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HOVNANIAN ENTERPRISES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In Thousands Except Share Amounts)

July 31, October 31,

2008 2007
ASSETS

(unaudited)
Homebuilding:
Cash and cash equivalents $677,213 $12,275
Restricted cash 5,649 6,594
Inventories - at the lower of cost or fair value:
Sold and unsold homes and lots under development 1,825,233 2,792,436
Land and land options held for future
development or sale 584,733 446,135
Consolidated inventory not owned:
Specific performance options 6,895 12,123
Variable interest entities 95,594 139,914
Other options 112,222 127,726
Total consolidated inventory not owned 214,711 279,763
Total inventories 2,624,677 3,518,334
Investments in and advances to unconsolidated
joint ventures 164,146 176,365
Receivables, deposits, and notes 89,898 109,856
Property, plant, and equipment net 96,857 106,792
Prepaid expenses and other assets 172,838 174,032
Goodwill 32,658 32,658
Definite life intangibles 2,704 4,224
Total homebuilding 3,866,640 4,141,130
Financial services:
Cash and cash equivalents 8,452 3,958
Restricted cash 5,318 11,572
Mortgage loans held for sale 91,123 182,627
Other assets 3,145 6,851
Total financial services 108,038 205,008
Income taxes receivable including net deferred
tax benefits 127,030 194,410
Total assets $4,101,708 $4,540,548

See notes to condensed consolidated financial statements (unaudited).
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HOVNANIAN ENTERPRISES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In Thousands Except Share Amounts)

LIABILITIES AND STOCKHOLDERS EQUITY

Homebuilding:

Nonrecourse land mortgages

Accounts payable and other liabilities
Customers deposits

Nonrecourse mortgages secured by operating
properties

Liabilities from inventory not owned

Total homebuilding

Financial services:
Accounts payable and other liabilities
Mortgage warehouse line of credit

Total financial services

Notes payable:

Revolving credit agreement
Senior secured notes
Senior notes

Senior subordinated notes
Accrued interest

Total notes payable

Total liabilities

Minority interest from inventory not owned
Minority interest from consolidated joint ventures

Stockholders equity:

Preferred stock, $.01 par value-authorized 100,000
shares; issued 5,600 shares at July 31,

2008 and at October 31, 2007 with a

liquidation preference of $140,000

Common stock, Class A, $.01 par value-authorized
200,000,000 shares; issued 73,796,543 shares at
July 31, 2008 and 59,263,887 shares at

October 31, 2007 (including 11,694,720

shares at July 31, 2008 and

October 31, 2007 held in Treasury)

Common stock, Class B, $.01 par value (convertible
to Class A at time of sale) authorized

30,000,000 shares; issued 15,335,394 shares at
July 31, 2008 and 15,338,840 shares at

October 31, 2007 (including 691,748 shares at
July 31, 2008 and October 31, 2007 held in
Treasury)

Paid in capital common stock

Retained earnings

Treasury stock - at cost

Total stockholders equity

Total liabilities and stockholders equity

July 31,

2008
(unaudited)

$4,824
427,061
43,348

22,492
150,216

647,941
12,053
83,142

95,195

594,524
1,510,950
400,000
31,714
2,537,188
3,280,324
42,155

1,335

135,299

738

153
415,797
341,164
(115,257)

777,894

$4,101,708

October 31,

2007

$9,430
515,422
65,221

22,985
189,935

802,993
19,597
171,133

190,730

206,750
1,510,600
400,000
43,944
2,161,294
3,155,017
62,238

1,490

135,299

593

153
276,998
1,024,017
(115,257)

1,321,803

$4,540,548
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See notes to condensed consolidated financial statements (unaudited).
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HOVNANIAN ENTERPRISES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands Except Per Share Data)

(Unaudited)

Three Months Ended

July 31,

2008 2007
Revenues:
Homebuilding:
Sale of homes $692,690 $1,079,226
Land sales and other revenues 9,750 34,107
Total homebuilding 702,440 1,113,333
Financial services 14,101 17,260
Total revenues 716,541 1,130,593
Expenses:
Homebuilding:
Cost of sales, excluding interest 635,533 938,265
Cost of sales interest 35,473 29,857
Inventory impairment loss and land option

write-offs 110,933 108,593
Total cost of sales 781,939 1,076,715
Selling, general and administrative 90,004 132,025
Total homebuilding 871,943 1,208,740
Financial services 8,234 11,179
Corporate general and administrative 21,483 22,128
Other interest 10,655 1,160
Other operations 2,366 630
Intangible amortization 293 10,150
Total expenses 914,974 1,253,987
Loss from unconsolidated joint
ventures (920) (2,739)
Loss before income taxes (199,353) (126,133)
State and federal income tax
provision (benefit):

