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PART |

ltem 1. Business
Overview

We are a residential real estate develosrtths substantial experience building a diversgeaaf for-sale products including single-
family homes, townhouses, mid- and high-rise condarms and mixed-use developments in suburban carities and high density urban
infill areas. We focus on geographic areas, pradant price points where we believe there is sicarit demand for new housing and
potential for above average returns. We currentlgrate in the Washington, D.C., Raleigh, North Gaacand Atlanta, Georgia markets
where we target a diverse range of buyers, inctuflist-time, early move-up, secondary move-up, gnmgster move-down and active adult
home buyers. We believe that these buyers reprassghificant and stable segment of the home lsuypeour markets. Since our founding in
1985, we have built and delivered over 3,000 hovadised at over $800.0 million.

Over the past several years we have sucdgsskpanded our business model to include the ldgweent of land for our home building
operations as a complement to the purchasing isti#d building lots developed by others. Over thst geveral years, our markets have
generally been characterized by strong populatimhezonomic growth trends that have led to strargahd for housing. In addition, we
have recently expanded into the development, rédeweent and construction of residential mid- anghkise condominium complexes in ¢
core market of the Washington, D.C. area. We beltbat these markets provide attractive long-teroavth opportunities.

We were incorporated in Delaware in May 200dr business was started in 1985 by Christophem€hte, our current Chief Executive
Officer, as a residential land developer and homiklér focused on the upscale home market in tlitheam Virginia suburbs of
Washington, D.C. Prior to our initial public offag in December 2004, we operated our businessdghrfmur primary holding companies. In
connection with our initial public offering, thepemary holding companies were consolidated arichalely merged into Comstock
Homebuilding Companies, Inc. Our principal execaitbffices are located at 11465 Sunset Hills Roaite$10, Reston, Virginia 20190, and
our telephone number is (703) 883-1700. Our Wishisivww.comstockhomebuilding.coReferences to “Comstock,” “we,” “our” and “us”
refer to Comstock Homebuilding Companies, Inc. thgein each case with our subsidiaries and angguessor entities unless the context
suggests otherwise.

Recent Developments

In January 2006, we acquired Parker Chartitenes, Inc., or Parker Chandler, a private homdkuilvith operations in the Atlanta,
Georgia, Charlotte, North Carolina and Myrtle Bea®buth Carolina metropolitan areas.

Our Markets

As of December 31, 2005, we operated in tlashngton, D.C. and Raleigh, North Carolina markets believe that the new home
markets in Washington, D.C. and Raleigh, North Gaacare characterized by consistent demand amditedl supply of available housing.
Based on our experience, we believe that in theehomilding industry, local economic trends anduafices have a more significant impact
on supply and demand, and therefore on profitgbilitan national economic trends and influencesofaing to the National Association of
Home Builders, the Washington, D.C. and RaleighitiN€arolina metropolitan areas are each rankeldeop 25 housing markets in the
country based upon single-family residential buigdpermits issued in 2005 and the Washington, Bxé&ropolitan area is ranked in the top
10 housing markets in the country based upon rfautily building permits issued in 2005.
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Greater Washington, D.C. Metropolitan Market

Our current and anticipated projects for\ti@shington, D.C. market are in Arlington, Culpep&irfax, Fauquier, Loudoun, Prince
William and Stafford counties in Virginia, and AnAeundel, Frederick, Howard, Montgomery, Prince &@s counties in Maryland and in
the District of Columbia. Since our inception, tMashington, D.C. metropolitan area has experiestrethg population and economic
growth. The strength of this employment market ¢edipvith the stability and resilience of the loeabnomy is primarily due to the size and
diversity of the federal government workforce. fhesence of the federal government historicallydeased as a cushion for the local
economy against downturns in the private sectoceRiy, the Washington, D.C. market has been chetiaed by strong demand due to
population growth, low unemployment rates and aceatration of white-collar, high-income jobs. Acdimyg to the Bureau of Labor
Statistics, in 2004 the professional and businessces sector employed about 21.5% of the Wasbimd2.C. metropolitan workforce. The
U.S. Chamber of Commerce found that in 2004, thehaton, D.C. market enjoyed the second higheslianehousehold income among
metropolitan areas within the United States — 63%va the national median household income.

Raleigh, North Carolina Market

Our current and anticipated projects forRaeigh, North Carolina market are in Durham, Flankiohnston and Wake counties, which
includes the city of Raleigh. From 1990 to 200@, Rraleigh, North Carolina market was the 12th fsieowing metropolitan area in the
United States and was the second fastest growemjiarthe Southeast in terms of population groaticprding to the U.S. Census Bureau.
The area experienced growth of 38.9% during thabgeaccording to the U.S. Census Bureau. Sindlahe Washington, D.C. market, the
local economy in the Raleigh, North Carolina maikejenerally stable and less sensitive to natienahomic trends because of large public
sector employment. Raleigh is the state capitdlath Carolina. According to the Bureau of Labaoatftics, the state and local governments
constitute 19.1% of the area’s aggregate employime2@05. The area is home to Research Trianglie, Rgyublic/private, planned research
park containing over nine million square feet dfa# space, and the headquarters of multiple tdolggyaand research companies. Duke
University, the University of North Carolina-Chapill and North Carolina State University are algoated in the Raleigh, North Carolina
market. According to the U.S. Department of Comragtice Raleigh, North Carolina market ranked 4@tlorag 361 metropolitan areas in
2003 in terms of per capita income, or 106.8% efriational per capita income.

Our Competitive Strengths
We believe we possess the following competisitrengths:

Committed and experienced managem@fd.have been developing land and building for-ssdédential housing since 1985 under the
leadership of our current Chairman and Chief Exgeudfficer. Our current President and Chief OpeapOfficer joined us in 1991. Many of
our senior executives and managers have extengpegience in the home building industry with sonagihg over 30 years of experience |
most of our senior executives having been withousf least five years.

Public company statué&s a publicly traded company we enjoy many compretiadvantages over our privately held peer graup.
particular, it is our belief that as a public compa@ur access to capital affords us a pricing athgemwhen competing for the types of land
opportunities we feel are most consistent withgmimary target market segments. In addition, ofipudmmpany status enhances our existing
brand recognition and engenders confidence in mspective buyers.

Attractive land positionAt December 31, 2005, we owned or controlled oy20@ lots in our markets including our backlogolr
business we define lots as individually saleablashg units. We believe that restrictions on theeltgoment of new lots in our markets have
increased, and will continue to increase, the ntarakie of our land position. Our land planningygessing and development expertise all
us to acquire land positions in various stages®fentitlement process, which we believe providegreater
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opportunities than many of our competitors. Wernidt& continue to utilize our land acquisition atevelopment process to further develop
an attractive land inventory.

Creative approach to land acquisition and developin@/e have developed a specialized, selective appriodemd acquisition and
development, focused on maximizing the value ohemrcel. We have extensive knowledge regardingsplects of the site selection, land
planning, entitlement and development processasivelto all types of new home developments, froimusban single-family homes,
townhouses and low-rise condominiums to high-msieed-use urban condominium developments. We hgvefisant experience in dealing
with the governmental and regulatory authorities tiovern the site development and entitlementge®es. We leverage this knowledge and
experience to manage development risk and create vatue from the land that we acquire. Our knogtednd experience also allow us t
active in the development of urban mixed-use ptejeghich puts us in the position of acquiring @edeloping parcels of land that many of
our competitors are not able to pursue.

Broad customer base and a diversified product Byxoffering a wide variety of affordably-priced phacts in distinctly different types of
locations we serve a broad customer base incldidstegtime, early move-up, secondary move-up, emagter move-down and active adult
home buyers. First-time and early move-up home lsuyske up a significant percentage of home buyidrs.ownership of a home is a high
priority for a large percentage of the populatiorthie United States. In addition, we believe tmgdababy boom” population in the United
States is aging and is increasing demand for secpmdove-up, empty nester move-down and activet sy homes. Active adult refers to
age-restricted developments that require at leasbd the primary owners of the homes in the deyralent to be at least 55 years old. As the
baby boom generation ages, we believe that howsrglopments focused on this segment of the pdpnlaill garner a larger share of the
market. Our products range from traditional sinfglerily homes, townhouses and low-rise condominidesigned for suburban settings, to
contemporary townhouses and high-rise condominidesigned for urban settings, and highly amenittagttiings targeting the active adult
home buyer. This product mix allows us to diversity risks in fluctuating market conditions by erisg that we are positioned to attract a
broad segment of the home buying population. Wegdeadl of our products to be attractively pricetiasalue oriented.

Superior quality control and customer servigée strive to provide a high level of customer seeviuring the sales and construction
process as well as after a Comstock home is salds@les representatives, on-site constructionrsigoes and post-closing customer service
personnel work as a team in an attempt to enshighalevel of customer satisfaction. Our salesf stafeives extensive training in
understanding the needs of the customer and agsthém in the selection of a Comstock home andgage program that meets their
requirements. As part of our commitment to quadigurance, each Comstock home is subject to @ £$25 stringent construction quality
inspections covering virtually every aspect of thastruction process. Our customer service pers@mnadrained to promptly and thoroughly
address any concerns that our customers may havalsmprovide our home buyers with home mainteaaraining and advice. We believe
this high level of attention to quality assurantehie construction process and focus on our cusgimpest-closing experience has earned
Comstock a reputation for delivering high-qualitpgucts and excellent customer service. We beligigeultimately leads to enhanced
customer satisfaction and additional sales thraefgrrals.

