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to cancel such agreement if Avatar does not construct the Poinciana Parkway. If the construction of the Parkway is not
funded and commenced by February 14, 2011, (i) a portion of Avatar’s land in Osceola County will become subject to
Osceola traffic concurrency requirements applicable generally to other home builders in the County and (ii) Avatar will
be required to contribute approximately $1,900 towards the construction cost of certain traffic improvements in Osceola
County that it otherwise might have been obligated to build or fund if it had not agreed to construct the Poinciana
Parkway. Avatar is investigating the availability of an extension of the Poinciana Parkway permits and the related dead-
lines in its agreements with the Counties.

Osceola County and Avatar were unsuccessful in their attempt to obtain a federal grant for construction of the Parkway.
Osceola County and Avatar are still attempting to obtain other federal funds for development of the Poinciana Parkway,
including tax appropriation and a federal loan. We cannot predict whether any federal funds will be available.

For the Poinciana Parkway, indicators of impairment are general economic conditions, rate of population growth and
estimated change in traffic levels. If indicators are present, we perform an impairment test in which the asset is reviewed
for impairment by comparing the estimated future undiscounted cash flows to be generated by the asset to its carrying
value. If such cash flows are less than the asset’s carrying value, the carrying value is written down to its estimated fair
value. In determining estimated future cash flows for purposes of the impairment test, we incorporate current market
assumptions based on general economic conditions such as anticipated estimated revenues and estimated costs. These
assumptions can significantly affect our estimates of future cash flows.

Our estimate of the right-of-way acquisition, development and construction costs for the Poinciana Parkway approxi-
mates $175,000 to $200,000. However, no assurance of the ultimate costs can be given at this stage. As of December 31,
2009, approximately $47,000 has been expended. During fiscal year 2008, we recorded impairment charges of $30,228
associated with the Poinciana Parkway.

We review the recoverability of the carrying value of the Poinciana Parkway on a quarterly basis in accordance with
authoritative accounting guidance. Based on our reviews during 2009, we determined the estimated future undiscounted
cash flows of the Poinciana Parkway were less than its carrying value. During 2009, we recognized impairment losses of
$8,108. At December 31, 2009, the carrying value in the Poinciana Parkway is $8,482. In addition, non-capitalizable
expenditures of $341 related to the Poinciana Parkway were expensed during 2009.

Assuming that no additional significant adverse changes in our business occur, we anticipate, the aggregate cash on
hand, cash flow generated through homebuilding and related operations, and sales of commercial and industrial and
other land, will provide sufficient liquidity to fund our business for 2010. (See “Results of Operations - Fiscal Year 2010
Outlook.”)

OFF-BALANCE SHEET ARRANGEMENTS

ASC 810, Consolidation (“ASC 810”), requires a variable interest entity (“VIE”) to be consolidated in the financial state-
ments of a company if that company is the primary beneficiary of the VIE. Under ASC 810, the primary beneficiary of a
VIE is the entity which absorbs a majority of the VIE's expected losses, receives a majority of the VIE’s expected residual
returns, or both. Entities determined to be VIEs, for which we are not the primary beneficiary, are accounted for under
the equity method.

We participate in entities with equity interests ranging from 20% to 50% for the purpose of acquiring and/or develop-
ing land in which we may or may not have a controlling interest. These entities are VIEs and our investments in these
entities, along with other arrangements, represent variable interests depending on the contractual terms of the arrange-
ment. We analyze these entities in accordance with ASC 810 when they are entered into or upon a reconsideration event.

Avatar shares in the profits and losses of these unconsolidated entities generally in accordance with its ownership inter-
ests. Avatar and its equity partners make initial or ongoing capital contributions to these unconsolidated entities on
a pro rata basis. The obligation to make capital contributions is governed by each unconsolidated entity’s respective
operating agreement.
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During 2009 and 2008, we entered into various transactions with unaffiliated third parties providing for the formation
of LLCs; and we subsequently sold developed and partially-developed land to each of the newly-formed LLCs. We
acquired a minority ownership interest in each of the LLCs and share in the management of each of the LLCs. Avatar
made contributions totaling $42 and $1,626 to these unconsolidated entities in 2009 and 2008, respectively.

As of December 31, 2009, these unconsolidated entities were financed by partner equity and do not have third-party
debt. In addition, we have not provided any guarantees to these entities or our equity partners.

DISCLOSURE OF CONTRACTUAL OBLIGATIONS

The following table reflects contractual obligations as of December 31, 2009:

Payments due by period

More than

Contractual Obligations (1) Total Less than 1 year 1-3 years 3-5 years 5 years
Long-Term Debt Obligations $120,796 $55,992 $ - $ - $ 64,804 (2)
Interest Obligations on Long-Term Debt $ 42,792 $ 4,153 $5,832 $5,832 $26,975
Operating Lease Obligations $ 4,131 $§ 952 $1,684 $1,495 $ -
Purchase Obligations — Residential Development $ 926 $ 926 $ - $ - $ -
Compensation Obligations $ 4,964 $ 4,188 $ 776 $ - $ -
Other Long-Term Liabilities Reflected on

the Balance Sheet under GAAP $ 20,417 $ 1,000 $ 2,000 $2,000 $15,417

(1) Excluded from this table are future costs related to the Poinciana Parkway (described above) since timing and amount of future costs are currently
estimated.

(2) Holders may require us to repurchase the 4.50% Notes for cash on April 1, 2011, April 1, 2014 and April 1, 2019; or in certain circumstances involving
a designated event, as defined in the indenture for the 4.50% Notes

Long-term debt obligations represent:
e $111 community development district obligations associated with Sterling Hill in Hernando County, Florida,
payable by 2010
« $64,804 outstanding under the 4.50% Convertible Senior Notes due 2024; however, holders may require
us to repurchase the 4.50% Notes for cash on April 1, 2011, April 1, 2014 and April 1, 2019, or in certain
circumstances involving a designated event, as defined in the indenture for the 4.50% Notes
« $55,881 outstanding under the Amended Unsecured Credit Facility due 2010

Purchase obligations (residential development) represent purchase commitments of $926 as of December 31, 2009 for
land development and construction expenditures, substantially for homebuilding operations which relate to contracts
for services, materials and supplies, which obligations generally relate to corresponding contracts for sales of homes.
Compensation obligations represent compensation to executives pursuant to employment contracts.

Other long-term contractual obligations represent the estimated cost-to-complete of certain utilities improvements in
areas within Poinciana and Rio Rico where homesites have been sold.
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EFFECTS OF INFLATION AND ECONOMIC CONDITIONS

Our operations have been negatively affected by general economic conditions. Reduction in real estate value, adverse
changes in employment levels, consumer income and confidence, available financing and interest rates may continue
to result in fewer sales and/or lower sales prices. Other economic conditions could affect operations (see “Risk Factors”).

The weakening of the residential real estate market has negatively impacted the homebuilding industry. Since 2008,
the market for homes in the geographic areas in which our developments are located was severely and negatively
impacted by the dislocations in the financial markets and the collapse or near collapse of major financial institutions.
Unemployment has increased significantly and consumer confidence has continued to erode. We have experienced a
significant increase in the number of homes for sale or available for purchase or rent through foreclosures or otherwise.
The price points at which these homes are available have put further downward pressure on our margins.

The housing market in the geographic areas in which our developments are located continues to be compromised
by an oversupply of alternatives to new homes, including rental properties and investment homes available for sale,
foreclosures, and homes being sold by lenders. We have experienced a significant decline in demand for new homes
in our markets, resulting in difficulty in selling new homes at a profit. We continue to manage our housing inventory
levels through curtailing land development, reducing home starts and reducing selling prices to enable us to deliver com-
pleted homes.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Avatar is subject to market risk associated with changes in interest rates and the cyclical nature of the real estate
industry. A majority of the purchasers of our homes finance their purchases through third-party lenders providing
mortgage financing or, to some extent, rely upon investment income. In general, housing demand is dependent on
home equity, consumer savings, employment and income levels and third-party financing and is adversely affected
by increases in interest rates, unavailability of mortgage financing, increasing housing costs and unemployment levels.
The amount or value of discretionary income and savings, including retirement assets, available to home purchasers
can be affected by a decline in the capital markets. Fluctuations in interest rates could adversely affect our real estate
results of operations and liquidity because of the negative impact on the housing industry. Real estate developers are
subject to various risks, many of which are outside their control, including real estate market conditions (both where
our communities and homebuilding operations are located and in areas where our potential customers reside), chang-
ing demographic conditions, adverse weather conditions and natural disasters, such as hurricanes, tornadoes and
wildfires, delays in construction schedules, cost overruns, changes in government regulations or requirements,
increases in real estate taxes and other local government fees, availability and cost of land, materials and labor, and
access to financing. In addition, Avatar is subject to market risk related to potential adverse changes in interest rates
on the Amended Unsecured Credit Facility. The interest rate for the Amended Unsecured Credit Facility fluctuates
with LIBOR lending rates, both upwards and downwards. See Notes H and Q (debt payout and fair values) to the
Consolidated Financial Statements included in Item 8 of Part II of this Report. (See Item 1A. “Risk Factors” for further
discussion of risks.)
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Management’s Report on Internal Control over Financial Reporting
Reports of Independent Registered Public Accounting Firm
Consolidated Balance Sheets — December 31, 2009 and 2008

