s/ Aron M. Odom
  Aron M. Odom
  Principal Accounting Officer
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Exhibit 10.2

SEPARATION & RELEASE AGREEMENT

This  SEPARATION  &  RELEASE  AGREEMENT  (this  “Release”)  is  entered  into  on  December  6,  2019,  by  and  between  Forestar  Group  Inc.  (the
“Company”) and Charles D. Jehl (“Employee”) (each of the foregoing individually a “Party” and collectively the “Parties”).

WHEREAS,  the  Parties  are  parties  to  that  certain  Change  in  Control/Severance  Agreement  dated  as  of  July  15,  2007,  as  thereafter  amended  by  that
certain First Amendment dated December 31, 2017 (the “Severance Agreement”; capitalized terms not otherwise defined herein shall have the meanings assigned
to them in the Severance Agreement); and

WHEREAS,  Employee  and  the  Company  wish  to  resolve  all  matters  related  to  the  Employee’s  employment  with  the  Company  and  his  resignation
thereof, on the terms and conditions expressed in this Release; and

WHEREAS, this Release was first tendered to Employee on November 17, 2019.

NOW THEREFORE, in consideration of the mutual promises contained herein, the Parties, intending to be legally bound, agree as follows:

1. Resolution  of  Disputes.  The  Parties  have  entered  into  this  Release  as  a  way  of  severing  the  employment  relationship  between  them  and
amicably settling any and all potential disputes (the “Disputes”) concerning Employee’s service with the Company or the cessation thereof. The Parties desire to
resolve  the  above  referenced  Disputes  and  all  issues  raised  by  the  Disputes,  without  the  further  expenditure  of  time  or  the  expense  of  contested  litigation.
Additionally, the Parties desire to resolve any known or unknown claims as more fully set forth below. For these reasons, they have entered into this Release.

2. Separation.  Employee  and  the  Company  agree  that  Employee’s  employment  with  the  Company  and  its  affiliates  ceased  by  Employee’s
voluntary resignation and Employee resigned all his positions with the Company and its affiliates, including any officerships and directorships he may have held
with the Company or any of its affiliates, effective as of 11:59 pm local time on November 5, 2019 (the “Separation Date”).

3. Payments; Benefits.

(a) Accrued Rights. Employee shall be entitled to payment of all amounts due under Sections 5.2 and 5.3 of the Severance Agreement as
set forth therein.

(b) Separation  Benefits.  In  accordance  with  the  Severance  Agreement  and  conditioned  upon  Employee’s  execution,  delivery  and
nonrevocation of this Release (including the Employee General Release (as defined below) that forms a material part of this Release) on or prior to December 9,
2019 (which is at least 21 days after this Release was first provided to Employee), the Company shall provide Employee with the payments and benefits described
in Section 6.1 of the Severance Agreement. Such payments shall be made in accordance with the terms of Sections 6.3 and 6.5 of the Severance Agreement (or
Section 9.2 thereof should Employee die while any amount remains payable to him hereunder) For the avoidance of doubt, all payments to be paid by Company to
Employee as set forth in this Release shall, if Employee dies while any payments hereunder remain payable, be paid to the executors, personal representatives or
administrators of the Employee’s estate in accordance with the terms of this Release. after this Release becomes effective and irrevocable in accordance with its
terms. Notwithstanding the foregoing or anything to the contrary contained in the Severance Agreement, the parties acknowledge and agree that (1) Employee has
been provided with a copy of the 280G calculations prepared by Hunton Andrews Kurth LLP dated November 15, 2019, and as updated as of December 2, 2019
and  December  3,  2019  (the  “280G  Calculations”)  in  connection  with  his  resignation  and  agrees  the  280G  Calculations  are  sufficient  for  purposes  of  all
determinations under Section 6.2 of the Severance Agreement, (2) the aggregate cash amount payable to him pursuant to Sections 6.1(A), 6.1(E) and 6.1(F) of the
Severance Agreement totals $1,714,835, which amount shall be subject to the six-month delay described in Section 6.3 of the Severance Agreement, as required by
Section 409A(a)(2)(B)(i) of the Internal Revenue Code of 1986, as amended (the “Code”), (3) Employee is not entitled to any amounts pursuant to Section 6.1(D)
of the Severance Agreement or any perquisites pursuant to Section 6.1(H) of the Severance Agreement, and (4) in full satisfaction of the Company’s obligations
under Section 6.1(B) of the Severance Agreement, the Company shall provide the payments and benefits described in footnote 10 to the 280G Calculations. For the
avoidance of doubt, the payments and benefits described herein (and in the 280G Calculations) shall  fully discharge all  liabilities of the Company to Employee
under  the  Severance  Agreement  other  than  any  amounts  which  may  be  payable  or  become  payable  under  Section  6.4  thereof  and  specifically  regarding  the
payment of attorneys’ fees pursuant to Section 6.4 of the Severance Agreement, the Company agrees that amounts of $27,305 from Enoch Kever PLLC and $3,135
from Cook Brooks Johnson PLLC were incurred in good faith and are otherwise payable by the Company pursuant to Section 6.4 of the Severance Agreement.