Our Growth Strategy

Our business strategy is to focus on geogeegrieas, products and price points where we beliegre is a significant demand for new
housing and high profit potential. Our strategy thesfollowing key elements:

Build in and expand with the strong growth markeithin the Mid-Atlantic and Southeast regiolge believe there are significant
opportunities for growth in our existing marketse\pan to maintain our business in Washington, @r&l Raleigh, North Carolina and
expand into Atlanta, Georgia to capitalize on thieust economies and continued population growthede areas. We expect the growth in
these markets to continue. We plan to utilize oromg) regional presence and our extensive expegignthese markets to expand our
operations in both markets through acquisitiondafittonal land, and we may acquire local home
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builders whose operations would complement oursesaiince our competitive position in the marketulatle intend to continue to expand
into selected new geographic markets in the MidwAtic and Southeast United States through acauisitbf other home builders that have
strategic land positions, strong local managenearns and sound operating principles. We expeeirget new markets that have favorable
demographic and economic trends where we believeillbe able to achieve sufficient scale to sustaly implement our business strate
We are currently evaluating several expansion dppdies.

Acquire and develop a land inventory with potenfitelabove-average margins or returiwe believe that our market knowledge and
experience in land entitlement and developmentlenabto successfully identify attractive land asdion opportunities, efficiently manage
the process of obtaining development rights andimiar land value. We have the expertise to acdaird positions in various stages of the
entitlement and development process, which we \xelgovides us more opportunities to build landcemwry than many of our competitors.
We intend to continue to utilize our land acquisitand development process to further developtsactive land inventory. As a complement
to our development strategy, we will continue tovgiour land inventory through acquisition of fingghlots from other developers. We
believe our network of relationships and broad gadtion in our core markets gives us an advantage some of our competitors in acquir
finished lots. In addition, since we can often agoptions on large numbers of finished lots witimimal deposits, this strategy allows us to
cost-effectively control significant land positiowith reduced risk. As such, we intend to contitmeption land positions whenever possible.

Create opportunities in areas overlooked by our petitors.We believe there is a significant market opporgufotr well-designed,
quality homes and condominiums in urban and suluabeas in close proximity to transportation féieidi. Local governments in our mark
especially the Washington, D.C. market, have medifioning codes in response to mounting trafficeams to allow for high-density
residential development near transportation impmes@s. In our experience, buyers place a premiumesnhomes in developments within
these areas. We believe that our townhouse andaotgniim products, along with our substantial exgece in dealing with both the market
and regulatory requirements of urban mixexd developments, enable us to identify and credie in land parcels often overlooked by lai
production home builders. As a result, we belieeecan achieve better returns on our products drget production home builders who are
only focused on volume. We plan to continue to foon developing and creating these opportunitiésinvour core markets.

Focus on a broad segment of the home buying maketsinglefamily homes, townhouses and condominiums are dedignd priced t
appeal to a wide segment of the home buying mavketserve a broad customer base including firsétiearly move-up, secondary mowve;
empty nester move-down and active adult home buyéesbelieve first-time and early move-hpme buyers are a significant portion of hi
buyers and have in the past, we believe, been rasigtant to market downturns. We believe thabtiiag of the American population makes
it more likely that a significant percentage of grapulation will continue to be attracted to sea@mdnove-up, empty nester move-down and
active adult products as well. We expect our dified product offerings to position us to benefirh the projected population growth in our
core markets and provide a degree of protectiomagmarket fluctuations.

Expand into the growing active adult marketany localities are adopting zoning rules that emage construction of mixed-use and
active adult developments. We expect the largesgimth baby boom population in the United Statefsi¢ébgrowth in the active adult market
of the home building industry. As the baby boomegation ages, we anticipate that housing developsrfenused on this population will
capture a larger share of the market. We belieigegttowing segment of the population will also likbe attracted to the urban convenience
and activities available in upscale urban activdltadkevelopments. Active adult developments arerofavored by local governments because
they increase the tax base while requiring feweegoment-funded services and infrastructure, sscdchools and summer programs, as
compared to traditional developments that attractiies. We believe that we are well positionedatee advantage of this growing demand.

Maximize our economies of scalde apply a production home builder approach tofatlur product categories. In many instances, we
utilize plans we have built numerous times whidbva$ us to minimize cost
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through value engineering resulting from previaefdfexperience. We are also able to coordinaterlabhd material purchasing under bulk
contracts thereby reducing unit costs. As a resudtare able to realize economies of scale in tliehase of raw materials, supplies,
manufactured inputs and labor. As we expand, wese#k to maximize these benefits through purclgaairangements with national and
regional vendors.

Our Operations

We integrate the process of building a homedrefully controlling each phase of the procesmfland acquisition to the construction,
marketing and sale of a home. During every stagheprocess we manage risk and focus on prodymbgjraphic areas and price points that
maximize our revenue and profit opportunities.

Land Identification and Acquisition

We believe that by controlling and managirgigaificant portion of our land inventory we aretter able to manage our growth in
accordance with our business plan.

We acquire land for our home building openasi both as finished building lots and as raw ldwad we develop. We primarily acquire le
that has vested development rights. Often we contogourchase land from land developers thatwdintain ownership of the land through
the entitlement process. Similarly we often wilhtact to purchase finished building lots from lat@/elopers that will maintain ownershi
the land through the land development process. Wileepurchase land in this manner we typically witbvide our home building expertise
the seller in order to ensure the land is develapedmanner consistent with our plans for the gubjBy contracting to purchase land that is
owned by the land developer during the entitlenagat development process we minimize the risks &gedcwith seeking entitlements and
performing land development.

We also buy land that we develop into butddiots ourselves. We generally buy undeveloped {ainein we are developing high-density
projects because the product design is often iatedrinto the site development operations. Welalgdand that we develop into traditional
building lots when we believe the additional rislsaciated with developing the land is managealdelareturn on investment will likely be
enhanced. We routinely purchase these sites atetdvelopment rights have been secured, whichreltes or substantially reduces risks
associated with seeking entitlements.

We have also engaged in the business of ctingexisting rental apartment properties to falescondominium projects. This process
involves the purchase of existing structures wiaty be new and never occupied or may be occupigdnants with leases of varying
duration. When we purchase these properties wesdbdhe units and form a condominium associatinrthese projects we will usually
invest capital in the improvement of the commoraarand exteriors. If the properties are occuplesh &is the tenants’ leases expire we will
renovate the interiors of the apartments and te#reach apartment as an individual condominiunt. driiese conversion projects typically
produce lower profit margins than our standard estdte development projects. However, since ey significantly less time to complete
than our real estate development projects, thay tiegenerate higher returns on invested capital eWpect to continue to acquire
condominium conversion and similar projects toak&ent quality opportunities present themselves.

Our land acquisition and development protessanaged by our executive land committee thahd®s representatives from our various
business departments. This committee meets regidaevaluate prospective land acquisitions anduetes several factors that could affect
the outcome of a project under consideration. Tfasers include:

« supply and absorption rates of similar new homéepts;

« supply and absorption rates of existing homesératiea

« projected equity requiremen

« projected return on invested capit

« status of land development entitleme!

« projected net margins of homes to be sold by




* projected absorption rate
« demographics, school districts, transportationlifaes and other locational factors; a
» competitive market positionin

We focus on opportunities that we believeehténe potential to generate revenue on home saleglhas appreciation in land value
through the application of our expertise. Manylef sites we select may be overlooked by largepmalticompetitors due to the complexity of
zoning and entitlement issues or other developroeatacteristics of the site. Our acquisition dugeince process involves a high level of
scrutiny which includes a variety of analyses, udahg land title examination, applicable zoninglaaions, environmental analysis, soil
analysis, utility availability studies, and marketistudies that review population and employmamntds, school districts, access to regional
transportation facilities, prospective home buyefifes, sales forecasts, projected constructiais;dabor and material availability,
assessment of political risks and other factors.

Land Entitlement and Developmel
We manage development opportunities and thekaigh our entitlement process.

We have extensive knowledge and experienedl aspects of the site selection, land plannamgitlement and land development
processes. Specifically, we have significant exgree in dealing with the governmental and regwadothorities that govern the site
selection, development and zoning processes. &mttht is the process by which a local governmetetroénes the density it will permit to
developed on a particular property. Entittements @velopment permits are often obtained througjoti@ions with local governmental
authorities. This process often involves consultatvith various parties, including the local homeewassociations, federal governmental
agencies and environmental protection groups. strinature improvements, such as sewers, roadiestiind transportation improvements
are often required to be built in connection wiike tevelopment of a parcel of land.

Our experience and knowledge allow us toctiffely negotiate with all concerned parties inadtempt to ensure the costs of the
improvements associated with obtaining entitlemanéscommensurate with the development potentitdesubject property. We can quic
assess the likely approvals on a particular prgperthe early stages of our due diligence proc&ssa result, we can control the details of
development, from the design of each communityyeraty to the placement of streets, utilities and wities, in order to efficiently design a
development that we expect will improve our abititymaximize the potential return on our investmriarthe property. We seek to manage
development risk by acquiring options to purchasperties after the approval of the necessaryleménts, while assuming control of their
entitlement process, thereby deferring acquisitibtine property until all necessary entitlements alstained.