Consolidated Statements of Operations — For the years ended
December 31, 2009, 2008 and 2007

Consolidated Statements of Stockholders’ Equity — For the years ended
December 31, 2009, 2008 and 2007

Consolidated Statements of Cash Flows — For the years ended
December 31, 2009, 2008 and 2007

Notes to Consolidated Financial Statements
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over financial reporting.
Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief
Financial Officer, we assessed the effectiveness of internal control over financial reporting of Avatar Holdings Inc. and
subsidiaries as of the end of the period covered by this report based on the framework in “Internal Control — Integrated
Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on that assess-
ment, our Chief Executive Officer and Chief Financial Officer concluded that our internal control over financial
reporting was effective as of December 31, 2009 to provide reasonable assurance regarding the reliability of our finan-
cial reporting and the preparation of our financial statements for external purposes in accordance with United States
generally accepted accounting principles.

Ernst & Young LLP, an independent registered public accounting firm, that audited the consolidated financial state-

ments of Avatar Holdings Inc. and subsidiaries included in this annual report, has issued an attestation report on the
effectiveness of internal control over financial reporting. The attestation report follows this report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
Avatar Holdings Inc.

We have audited Avatar Holdings Inc.’s internal control over financial reporting as of December 31, 2009, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (the COSO criteria). Avatar Holdings Inc.’s management is responsible for maintaining effec-
tive internal control over financial reporting, and for its assessment of the effectiveness of internal control over finan-
cial reporting included in the accompanying Management’s Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effec-
tive internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regard-
ing the reliability of financial reporting and the preparation of financial statements for external purposes in accor-
dance with generally accepted accounting principles. A company’s internal control over financial reporting includes
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that trans-
actions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company'’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, Avatar Holdings Inc. maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2009, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets as of December 31, 2009 and 2008, and the related consolidated statements of
operations, stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2009 of
Avatar Holdings Inc. and subsidiaries and our report dated March 16, 2010 expressed an unqualified opinion thereon.

émt v MLL?

Ernst & Young LLP

Certified Public Accountants
West Palm Beach, Florida
March 16, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
Avatar Holdings Inc.

We have audited the accompanying consolidated balance sheets of Avatar Holdings Inc. and subsidiaries as of
December 31, 2009 and 2008, and the related consolidated statements of operations, stockholders’ equity, and cash
flows for each of the three years in the period ended December 31, 2009. Our audits also included the financial state-
ment schedule listed in the index at Item 15(a)(2). These financial statements and schedule are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Avatar Holdings Inc. and subsidiaries at December 31, 2009 and 2008, and the consolidated
results of their operations and their cash flows for each of the three years in the period ended December 31, 2009, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement
schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in all
material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Avatar Holdings Inc. and subsidiaries’ internal control over financial reporting as of December 31,
2009, based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 16, 2010 expressed an unqualified opinion
thereon.

Gt + LLP

Ernst & Young LLP

Certified Public Accountants
West Palm Beach, Florida
March 16, 2010
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AVATAR HOLDINGS INC. AND SUBSIDIARIES
Consolidated Balance Sheets (Dollars in thousands)

Assets

Cash and cash equivalents

Restricted cash

Receivables, net

Income tax receivable

Land and other inventories

Property and equipment, net

Poinciana Parkway

Investment in and notes receivable from unconsolidated entities
Prepaid expenses and other assets

Deferred income taxes

Total Assets

Liabilities and Stockholders’ Equity
Liabilities

Accounts payable

Accrued and other liabilities

Customer deposits and deferred revenues
Estimated development liability for sold land

Notes, mortgage notes and other debt:
Corporate
Real estate

Total Liabilities
Commitments and Contingencies
Stockholders’ Equity

Common Stock, par value $1 per share
Authorized: 50,000,000 shares
Issued: 14,013,912 shares at December 31, 2009
11,488,259 shares at December 31, 2008

Additional paid-in capital
Non-controlling interest

Retained earnings

Treasury stock: at cost, 2,658,461 shares at December 31, 2009 and December 31, 2008

Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See notes to consolidated financial statements.
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December 31
2009 2008
$ 217,132 $175,396
699 1,614
6,656 3,144
35,018 21,503
264,236 304,071
48,010 53,485
8,482 16,168
5,321 5,790
9,165 10,806
- 2,835
$ 594,719 $594,812
$ 2,014 $ 1,484
5,293 8,677
2,874 3,611
20,417 20,468
63,010 74,950
55,992 56,111
149,600 165,301
14,014 11,488
286,096 245,049
1,018 -
222,928 251,911
524,056 508,448
(78,937) (78,937)
445,119 429,511
$ 594,719 $594,812




AVATAR HOLDINGS INC. AND SUBSIDIARIES
Consolidated Statements of Operations (Dollars in thousands except per-share amounts)

Revenues

Real estate revenues
Interest income
Other

Total revenues

Expenses

Real estate expenses

Impairment charges

General and administrative expenses
Interest expense

Total expenses

Equity loss from unconsolidated entities

Income (loss) before income taxes
Income tax benefit (expense)

Net income (loss)

Basic Earnings (Loss) Per Share

Diluted Earnings (Loss) Per Share

See notes to consolidated financial statements.
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For the year ended December 31

2009 2008 2007
$69,104  $102,210  $281,358
657 2,453 8,144
3,740 5,703 2,330
73,501 110,366 291,832
86,750 134,414 229,618
21,847 83,811 2,469
19,694 22,388 25,387
6,857 4,282 245
135,148 244,895 257,719
(196) (7,812) (60)
(61,843) (142,341) 34,053
32,860 32,465 (13,056)
($28,983)  ($109,876) $ 20,997
($3.11) ($12.85) $2.53
($3.11) ($12.85) $2.22




AVATAR HOLDINGS INC. AND SUBSIDIARIES
Consolidated Statements of Stockholders’ Equity (Dollars in thousands)

Balance at January 1, 2007

Issuances from exercise of earnings
participation stock award

Issuances from exercise of stock options
and restricted stock units

Shares withheld for statutory minimum
withholding taxes related to issuance
of restricted stock units and earnings
participation stock award

Tax benefit from exercise of restricted
stock units and stock options

Amortization of restricted stock units
and stock options

Other share based compensation

Conversion of 4.50% Notes

Repurchase of 4.50% Notes

Purchase of treasury stock

Net income

Balance at December 31, 2007

Issuances from exercise of earnings
participation stock award

Issuances from exercise of stock
options and restricted stock units

Shares withheld for statutory minimum
withholding taxes related to issuance
of restricted stock units and earnings
participation stock award

Issuances of restricted stock

Repurchase of restricted stock to
satisfy employee statutory minimum
withholding taxes

Tax benefit from exercise of restricted
stock units and stock options

Amortization of restricted stock units
and stock options

Repurchase of 4.50% Notes

Net loss

Balance at December 31, 2008

Issuance of common stock

Issuances of restricted stock units
and stock units

Tax benefit from exercise of restricted
stock units and stock units

Amortization of restricted stock
units and stock units

Repurchase of 4.50% Notes

Capital contributions from
non-controlling interest in
unconsolidated entities

Net loss

Balance at December 31, 2009

Additional
Common Stock Paid-in  Non-Controlling  Retained Treasury Stock
Shares Amount Capital Interest Earnings Shares Amount

10,725,559  $10,726  $237,051 - $340,790 (2,531,823) (875,024)
308,448 308 (714) - - - -
177,876 178 1,922 - - - -
(139,039) (139) (6,020) - - - -
- - 2,094 - - - -

- - 3,964 - - - -

- - 142 - - - -

3,800 4 190 - - - -

- - (483) - - - -
_ _ - - —  (19,409) (965)

- - - - 20,997 - -
11,076,644 11,077 238,146 - 361,787 (2,551,232)  (75,989)
4,566 4 212 - - - -
164,170 164 387 - - - -
(52,021) (52) (1,435) - - - -
294,900 295 794 - - - -
- - - - - (107,229)  (2,948)

- - 920 - - - -

- - 2,810 - - - -

- - 3,215 - - - -

- - - - (109,876) - -
11,488,259 11,488 245,049 - 251,911 (2,658,461) ($78,937)
2,514,391 2,515 39,782 - - - -
11,262 11 (11) - - - -

- - (830) - - - -

- - 2,138 - - - -

- _ (32) _ - _ -

- - - 1,018 - - -

- - - - (28,983) - -
14,013,912 $14,014 $ 286,096 1,018 §$ 222,928 (2,658,461) (878,937)

There are 10,000,000 authorized shares of $0.10 par value preferred stock, none of which are issued.