State 1,476 1,370
Federal 1,648 (49,644)
Total taxes 3,124 (48,274)
Net loss (202,477) (77,859)
Less: preferred stock dividends - 2,668

Net loss available to common
stockholders $(202,477) $(80,527)

Nine Months Ended

July 31,
2008

$2,500,192
45,863

2,546,055
40,626

2,586,681

2,345,942
98,633

446,961
2,891,536
287,819
3,179,355
27,554
64,595
11,657
4,229
1,520

3,288,910

(9,356)

(711,585)

15,700
(53,154)

(37,454)
(674,131)

$(674,131)

2007
$3,273,156
77,205

3,350,361
56,691

3,407,052

2,776,050
85,485

184,420
3,045,955
401,804
3,447,759
35,877
64,319
9,046
2,888
78,424

3,638,313

(2,934)

(234,195)

118
(73,787)

(73,669)
(160,526)
8,006

$(168,532)
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Per share data:

Basic:

Loss per common share $(2.67)
Weighted average number of common

shares outstanding 75,723
Assuming dilution:

Loss per common share $(2.67)
Weighted average number of common

shares outstanding 75,723

See notes to condensed consolidated financial statements (unaudited).

$(1.27)
63,199
$(1.27)

63,199

$(9.98)
67,574
$(9.98)

67,574

$(2.67)
63,036
$(2.67)

63,036
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HOVNANIAN ENTERPRISES, INC. AND
SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF
STOCKHOLDERS EQUITY

(In Thousands Except Share Amounts)

(Unaudited)
A Common Stock B Common Stock
Shares Issued Shares Issued
and and

Outstanding ~ Amount Outstanding ~Amount
Balance, October 31, 2007 47,569,167 $593 14,647,092 $153

Adoption of FASB
interpretation
No. 48 (FIN 48)

Stock issuance May 14, 2008
offering 14,000,000 140

Stock options amortization

and issuances, net of tax 290,762 3

Restricted stock

amortization, issuances and

forfeitures, net of tax 238,448 2

Conversion of Class B to

Class A common stock 3,446 (3,446)
Net loss
Balance, July 31, 2008 62,101,823 $738 14,643,646  $153

See notes to condensed consolidated financial statements (unaudited).

Preferred Stock

Shares Issued
and
Outstanding

5,600

5,600

Paid-In

Retained
Amount  Capital Earnings

Treasury
Stock

$135,299  $276,998 $1,024,017 $(115,257)

(8,722)
125,739
8,217
4,843

(674,131)

$135,299 $415,797 $341,164

$(115,257)

Total

$1,321,803

(8,722)

125,879

8,220

4,845

(674,131)

$777,894

10
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HOVNANIAN ENTERPRISES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands - Unaudited)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Depreciation

Intangible amortization

Compensation from stock options and awards
Amortization of bond discounts

Excess tax payments (benefits) from

share-based payment
(Gain) loss on sale and retirement of property
and assets
Loss from unconsolidated joint ventures
Distributions from unconsolidated joint ventures
Deferred income taxes
Impairment and land option deposit write-offs
Decrease (increase) in assets:
Mortgage notes receivable
Restricted cash, receivables, prepaids and
other assets
Inventories
(Decrease) increase in liabilities:
State and Federal income taxes
Customers deposits
Interest and other accrued liabilities
Accounts payable
Net cash provided by (used in) operating activities
Cash flows from investing activities:
Net proceeds from sale of property and assets
Purchase of property, equipment and other fixed
assets and acquisitions
Investments in and advances to unconsolidated
joint ventures
Distributions from unconsolidated joint ventures
Net cash (used in) investing activities
Cash flows from financing activities:
Proceeds from mortgages and notes

Net proceeds from senior secured notes (includes deferred

financing costs)
Net (payments) proceeds related to revolving
credit agreement (includes deferred financing costs)
Net payments related to mortgage
warehouse line of credit
Principal payments on mortgages and notes