At times, we may sell lots and parcels withim developments to other home builders. This keisales to create a more well-rounded
community. As of December 31, 2005, we controlledra?,200 building lots in our market. With resptcbur inventory, we strive to own
approximately 50% of the building lots and congdlthe balance of the building lots through optiorleferred settlement contracts.
Accordingly, we are able to reduce the risk assediavith ownership of the land in our inventory. \&ect to expand our inventory of
building lots through additional acquisitions afifhed building lots and development sites.

Sales, Marketing and Productio

We have a wide variety of product lines anstem options for our products that enable us tetrife specific needs of each of our
markets and each of our home buyers. We believethradiversified product strategy enables us &t berve a wide range of home buyers
and adapt quickly to changing market conditions. adetinually reevaluate and improve upon our exgsproduct designs and develop new
product offerings to keep up with changing consudenands and emerging market trends.

Our single-family homes range in size frompragimately 2,000 square feet to over 6,000 sqfesgewith target pricing from the
$200,000s to the $900,000s. Our townhouses rangjgerfrom approximately 1,200 square feet to @y800 square feet and are typically
priced from the $200,000s to the $600,000s.




Unlike many of our traditional home building comipats, we also design, sell and build mid-rise high—+ise condominiums. We believe t
our condominium products are particularly well-edito the higtdensity, infill and active adult home buyer marlk@tir condominiums rang
in size from approximately 400 square feet to ®&;é00 square feet and are priced from the $100,@00& $800,000s. Our average new
order price overall product types, for the yeareghBecember 31, 2004 was $369,000 and $359,00Bdgrear ended December 31, 2005.

We typically act as the general contractahiconstruction of our single-family homes, towases and midise condominium building:
On projects where we offer these product linesemployees provide land development managementirogtion management, material
purchasing and quality control supervision on tbmbs we build. Substantially all construction workthese types of projects is done by
subcontractors that contract directly with us arith whom we typically have an established relatiopsOn our high-rise and mixed-use
developments where we typically build concretecttites, we engage a general contractor for theoeggaration and construction
management, and typically we have a fixed prica gross maximum price contract with the selecteulbd general contractor. In these
instances the subcontractors that perform the narigin work are typically contracted directly witie general contractor that we select. On
projects where we offer these product lines ourleyges provide land development oversight managgroenstruction quality supervision
and construction management services. In all icssmwe follow generally accepted management praesdand construction techniques
which are consistent with local market practices. bélieve that we comply with local and state hngdcodes on all of our developments.

We seek to obtain favorable purchasing aearents with our vendors and subcontractors usindegarage as a production home
builder. We typically enter into forward contraetgh our vendors for the construction materialsdugebuilding our homes. This process
allows us to manage the pricing risk associatet fiuictuating prices for the materials, such asdamWe do not have long-term contracts
with our subcontractors but in general we havereats that fix the price of work being providedlmames that have been sold.

We primarily build our single-family homedeaf contracts are signed and mortgage approvabéms obtained by the home buyer. We
generally begin construction of our townhouses@mtlominiums after we have obtained customer comaerits for a significant percentage
of the units in the building. Depending on the nerdonditions and the specific community, we map dduild speculative homes. Most of
these homes are sold while under constructioneused as model homes during the marketing phabe giroject. We closely monitor our
inventory of speculative units applying a measwapproach to unit production in keeping with salesoaption. On occasion we will sell a
completed model home to a third party investor paser who is willing to lease back the home toousi§e during the marketing phase of a
project.

To facilitate the sale of our products, wemally build, decorate, furnish and landscape mbdehes for each product line and maintain
onsite sales offices. In most cases, we employirsé commissioned sales personnel to sell our hdbresccasion we will contract for
marketing services with a third party brokeragmfiAll personnel engaged in the sale of Comstockd®receive extensive training in the
sales process. We strive to provide a high levelustomer service during the sales process. Throelghionships that we have created with
our preferred mortgage lenders and utilization pfaprietary custom marketing program, we are #bleelp our customers prepare for home
ownership and obtain a mortgage tailored to thegcHic needs.

Our NextHoméM programs are designed to assist our customersniy aspects of purchasing a Comstock home, as fsilow
« DownRight™ — a program designed to help identify ways to meetdibwn payment requirements of a new home purc

* Tailor Made™ — a program with unique financing products andeagrents with major lenders that tailor a monthlynpant in order
to make home ownership affordable in any interast climate

*Get It Sold™ — a program designed to help our customers saill turrent home quickly and efficiently in orderfacilitate their
purchase of a new Comstock hor




* Al@Home™ — a program enabling our customers to design @olgy solutions for their new Comstock home to nibetr
individual specifications

« Built Right™ — a quality assurance program incorporating qualgueance inspections with h-quality materials; an

*«Home Style™ — an optional upgrade program providing hundredsptibas to choose from to customize a new Comstackehto sui
the specific desires of our custome

All personnel involved in the sale of our lesweceive extensive training on the product thieysalling. In addition, our sales
professionals are trained on the specialized prog@ffered by us in connection with the purchasaugtomizing and financing of a
Comstock home and the warranty we provide. We eynipidhiouse commissioned sales personnel to sethonres. We employ our sales
personnel on a long-term basis, rather than a girbjeproject basis, which we believe results in@e committed and motivated sales force
with better product knowledge. We believe that tias a positive impact on sales and conversion.

Division managers are responsible for deviapmarketing objectives, sales strategies, an@rmiding and public relations programs for
their assigned communities. These objectives egi@s and home pricing decisions are subject tooappby senior management. We
typically build, decorate, furnish and landscapealaidiomes for each product line and maintain orssites offices, which are open seven
a week. We believe that model homes play a critimlal in our marketing efforts.

Our homes are typically sold before or dugegstruction through sales contracts that arerapaoied by a cash deposit. Such sales
contracts are usually subject to certain contingensuch as the home buyer’s ability to qualifyffoancing. Cancellation rates are subject to
a variety of factors beyond our control such aseasly economic conditions and increases in mortoaeeest rates.

In late 2005 we began design and build-ouammnovative and unique sales center locatecestd, Virginia. Unlike the typical builder
design center, this facility is designed to suppooss-product and cross-community shopping incemdral location. In the Comstock Sales
Center, slated to open in April 2006, prospects balable to see multiple Comstock home sitespggdor financing and shop for options all
in one location. While this location will not repaon-site models, it will provide a permanent tarawhere projects can be previewed and
prospects can be introduced to the Comstock exprrie

Our Communities

We currently have communities under develapeArlington, Fairfax, Loudoun and Prince Wililacounties in Virginia. In Maryland
we are currently active in Frederick County. In tio€arolina we have
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active communities in Wake County. The followingaodtsummarizes certain information for our curr@md planned communities at

December 31, 2005:

As of December 31, 200

Lots
under
Estimated Lots Option
Units at Units Owned  Agreement Average

Project Status(1) Completion Settlec Backlog(2’ Unsold Unsold Sales Price
Virginia
Barrington Parl Active 14¢ — 2 14¢€ — 3 279,90(
Commons at Bellemeax Active 31¢ 21 8 287 — % 211,09¢
Blooms Mill TH 22’ Active 11z 83 3 27 — % 421,87!
Blooms Mill Carriage Active 91 75 10 6 — % 453,92t
Commons on Potomac Active 192 — 19 17¢ — % 233,70t
Commons on Williams S Active 18C 56 12 112 — % 356,26
Countryside Active 10z 53 5 44 — % 288,47:
The Eclipse on Center Pa Active 46E — 39C 75 — 3 399,72
Penderbrool Active 424 18C 3 241 — % 251,89:
River Club at Belmont Bay Active 84 70 3 11 — 3 461,45:
Woodlands at Round Hi Active 46 17 8 21 — % 747,92:

Total VA Active and Complete 2,161 55E 463 1,14: — 3 373,29

Total VA Active and Completed Weighted

Avg(3) $ 324,56(

Aldie Singles Developmer 15 — — — 15 n/e
Blakes Crossin Developmer 13C — — 13C — nle
Brandy Statior Developmer 35C — — — 35C n/e
Commons on The Pa Developmer 25¢ — — — 25¢ n/e
Lake Pelhan Developmer 18t — — — 18t n/e
Loudoun Station Condominiun Developmer 484 — — — 484 n/e
Beacon Park at Belmont Bi Developmer 60C — — — 60C n/e

Total VA Developmen 2,022 — — 13C 1,89:

Total Virginia 4,18: 55E 463 1,27: 1,892
Maryland
Emerald Farn Active 84 67 3 14 — 3 447,29:

Total Maryland 84 67 3 14 —
North Carolina
Allyn’s Landing Active 117 12 3 10z — 3 212,68!
Beckett Crossini Complete: 11¢ 11F — — — 8 315,02:
Delta Rdge Il Townhome Complete: 41 41 — — — 3 173,90t
Kelton at Presto Active 56 28 2 26 — % 307,53t
Wakefield Plantatiol Active 77 31 3 43 — % 474,95!