(c) Withholding Deductions. All payments made by the Company to Employee hereunder shall be subject to and made in accordance
with all applicable tax withholding and other deductions.

4. Additional  Consideration.  In  further  consideration  of  Employee’s  execution,  delivery  and  nonrevocation  of  this  Release  (including  the
Employee General Release (as defined below) that forms a material part of this Release) on or prior to December 9, 2019 and Employee’s compliance with his
obligations  hereunder  (including  under  Section  7  hereof),  the  Company  shall  pay  Employee  an  additional  $125,000  payment,  to  which  he  agrees  he  is  not
otherwise entitled (the “Supplemental Payment”). Subject to Employee’s execution, delivery and nonrevocation of this Release on or prior to December 9, 2019,
the Supplemental Payment shall be made by the Company to Employee in a single, cash lump sum by no later than December 31, 2019.

5. No  Other  Benefits.  Except  as  provided  in  this  Release  and  the  Severance  Agreement,  Employee  shall  not  be  entitled  to  receive  any  other
payment, benefit or other form of compensation from the Company in connection with his employment with the Company or the termination thereof.

6. No Representations as to Taxation. The Company makes no representations regarding the taxability or legal effect of the payments described
in this  Release  or  the  Severance  Agreement,  and Employee is  not  relying on any statement  or  representation  of  the  Company in  this  regard.  Employee will  be
solely responsible for the payment of any taxes and penalties assessed on the payments made hereunder or thereunder.

7. Non-Disparagement. The Parties shall not, at any time on or after the date hereof make any statements that disparage the other party (including
any parent, subsidiary or affiliate of the Company) in any way that adversely affects the goodwill, reputation or business relationships of the other Party (including
any such parent,  subsidiary or affiliate of the Company) with the public generally or, with respect to the Company and any parent, subsidiary or affiliate of the
Company, with their respective customers, vendors or employees.

8. Employee Release.

(a) In  consideration  of  the  payments  (less  all  applicable  withholdings)  set  forth  in  Section  3(b)  above  and  subject  to  the  Company’s
execution  and  delivery  of  this  Release  in  the  space  provided  below  (the  “Employee  Consideration”),  Employee,  on  behalf  of  himself  and  his  agents,  heirs,
executors, successors and assigns (collectively, the “Employee Parties”), knowingly and voluntarily releases, remises, and forever discharges the Company and its
parents, subsidiaries or affiliates, together with each of their current and former principals, officers, directors, partners, shareholders, agents, representatives and
employees, and each of their respective affiliates, and each of the above listed person’s heirs, executors, successors and assigns whether or not acting in his or her
representative, individual or any other capacity (collectively, the “Company Releasees”), to the fullest extent permitted by law, from any and all debts, demands,
actions, causes of actions, accounts, covenants, contracts, agreement, claims, damages, costs, expenses, omissions, promises, and any and all claims and liabilities
whatsoever, of every name and nature, known or unknown, suspected or unsuspected, both in law and equity (“Claims”), which Employee ever had, now has, or
may  hereafter  claim  to  have  against  the  Company  Releasees  by  reason  of  Employee’s  employment  with  the  Company  or  any  other  Company  Releasee,  the
termination  thereof,  or  any  other  matter,  cause  or  thing  whatsoever  relating  thereto  arising  from  the  beginning  of  time  to  the  time  he  signs  this  Release  (the
“Employee General Release”).  The  Employee  General  Release  shall  apply  to  any  Claim of  any  type,  including,  without  limitation,  any  Claims  with  respect  to
Employee’s entitlement to any wages, bonuses, benefits, payments, or other forms of compensation; any claims of wrongful discharge, breach of contract, breach
of the covenant of good faith and fair dealing, violation of public policy, defamation, personal injury, or emotional distress; any Claims of any type that Employee
may have arising under the common law; any Claims under Title VII of the Civil  Rights Act of 1964, the Civil  Rights Act of 1991, the Age Discrimination in
Employment  Act  of  1967,  the  Older  Workers  Benefit  Protection  Act,  the  Americans  With  Disabilities  Act,  the  Family  and  Medical  Leave  Act,  the  Employee
Retirement Income Security Act, the Fair Labor Standards Act, the federal Workers’ Adjustment and Retraining Notification Act, the Sarbanes-Oxley Act, each as
amended; and any other federal, state or local statutes, regulations, ordinances or common law, or under any policy, release, contract, understanding or promise,
written or oral,  formal or informal,  between any of the Company Releasees and Employee,  and shall  further apply,  without limitation,  to any and all  Claims in
connection  with,  related  to  or  arising  out  of  Employee’s  employment  relationship,  or  the  termination  of  his  employment,  with  the  Company  or  any  Company
Releasee.