See notes to consolidated financial statements.
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AVATAR HOLDINGS INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Dollars in thousands)

Operating Activities

Net income (loss)
Adjustments to reconcile net income (loss) to net cash

provided by operating activities:

Depreciation and amortization

Amortization of stock based compensation

Impairment of goodwill

Impairment of land and other inventories

Impairment of Poinciana Parkway

Gain from repurchase of 4.50% Notes

Equity loss from unconsolidated entities

Distributions (return) of earnings from an unconsolidated entity

Deferred income taxes

Excess income tax benefit from exercise of stock options
and restricted stock units

Changes in operating assets and liabilities:
Restricted cash
Receivables and income tax receivable
Notes receivable from sale of land to an unconsolidated entity
Land and other inventories
Prepaid expenses and other assets
Accounts payable and accrued and other liabilities
Customer deposits

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES
Investing Activities

Investment in property and equipment
Investment in Poinciana Parkway
Investment in unconsolidated entities

NET CASH USED IN INVESTING ACTIVITIES
Financing Activities

Proceeds from Amended Unsecured Credit Facility

Proceeds from exercise of stock options

Excess income tax benefit from exercise of restricted
stock units and stock options

Net proceeds from issuance of common stock

Repurchase of 4.50% Notes

Principal payments of real estate borrowings

Payment of debt issuance costs

Purchase of treasury stock

Payment of withholding taxes related to restricted stock
and units withheld

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

See notes to consolidated financial statements.
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For the year ended December 31

2009 2008 2007

($ 28,983)  ($109,876) $ 20,997
5,246 6,758 6,425
2,138 4,117 3,700

- 1,685 -
13,739 51,898 2,469
8,108 30,228 -
(1,783) (5,286) (416)
196 7,812 60
341 (292) (178)
1,388 (10,962) 8,494

- (920) (2,094)

915 1,547 476
(16,410) (16,429) 6,594
- (3,669) -
29,084 35,665 32,538
1,529 5,224 378
(2,964) (5,188) (36,404)
(737) (1,305) (13,435)
11,807 (8,993) 29,604
(131) (803) (8,318)
(422) (13,745) (23,648)
(68) (1,626) (301)
(621) (16,174) (32,267)

- 56,000 -

- 500 2,100

- 920 2,094
42,296 - -
(11,627) (28,112) (4,950)
(119) (15,855) (959)

- (655) -
- - (965)
- (4,493) (6,159)
30,550 8,305 (8,839)
41,736 (16,862) (11,502)
175,396 192,258 203,760
$217,132 $175,396 $192,258




AVATAR HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009
(Dollars in thousands except per-share data)

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

We are engaged in the business of real estate operations in Florida and Arizona. Our residential community develop-
ment activities have been adversely affected in both markets, bringing development of our active adult and primary
residential communities to their lowest level in several years. We also engage in other real estate activities, such as the
operation of amenities, the sale for third-party development of commercial and industrial land and the operation of a
title insurance agency, which activities have also been adversely affected by economic conditions.

Principles of Consolidation and Basis of Presentation

The accompanying consolidated financial statements include the accounts of Avatar Holdings Inc. and all subsidiaries,
partnerships and entities in which Avatar Holdings Inc. (“Avatar”, “we”, “us” or “our”) has a controlling interest. Our
investments in unconsolidated entities in which we have less than a controlling interest are accounted for using the
equity method. All significant intercompany accounts and transactions have been eliminated in consolidation.

The preparation of our financial statements in conformity with United States generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Accordingly, actual results could differ from those reported.

Due to our normal operating cycle being in excess of one year, Avatar presents unclassified consolidated balance sheets.
Certain 2008 and 2007 financial statement items have been reclassified to conform to the 2009 presentation.
Accounting Standards Codification

We adopted the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 105-10,
Generally Accepted Accounting Principles — Overall (“ASC 105-10"). ASC 105-10 establishes the FASB Accounting Standards
Codification (the “Codification”) as the source of authoritative accounting principles recognized by the FASB to be
applied by nongovernmental entities in the preparation of financial statements in conformity with U.S. GAAP. Rules and
interpretive releases of the SEC under authority of federal securities laws are also sources of authoritative U.S. GAAP for
SEC registrants. All guidance contained in the Codification carries an equal level of authority. The Codification super-
seded all existing non-SEC accounting and reporting standards. All other non-grandfathered, non-SEC accounting liter-
ature not included in the Codification is non-authoritative. The FASB will not issue new standards in the form of
Statements, FASB Staff Positions or Emerging Issues Task Force Abstracts. Instead, it will issue Accounting Standards
Updates (“ASUs"”). The FASB will not consider ASUs as authoritative in their own right. ASUs will serve only to update
the Codification, provide background information about the guidance and provide the bases for conclusions on the
change(s) in the Codification. References made to FASB guidance throughout this document have been updated for
the Codification.

Cash and Cash Equivalents and Restricted Cash

We consider all highly liquid investments purchased with an initial maturity of three months or less to be cash equiv-
alents. We also consider closing proceeds from our house closings held by our title insurance agency as cash equivalents
which were $330 and $1,191 as of December 31, 2009 and 2008, respectively. As of December 31, 2009, our cash and
cash equivalents were primarily invested in money market accounts that invest in U.S. government securities. Due to the
short maturity period of the cash equivalents, the carrying amount of these instruments approximates their fair values.
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Restricted cash includes deposits of $699 and $1,614 as of December 31, 2009 and 2008, respectively. These balances
are comprised primarily of housing deposits from customers that will become available when the housing contracts close.
We held escrow funds of $383 and $82 as of December 31, 2009 and 2008, respectively, which are not considered assets
of ours and, therefore, are excluded from restricted cash in the accompanying consolidated balance sheets.

Receivables, net

Receivables, net includes amounts in transit or due from title companies for house closings; membership dues related
to our amenity operations; and contracts and mortgage notes receivable from the sale of land.

Land and Other Inventories

Land and Other Inventories are stated at cost unless the asset is determined to be impaired, in which case the asset
would be written down to its fair value. Land and Other Inventories include expenditures for land acquisition, construc-
tion, land development and direct and allocated costs. Land and Other Inventories owned and constructed by us also
include interest cost capitalized until development and construction are substantially completed. Land and development
costs, construction and direct and allocated costs are assigned to components of Land and Other Inventories based on
specific identification or other allocation methods based upon United States generally accepted accounting principles.

In accordance with ASC 360-10, Property, Plant and Equipment (“ASC 360-10") we review our Land and Other
Inventories for indicators of impairment.

For assets held and used, if indicators are present, we perform an impairment test in which the asset is reviewed for
impairment by comparing the estimated future undiscounted cash flows to be generated by the asset to its carrying value.
If such cash flows are less than the asset’s carrying value, the carrying value is written down to its estimated fair value.
Generally, fair value is determined by discounting the estimated cash flows at a rate commensurate with the inherent
risks associated with the asset and related estimated cash flow streams. Assumptions and estimates used in the determi-
nation of the estimated future cash flows are based on expectations of future operations and economic conditions and
certain factors described below. Changes to these assumptions could significantly affect the estimates of future cash flows
which could affect the potential for future impairments. Due to the uncertainties of the estimation process, actual results
could differ significantly from such estimates.

For assets held for sale (such as completed speculative housing inventory), we perform an impairment test in which
the asset is reviewed for impairment by comparing the fair value (estimated sales prices) less cost to sell the asset to its
carrying value. If such fair value less cost to sell is less than the asset’s carrying value, the carrying value is written down
to its estimated fair value less cost to sell.

We evaluate our Land and Other Inventories for impairment on a quarterly basis. During 2009, our impairment assess-
ment resulted in impairment charges of $13,739, which included $1,820 relating to homes completed or under construc-
tion and $11,919 related to land sold to LLCs which are consolidated for financial statement purposes. Our evaluation
of land developed and/or held for future development or sale did not result in impairment charges during 2009. As of
December 31, 2009, other than the Land and Other Inventories that we determined to be impaired and accordingly
wrote down to their carrying value, we had no long-lived assets that had undiscounted cash flows within 25% of their
carrying values.