Total North Carolina Activt 40€ 227 8 171 — % 296,82:

Total North Carolina Activt
Weighted Average(s $ 300,58(
Holland Roac Developmer 81 — — — 81 n/e

Total North Carolina Developme 81 — — — 81

Total North Carolina 487 227 8 171 81
TOTAL ACTIVE AND COMPLETED 2,651 84¢ 474 1,32¢ —
TOTAL DEVELOPMENT 2,10z — — 13C 1,97¢
TOTAL 4,75¢ 84¢ 474 1,45¢ 1,97¢
Joint Ventures
North Shore Condominiurr Active 19¢ — 7 18¢ — % 286,36:
North Shore Townhome Active 162 33 7 12¢ — % 239,10

Total Joint Venture 35¢ 33 14 31z —
GRAND TOTAL 5,11 882 48¢ 1,77(C
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Key — for purposes of this chart:
(1) “Active” communities are open for sal“Developmer” communities are in the development process and haivget opened for sale
(2) “Backlo¢” means we have an executed order with a buyer sivelof lot sales, but the settlement has notajatr place

(3) Weighted average is calculated as total es¢icdhhomes at completion for projects with averaaessprices multiplied by average sales
price divided by total of estimated homes at cotiquie(i.e.: S (estimated homes at completion x agersales price) + S estimated
homes at completion

Virginia
Barrington Parkis a 148-unit mid-rise, walk-up, garden style candoum development in Manassas Park, Virginia. \WWepleted the

acquisition of the land in late 2005. The projgutioed for sales in late 2005 with settlements expeio begin in late 2006 and continue into
2008.

Commons at Bellemeadiea 316-unit condominium conversion located indbeeg, Virginia. We acquired the property in Segiem
2005 and immediately began the process of subidiyithe units into condominiums. We have begurpifeeess of renovating the common
areas and the unit interiors. We opened the prégedales to existing tenants in October 2005tarttie general public in November 2005.
The project began settling units in late 2005 anelpected to continue settling units into 2007.

Blooms Millis a 377-unit development in Manassas, Virginias ™evelopment offered a mix of single-family homatsached carriage
homes and townhouses. The development offers aggthifat include a community club, swimming poadd &family friendly” street plan all
in a traditional village setting. At December 3003, the single family homes were sold out andveedid. This project is expected to conti
settling townhouses and carriage homes into tiseHalf of 2006 and be completed by the end of 2006

Commons on Potomac Squase 192-unit mid-rise condominium complex in LouddCounty, Virginia. The complex will consist of up
to four buildings. The project is positioned fasfitime homeowners and is intended to offer signifiGgpeal to renters in the market see
to move up to home ownership. Sales opened ir2lédd with the first settlements expected in 2006 thie balance of the settlements
expected in late 2006 or 2007.

Commons on William Squaiga 180-unit two-over-two townhouse condominiungelepment in Prince William County, Virginia. The
project was originally designed to accommodate@sire apartment complex. Based on our understgrafinoning and our creative
approach to land use, our land development grodgsigned the project to maximize available densiing a unique, stacked townhouse
product. Sales opened in the fourth quarter of 2@ settlements began in the second half of 268wl continue throughout 2006 and
into 2007.

Countrysidas a 102-unit apartment complex in Sterling, Viigithat we are converting to condominiums. We aeglihe property in
March 2005. We have completed improvements to ¢inencon areas and exteriors of the buildings. Sagtesed during the third quarter of
2005 with settlements beginning in the fourth gea2005 and continuing throughout 2006.

The Eclipse on Center Paika 465-unit high-rise condominium complex in Agton County, Virginia. Located at Potomac Yardt ju
minutes from downtown Washington, D.C., the Pentagyod Reagan National Airport, the Eclipse is desijas an upscale, urban-style
mixed-use complex with residential condominiumsgdiuilt above an 80,000 square foot retail comgiex will host a grocery store and
other convenience oriented retailers. Upper flodgishave views of the Potomac River and the monarmén Washington, D.C. Sales for
Phase | opened in the second quarter of 2004. Ral@hase Il are planned for February 2006. Sattgs are projected to begin in the se«
half of 2006 continuing into the first half of 2007
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Penderbrook Squaris a 424-unit rental apartment complex which wecaneverting to condominiums in the Fair Oaks arfelaairfax
County, Virginia. We acquired the property in Felmu2005. We are making a significant investmeneimovations at this project including
common areas, building exteriors and units heatyisgems. Sales opened in April 2005 with settlembaginning in June 2005 and
continuing throughout 2006 and 2007.

River Club at Belmont Bayi5 a three-building, 84-unit condominium developirienated at the convergence of the Potomac and
Occoquan Rivers at Belmont Bay in Woodbridge, \fiigi The project has an 18-hole golf course, feilvice marina and a Virginia Rail
Express commuter train station on site. The prajensists of three 28-unit upscale mid-rise corccendominium buildings with open
rooftop decks overlooking the water and the golfrese. Settlements began in 2005 and will contihueughout 2006 and possibly into 2007.

Woodlands at Round Hii$ located in western Loudoun County, Virginia, afi¢he fastest growing counties in the United &taf his
large lot single-family home development had 65 lftthree or more acres each. We are acting adetredoper of the site, and we are
currently building road and utility infrastructuier the home sites. This project opened for sal€20D4. Settlements began in early 2005 and
will continue into 2007. In September 2005, we sidots to another homebuilder.

Aldie Singless currently a 15-unit in development in Aldie, ¥fiinia. The community was planned to have 15 sifayigly homes on
3 acre and above home sites. At December 31, 2@gdrbject was under contract. The project is etgueto be ready to open for sales in
2007 with settlements expected to begin in later200

Blakes Crossings a parcel we own in Culpeper, Virginia designedf30-unit townhouses. We are currently evaluatiivegpossibility of
selling the parcel for commercial developmentetfined, the project is scheduled to open for salige 2008 or early 2009.

Brandy Stations a 350-unit single-family home development ing&yder, Virginia. The project is currently under trant while we
manage it through the entitlement process. Weckile on the property when approvals have beelivesté/Ne expect to open for sales in
2007.

Commons on the Park (formerly Carter Lalea 258-unit condominium conversion project inteasVirginia. At September 30, 2005
the project was under contract. We settled on thget in January 2006 with sales to commenceérstttond quarter of 2006 and settlem
to commence in the second half of 2006 continumnigitie 2007 or early 2008.

Lake Pelhanis a single family home community in Culpeper, \iig. We are acting as the land developer and haitusl for the
community. We expect to settle on the land in 208616 sales opening in late 2006. Settlements asgepred to commence in 2007 and
continue through 2009.

Loudoun Station Condominiurissa being planned as an up to 484 unit mid-riselominium complex located in Ashburn, Virginia. The
project is part of a high-density, transit-orientetxed-use development which is modeled aftestimessful Reston Town Center in Reston,
Virginia. When completed, Loudoun Station will ketlee terminus of the planned Metro extension péashington Dulles International
Airport and will have an approximately 1,500 fotesand rental residential units. Loudoun Statiol also have over one million square feet
of retail and commercial space. Sales of our condioms are expected to begin in early 2007.

Beacon Park at Belmont Béyplanned as a 600-unit active adult condominiommunity located at the convergence of the Potcanac
Occoquan Rivers at Belmont Bay in Woodbridge, \fifgi This development is designed as a combinatiorine- and five-story buildings
with open rooftop decks overlooking the water aot gourse. The project will be deed-restrictedtstiat one of the buyers for each unit
must be 55 years of age or older and will incluckiva adult lifestyle amenities, such as a heatith wellness center, a business center, guest
accommodations and swimming pools. Sales are exghéatbegin in 2006 and continue through 2009.
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Maryland

Emerald Farmis an 84-unit development of single-family home&iaderick, Maryland. The development is conveydotated near
major transportation routes. Frederick, Marylancergly abated a water moratorium that had shut ddsuelopment in the area. Since the
abatement, the demand for new housing in Fredésiektremely strong. The project has been opesdtas since 2000 and is expected to be
completed in late 2006 or early 2007.

North Carolina

Allyn’s Landingis a 117-unit townhouse development located irhteat of Raleigh, North Carolina near Researchngt@Park and the
Raleigh-Durham International Airport. The projegedooks an eight-acre lake and includes amensties as a fountain, gazebo, walking
trails and canoe rack. The project is currentlyrofoe sales and is delivering homes. Deliveriesexigected to continue into 2008.

Beckett Crossing a 115-unit development located in Apex, Nortldiaa consisting of single-family homes situatedlarge wooded
lots. The project is sold out and has deliveredhathes.

Delta Ridge llis a 41-unitownhouse development located in Raleigh, Norttollrea. The development is close to Research TreaPRglrk
and the trails of Umstead State Park. The progesbid out and has delivered all homes.

Kelton at Prestoris a 56-unit upscale townhouse development in testigious Kelton golf course community of Cary,rtficCarolina.
This community has three 18-hole courses, a swigroiimplex and a clubhouse with fithess, tennisdinithg facilities. Many of our home
sites have golf course views. This project is aultyeopen for sales and is delivering homes. Delagare expected to continue into 2008.

Wakefield Plantatioms a 77-unit development in Raleigh, North Caroliasisting of townhouses and carriage homes. Gique
carriage homes at Wakefield are attached homesasithuch as 5,300 square feet of finished liviragepn three-and four-unit
configurations with two-car garages and interianrtgards. Many of the homes are lakefront and wit course views. Home buyers at
Wakefield qualify for social membership in the Whé&k Country Club, which offers amenities sucHiag dining, swimming pools, tennis
and golf. This project is currently open for saesl is delivering homes. Deliveries are expectezbtdinue into late 2007 or early 2008.