Excess tax (payments) benefits from

share-based payment
Preferred dividends paid
Purchase of treasury stock
Net proceeds from sale of stock and employee stock plan
Net cash provided by financing activities

Nine Months Ended

July 31,
2008

$(674,131)

13,603
1,520
11,729
490

2,287

(2,304)
9,356
4,831
105,302
446,961

91,562

61,929
426,761

(46,644)
(21,873)
(150,474)
6,499
287,404

3,539
(4,224)
(14,793)
13,005
(2,473)

94
572,623

(215,780)

(87,991)
(9,237)

(2,287)

127,079
384,501

2007

$(160,526)

13,529
78,424
18,786
850

(2,417)

176
2,934
578
(45,599)
184,420

119,277

13,798
(233,453)

(34,061)
(91,475)
(139,775)
(21,042)
(295,576)

661
(35,338)

(32,144)
35,912
(30,909)

39,411

456,275

(120,181)
(64,806)

2,417
(8,006)
(6,309)
2,953
301,754

11
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Net increase (decrease) in cash 669,432 (24,731)
Cash and cash equivalents balance, beginning

of period 16,233 54,323
Cash and cash equivalents balance, end of period $685,665 $29,592

12
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HOVNANIAN ENTERPRISES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In Thousands - Unaudited)

(Continued)

Nine Months Ended

July 31,

2008 2007
Supplemental disclosures of cash flow:
Cash paid (received) during the period for:
Interest $115,363 $119,340
Income taxes $(95,976) $3,574
Supplemental disclosures of noncash operating
activities:
Consolidated inventory not owned:
Specific performance options $6,286 $13,530
Variable interest entities 85,955 155,693
Other options 112,222 181,344
Total inventory not owned $204,463 $350,567

See notes to condensed consolidated financial statements (unaudited).

13
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HOVNANIAN ENTERPRISES, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - UNAUDITED

1. The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States ( 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, all adjustments for interim periods presented have been made, which include normal recurring
accruals and deferrals necessary for a fair presentation of our consolidated financial position, results of operations, and changes in cash flows.
The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to
make estimates and assumptions that 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 from
those estimates, and these differences could have a significant impact on the financial statements. Results for interim periods are not necessarily
indicative of the results which might be expected for a full year. The balance sheet at October 31, 2007 has been derived from the audited
financial statements at that date but does not include all of the information and footnotes required by accounting principles generally accepted in
the United States for complete financial statements.

The Company s reportable segments consist of six Homebuilding segments (Northeast, Mid-Atlantic, Midwest, Southeast, Southwest and West)
and the Financial Services segment (see Note 13).

Certain prior year amounts have been reclassified to conform to the current year presentation.

2. For the three months ended July 31, 2008 and 2007, the Company s total stock-based compensation expense was $3.1 million ($3.0 million net
of tax) and $6.3 million ($4.3 million net of tax), respectively, and $11.7 million ($11.1 million net of tax) and $18.8 million ($12.9 million net

of tax) for the nine months ended July 31, 2008 and 2007, respectively. Included in this total stock-based compensation expense was expense for
stock options of $2.8 million ($2.6 million net of tax) and $3.7 million ($2.5 million net of tax) for the three months ended July 31, 2008 and
2007, respectively, and $9.8 million ($9.2 million net of tax) and $10.1 million ($6.9 million net of tax) for the nine months ended July 31, 2008
and 2007, respectively.

3. Interest costs incurred, expensed and capitalized were:

Three Months Ended Nine Months Ended

July 31, July 31,

2008 2007 2008 2007

(Dollars in Thousands) (Dollars in Thousands)
Interest capitalized at
Beginning of period $177,602 $138,133 $155,642 $102,849
Plus interest incurred (1) 51,268 49,487 137,390 148,285
Less cost of sales interest
expensed (2) (35.473) (29,857) (98,633) (85,485)
Less other interest expensed (4) (10,655) (1,160) (11,657) (9,046)
Interest capitalized at
end of period (3) $182,742 $156,603 $182,742 $156,603

(1) Data does not include interest incurred by our mortgage and finance subsidiaries.
(2) Represents interest on borrowings for construction, land and development costs, which are

charged to interest expense when homes are delivered.