The impairment charges for the fourth quarter of 2008 and for the year ended December 31, 2009 reflect market
conditions, including a significant oversupply of homes available for sale, higher foreclosure activity and significant
competition. We have experienced difficulty in selling homes at a profit causing us to reduce prices to monetize our
inventory. Contribution margins are defined as house sales prices less direct production costs (including the lot cost) as
well as closing costs and commissions. During the fourth quarter of 2008 and year ended December 31, 2009, most
of our sales contracts were signed at selling prices that have resulted or will result in losses upon closing when factor-
ing in operating costs such as sales and marketing and divisional overhead. During the year ended December 31, 2009
and 2008, we recorded impairment charges of $1,820 and $5,168, respectively, relating to homes completed or under
construction. The following significant trends were utilized in the evaluation of our land and other inventories
for impairment:
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« The average price on sales closed from primary residential homebuilding operations has decreased approximately
49% from $323 in fiscal year 2006 to $166 in fiscal year 2009. Our average sales price on sales contracts entered into
during fiscal year 2009 declined to $157 compared to $242 during fiscal year 2008. Additionally, the average contri-
bution margin on closings from primary residential homebuilding operations has declined from approximately 33%
in fiscal year 2006 to approximately 6% during fiscal year 2009.

» The average price on sales closed from active adult homebuilding operations has decreased approximately 19% from
$298 in fiscal year 2006 to $242 in fiscal year 2009. Our average sales price on sales contracts entered into during
fiscal year 2009 declined to $211 compared to $232 during fiscal year 2008. Additionally, the average contribution mar-
gin on closings from active adult homebuilding operations has declined from approximately 32% in fiscal year 2006
to approximately 16% during fiscal year 2009.

Land and Other Inventories that are subject to a review for indicators of impairment include our: (i) housing commu-
nities (primary residential, including scattered lots, and active adult) and (ii) land developed and/or held for future
development or sale. A discussion of the factors that impact our impairment assessment for these categories follows:

Housing communities: Activities include the development of active adult and primary residential communities and the
operation of amenities. The operating results and losses generated from active adult and primary residential communi-
ties during the year ended December 31, 2009 and 2008 include operating expenses relating to the operation of the
amenities in our communities as well as divisional overhead not associated with specific communities.

Our active adult and primary residential communities are generally large master-planned communities in Florida and
in southeast Arizona. Several of these communities are long term projects on land we have owned for many years. In
reviewing each of our communities, we determine if potential impairment indicators exist by reviewing actual contribu-
tion margins on homes closed in recent months, projected contribution margins on homes in backlog, projected contri-
bution margins on speculative homes, average selling prices, sales activities and local market conditions. If indicators are
present, the asset is reviewed for impairment. In determining estimated future cash flows for purposes of the impairment
test, the estimated future cash flows are significantly impacted by specific community factors such as: (i) sales absorp-
tion rates; (ii) estimated sales prices and sales incentives; and (iii) estimated cost of home construction, estimated land
development costs, interest costs, indirect construction and overhead costs, and selling and marketing costs. In addition,
our estimated future cash flows are also impacted by general economic and local market conditions, competition from
other homebuilders, foreclosures and depressed home sales in the areas in which we build and sell homes, product desir-
ability in our local markets and the buyers’ ability to obtain mortgage financing. Build-out of our active adult and pri-
mary residential communities generally exceeds five years. Our current assumptions are based on current activity and
recent trends at our active adult and primary residential communities. There are a significant number of assumptions
with respect to each analysis. Many of these assumptions extend over a significant number of years. The substantial num-
ber of variables to these assumptions could significantly affect the potential for future impairments.

Declines in contribution margins below those realized from our current sales prices and estimations could result in
future impairment losses in one or more of our housing communities.

Land held for future development or sale: Our land developed and/or held for future development or sale represents land
holdings for the potential development of future active adult and/or primary residential communities. We anticipate
these future communities will be large master-planned communities similar to our current active adult and/or primary
residential communities. For land developed and/or held for future development or sale, indicators of potential impair-
ment include changes in use, changes in local market conditions, declines in the selling prices of similar assets and
increases in costs. If indicators are present, the asset is reviewed for impairment. In determining estimated future cash
tlows for purposes of the impairment test, the estimated future cash flows are significantly impacted by specific commu-
nity factors such as: (i) sales absorption rates; (ii) estimated sales prices and sales incentives; and (iii) estimated costs of
home construction, estimated land and land development costs, interest costs, indirect construction and overhead costs,
and selling and marketing costs. In addition, our estimated future cash flows are also impacted by general economic and
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local market conditions, competition from other homebuilders, foreclosures and depressed home sales in the areas where
we own land for future development, product desirability in our local markets and the buyers’ ability to obtain mortgage
financing. Factors that we consider in determining the appropriateness of moving forward with land development or
whether to write-off the related amounts capitalized include: our current inventory levels, local market economic con-
ditions, availability of adequate resources and the estimated future net cash flows to be generated from the project.
Build-out of our land held for future development generally exceeds five years. There are a significant number of assump-
tions with respect to each analysis. Many of these assumptions extend over a significant number of years. The substantial
number of variables to these assumptions could significantly affect the potential for future impairments.

Declines in market values below those realized from our current sales prices and estimations could result in future
impairment.

Property and Equipment

Property and Equipment are stated at cost and depreciation is computed by the straight-line method over the follow-
ing estimated useful lives of the assets: land improvements 10 to 25 years; buildings and improvements 8 to 39 years;
and machinery, equipment and fixtures 3 to 7 years. Maintenance and operating expenses of equipment utilized in the
development of land are capitalized as land inventory cost. Repairs and maintenance are expensed as incurred.

Property and Equipment includes the cost of amenities owned by us. The cost of amenities includes expenditures for
land acquisition, construction, land development and direct and allocated costs. Property and Equipment owned and
constructed by us also includes interest cost incurred during development and construction.

Each reporting period, we review our Property and Equipment for indicators of impairment in accordance with ASC
360-10. For our amenities, which are located within our housing communities, indicators of potential impairment are
similar to those of our housing communities (described above) as these factors may impact our ability to generate rev-
enues at our amenities or cause construction costs to increase. In addition, we factor in the collectibility and potential
delinquency of the fees due for our amenities. During 2009, we recorded an impairment expense of approximately
$2,100 related to the amenities at Terralargo due to the sale to an LLC which we consolidate. As of December 31, 2008
no impairments existed for Property and Equipment.

Poinciana Parkway

Poinciana Parkway includes expenditures for right-of-way acquisition, development, construction and direct and
allocated costs. Poinciana Parkway also includes interest cost incurred during development and construction.

For the Poinciana Parkway, indicators of impairment are general economic conditions, rate of population growth and
estimated change in traffic levels. If indicators are present, the asset is reviewed for impairment as described above. In
determining estimated future cash flows for purposes of the impairment test, we incorporate current market assumptions
based on general economic conditions such as anticipated estimated revenues and estimated costs. These assumptions
can significantly affect our estimates of future cash flows.

We review the recoverability of the carrying value of the Poinciana Parkway on a quarterly basis in accordance with
authoritative accounting guidance. Based on our reviews during 2009, we determined the estimated future undiscounted
cash flows of the Poinciana Parkway were less than its carrying value. During 2009, we recognized impairment losses of
$8,108. In addition, non-capitalizable expenditures of $341 related to the Poinciana Parkway were expensed during 2009.

Goodwill and Indefinite-Lived Intangible Assets

Prior to January 1, 2009, we performed annual impairment testing of our goodwill and other intangible assets in accor-
dance with ASC 350. During the fourth quarter of 2008, the market for homes in the geographic areas in which our devel-
opments are located was severely and negatively impacted by the dislocations in the financial markets and the collapse
or near collapse of major financial institutions. During 2008, we recorded an impairment charge of $1,685 relating to
the goodwill associated with our active adult community reporting unit, which represented our only goodwill.
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Revenues

In accordance with ASC 360, revenues from the sales of housing units are recognized when the sales are closed and
title passes to the purchasers. In addition, revenues from commercial, industrial and other land sales are recognized in
full at closing, provided the purchaser’s initial and continuing investment is adequate, all financing is considered
collectible and there is no significant continuing involvement.

Advertising Costs

Advertising costs are expensed as incurred. For the years ended December 31, 2009, 2008 and 2007, advertising costs
totaled $725, $1,330 and $3,562, respectively, and are included in Real Estate Expenses in the accompanying consolidated
statements of operations.
Warranty Costs

Warranty reserves for houses are established to cover estimated costs for materials and labor with regard to warranty-
type claims to be incurred subsequent to the closing of a house. Reserves are determined based on historical data and
other relevant factors. We may have recourse against subcontractors for claims relating to workmanship and materials.

Warranty reserves are included in Accrued and Other Liabilities in the consolidated balance sheets.