Holland Roads a 81-unit development in Raleigh, North Carolvtdch is expected to close in April 2006. The poojwill offer single
family homes and is scheduled to open for sal@906 with deliveries beginning in late 2006.

North Shords a unique community located on the Centennial @eof North Carolina State University. It consist463 townhouses
and 196 mid-rise condominium units. The mid-risedmminium residences are five-story elevator boddiwith structured garage parking.
The townhouse residences feature four finisheddepeivate garages, a rear deck and a rooftopderDesigned as an urban-style
neighborhood with rear alleys, North Shore, whieminutes from downtown Raleigh and Research ThaRgrk, is situated on the shore of
Lake Raleigh. This project is currently open fdesaThis project is owned through a 50/50 jointtuee with Raleigh Property Group II, LL
and as such is reported through the equity methddeacluded from our home building revenue and loacKSee Note 7 of notes to our
consolidated and combined financial statementd Beoember 31, 2005).

Warranty

We provide our single-family and townhousenkedouyers with a one-year limited warranty covesimagkmanship and materials. The
limited warranty is transferable to subsequent baipet under direct contract with us and requines home buyers agree to the definitions
and procedures set forth in the warranty. Our canidum home buyers typically have a statutory tveasywarranty on their purchases. In
addition, we provide a five-year structural waryaptirsuant to statutory requirements. From timgne, we
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assess the appropriateness of our warranty resangeadjust future accruals as necessary. Wheneatktappropriate by us, we will accrue
additional warranty reserves. We self-insure atbhaf warranties.

Competition

The real estate development and home builidithgstries are highly competitive and fragment@ompetitive overbuilding in local
markets, among other competitive factors, couldeniaty adversely affect home builders in those kats. Home builders compete for
financing, raw materials and skilled labor, as veslifor the sale of homes. Additionally, competitfor prime properties is intense and the
acquisition of such properties may become moremsige in the future to the extent demand and coitipeincrease. We compete with ot
local, regional and national real estate compaameshome builders. Some of our competitors havaterdinancial, marketing, sales and
other resources than we have.

The principal competition we faced in eacloof markets, as of December 31, 2005, was asisilo

* Washington, D.CIn the greater Washington, D.C. metropolitan mavketcompete against approximately 15 to 20 publicdged
national home builders, approximately 10 to 15 atély-owned regional home builders, and many lbcahe builders, some of whom
are very small and may build as few as five to @&bs per yea

« Raleigh, North Carolinaln the Raleigh, North Carolina market we compet&irzgf approximately 10 to 15 publicly-traded nagibon
home builders, approximately 10 to 15 priva-owned regional home builders, and a large numbemall, local home builder

We do not compete against all of the buildemsur geographic markets in all of our produgtay or submarkets, as some builders focus
on particular types of projects within those masketich as large estate homes, that are not inatdiop with our communities. We believe
the factors that home buyers consider in decidihgther to purchase from us include the locatiolyevand design of our products. We
believe that we typically build attractive, innoivat products in sought-after locations that aregeed as good values by customers.
Accordingly, we believe that we compare favorabiytioese factors.

Regulation

We and our competitors are subject to variooal, state and federal statutes, ordinancess mahd regulations concerning zoning, buil
design, construction and similar matters, includowal regulation, which imposes restrictive zonargl density requirements in order to limit
the number of homes that can ultimately be buithimithe boundaries of a particular project. We andcompetitors may also be subject to
periodic delays or may be precluded entirely frameadoping in certain communities due to buildingratoriums or “slow-growth” or “no-
growth” initiatives that could be implemented iretfuture in the states in which we operate. Loodl state governments also have broad
discretion regarding the imposition of developmiees for projects in their jurisdiction.

We and our competitors are also subjectvariety of local, state and federal statutes, @does, rules and regulations concerning
protection of the environment. Some of the laww/lhich we and our properties are subject may impegeirements concerning development
in waters of the United States, including wetlanitle,closure of water supply wells, managemensbé&atoszontaining materials, exposure
radon, and similar issues. The particular enviramadaws that apply to any given community vargajty according to the community site,
the site’s environmental conditions and the preaedtformer uses of the site. These environmeane may result in delays, may cause us
and our competitors to incur substantial complisauee other costs, and may prohibit or severelyictgtevelopment in certain
environmentally sensitive regions or areas. Howesmevironmental laws have not, to date, had a nahtiverse impact on our operations.

We also compete with resale of existing hoarascondominiums and available rental housing.

15




Technology

We are committed to the use of Interbased technology for managing our business and emicating with our customers. For custor
relationship management, we use Builder's Co-PHota management information system that was custraldped in accordance with our
needs and requirements. This system allows ugdgriate our field and office operations as wellcasack the progress of construction on
each of our projects. In addition, this systemvadi@nline and collaborative efforts between ouesand marketing functions. We believe
real-time access to our construction progress andales and marketing data and documents througbystems increases the effectiveness
of our sales and marketing efforts as well as mamemt’s ability to monitor our business. Through \d(eb site,
www.comstockhomebuilding.coaur prospects receive automatic electronic comnatioias from us on a regular basis. We believe this
application of technology has greatly enhancedcouversion rates.

In February 2006 we contracted to licensé&dards software from Oracle to manage our accogmihd purchasing. We expect the
conversion to the JD Edwards software to be coragldturing 2006.
Intellectual Property and Other Proprietary Rights

We rely primarily on a combination of copyrgtrade secret and trademark laws to protecpoarietary rights. We do not own the
“Comstock” brand or trademark. Christopher Clemant@as the “Comstock” brand and trademark and ktamnsied them to us under a
perpetual, royalty-free license agreement. We fidaga U.S. federal trademark application withpest to “Comstock Homes Worthy of the
Investment” and we will file a U.S. federal tradekhapplication with respect to “Comstock HomebuilgiCompanies.” We believe the
strength of these trademarks benefits our business.

Employees

At December 31, 2005, we had approximately fill-time and part-time employees. Our employaesnot represented by any collective
bargaining agreement and we have never experienoentk stoppage. We believe we have good relatiotisour employees.
Executive Officers

Our executive officers and other managemeleyees and their respective ages and positions @scember 31, 2005 are as follows:

Name Age Position
Christopher Clemente 45 Chairman and Chief Executive Offic
Gregory V. Benson 51 President, Chief Operating Officer and Direc
Bruce J. Labovitz’ 37 Chief Financial Officel

William P. Benster 58 Senior Vice Presidel

Jason Parikh 34 Chief Accounting Office

David D. Howell 55 Vice Presiden— Market Developmer

Jubal R. Thompso 36 General Counsel and Secret

* Section 16 officers

Executive Officers and Key Employees

Christopher Clementtounded Comstock in 1985 and has been directoevay 2004. Since 1992, Mr. Clemente has servedias
Chairman and Chief Executive Officer. Mr. Clemehées over 20 years of experience in all aspectsafastate development and home
building, and 25 years of experience as an entnejpire

Gregory V. Bensojoined us in 1991 as President and Chief Oper#diffiger and has been director since May 2004. Mm#$bn is also a
member of our board of directors. Mr. Benson has @0 years of home
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building experience including over 13 years atoval home builders, including NVHomes, Ryan Honmed @entex Homes.

Bruce J. Labovithas served as our Chief Financial Officer sinceidan2004, after serving as our Vice President -rafce from April
2002 to January 2004 and Vice President — Investii@ance from January 2002 to April 2002. FromeJ2601 to January 2002,
Mr. Labovitz was a Vice President of Viking Commeetions, a telecommunications company. From Nover20@0 to June 2001,
Mr. Labovitz was the President, Marketing & Sergicd Inlec Communications, a telecommunicationsgamy. Prior to that, from May 19!
to November 2000, Mr. Labovitz was Executive Viecedident/ Chief Operating Officer of BMK Advertiginan advertising agency.

William P. Benstehas served as our Senior Vice President since Noee004 and as our Vice President — Business Dpxrednt
from December 2003 to November 2004, after seramqgur Vice President — Land Acquisition from 198%2003. During 1997 and 1998
Mr. Bensten served as our division manager of aleiBh, North Carolina division and was responsibfeopening the division. Mr. Bensten
has over 30 years of experience in the home bgloidustry, including serving in various positiomgh Centex Homes, a national home
builder, and Charter Communities.

Jason Parikhhas served as our Chief Accounting Officer sinceilA904. Mr. Parikh was Chief Financial OfficerdaBecretary of On-
Site Sourcing, Inc. from May 2000 to April 2004 a@dntroller from July 1997 to May 2000. From Ju884 until July 1997, Mr. Parikh was
Controller of Shirt Explosion Inc., a clothing mdacturer.

David D. Howellhas served as our Vice President — Market Developsiace August 2004. Prior to that, from July 26@Quly 2004,
Mr. Howell served as Vice President — Comstock HemeWashington. From 1995 to March 2000, Mr. Hdwels a Division President
with M/ | Homes, Inc., a hational home builder.d?iio that Mr. Howell spent several years as divishanager at Ryan Homes.

Jubal R. Thompsohas served as our General Counsel since Octob&raribour Secretary as of December 2004. From 2p€@PR to
April 2003, Mr. Thompson also served as our Vicesitent — Finance. From 1995 to 1998, Mr. Thompsas associated with Robert
Weed & Associates, PLLC, a law firm.