14
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(3) We have incurred significant inventory impairments in recent quarters, which are determined based

on total inventory including capitalized interest. However, the capitalized interest amounts above
are shown gross before allocating any portion of the impairments to capitalized interest.
(4) Beginning in the third quarter of fiscal 2008, our assets that qualify for interest capitalization

(inventory under development) no longer exceed our debt, and therefore the portion of interest
not covered by qualifying assets must be directly expensed.

15
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4. Accumulated depreciation at July 31, 2008 and October 31, 2007 amounted to $67.6 million and $57.4 million, respectively, for our
homebuilding assets.

5. In accordance with Financial Accounting Standards No. 144 ("SFAS"), "Accounting for the Impairment of or Disposal of Long Lived
Assets", we record impairment losses on inventories related to communities under development when events and circumstances indicate that
they may be impaired and the undiscounted cash flows estimated to be generated by those assets are less than their related carrying amounts. As
a result of a continued decline in sales pace, sales price and general market conditions, for the three months ended July 31, 2008 and 2007, we
recorded inventory impairments of $80.2 million and $87.4 million, respectively, and $380.4 million and $163.7 million for the nine months
ended July 31, 2008 and 2007, respectively, both of which are presented in the Consolidated Statements of Operations as part of Inventory
impairment loss and land option write-offs and deducted from inventory.

As a result of the declining homebuilding market in some of our segments, we have decided to mothball (or stop development on) certain
communities where we determine the current performance does not justify further investment at this time. When we decide to mothball a
community, the inventory is reclassified from Sold and unsold homes and lots under development to Land and land options held for future
development or sale. During the third quarter of fiscal 2008, we mothballed six communities. As of July 31, 2008, the book value associated
with the 33 mothballed communities was $421.7 million, net of an impairment balance of $147.0 million. We continually review communities to
determine if mothballing is appropriate.

The following table represents inventory impairments by homebuilding segment for the three and nine months ended July 31, 2008 and 2007:

Three Months Ended Three Months Ended
(Dollars in millions) July 31, 2008 July 31, 2007
Dollar Pre- Dollar Pre-
Number of Amount of Impairment Number of Amount of  Impairment
Communities  Impairment  Value(1) Communities  Impairment Value(1)
Northeast - $ - $ - 4 $9.2 $59.2
Mid-Atlantic 16 20.4 74.1 2 3.0 14.2
Midwest - - - 2 2.8 9.6
Southeast 17 16.7 344 5 11.5 6.3
Southwest 13 21.8 59.6 6 11.1 28.0
West 18 21.3 63.8 11 49.8 158.0
Total 64 $80.2 $231.9 30 $87.4 $275.3
Nine Months Ended Nine Months Ended
(Dollars in millions) July 31, 2008 July 31, 2007
Dollar Pre- Dollar Pre-
Number of Amount of Impairment Number of Amount of  Impairment
Communities  Impairment  Value(l) Communities  Impairment  Value(l)
Northeast 6 $14.7 $105.8 8 $15.1 $94.4
Mid-Atlantic 22 32.0 125.6 2 3.0 14.2
Midwest 4 5.6 20.2 7 8.9 353
Southeast 29 34.5 106.2 5 60.9 141.5
Southwest 24 44.0 117.4 7 11.3 28.7
West 55 249.6 744.0 15 64.5 203.8

16
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Total 140 $380.4 $1,219.2 44 $163.7

(1) Represents carrying value in dollars, net of prior period impairments, if any, at the time of recording

this period s impairments.

$517.9

17
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The Consolidated Statements of Operations line entitled "Homebuilding Inventory impairment loss and land option write-offs" also includes
write-offs of capitalized approval, engineering and interest costs that we record when we redesign communities and/or abandon certain
engineering costs or when we do not exercise options in various locations because the communities' projected profitability would not produce
adequate returns on investment commensurate with the risk.

The total aggregate write-offs were $30.8 million and $21.2 million for the three months ended July 31, 2008 and 2007, respectively, and $66.6
million and $20.7 million for the nine months ended July 31, 2008 and 2007, respectively.