During the years ended December 31, 2009, 2008 and 2007, changes in the warranty reserve consist of the following:

2009 2008 2007
Warranty reserve as of January 1 $468 $1,134 $2,319
Estimated warranty expense 633 711 2,178
Amounts charged against
warranty reserve (643) (1,377) (3,363)
Warranty reserve as of December 31 $458 $ 468 $1,134

Income Taxes

Income taxes have been provided using the liability method under ASC 740, Income Taxes (“ASC 740"). The liability
method is used in accounting for income taxes where deferred income tax assets and liabilities are determined based on
differences between financial reporting and tax basis of assets and liabilities and are measured using the enacted tax rates
and laws that are expected to be in effect when the differences reverse.

On November 6, 2009, the Worker, Homeownership, and Business Assistance Act of 2009 was enacted into law and
amended Section 172 of the Internal Revenue Code to extend the permitted carryback period for offsetting certain net
operating losses (“NOLs”) against earnings to up to five years. Due to this recently enacted federal tax legislation, Avatar
intends to carry back and apply its 2009 NOL against earnings it generated in 2005. As a result, Avatar intends to file an
application for a federal tax refund of $34,248 which is included in income tax receivable on our consolidated balance
sheet as of December 31, 2009.

In accordance with ASC 740, Avatar evaluates its deferred tax assets quarterly to determine if valuation allowances are
required. ASC 740 requires that companies assess whether valuation allowances should be established based on the con-
sideration of all available evidence using a “more likely than not” standard. During 2008, we established a valuation
allowance against our deferred tax assets. Based on our evaluation during the year ended December 31, 2008, we recorded
an additional valuation allowance against the deferred tax assets generated as a result of our net loss during the year
ended December 31, 2008. Our cumulative loss position over the evaluation period and the uncertain and volatile mar-
ket conditions provided significant evidence supporting the need for a valuation allowance. During the first nine months
of 2009, we recognized an increase of $9,522 in the valuation allowance. However due to the new federal tax legislation,
we decreased the valuation allowance for the year ended December 31, 2009 by $9,148. As of December 31, 2009, our
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deferred tax asset valuation allowance was $10,419. In future periods, the allowance could be reduced based on sufficient
evidence indicating that it is more likely than not that a portion of our deferred tax assets will be realized.

In 2006, we closed on substantially all of the land sold under the threat of condemnation, and in 2007 we closed on
the remainder. We believe these transactions entitled us to defer the payment of income taxes of $24,355 from the gain
on these sales. During October 2009, we received from the Internal Revenue Service a final extension until December 31,
2010 to obtain replacement property to defer the entire payment of income taxes. It is our intention to acquire replace-
ment property by December 31, 2010. It is possible that we may not identify and purchase adequate replacement prop-
erty within the required time period, which would require us to make this income tax payment plus interest of approx-
imately $7,000 as of December 31, 2010. We believe the tax planning strategy is prudent and feasible, and we have the
ability and intent to purchase and sell, if necessary, replacement property to realize these deferred tax assets. On January
1, 2007, we adopted certain provisions under ASC 740 which provides guidance in the accounting for uncertainty in
income taxes recognized in a company’s financial statements. These provisions prescribe a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to
be taken in a tax return. In addition, these provisions also provide guidance on derecognition, classification, interest and
penalties, accounting in interim periods, disclosure, and transition. Based on our evaluation of tax positions, we have
concluded that there are no significant uncertain tax positions requiring recognition in our financial statements. Our
evaluation was performed for the tax years ended December 31, 2004, 2005, 2006, 2007 and 2008 which remain subject
to examination and adjustment by major tax jurisdictions as of December 31, 2009.

Any interest or penalties that have been assessed in the past have been minimal and immaterial to our financial results.
In the event we are assessed any interest or penalties in the future, we plan to include them in our statement of opera-
tions as income tax expense.

Non-controlling Interest

Avatar has consolidated certain LLCs, which qualify as variable interest entities (“VIEs”) because we determined that
Avatar is the primary beneficiary. Therefore, the LLCs’ financial statements are consolidated in Avatar’s consolidated
financial statements and the other partners’ equity in each of the LLCs is recorded as non-controlling interest as a com-
ponent of consolidated stockholders’ equity. At December 31, 2009, non-controlling interest was $1,018.

Common Stock Offering

In August 2009, we filed a shelf registration statement on Form S-3 for $500,000 of debt and equity securities, which
was supplemented in September 2009 by a supplemental prospectus for a public offering of shares of our Common Stock,
underwritten by Barclays Capital Inc. (the “Underwriter”). We agreed to sell to the Underwriter 2,250,000 shares of our
Common Stock, which were offered to the public at a price of $18.00 per share and discounted to the Underwriter to a
price of $17.10 per share. The Underwriter was granted an over-allotment option to purchase up to an additional 337,500
shares of Common Stock, at the same offering price to the public and subject to the same underwriting discount. The clos-
ing on the sale of the 2,250,000 shares of Common Stock occurred on September 28, 2009. Net proceeds to us before
expenses were $38,475. On October 6, 2009, we closed on the sale of an additional 264,391 shares of our Common Stock
pursuant to the Underwriter’s partial exercise of its option to purchase additional shares, which option expired on October
23, 2009. Net proceeds of the partial exercise of the option were $4,521, resulting in total net proceeds of the offering,
after approximately $700 of offering expenses, of approximately $42,296. We intend to use the proceeds from the sale for
general corporate purposes including, without limitation, potential acquisitions of real estate and real estate-related assets.

Share-Based Compensation

The Amended and Restated 1997 Incentive and Capital Accumulation Plan (2005 Restatement), as amended (the
“Incentive Plan”) provides for the grant of stock options, stock appreciation rights, stock awards, performance awards,
and stock units to officers, employees and directors of Avatar. The exercise prices of stock options may not be less than
the market value of our common stock on the date of grant. Stock option awards under the Incentive Plan generally
expire 10 years after the date of grant.

As of December 31, 2009, an aggregate of 642,896 shares of our Common Stock, subject to certain adjustments, were
available for issuance under the Incentive Plan, including an aggregate of 166,175 options and stock units granted. There
were 476,721 shares available for grant at December 31, 2009.

61



AVATAR HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (continued)

Cash flows resulting from tax benefits relating to tax deductions in excess of the compensation expense recognized for
those options (“excess tax benefits”) are classified and reported as both an operating cash outflow and a financing cash
inflow. For the years ended December 31, 2009, 2008 and 2007, we classified $0, $920 and $2,094, respectively, of excess
tax benefits as financing cash inflows.

Repurchase of Common Stock and Notes

On October 13, 2008, our Board of Directors amended its June 2005 authorization to purchase the 4.50% Notes and/or
common stock to allow expenditures up to $30,000, including the $9,864 previously authorized. On October 17, 2008,
we repurchased $35,920 principal amount of the 4.50% Notes for approximately $28,112 including accrued interest. On
December 12, 2008, our Board of Directors amended its June 2005 authorization to purchase the 4.50% Notes and/or
common stock to allow expenditures up to $30,000, including the $1,888 remaining after the October 2008 activities.
On March 30, 2009, we repurchased $7,500 principal amount of the 4.50% Notes for approximately $6,038 including
accrued interest. On June 19, 2009, we repurchased $6,576 principal amount of the 4.50% Notes for approximately
$5,658 including accrued interest. As of December 31, 2009, the remaining authorization is $18,304.

Earnings (Loss) Per Share

We present loss per share in accordance with ASC 260, Earnings Per Share. Basic earnings (loss) per share is computed
by dividing earnings available to common shareholders by the weighted average number of common shares outstand-
ing for the period. Diluted earnings (loss) per share reflects the potential dilution that could occur if securities or other
contracts to issue common stock were exercised or converted into common stock or resulted in the issuance of common
stock that then shared in the earnings of Avatar. In accordance with ASC 260, the computation of diluted earnings (loss)
per share for 2009 and 2008 did not assume the effect of restricted stock units, employee stock options or the 4.50%
Notes because the effects were antidilutive.

The weighted average number of shares outstanding in calculating basic earnings per share includes the issuance of
2,585,329, 116,715 and 351,085 shares of our common stock for 2009, 2008 and 2007, respectively, due to the equity offer-
ing described above, exercise of stock options, conversion of restricted stock units, stock units and conversion of 4.50%
Notes. Excluded from the weighted average number of shares outstanding for 2009 and 2008 are 127,995 and 187,671,
respectively, restricted shares issued during 2008 that are subject to vesting requirements (see Note L). In accordance with
ASC 260, nonvested shares are not included in basic earnings per share until the vesting requirements are met.