Other Information

We file annual, quarterly, and current repoproxy statements, and other documents with geeii8ies and Exchange Commission
(“SEC”) under the Securities Exchange Act of 198% (‘Exchange Act”). The public may read and copy materials that we file with the
SEC at the SEC’s Public Reference Room at 100de6tNE, Washington, DC 20549. The public may obitsfiormation on the operation of
the Public Reference Room by calling the SEC a®@-BEC-0330. Also, the SEC maintains an Interndisite that contains reports, proxy
and information statements, and other informategarding issuers, including us, that file electtafly with the SEC. The public can obtain
any documents that we file with the SEChtp://www.sec.gov.

We also make available, free of charge, atmternet website located atvw.comstockhomebuilding.cooyr annual reports on
Form 10-K, our proxy statements, our quarterlyorepon Form 10-Q, and our current reports on F&d as well as Form 3, Form 4, and
Form 5 Reports for our directors, officers, anchpipal stockholders, together with amendments dgétreports filed or furnished pursuant to
Section 13(a), 15(d), or 16 under the Exchange Rutse reports are available as soon as reasopiaiijcable after their electronic filing
with the Securities and Exchange Commission.

CAUTIONARY NOTES REGARDING FORWARD-LOOKING STATEMEN TS

Some of the statements contained in thisrtepcude forward-looking statements. These fodvimoking statements can be identified by
the use of words such as “anticipate,” “believesstimate,” “may,” “intend,” “expect,” “will,” “shold,” “seeks” or other similar expressions.
Forward-looking statements are based largely orerpectations and involve inherent risks and uag®ies including certain risks described
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in this report. When considering those forward-logkstatements, you should keep in mind the rigsksgertainties and other cautionary
statements made in this report. You should noteplaue reliance on any forward-looking statemhich speaks only as of the date made.
Some factors which may affect the accuracy of tnedrd-looking statements apply generally to the estate industry, while other factors
apply directly to us. Any number of important fastevhich could cause actual results to differ nialigrfrom those in the forward-looking
statements include, without limitation: generalremmic and market conditions, including interesériawvels; our ability to service our
substantial debt; inherent risks in investmeneia estate; our ability to compete in the marketshich we operate; regulatory actions;
fluctuations in operating results; our anticipagdwth strategies; shortages and increased cofabaf or building materials; the availability
and cost of land in desirable areas; natural disgsbur ability to raise debt and equity capitad grow our operations on a profitable basis;
and our continuing relationships with affiliates.

Many of these factors are beyond our conkot.a discussion of factors that could cause ho#salts to differ, please see the discussion
in this report under the heading “Risk Factorsitém 1A.

Item 1A. Risk Factors
Risks Relating to Our Business

We engage in construction and real estate actiwtighich are speculative and involve a high degréeisk.

The home building industry is speculative ansignificantly affected by changes in econonmd ather conditions, such as:
« employment levels

« availability of financing;

« interest rates; ar

« consumer confidenc

These factors can negatively affect the dehfanand pricing of our homes and our margin de.s&/e are also subject to a number of
risks, many of which are beyond our control, inahgg

« delays in construction schedul

* cost overruns

 changes in governmental regulations (such as- or nc-growth initiatives);

e increases in real estate taxes and other localrgment fees

« labor strikes

« transportation costs for delivery of materials; .

« increases and/or shortages in raw materials armd ists

Fluctuations in market conditions may affect our dlty to sell our land and home inventories at exgied prices, if at all, which coul
adversely affect our revenues, earnings and casing.

We are subject to the potential for significBuctuations in the market value of our land &odne inventories. We must constantly locate
and acquire new tracts of undeveloped and devellgpelito support our home building operations. €hsra lag between the time we acq
control of undeveloped land or developed home sitesthe time that we can bring the communitie# buithat land to market and deliver
our homes. This lag time varies from site to s#ét & impossible to determine in advance thetleind time it will take to obtain
governmental approvals and building permits. Thk of owning undeveloped land, developed land amdds can be substantial. The market
value of undeveloped land, buildable lots and hugigiventories can fluctuate significantly as autesf changing economic and market
conditions.
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Inventory carrying costs can be significant and iezsult in losses in a poorly performing developtrermarket. Material write-downs of the
estimated value of our land and home inventoriegdcoccur if market conditions deteriorate or if pigrchase land or build home inventories
at higher prices during stronger economic periodbthe value of those land or home inventories esgisntly declines during weaker
economic periods. We could also be forced to setds, land or lots for prices that generate lowefifthan we anticipate, or at a loss, and
may not be able to dispose of an investment imal}i manner when we find dispositions advantageouecessary. Furthermore, a declir
the market value of our land or home inventoriey gige rise to a breach of financial covenants awm&d in one or more of our credit
facilities, which could cause a default under thosalit facilities.

Home prices and sales activities in the WashingténC. and Raleigh, North Carolina geographic marleehave a large impact on ot
profitability because we conduct substantially afl our business in these market

Home prices and sales activities in the Wagtbn, D.C. and Raleigh, North Carolina geographéckets have a large impact on our
profitability because we conduct substantiallyodlbur business in these markets. Recently theskatsahave begun to exhibit signs of
decreasing consumer demand. Although demand ie tpasgraphic areas historically has been stroegeased rates of home price
appreciation may reduce the likelihood of consumseeking to purchase new homes which would likelyeha negative impact on the pace at
which we receive orders for new homes. This codleeesely affect our results of operations and ¢lasts.

Because our business depends on the acquisitiones land, the potential limitations on the supplyland could reduce our revenue
or negatively impact our results of operations andsh flows.

Due to increased demand for new homes, we Baperienced an increase in competition for ablElland and developed home sites in
the Washington, D.C. and Raleigh, North Carolinakets. In these markets, we have experienced catiopeior home sites from other,
sometimes better capitalized, home builders. IrRakeigh, North Carolina market, we have recentlyezienced competition from large,
national home builders entering the market. Oulitghio continue our home building activities owe long term depends upon our ability to
locate and acquire suitable parcels of land or ld@eel home sites to support our home building dmsrs. As competition for land increases,
the cost of acquiring it may rise, and the avaligbof suitable parcels at acceptable prices meglide. The increased cost of land requires us
to increase the prices of our homes. This increpsiethg could reduce demand for our homes andseguently, reduce the number of homes
we sell and lead to a decrease in our revenueasingarand cash flows.

Our business is subject to governmental regulatidghat may delay, increase the cost of, prohibitsmverely restrict our developme
and home building projects and reduce our revenw@sl cash flows.

We are subject to extensive and complex kwgsregulations that affect the land developmedttayme building process, including laws
and regulations related to zoning, permitted lasekulevels of density (number of dwelling units @ere), building design, access to water
and other utilities, water and waste disposal es&laf open spaces. In addition, we and our subectos are subject to laws and regulations
relating to worker health and safety. We also atgext to a variety of local, state and federaldamd regulations concerning the protectic
health and the environment. In some of our marketsare required to pay environmental impact fass,energy saving construction
materials and give commitments to provide certafrastructure such as roads and sewage systemsiustealso obtain permits and
approvals from local authorities to complete resiidd development or home construction. The lawd r@gulations under which we and our
subcontractors operate, and our and their obligatio comply with them, may result in delays instomction and development, cause us to
incur substantial compliance and other increasstscand prohibit or severely restrict developnzmd home building activity in certain ar
in which we operate. If we are unable to contirmddvelop communities and build and deliver hongea gesult of these restrictions or if our
compliance costs increase substantially, our resgnearnings and cash flows may be reduced.
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Cities and counties in which we operate have addptar may adopt, slow or ngrowth initiatives that would reduce our ability touild
and sell homes in these areas and could advers#lgcaour revenues, earnings and cash flows.

From time to time, certain cities and countrewhich we operate have approved, and otheshioh we operate may approve, various
“slow-growth” or “no-growth” initiatives and otheiimilar ballot measures. Such initiatives restiietelopment within localities by, for
example, limiting the number of building permitsadable in a given year. Approval of slow- or n@gth measures could reduce our ability
to acquire land, obtain building permits and buaildl sell homes in the affected markets and co@ldteradditional costs and administration
requirements, which in turn could have an adveffeeteon our revenues, earnings and cash flows.

Increased regulation in the housing industeyeases the time required to obtain the necesggmovals to begin construction and has
prolonged the time between the initial acquisitiétiand or land options and the commencement amgptaiion of construction. These delays
increase our costs, decrease our profitabilityinockase the risks associated with the land invesgave maintain.

Municipalities may restrict or place moratwns on the availability of utilities, such as waded sewer taps. If municipalities in which we
operate take actions like these, it could havedwerse effect on our business by causing delagseasing our costs or limiting our ability to
build in those municipalities. This, in turn, couetluce the number of homes we sell and decreasewenues, earnings and cash flows.

Our ability to sell homes, and, accordingly, ourg@ts of operations, will be affected by the avdility of financing to potential home
buyers.

Most home buyers finance their purchaseautiirghird-party mortgage financing. Real estate aledris generally adversely affected by:
* increases in interest rates and/or related -

e increases in real estate transaction closing c

« decreases in the availability of mortgage financ

« increasing housing cos!

e unemployment; an

« changes in federally sponsored financing progr:

Increases in interest rates or decreasd®iavailability of mortgage financing could depréss market for new homes because of the
increased monthly mortgage costs or the unavaithaloif financing to potential home buyers. Evepdtential home buyers do not need
financing, increases in interest rates and decdemsgtgage availability could make it harder foerthhto sell their homes. This could adver
affect our operating results and financial conditio

The competitive conditions in the home building iastry could increase our costs, reduce our revenaes earnings and otherwis
adversely affect our results of operations and cdkiws.