The following table represents write-offs of such costs and the related number of lots by homebuilding segment for the three and nine months
ended July 31, 2008 and 2007:

Three Months Ended Nine Months Ended
(Dollars in millions) July 31, July 31,
2008 2007 2008 2007
Number of  Dollar Number of  Dollar Number of  Dollar Number of  Dollar
Walk-Away Amount of Walk-Away Amount of Walk-Away Amount of Walk-Away Amount of
Lots Write-Offs  Lots Write-Offs  Lots Write-Offs  Lots Write-Offs
Northeast 121 $4.4 1,155 $4.9 574 $9.2 2,145 $7.9
Mid-Atlantic 1,703 19.8 399 2.0 4,231 35.6 867 3.1
Midwest 257 0.7 - 0.1 257 0.7 146 0.8
Southeast 1,299 5.1 2,248 5.8 3,053 12.1 3,898 6.2
Southwest 173 0.4 543 1.5 603 49 1,352 2.1
West 180 0.4 950 6.9 419 4.1 950 0.6
Total 3,733 $30.8 5,295 $21.2 9,137 $66.6 9,358 $20.7

6. We provide a warranty accrual for repair costs under $5,000 per occurrence to homes, community amenities and land development
infrastructure. We accrue for warranty costs as part of cost of sales at the time each home is closed and title and possession have been transferred
to the homebuyer. In addition, we accrue for warranty costs over $5,000 per occurrence as part of our general liability insurance deductible,
which is expensed as selling, general and administrative costs. For homes delivered in fiscal 2008, our deductible under our general liability
insurance is $20 million per occurrence with an aggregate $20 million for liability claims and an aggregate $21.5 million for construction defect
claims. Additions and charges in the warranty reserve and general liability accrual for the three and nine months ended July 31, 2008 and 2007
were as follows:

Three Months Ended Nine Months Ended

July 31, July 31,

2008 2007 2008 2007
Balance, beginning of period $123,566 $90,731 $120,653 $93,516
Additions 15,504 13,381 50,311 32,253
Charges incurred (12,741) (15,058) (44,635) (36,715)
Balance, end of period $126,329 $89,054 $126,329 $89,054

Warranty accruals are based upon historical experience. We engage a third-party actuary that uses our historical warranty data to estimate our
unpaid claims, claim adjustment expenses and incurred but not reported claims reserves for the risks that we are assuming under the general
liability and workers compensation programs. The estimates include provisions for inflation, claims handling and legal fees.

18
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Insurance claims paid by our insurance carriers were $11.9 million and $8.8 million for the three months ended July 31, 2008 and 2007,
respectively, and $18.9 million and $9.6 million for the nine months ended July 31, 2008 and 2007, respectively, for prior year deliveries.

7. We are involved in litigation arising in the ordinary course of business, none of which is expected to have a material adverse effect on our
financial position or results of operations, and we are subject to extensive and complex regulations that affect the development and home
building, sales and customer financing processes, including zoning, density, building standards and mortgage financing. These regulations often
provide broad discretion to the administering governmental authorities. This can delay or increase the cost of development or homebuilding.

We also are subject to a variety of local, state, federal and foreign laws and regulations concerning protection of health and the environment. The
particular environmental laws that apply to any given community vary greatly according to the community site, the site's environmental
conditions and the present and former uses of the site. These environmental laws may result in delays, may cause us to incur substantial
compliance, remediation, and/or other costs, and can prohibit or severely restrict development and homebuilding activity in certain
environmentally sensitive regions or areas.

In March 2005, we received two requests for information pursuant to Section 308 of the Clean Water Act from Region 3 of the Environmental
Protection Agency (the "EPA"). These requests sought information concerning storm water discharge practices in connection with completed,
ongoing and planned homebuilding projects by subsidiaries in the states and district that comprise EPA Region 3. We also received a notice of
violations for one project in Pennsylvania and requests for sampling plan implementation in two projects in Pennsylvania. The amount requested
by the EPA to settle the asserted violations at the one project was less than $100,000. We provided the EPA with information in response to its
requests. The Department of Justice ( DOJ ) subsequently also has become involved in the review of our storm water discharge practices and
enforcement with respect to them. We have subsequently received a notice with respect to another development from the EPA alleging

violations of storm water discharge practices and requesting related information. We cannot predict the outcome of the review of these practices
or estimate the costs that may be involved in resolving the matter. To the extent that the EPA or the DOJ asserts violations of regulatory
requirements and requests injunctive relief or penalties, we will defend and attempt to resolve such asserted violations.

It can be anticipated that increasingly stringent requirements will be imposed on developers and homebuilders in the future. Although we cannot
predict the effect of these requirements, they could result in time-consuming and expensive compliance programs and in substantial
expenditures, which could cause delays and increase our cost of operations. In addition, the continued effectiveness of permits already granted or
approvals already obtained is dependent upon many factors, some of which are beyond our control, such as changes in policies, rules and
regulations and their interpretations and application.