The following table represents a reconciliation of the net income (loss) and weighted average shares outstanding for the
calculation of basic and diluted earnings (loss) per share for the years ended December 31, 2009, 2008 and 2007:

2009 2008 2007
Numerator:
Basic (loss)/earnings per share — net (loss)/income ($28,983) ($109,876) $20,997
Interest expense on 4.50% Notes, net of tax - - 3,634
Diluted (loss)/earnings per share — net (loss)/income ($28,983) ($109,876) $24,631
Denominator:
Basic weighted average shares outstanding 9,306,442 8,553,433 8,305,858
Effect of dilutive restricted stock units - - 483,091
Effect of dilutive employee stock options - - 23,348
Effect of dilutive 4.50% Notes - - 2,267,861
Diluted weighted average shares outstanding 9,306,442 8,553,433 11,080,158
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Recently Issued Accounting Pronouncements

Effective January 1, 2009, we adopted FASB ASC Topic 805, Business Combinations (“ASC 805”). ASC 805 establishes
principles and requirements for recognizing and measuring identifiable assets and goodwill acquired, liabilities assumed,
and any noncontrolling interest in the acquiree. It also provides disclosure requirements to enable users of the financial
statements to evaluate the nature and financial effects of the business combination. The adoption of this topic did not
have an impact on our consolidated financial position, results of operations or cash flows as no business acquisitions
have been consummated after January 1, 2009.

Effective April 1, 2009, we adopted FASB ASC 855-10, Subsequent Events — Overall (“ASC 855-10"). ASC 855-10 estab-
lishes general standards of accounting for and disclosure of events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. It requires the disclosure of the date through which an entity
has evaluated subsequent events and the basis for that date — that is, whether that date represents the date the finan-
cial statements were issued or were available to be issued. This disclosure should alert users of financial statements that
an entity has not evaluated subsequent events after that date in the set of financial statements being presented. Adoption
of ASC 855-10 did not have a material impact on our consolidated results of operations or financial condition.

In April 2009, the FASB issued ASC 320-10-65, Investments — Debt and Equity Securities — Overall — Transition and
Open Effective Date Information (“ASC 320-10-65"). ASC 320-10-65 amends the other-than-temporary impairment
(“OTTI”) guidance in U.S. GAAP to make the guidance more operational and to improve the presentation of other-than-
temporary impairments in the financial statements. The adoption of ASC 320-10-65 was effective June 30, 2009 for us,
which did not have a material impact on our consolidated financial position, results of operations or cash flows.

In June 2008, the FASB issued ASC 260-10-45-61A, Determining Whether Instruments Granted in Share-Based Payment
Transactions Are Participating Securities (“ASC 260-10-45-61A"). Under ASC 260-10-45-61A, unvested share-based
payment awards that contain non-forfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are
participating securities and shall be included in the computation of earnings per share pursuant to the two-class method.
This guidance was effective for us on January 1, 2009, which did not have an impact on our consolidated financial
position, results of operations or cash flows as our unvested share-based awards do not contain rights to receive non-for-
feitable dividends.

In June 2009, the FASB issued ASC 810, Consolidation (“ASC 810”). This guidance requires an enterprise to determine
whether its variable interest or interests give it a controlling financial interest in a variable interest entity. The primary
beneficiary of a variable interest entity is the enterprise that has both (1) the power to direct the activities of a variable
interest entity that most significantly impact the entity’s economic performance and (2) the obligation to absorb losses
of the entity that could potentially be significant to the variable interest entity or the right to receive benefits from the
entity that could potentially be significant to the variable interest entity. ASC 810 requires ongoing reassessments of
whether an enterprise is the primary beneficiary of a variable interest entity. ASC 810 is effective for all variable interest
entities and relationships with variable interest entities existing as of January 1, 2010. We are currently evaluating the
impact of adopting this standard on our consolidated financial position or results of operations.

In December 2007, the FASB issued ASC 810-10-65, Transition and Open Effective Date Information (“ASC 810-10-65").
This guidance establishes accounting and reporting standards pertaining to ownership interests in subsidiaries held by
parties other than the parent, the amount of net income attributable to the parent and to the noncontrolling interest,
changes in a parent’s ownership interest, and the valuation of any retained noncontrolling equity investment when a
subsidiary is deconsolidated. ASC 810-10-65 also establishes disclosure requirements that clearly identify and distinguish
between the interests of the parent and the interests of the noncontrolling owners. ASC 810-10-65 was adopted on
January 1, 2009, which did not have an impact on our consolidated financial position, results of operations or cash flows
as all our subsidiaries are wholly-owned and there has been no deconsolidation of a subsidiary after January 1, 2009.

In August 2009, the FASB issued ASU 2009-5, Fair Value Measurements and Disclosures (Topic 820) — Measuring
Liabilities at Fair Value (“ASU 2009-5"). This update provides clarification of the fair value measurement of financial lia-
bilities when a quoted price in an active market for an identical liability (level 1 input of the valuation hierarchy) is not
available. ASU 2009-5 was effective in the fourth quarter of 2009 and did not have a material impact on our financial
statements or disclosures.
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Comprehensive Income (Loss)

Net income (loss) and comprehensive income (loss) are the same for the years ended December 31, 2009, 2008 and
2007.
NOTE B - REAL ESTATE REVENUES

The components of real estate revenues are as follows:
For the year ended December 31

2009 2008 2007

Primary residential $26,968 $ 38,217 $158,642
Active adult communities 32,604 42,491 92,180
Commercial, industrial and other land sales 8,825 20,165 27,476
Other real estate operations 707 1,337 3,060
Total real estate revenues $69,104 $102,210 $281,358

During the year ended December 31, 2009, we realized pre-tax losses of $316 on revenues of $8,825 from sales of com-
mercial, industrial and other land. For the year ended December 31, 2009, pre-tax profits from sales of commercial and
industrial land were $4,405 on aggregate revenues of $4,758. For the year ended December 31, 2009, pre-tax losses from
other land sales were $4,721 on aggregate revenues of $4,067.

On December 11, 2009, Frenchman'’s Yacht Club Developers, LLC (“Frenchman’s”), a Florida limited liability company
in which our wholly-owned subsidiary, Avatar Properties Inc. (“Properties”), is the sole member, sold its interest in the
proposed development known as Frenchman’s Yacht Club to an unrelated third party for cash and a purchase money
note of $4,208. The amount of cash we received did not meet the criteria in authoritative accounting guidance to record
this sale under the full accrual method of profit recognition. As a result, this transaction is accounted for under the cost
recovery method. Under the cost recovery method, no profit is recognized until cash payments by the buyer, including
principal and interest on the purchase money note due to us exceeds the cost of the property sold. In the Frenchman'’s
transaction, since we sold the property at a loss, in accordance with authoritative accounting guidance we recognized
the loss of approximately $3,800 in full. The note receivable was discounted by $1,291 to the fair value for purposes of
measuring the loss on this transaction. Additionally, future interest cash receipts will be recorded as deferred income, and
presented as a reduction to the note receivable until such time that the cumulative cash payments by the buyer exceed
Avatar’s book value in the property at the time of sale.

For the year ended December 31, 2008, pre-tax profits (loss) from sales of commercial, industrial and other land were
($10,154) on revenues of $20,165. For the year ended December 31, 2008, pre-tax profits from commercial and industrial
land were $4,916 on aggregate revenues of $5,785. Pre-tax profits (loss) on sales of other land during the year ended
December 31, 2008 were ($20,958) on aggregate revenues of $8,380. During 2008, we closed on the sale of the stock of
one of our wholly-owned subsidiaries, the sole asset of which was land leased to a third-party that historically generated
revenues to Avatar of approximately $600 per annum. Therefore, this sale is classified for financial statement purposes
as a sale of other land. Pre-tax profits on the sale were $5,888 on revenues of $6,000.

The pre-tax loss from other land sales during 2008 was primarily attributable to the following transactions as a result
of our decision to sell certain land. More specifically, in this period, we entered into two transactions with unaffiliated
third parties providing for the formation of LLCs; and we subsequently sold developed and partially-developed land to
each of the newly formed LLCs which were not required to be consolidated under authoritative accounting guidance.
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We acquired a minority ownership interest in each of the LLCs and share in the management of each of the LLCs. These
transactions generated aggregate sales proceeds to Avatar of approximately $7,847 on assets with an aggregate book value
of approximately $29,334. We invested approximately $1,626 to acquire equity interests in these LLCs. These transac-
tions generated a pre-tax loss of approximately $21,487. For the year ended December 31, 2007, pre-tax profits from com-
mercial and industrial land were $19,939 on aggregate revenues of $23,577. Pre-tax profits on sales of other land during
the year ended December 31, 2007 were $1,931 on aggregate revenues of $3,899.