The home building industry is highly compegttand fragmented. We compete in each of our niarkith a number of national, regional
and local builders for customers, undeveloped Emdihome sites, raw materials and labor. For exanpthe Washington, D.C. market, we
compete against approximately 15 to 20 publiclgédhnational home builders, approximately 10 tefigately-owned regional home
builders, and many local home builders, some ofwlace very small and may build as few as five tth@es per year. We do not compete
against all of the builders in our geographic mexlke all of our product types or submarkets, anesbuilders focus on particular types of
projects within those markets, such as large ebtatees, that are not in competition with our prtgec
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We compete primarily on the basis of priceakion, design, quality, service and reputatiam8 of our competitors have greater finar
resources, more established market positions atter lmgportunities for land and home site acquisgithan we do and have lower costs of
capital, labor and material than us. The competitionditions in the home building industry coulahamg other things:

* make it difficult for us to acquire suitable landrmme sites in desirable locations at acceptatitepand terms, which could adversely
affect our ability to build home:

* require us to increase selling commissions and aticentives, which could reduce our profit margi

« result in delays in construction if we experienetagis in procuring materials or hiring trades peapllaborers

« result in lower sales volume and revenues;

* increase our costs and reduce our earn

We also compete with resales of existing hmeared condominiums and available rental housingovarsupply of competitively priced
resale or rental homes in our markets could adiyeedtact our ability to sell homes profitably.

Our business is concentrated in a few geographieas which increases our exposure to localized ris

We currently develop and sell homes prindypial the Washington, D.C. and Raleigh, North Caral Our limited geographic diversity
means that adverse general economic, weather er atinditions in either of these markets could esblg affect our results of operations :
cash flows or our ability to grow our business.

Our growth strategy to expand into new geographieas poses risks.

We may expand our business into new geogcagreias outside of the Washington, D.C. and Raléighth Carolina markets. We will
face additional risks if we develop communitieg@ographic areas or climates in which we do noelesperience or if we develop a
different size or style of community than thoserently being developed, including:

« adjusting our construction methods to differentgraphies and climate

« obtaining the necessary construction materialdamat in sufficient amounts and on acceptable tg

« obtaining necessary entitlements and permits umad@miliar regulatory regime:

« attracting potential customers in a market in whiehdo not have significant experience;

« the cost of hiring new employees and increasedstfucture cost:

We may not be able to successfully manageiske of such an expansion, which could have &ri@tadverse effect on our revenues,
earnings, cash flows and financial condition.

We may not be able to successfully identify, corteler integrate acquisitions.

As part of our business strategy, we expecbhtinue to review acquisition prospects in ousting markets and in new markets in the
Mid-Atlantic region or elsewhere that would compkmour existing business, or that might otherwi$er growth opportunities. The
identification, underwriting and negotiation of sudeals is an ongoing process. We are currentlggedyin either discussions, negotiation or
due diligence with several other homebuilders baithave not yet entered into any binding obligatimnacquire any of those operations. To
the extent we complete acquisitions, we may be lertalrealize the anticipated
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benefits because of operational factors or diffieslin integrating the acquisitions with our exigtbusiness. Acquisitions entail numerous
risks, including, but not limited to:

« difficulties in assimilating acquired managemend aperations

* risks associated with investing the necessary resstun order to achieve profitabilit

« the incurrence of significant due diligence expsnséating to acquisitions that are not comple

« unforeseen expenses and liabiliti

« risks associated with entering new markets o-markets in which we have limited or no prior expade;
« the diversion of our managem’s attention from our current busine

« the potential loss of key employees, including seekecutives, of acquired organizations;

* risks associated with transferred assets anditiabil

We may not be able to acquire or manage tpfufi additional businesses, or to integrate sigfultg any acquired businesses, properties
or personnel into our business, without substantats, delays or other operational or financitiladilties. Our failure to do so could have a
material adverse effect on our business, finamgabition, results of operations and cash flows.

We are dependent on the services of certain keyleyges and the loss of their services could harnm business

Our success largely depends on the contimsgngces of certain key employees, including obai@nan and Chief Executive Officer,
Christopher Clemente, Gregory Benson, our PresaetChief Operating Officer, and Bruce Labovitar €hief Financial Officer. Our
continued success also depends on our abilityttacatand retain qualified personnel. We beliexat Messrs. Clemente, Benson and Labovitz
each possesses valuable industry knowledge, exger&nd leadership abilities that would be difficalthe short term to replicate. The loss
of these or other key employees could harm ouratjmers, business plans and cash flows.

Our growth requires additional capital, which mayoh be available

The real estate development industry is ahjitensive and requires significant expenditdoedand purchases, land development and
construction as well as potential acquisitionstbieo homebuilders. In order to execute our growiitsgy, we anticipate that we will need to
obtain additional financing as we expand our openat These funds may be obtained through publrisate debt or equity financings,
additional bank borrowings or from strategic alties or joint ventures. We may not be successfabtaining additional funds in a timely
manner, on favorable terms or at all. Moreoveraierof our bank financing agreements contain [giowis that limit the type and amount of
debt we may incur in the future without our lendexnsent. In addition, the availability of borrowleehds, especially for land acquisition &
construction financing, may be greatly reduced, landers may require us to invest increased amadrgquity in a project in connection
with both new loans and the extension of existoank. If we do not have access to additional dapiamay be required to delay, scale back
or abandon some or all of our acquisition plangromwth strategies or reduce capital expenditurestia@ size of our operations and as a result
may experience a material adverse affect on ouness, results of operations and cash flows.

Our growth depends on the availability of constrian, acquisition and development loan

Currently, we have multiple construction, aisggion and development loans. We are consideeptacing these credit facilities with one
or more larger facilities, which may reduce ourr@ggte debt financing costs. If we are unable tainka larger facility, we will need to
continue to rely on our smaller credit faciliti@dhese smaller credit facilities generally have kigtosts and require significant management
time to administer them. Additionally, if financialstitutions decide to discontinue providing théesalities to us, we would lose our primary
source of financing our operations or the cosetdining or replacing these
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credit facilities could increase dramatically. Fagt, this type of financing is typically characted by short-term loans which are subject to
call. If our primary financing becomes unavailabteaccelerated repayment is demanded, we may raltlbéo meet our obligations.

A significant portion of our business plan involveonstruction of mixeruse developments and hi-rise projects with which we hav
less experience.

We expect to increase our construction amgtldpment of mixed-use and higise residential projects. Our experience is lar@paised ot
smaller wood-framed structures that are less caxrthken high-rise construction or the developmenhfed-use projects. A mixed-use
project is one that integrates residential and mesidential uses in the same structure or in ghosgimity to each other, on the same land. As
we expand into these new product types, we expemi¢ounter operating, marketing, customer serwagranty and management challenges
with which we have less familiarity. Although weveaexpanded our management team to include indilgduith significant experience in
this type of real estate development, we have owipteted any projects managed by these persows. #fre unable to successfully manage
the challenges of this portion of our businessyves incur additional costs and our results of ofi@na and cash flows could be adversely
affected.

If we experience shortages of labor or suppliesatiher circumstances beyond our control, there colie delays or increased costs
developing our projects, which would adversely atfeur operating results and cash flows.

We and the home building industry from tiradiine may be affected by circumstances beyondoutrol, including:

» work stoppages, labor disputes and shortages difigddarades people, such as carpenters, rooédestricians and plumber
« lack of availability of adequate utility infrastriuce and service:

« transportation cost increasi

« our need to rely on local subcontractors who maybecadequately capitalized or insured;

« shortages or fluctuations in prices of building emnéts.

These difficulties have caused and likelyl eduse unexpected construction delays and shontiteereases in construction costs. In an
attempt to protect the margins on our projectspften purchase certain building materials with cdtmrants that lock in the prices of these
materials for 90 to 120 days or more. However, dheesupply of building materials subject to thesmmitments is exhausted, we are again
subject to market fluctuations and shortages. Wy moa be able to recover unexpected increasesristagtion or materials costs by raising
our home prices because, typically, the price ohdsme is established at the time a customer éa®euhome sale contract. Furthermore,
sustained increases in construction costs may,tower erode our profit margins and may advers#gcaour results of operations and cash
flows.

We depend on the availability and skill of subcoattors.

Substantially all of our construction worldisne by subcontractors with us acting as the géeentractor or by subcontractors working
for a general contractor we select for a particptaject. Accordingly, the timing and quality ofrozonstruction depends on the availability
and skill of those subcontractors. We do not hawngiterm contractual commitments with subcontractorsuppliers. Although we believe
that our relationships with our suppliers and sui@ztors are good, we cannot assure that skilledantractors will continue to be available
at reasonable rates and in the areas in which wdumb our operations. The inability to contracthnskilled subcontractors or general
contractors at reasonable costs on a timely basisl ¢imit our ability to build and deliver homesdicould erode our profit margins and
adversely affect our results of operations and flasis.
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Product liability litigation and claims that arisén the ordinary course of business may be costlynegatively impact sales, which cot
adversely affect our results of operations and cdkiws.