(b) Employee intends that the Employee General Release extend to any and all Claims of any kind or character related to the Company
or any Company Releasee, and Employee, on behalf of himself, his agents, heirs, executors, successors and assigns, therefore expressly waives any and all rights
granted by federal or state law or regulation that may limit the release of unknown claims.
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(c) Employee represents and warrants that Employee has not filed, and Employee will not file, any lawsuit or institute any proceeding,
charge,  complaint  or action asserting any claim released by this Release before any federal,  state,  or local administrative agency or court  against  any Company
Releasee, concerning any event occurring prior to the signing of this Release. Employee further represents and warrants that his resignation from the Company is
not  the  result  of  any  issue,  concern  or  disagreement  with  the  Company’s  strategy,  operations,  accounting,  financial  reporting  or  internal  control  over  financial
reporting.

(d) Employee understands that nothing contained in this Release limits Employee’s ability to file a charge or complaint with any federal,
state  or  local  governmental  agency  or  commission  (each  a  “Government Agency”).  Employee  further  understands  that  this  Release  does  not  limit  Employee’s
ability  to  communicate  with  any  Government  Agency  or  otherwise  participate  in  any  investigation  or  proceeding  that  may  be  conducted  by  any  Government
Agency,  including  providing  documents  or  other  information,  without  notice  to  the  Company.  However,  to  the  maximum  extent  permitted  by  law,  Employee
agrees  that  if  such  a  charge  or  complaint  is  made,  Employee  shall  not  be  entitled  to  recover  any  individual  monetary  relief  or  other  individual  remedies.  This
Release does not limit or prohibit Employee’s right to receive an award for information provided to any Government Agency to the extent that such limitation or
prohibition is a violation of law. The Parties also hereby agree that nothing contained in this Release shall constitute or be treated as an admission of liability or
wrongdoing by any party.

(e) Nothing in this Section 8 shall be deemed to release (i) Employee’s right to enforce the terms of this Release, (ii) Employee’s rights,
if any, to any vested benefits as of Employee’s last day of employment with the Company under the terms of an employee compensation or benefit plan, program
or arrangement in which Employee is a participant, (iii) any rights of the Employee to indemnification or advancement of expenses under any of the organizational
documents  of,  or  any  other  agreement  with,  the  Company  or  of  any  Affiliate  of  the  Company,  or  (iv)  any  Claim that  cannot  be  waived  under  applicable  law,
including any rights to workers’ compensation or unemployment insurance.

(f) Employee hereby represents and warrants to the Company that Employee is the sole owner of any Claims that he may now have or in
the  past  had  against  any  of  the  Company Releasees  and  that  Employee  has  not  assigned,  transferred,  or  purported  to  assign  or  transfer  any  such  Claim to  any
person or entity.