For the year ended December 31, 2007, pre-tax profits from commercial and industrial land were $19,939 on aggregate
revenues of $23,577. Pre-tax profits on sales of other land during the year ended December 31, 2007 were $1,931 on

aggregate revenues of $3,899.

See “Financial Information Relating to Industry Segments” in Note P.

NOTE C - LAND AND OTHER INVENTORIES

Land and other inventories consist of the following:

December 31
2009 2008
Land developed and in process of development $136,578 $153,368
Land held for future development or sale 98,818 96,054
Homes completed or under construction 27,971 53,947
Other 869 702
$264,236 $304,071

On September 24, 2009, we acquired 87 completed and partially completed homes, 267 developed lots, 364 partially
developed lots and approximately 400 undeveloped master planned lots in a residential community located in St. Lucie
County, Florida. The purchase price was approximately $7,450. We are completing construction of substantially and
partially completed homes in this community at an approximate cost of $1,200 of which $400 will be spent replacing
Chinese drywall that was placed in such homes by the original builder. In addition, on December 3, 2009, we acquired
86 developed lots located in Pima County, Arizona. The purchase price was approximately $3,725.

NOTE D - PROPERTY AND EQUIPMENT

Property and equipment and accumulated depreciation consist of the following:

December 31
2009 2008
Land and improvements $25,772 $26,139
Buildings and improvements 38,695 40,373
Machinery, equipment and fixtures 13,551 13,696
Amenities construction in progress 1,037 1,433
79,055 81,641
Less accumulated depreciation (31,0495) (28,156)
$48,010 $53,485

Amenities owned by Avatar and which are not held for future transfer to homeowners associations are included in
property and equipment. The book values of these amenities (excluding amenities construction in progress) were
$45,813 and $50,816 as of December 31, 2009 and 2008, respectively.

Depreciation charged to operations during 2009, 2008 and 2007 was $3,462, $3,820 and $3,427, respectively.

65



AVATAR HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (continued)

NOTE E - POINCIANA PARKWAY

In December 2006, we entered into agreements with Osceola County, Florida and Polk County, Florida for us to develop
and construct at our cost a 9.66 mile four-lane road in Osceola and Polk Counties, to be known as the Poinciana Parkway
(the “Poinciana Parkway”). The Poinciana Parkway is to include a 4.15 mile segment to be operated as a toll road. We
have acquired right-of-way and federal and state environmental permits necessary to construct the Poinciana Parkway.
In July 2008 and August 2008, we entered into amended and restated agreements with Osceola County and Polk County,
pursuant to which construction is to be commenced by February 14, 2011. Construction was to be completed by
December 31, 2011 subject to extension for Force Majeure. We have notified the Counties that the completion date has
been extended to October 14,2013 due to Force Majeure related to the economic downturn. We advised the Counties
that the current economic downturn has resulted in our inability to: (i) conclude negotiations with potential investors;
or (ii) obtain financing for the construction of the Poinciana Parkway.

If funding for the Poinciana Parkway is not obtained so that construction of the Poinciana Parkway can be commenced
by February 14, 2011 as required by our agreements with Osceola County and Polk County, the Counties have no right
to obtain damages or sue Avatar for specific performance. Polk County’s sole remedy under its agreement with Avatar is
to cancel such agreement if Avatar does not construct the Poinciana Parkway. If the construction of the Parkway is not
funded and commenced by February 14, 2011, (i) a portion of Avatar’s land in Osceola County will become subject to
Osceola traffic concurrency requirements applicable generally to other home builders in the County and (ii) Avatar will
be required to contribute approximately $1,900 towards the construction cost of certain traffic improvements in Osceola
County that it otherwise might have been obligated to build or fund if it had not agreed to construct the Poinciana
Parkway. Avatar is investigating the availability of an extension of the Poinciana Parkway permits and the related dead-
lines in its agreements with the Counties.

Osceola County and Avatar were unsuccessful in their attempt to obtain a federal grant for construction of the Parkway.
Osceola County and Avatar are still attempting to obtain other federal funds for development of the Poinciana Parkway,
including tax appropriation and a federal loan. We cannot predict whether any federal funds will be available.

For the Poinciana Parkway, indicators of impairment are general economic conditions, rate of population growth and
estimated change in traffic levels. If indicators are present, we perform an impairment test in which the asset is reviewed
for impairment by comparing the estimated future undiscounted cash flows to be generated by the asset to its carrying
value. If such cash flows are less than the asset’s carrying value, the carrying value is written down to its estimated fair
value. In determining estimated future cash flows for purposes of the impairment test, we incorporate current market
assumptions based on general economic conditions such as anticipated estimated revenues and estimated costs. These
assumptions can significantly affect our estimates of future cash flows.

Our estimate of the right-of-way acquisition, development and construction costs for the Poinciana Parkway approxi-
mates $175,000 to $200,000. However, no assurance of the ultimate costs can be given at this stage. As of December 31,
2009, approximately $47,000 has been expended. During fiscal year 2008 we recorded impairment charges of $30,228,
associated with the Poinciana Parkway.

We review the recoverability of the carrying value of the Poinciana Parkway on a quarterly basis in accordance with
authoritative accounting guidance. Based on our reviews during 2009, we determined the estimated future undiscounted
cash flows of the Poinciana Parkway were less than its carrying value. During 2009, we recognized impairment losses of
$8,108. At December 31, 2009, the carrying value of the Poinciana Parkway is $8,482. In addition, non-capitalizable
expenditures of $341 related to the Poinciana Parkway were expensed during 2009.

66



NOTE F - ESTIMATED DEVELOPMENT LIABILITY FOR SOLD LAND

The estimated development liability consists primarily of utilities improvements in Poinciana and Rio Rico for more
than 8,000 homesites previously sold and is summarized as follows:

December 31
2009 2008
Gross unexpended costs $26,389 $26,518
Less costs relating to unsold homesites (5,972) (6,050)
Estimated development liability for sold land $20,417 $20,468

The estimated development liability for sold land is reduced by actual expenditures and is evaluated and adjusted, as
appropriate, to reflect management’s estimate of anticipated costs. In addition, we obtain third-party engineer evalua-
tions and adjust this liability to reflect changes in the estimated costs. We recorded charges of approximately $592, $710
and $386 during 2009, 2008 and 2007, respectively, associated with these obligations. Future increases or decreases of
costs for construction material and labor, as well as other land development and utilities infrastructure costs, may have
a significant effect on the estimated development liability.

NOTE G - VARIABLE INTEREST ENTITIES

ASC 810, Consolidation (“ASC 810”), requires a variable interest entity (“VIE”) to be consolidated in the financial state-
ments of a company if that company is the primary beneficiary of the VIE. Under ASC 810, the primary beneficiary of a
VIE is the entity which absorbs a majority of the VIE’s expected losses, receives a majority of the VIE’s expected residual
returns, or both. Entities determined to be VIEs, for which we are not the primary beneficiary, are accounted for under
the equity method.

We participate in entities with equity interests ranging from 20% to 50% for the purpose of acquiring and/or develop-
ing land in which we may or may not have a controlling interest. These entities are VIEs and our investments in these
entities, along with other arrangements represent variable interests, depending on the contractual terms of the arrange-
ment. We analyze these entities in accordance with ASC 810 when they are entered into or upon a reconsideration event.

Consolidation of Variable Interest Entities

During 2009, Avatar entered into two separate agreements with unrelated third parties providing for the formation
of two separate limited liability companies (“LLCs”). We subsequently sold developed, partially-developed and unde-
veloped land to each of the newly formed companies for a combination of cash and purchase money notes. We
acquired a minority ownership interest in each of the LLCs and participate in the management of each of the LLCs.
Avatar also entered into land option contracts with these newly formed LLCs. Under such land option contracts, we
paid a specified option deposit in consideration for the right, but not the obligation, to purchase developed lots in the
future at predetermined prices.

In accordance with ASC 810, we determined that these entities qualify as variable interest entities (“VIEs”) which
requires consolidation by the entity determined to be the primary beneficiary. The primary beneficiary is the entity deter-
mined to absorb the majority of the VIE's expected losses, receives a majority of the VIE’s expected residual returns, or
both. As a result of our analyses, Avatar holds a variable interest in the VIEs through the purchase money notes, the land
option contracts and an economic interest in these LLCs. As of December 31, 2009, our consolidated balance sheets
include $4,386 in land and other inventories and $1,161 in property and equipment from these LLCs.

Unconsolidated Variable Interest Entities
We participate in entities with equity interests ranging from 20% to 50% for the purpose of acquiring and/or develop-

ing land in which we do not have a controlling interest. We analyze these entities in accordance with ASC 810 when
they are entered into or upon a reconsideration event. For entities determined to be VIEs, we are not the primary
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beneficiary if we do not absorb a majority of the VIEs’ expected losses or receive a majority of the VIEs' expected
residual returns. All of such entities in which we had an equity interest at December 31, 2009 and 2008 are accounted
for under the equity method.