The Company is also involved in the following litigation in different parts of the country:

On September 26, 2006, a stockholder derivative action was filed in the Superior Court of New Jersey, Monmouth County, against certain of our

current and former officers and directors, captioned as Michael Crady v. Ara K. Hovnanian et al., Civil Action No. L-4380-06. An amended
complaint was filed on January 11, 2007, and a second amended complaint, adding Judy Wolf as a derivative plaintiff, was filed on January 10,
2008. The second amended complaint alleges, among other things, breach of fiduciary duty in connection with certain of our historical stock
options grants and exercises by certain current and former officers and directors. The second amended complaint sought an award of damages,
disgorgement and/or rescission of certain stock options or any proceeds therefrom, equitable relief, an accounting of certain stock option grants,
certain corporate governance changes and an award of fees and expenses. The parties have reached a settlement with respect to all matters. The
court approved the settlement and the time to appeal has expired. The terms of the settlement did not have a material impact on the Company.

The Company, Chief Executive Officer and President Ara K. Hovnanian, Executive Vice President and Chief Financial Officer J. Larry Sorsby
and a former officer of a Company subsidiary have been named as defendants in a purported class action. The original complaint, which only
named Mr. Sorsby as a defendant, was filed on September 14, 2007 in the United States District Court for the Central District of California,

captioned Herbert Mankofsky v. J. Larry Sorsby, and names only Mr. Sorsby as a defendant. On January 31, 2008, the court appointed
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Herbert Mankofsky as Lead Plaintiff. On February 19, 2008, the action was transferred to the United States District Court for the District of New

Jersey. On March 10, 2008, plaintiff filed an amended complaint, captioned In re Hovnanian Enterprises, Inc. Securities Litigation, alleging,
among other things, that the defendants violated federal securities laws by making false and misleading statements regarding the Company's
business and future prospects in connection with the Company s acquisition of First Home Builders of Florida. The Company filed a Motion to
Dismiss the amended complaint on July 14, 2008.

The Company has been named as a defendant in a purported class action suit filed May 30, 2007 in the United States District Court for the
Eastern District of Pennsylvania, Mark W. Mellar, et al., v. Hovnanian Enterprises, Inc., et al., asserting that the Company's sales of homes

along with the financing of home purchases and the provision of title insurance by affiliated companies violated the Real Estate Settlement
Procedures Act. Plaintiffs seek to represent a class of persons who purchased a home from the Company, who received a mortgage loan via a
subsidiary of the Company and/or who bought title insurance from a company affiliated with the Company, and are seeking damages (including
treble damages), declaratory and injunctive relief, and attorney s fees and costs. The Company s Motion to Dismiss the complaint was denied by
the Court on March 4, 2008 without prejudice. The case was temporarily placed on an inactive list pending the outcome of another case with

similar allegations against unrelated defendants. That other case has now settled and the Mellar litigation has been re-activated.

A subsidiary of the Company has been named as defendant in a purported class action suit filed May 30, 2007 in the United States District Court

for the Middle District of Florida, Randolph Sewell, et al., v. D'Allesandro & Woodyard, et al., alleging violations of the federal securities acts,
among other allegations, in connection with the sale of some of the Company's subsidiary's homes in Fort Myers, Florida. Plaintiffs filed an
amended complaint on October 19, 2007. Plaintiffs seek to represent a class of certain home purchasers in southwestern Florida and seek
damages, rescission of certain purchase agreements, restitution of out-of-pocket expenses, and attorneys fees and costs. The Company's
subsidiary has filed a Motion to Dismiss the amended complaint on December 14, 2007.

On April 4, 2008, K. Hovnanian Enterprises, Inc. ( K. Hovnanian ), a wholly-owned subsidiary of the Company, initiated arbitration proceedings
against GMAC Model Home Finance, LLC ("GMAC") to resolve a dispute arising under a Model Purchase, Construction Management and
Rental Agreement dated October 4, 2001 (the "Agreement"). The Company is the guarantor of K. Hovnanian's obligations under the Agreement.
On March 31, 2008, GMAC advised K. Hovnanian that it was terminating all model home leases and intended to take possession of all model
homes at issue based on the claim that K. Hovnanian had defaulted under the Agreement. In its a