9. Company Release.

(a) In consideration of the Employee General Release granted by the Employee to the Company above, and subject to the Employee’s
execution and delivery of this Release in the space provided below (the “Company Consideration”), the Company, on behalf of itself and its affiliates, knowingly
and voluntarily releases,  remises,  and forever discharges the Employee and the Employee Parties (collectively,  the “Employee Releasees”), to the fullest extent
permitted by law, from any and all known Claims (except as otherwise provided herein) which the Company ever had, now has, or may hereafter claim to have
against the Employee Releasees by reason of Employee’s employment with the Company or any other Company Releasee, the termination thereof, or any other
matter, cause or thing whatsoever relating thereto arising from the beginning of time to the time the Company signs this Release (the “Company General Release”).
Except as otherwise provided herein, the Company General Release shall apply to any Claim of any type, including any federal, state or local statutes, regulations,
ordinances or common law, or under any policy,  release,  contract,  understanding or promise,  written or oral,  formal or informal,  between any of the Employee
Releasees  and  the  Company,  and  shall  further  apply,  without  limitation,  to  any  and  all  Claims  in  connection  with,  related  to  or  arising  out  of  Employee’s
employment  relationship,  or  the termination of  his  employment,  with the Company or any Company Releasee.  Notwithstanding anything in this  Release to the
contrary, under no circumstances shall the Company General Release apply to any Claim of any kind unless the Company had actual knowledge of the facts or
circumstances giving rise to such Claim as of the date of termination of the Employee’s employment with the Company.

(b) The Company represents and warrants that the Company has not filed, and the Company will not file, any lawsuit or institute any
proceeding, charge, complaint or action asserting any claim released by this Release before any federal, state, or local administrative agency or court against any
Employee Releasee, concerning any event occurring prior to the signing of this Release. The parties hereto also hereby agree that nothing contained in this Release
shall constitute or be treated as an admission of liability or wrongdoing by any party.

(c) Nothing in this Section 9 shall be deemed to release (i) the Company’s right to enforce the terms of this Release, or (ii) any Claim
that cannot be waived under applicable law.

(d) The Company hereby represents and warrants to the Employee that the Company is the sole owner of any Claims that it may now
have or in the past  had against  any of the Employee Releasees and that  the Company has not  assigned,  transferred,  or  purported to assign or transfer  any such
Claim to any person or entity.

10. Choice of Law. This Release shall be construed and enforced under and be governed in all respects by the laws of the State of Texas, without
regard to the conflict of laws principles thereof.
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11. Notices.  All  notices  required by this  Release  must  be in writing and shall  be effective  when delivered in  person,  consigned to a  reputable
national courier service or deposited in the United States mail, postage prepaid, registered or certified, and addressed to the Employee at his last known address on
the books of the Company or, in the case of the Company, at each entity’s principal place of business, attention of the Legal Department or to such other address as
any Party may specify by notice to the other actually received.

12. Entire Release. This Release, together with the surviving provisions of the Severance Agreement, sets forth the entire agreement between the
Parties  hereto  and  expressly  supersedes  any  and  all  prior  agreements  or  understandings  between  the  Parties  hereto  pertaining  to  any  of  the  subjects  addressed
herein. In the case of any conflict between this Release and the Severance Agreement, the provisions of this Release shall control.

13. Waiver. No waiver of any provision hereof shall be effective unless made in writing and signed by the waiving Party. The failure of either
Party  to  require  the  performance  of  any  term  or  obligation  of  this  Release,  or  the  waiver  by  either  Party  of  any  breach  of  this  Release,  shall  not  prevent  any
subsequent enforcement of such term or obligation or be deemed a waiver of any subsequent breach.

14. Amendment. This Release may be amended or modified only by a written instrument signed by Employee and by an expressly authorized
representative of the Company.

15. Counterparts.  This  Release  may  be  executed  in  two  or  more  counterparts,  each  of  which  shall  be  an  original  and  all  of  which
together shall constitute one and the same instrument.

16. Consultation  with  Attorney;  Voluntary  Agreement.  The  Company  advises  Employee  to  consult  with  an  attorney  of  his  choosing  prior  to
signing  this  Release.  Employee  understands  and  agrees  that  he  has  the  right  and  has  been  given  the  opportunity  to  review  this  Release  and,  specifically,  the
Employee General Release in Section 8 above, with an attorney. Employee also understands and agrees that he is under no obligation to consent to the Employee
General Release set forth in Section 8 above. Employee acknowledges and agrees that  the Employee Consideration is sufficient  consideration to require him to
abide with his obligations under this Release, including but not limited to the Employee General Release set forth in Section 8. Employee represents that he has
read this Release, including the Employee General Release set forth in Section 8 and understands its terms and that he enters into this Release freely, voluntarily,
and without coercion.