Avatar shares in the profits and losses of these unconsolidated entities generally in accordance with its ownership
interests. Avatar and its equity partners make initial or ongoing capital contributions to these unconsolidated entities
on a pro rata basis. The obligation to make capital contributions is governed by each unconsolidated entity’s respective
operating agreement.

During 2009 and 2008, we entered into various transactions with unaffiliated third parties providing for the formation
of LLCs; and we subsequently sold developed and partially-developed land to each of the newly-formed LLCs. We
acquired a minority ownership interest in each of the LLCs and share in the management of each of the LLCs. Avatar
made contributions totaling $42 and $1,626 to its unconsolidated entities in 2009 and 2008, respectively.

As of December 31, 2009, these unconsolidated entities were financed by partner equity and do not have third-party
debt. In addition, we have not provided any guarantees to these entities or our equity partners.

The following are the consolidated condensed balance sheets of our unconsolidated entities as of December 31, 2009
and 2008:

December 31
2009 2008

Assets:
Cash $ 243 $ 645
Receivables - 1,500
Land and other inventory 11,573 10,686
Other assets 25 -
Total assets $11,841 $12,831
Liabilities and Partners’ Capital:
Accounts payable and accrued liabilities $ 893 $ 731
Notes and interest payable to Avatar 3,724 3,669
Partners’ Capital of:

Avatar 1,597 2,121

Equity partner 5,627 6,310
Total liabilities and partners’ capital $11,841 $12,831

The following are the consolidated condensed statements of operations of our unconsolidated entities for the years
ended December 31, 2009, 2008 and 2007:

2009 2008 2007
Revenues $ 41 $ 2,041 $262
Costs and expenses 607 17,571 392
Net loss from unconsolidated entities ($ 566) ($15,530) ($130)
Avatar’s share of loss from unconsolidated entities ($ 196) ($ 7,812) ($ 60)
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NOTE H - NOTES, MORTGAGE NOTES AND OTHER DEBT

Notes, mortgage notes and other debt are summarized as follows:

December 31

2009 2008

Corporate:

4.50% Convertible Senior Notes, due 2024 $ 64,804 $78,880

Unamortized discounts (1,794) (3,930)
Net Carrying Amount $ 63,010 $74,950
Equity Component $13,737 $13,770
Real estate:

5.50% Term Bonds payable, due 2010 $ 111 $ 111

Amended Unsecured Credit Facility, due 2010 55,881 56,000

$ 55,992 $356,111

Corporate:

On March 30, 2004, we issued $120,000 aggregate principal amount of 4.50% Convertible Senior Notes due 2024 (the
4.50% Notes) in a private offering. Interest is payable semiannually on April 1 and October 1. The 4.50% Notes are sen-
ior, unsecured obligations and rank equal in right of payment to all of our existing and future unsecured and senior
indebtedness. However, the 4.50% Notes are effectively subordinated to all of our existing and future secured debt to the
extent of the collateral securing such indebtedness, and to all existing and future liabilities of our subsidiaries.

Each $1 in principal amount of the 4.50% Notes is convertible, at the option of the holder, at a conversion price of
$52.63, or 19.0006 shares of our common stock, upon the satisfaction of one of the following conditions: a) during any
calendar quarter (but only during such calendar quarter) commencing after June 30, 2004 if the closing sale price of our
common stock for at least 20 trading days in a period of 30 consecutive trading days ending on the last trading day of
the preceding calendar quarter is more than 120% of the conversion price per share of common stock on such last day;
or b) during the five business day period after any five-consecutive-trading-day period in which the trading price per §1
principal amount of the 4.50% Notes for each day of that period was less than 98% of the product of the closing sale
price for our common stock for each day of that period and the number of shares of common stock issuable upon con-
version of $1 principal amount of the 4.50% Notes, provided that if on the date of any such conversion that is on or
after April 1, 2019, the closing sale price of Avatar’s common stock is greater than the conversion price, then holders will
receive, in lieu of common stock based on the conversion price, cash or common stock or a combination thereof, at our
option, with a value equal to the principal amount of the 4.50% Notes plus accrued and unpaid interest, as of the con-
version date. The closing price of Avatar’s common stock exceeded 120% ($63.156) of the conversion price for 20 trad-
ing days out of 30 consecutive trading days as of the last trading day of the fourth quarter of 2006, as of the last trading
day of the first quarter of 2007 and as of the last trading day of the second quarter of 2007. Therefore, the 4.50% Notes
became convertible for the quarter beginning January 1, 2007, for the quarter beginning April 1, 2007 and for the quar-
ter beginning July 1, 2007. During 2008 and 2009, the closing price of Avatar’s common stock did not exceed 120%
($63.156) of the conversion price for 20 trading days out of 30 consecutive trading days; therefore, the 4.50% Notes were
not convertible during 2008 and 2009. During 2007, $200 principal amount of the 4.50% Notes were converted into
3,800 shares of Avatar common stock. During 2007, Avatar repurchased $5,000 principal amount of the 4.50% Notes for
approximately $4,984 including accrued interest. During 2008, we repurchased $35,920 principal amount of the 4.50%
Notes for approximately $28,112 including accrued interest. On March 30, 2009, we repurchased $7,500 principal
amount of the 4.50% Notes for approximately $6,038 including accrued interest. This repurchase resulted in a pre-tax
gain of approximately $1,365 (which is included in Other Revenues in the consolidated statements of operations for the
year ended December 31, 2009). On June 19, 2009, we repurchased $6,576 principal amount of the 4.50% Notes for
approximately $5,658, including accrued interest. This repurchase resulted in a pre-tax gain of approximately $418
(which is included in Other Revenues in the consolidated statements of operations for the year ended December 31,
2009). Following these repurchases, $64,804 principal amount of the 4.50% Notes remain outstanding.
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We may, at our option, redeem for cash all or a portion of the 4.50% Notes at any time on or after April 5, 2011. Holders
may require us to repurchase the 4.50% Notes for cash on April 1, 2011, April 1, 2014 and April 1, 2019; or in certain
circumstances involving a designated event, as defined in the indenture for the 4.50% Notes, holders may require us to
purchase all or a portion of their 4.50% Notes. In each case, we will pay a repurchase price equal to 100% of their prin-
cipal amount, plus accrued and unpaid interest, if any.

The discount on the liability component of the 4.50% Notes is amortized using the effective interest method based on
an effective rate of 7.5%, which is the estimated market interest rate for similar debt without a conversion option on the
issuance date. The discount is amortized from the issuance date in 2004 through April 1, 2011, the first date that holders
of the 4.50% Notes can require us to repurchase the 4.50% Notes. As of December 31, 2009, the remaining expected life
over which the unamortized discount will be recognized is 1.25 years. We recognized $1,549, $2,665 and $1,136 in non-
cash interest charges related to the amortization of the discount during the years ended December 31, 2009, 2008 and
2007, respectively

Real Estate:

In conjunction with the acquisition of developed land in Florida in September 2005 and September 2004, we assumed
approximately $5,900 of Community Development District term bond obligations due 2010. These term bonds are
secured by the land and bear an interest rate of 5.50%. The outstanding balance as of December 31, 2009 and 2008 was
$111.

On March 27, 2008, we entered into an Amended and Restated Credit Agreement, by and among our wholly-owned
subsidiary, Avatar Properties Inc., as borrower, Wachovia Bank, National Association (as a lender and as administrative
agent on behalf of the lenders), and certain financial institutions as lenders (the “Amended Unsecured Credit Facility”).
This agreement amended and restated the Credit Agreement, dated as of September 20, 2005, as amended. The amend-
ment was made in anticipation of not meeting certain covenants and/or conditions in the Credit Agreement.

The principal changes effected by the Amended Unsecured Credit Facility included:

« a reduction in the amount of the facility from $125,000 to $100,000 (the facility is expandable up to $150,000,
subject to certain conditions and lender approval);

« an approval for us to obtain financing for the Poinciana Parkway of up to $140,000, subject to certain conditions;

» modifications to certain covenants including: (i) reducing the minimum adjusted EBITDA/Debt Service ratio (as
defined) from 2.75 to 2.0, and providing for an alternative requirement of maintaining a maximum leverage ratio
and minimum liquidity level if the minimum adjusted EBITDA/Debt Service ratio cannot be maintained; (ii) reduc-
ing the Leverage Ratio (as defined) from 2.0 to 1.75, and allowing us to net unrestricted cash in excess of $35,000
against outstanding debt in determining total liabilities; and (iii) amending our covenant regarding speculative
homes and models whereby if we mainta