17. Revocation Rights. This Release was first provided to Employee on November 17, 2019. Employee acknowledges and represents that he has
been given at least twenty-one (21) days during which to review and consider the provisions of this Release and, specifically, the Employee General Release set
forth in Section 8 above, although he may sign and return it sooner if he so desires. Employee further acknowledges and represents that he has been advised by the
Company that he has the right to revoke this Release for a period of seven (7) days after signing it. Employee acknowledges and agrees that, if he wishes to revoke
this Release, he must do so in a writing, signed by him and received by the Company no later than 5:00 p.m. central time on the seventh (7th) day of the revocation
period. If the last day of the revocation period falls on a Saturday, Sunday or holiday, the last day of the revocation period will be deemed to be the next business
day. If no such revocation occurs, the Employee General Release and this Release shall become effective on the eighth (8th) day following his execution of this
Release. Employee further acknowledges and agrees that, in the event that he revokes this Release, it (including the Company General Release) shall have no force
or effect, and he shall have no right to receive any severance payments pursuant to Section 3(b) hereof.

PLEASE  READ  CAREFULLY.  THIS  RELEASE  INCLUDES  A  RELEASE  OF  ALL  KNOWN  OR  UNKNOWN  CLAIMS.  THE  PARTIES
HAVE READ THIS RELEASE, UNDERSTAND AND KNOWINGLY AND VOLUNTARILY ACCEPT EACH OF ITS TERMS, AND AGREE TO BE
FULLY BOUND HEREUNDER.

IF THE TERMS OF THIS RELEASE ARE ACCEPTED, PLEASE SIGN AND RETURN THIS RELEASE TO MATT STARK, SVP Corporate
Counsel, Forestar Group Inc. AT 10700 Pecan Park Blvd., Suite 150, Austin, Texas 78750 ON OR PRIOR TO DECEMBER 9, 2019.

[Signature Page follows.]
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IN  WITNESS  WHEREOF,  the  Parties  hereto,  intending  to  be  legally  bound  hereby,  have  duly  executed  this  Release,  as  of  the  date  first  above
written.                        

  EMPLOYEE:  
     

  By: /s/ Charles D. Jehl  
  Name: Charles D. Jehl  
  Date: December 6, 2019  
     

     

     

  COMPANY:  
  FORESTAR GROUP INC.  
     

  By: /s/ Daniel C. Bartok  
  Name: Daniel C. Bartok  
  Title: Chief Executive Officer  
  Date: December 6, 2019  
     

-5-



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a)

I, Daniel C. Bartok, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Forestar Group Inc.;

2. Based on my knowledge, this 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 report;

3. Based on my knowledge, the financial statements, and other financial information included in this 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 report;

4. The registrant's other certifying officer(s) 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) 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 report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this 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(s) 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.

 

 /s/ Daniel C. Bartok

 
Daniel C. Bartok
Chief Executive Officer

Date: January 28, 2020



Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a)

I, Bill W. Wheat, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Forestar Group Inc.;

2. Based on my knowledge, this 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 report;

3. Based on my knowledge, the financial statements, and other financial information included in this 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 report;

4. The registrant's other certifying officer(s) 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) 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 report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this 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(s) 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.
 

 /s/ Bill W. Wheat

 
Bill W. Wheat
Principal Financial Officer

Date: January 28, 2020



Exhibit 32.1

Certification of Chief Executive Officer
Pursuant to 18 U.S.C. Section 1350, as Adopted

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

I, Daniel C. Bartok, Chief Executive Officer of Forestar Group Inc., hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that, to my knowledge, this quarterly report on Form 10-Q fully complies with the requirements of section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that the information contained in this quarterly report on Form 10-Q fairly presents, in all material respects, the financial
condition and results of operations of Forestar Group Inc.
 

 /s/ Daniel C. Bartok
 Daniel C. Bartok

Date: January 28, 2020



Exhibit 32.2

Certification of Principal Financial Officer
Pursuant to 18 U.S.C. Section 1350, as Adopted

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

I, Bill W. Wheat, Principal Financial Officer of Forestar Group Inc., hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that, to my knowledge, this quarterly report on Form 10-Q fully complies with the requirements of section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that the information contained in this quarterly report on Form 10-Q fairly presents, in all material respects, the financial
condition and results of operations of Forestar Group Inc.
 

 /s/ Bill W. Wheat
 Bill W. Wheat

Date: January 28, 2020