Our home building business is subject to troction defect and product liability claims arigim the ordinary course of business. These
claims are common in the home building industry eal be costly. Among the claims for which devets@nd builders have financial
exposure are property damage, environmental claimdsbodily injury claims. Damages awarded undesdtsiits may include the costs of
remediation, loss of property and heai¢ated bodily injury. In response to increaseiddition, insurance underwriters have attemptedhd
their risk by excluding coverage for certain claiassociated with environmental conditions, pollut#nd product and workmanship defects.
As a developer and a home builder, we may be labfitoss for mold-related property, bodily injuaypd other claims in amounts that exceed
available limits on our comprehensive general ligbpolicies. In addition, the costs of insuringaanst construction defect and product
liability claims are high and the amount of coveradfered by insurance companies is limited. Uniedyproduct liability and similar claims,
claims in excess of the limits under our insurgmeokcies and the costs of obtaining insurance i@cguch claims could have a material
adverse effect on our revenues, earnings and tasgh. f

Increased insurance risk could negatively affectrdousiness, results of operations and cash flo

Insurance and surety companies have reaslsessey aspects of their business and, as a resayttake actions that could negatively
affect our business. These actions could includessing insurance premiums, requiring higherisslired retentions and deductibles,
requiring additional collateral on surety bondsluging limits, restricting coverages, imposing es@ns, and refusing to underwrite certain
risks and classes of business. Any of these actimsadversely affect our ability to obtain apprag insurance coverage at reasonable ¢
which could have a material adverse effect on asirtess. Additionally, coverage for certain typeslaims, such as claims relating to mold,
is generally unavailable. Further, we rely on suteinds, typically provided by insurance compangssa means of limiting the amount of
capital utilized in connection with the public inoqmement sureties that we are required to post gatlernmental authorities in connection
with land development and construction activitifise cost of obtaining these surety bonds is, friome to time, unpredictable and on
occasion these surety bonds are unavailable. Thet®s can delay commencement of development girognd adversely affect revenue,
earnings and cash flows.

We are subject to warranty claims arising in thedinary course of business that could be costly.

We provide service warranties on our homesfperiod of one year or more post closing anguectsiral warranty for five years post
closing. We self-insure all of our warranties aagarve an amount we believe will be sufficientatisfy any warranty claims on homes we
sell. We also attempt to pass much of the risk@ated with potential defects in materials and woakship on to the subcontractors
performing the work and the suppliers and manufactuof the materials. In such cases, we still inayr unanticipated costs if a
subcontractor, supplier or manufacturer fails tadrdts obligations regarding the work or materidlsupplies to our projects. If the amoun
actual claims materially exceeds our aggregateanyrreserves and/or the amounts we can recoverdro subcontractors and suppliers,
operating results and cash flows would be adveiédcted.

Our business, revenues, earnings and cash flows haydversely affected by adverse weather conditimnnatural disasters

Adverse weather conditions, such as extepéeidds of rain, snow or cold temperatures, andraatlisasters, such as hurricanes,
tornadoes, floods and fires, can delay completimhsale of homes, damage partially complete orrathsold homes in our inventory and/or
decrease the demand for homes or increase thefdmsiilding homes. To the extent that natural disasor adverse weather events occur, our
business and results may be adversely affectethélextent our insurance is not adequate to cay&nbss interruption losses or repair costs
resulting from these events, our revenues, earriingscash flows may be adversely affected.
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We are subject to certain environmental laws ane tbost of compliance could adversely affect our iness, results of operations and
cash flows.

As a current or previous owner or operatareal property, we may be liable under federatestand local environmental laws, ordinances
and regulations for the costs of removal or rentestiaof hazardous or toxic substances on, under tire properties or in the proximity of t
properties we develop. These laws often imposditialvhether or not we knew of, or were responsifir, the presence of such hazardou
toxic substances. The cost of investigating, reatedj or removing such hazardous or toxic substntay be substantial. The presence of
any such substance, or the failure promptly to diate any such substance, may adversely affectulity to sell the property, to use the
property for our intended purpose, or to borronwdsinsing the property as collateral. In additibie, ¢onstruction process involves the use of
hazardous and toxic materials. We could be hebddiander environmental laws for the costs of reahov remediation of such materials. In
addition, our existing credit facilities also réstiour access to the loan proceeds if the progettiat are used to collateralize the loans are
contaminated by hazardous substances and requioendemnify the bank against losses resultingnfeach occurrence for significant
periods of time, even after the loan is fully repai

Our Eclipse project is part of a larger depehent located at Potomac Yard in northern VirgiRiatomac Yard was formerly part of a
railroad switching yard contaminated by rail-rethéetivities. Remediation of the property was cartdd under supervision of the
U.S. Environmental Protection Agency, or EPA, imibnation with state and local authorities. In 89fderal, state and local government
agencies authorized redevelopment of the prop@y plans for development of our portion of thejpcbare consistent with those
authorizations. Although concentrations of contaanis remain on the property under the EPA-approgetkdiation work plan, the EPA has
determined that they do not present an unacceptskléo human health or the environment. Howeitds, possible that we could incur some
costs to defend against any claims that might beaddt in the future relating to any such contamigsan

If we are not able to develop our communities sussfelly, our earnings and cash flows could be dinghed.

Before a community generates any revenuetgrimbexpenditures are required to acquire lamabtain development approvals and to
construct significant portions of project infragtiure, amenities, model homes and sales facilitiesn take a year or more for a community
development to achieve cumulative positive cash.flour inability to develop and market our commigsitsuccessfully and to generate
positive cash flows from these operations in a fmeanner would have a material adverse effectwrability to service our debt and to m
our working capital requirements.

Our operating results may van

We expect to experience variability in owreneues and net income. Factors expected to cotdribuhis variability include, among other
things:

« the uncertain timing of real estate closin

« our ability to continue to acquire additional lamdoptions thereon on acceptable terms and thegimi all necessary regulatory
approvals required for developme

« the condition of the real estate market and theggreconomy in the markets in which we oper

« the cyclical nature of the home building indus

« the changing regulatory environment concerning estdte development and home buildi

« changes in prevailing interests rates and the atitity of mortgage financing; ar

« costs of material and labor and delays in condtrmctchedules

The volume of sales contracts and closinge#&jly varies from month to month and from quatteguarter depending on several factors,
including the stages of development of our projestsather and other
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factors beyond our control. In the early stages pfoject’s development, we incur significant stgstcosts associated with, among other
things, project design, land acquisition and dewelent, construction and marketing expenses. Sexenues from sales of properties are
generally recognized only upon the transfer of @t the closing of a sale, no revenue is recodrdeeing the early stages of a project unless
land parcels or residential homesites are soldieralevelopers. Periodic sales of properties neapngufficient to fund operating expenses.
Further, if sales and other revenues are not adedquaover operating expenses, we will be requiveskek sources of additional operating
funds. Accordingly, our financial results will vafsom community to community and from time to time.

Acts of war or terrorism may seriously harm our bosss.

Acts of war, any outbreak or escalation dthities between the United States and any forgiawer or acts of terrorism, may cause
disruption to the U.S. economy, or the local ecoiesmf the markets in which we operate, cause agestof building materials, increase
costs associated with obtaining building materiasult in building code changes that could inoeeassts of construction, affect job growth
and consumer confidence, or cause economic changese cannot anticipate, all of which could reeldemand for our homes and adver
impact our revenues, earnings and cash flows.

Being a public company increases our administratie@sts.

We completed our initial public offering ireBember 2004 and a follow-on offering in June 2@35a public company, we incur
significant legal, accounting and other expensatwe did not incur as a private company. In addjtthe Sarbanes-Oxley Act of 2002, as
well as new rules subsequently implemented by #eufties and Exchange Commission, have requiradgds in corporate governance
practices of public companies. In addition to findes and rule proposals already made by the 8esuand Exchange Commission, the
National Association of Securities Dealers, or NA®Bs adopted revisions to its requirements forpaomes that are listed on the Nas
National Market. We expect these new rules andlatigus to increase our legal and financial comm@costs, and to make some activi
more time consuming and/or costly. For examplanticipation of becoming a public company we addeonnel, particularly accounting
staff, added independent directors, created baardvittees, adopted additional internal controls disdlosure controls and procedures,
retained a transfer agent and a financial prirgopted an insider trading policy and other corgogavernance policies, and will have all of
the internal and external costs of preparing asttiduting periodic public reports in compliancalwour obligations under the securities lg
We also expect these new rules and regulationsateerit more expensive for us to obtain director affider liability insurance. These new
rules and regulations could also make it morediffifor us to attract and retain qualified memhafreur board of directors and qualified
executive officers.

We do not own the Comstock brand or trademark, bee the brand and trademark pursuant to the ternisagperpetual license
granted by Christopher Clemente, our Chief Exec&i®@fficer and Chairman of the Boarc

Our Chief Executive Officer and Chairmantod Board, Christopher Clemente, has licensed tloeni$ock” brand and trademark to us in
perpetuity and free of charge. We do not own tlenthror the trademark and may be unable to prdtagginst infringement from third
parties. However, Mr. Clemente retains the rightdotinue using the “Comstock” brand and tradenadkvidually and through affiliates,
including in real estate development projects in@urent or future markets. We will be unable émtrol the quality of projects undertaker
Mr. Clemente or others using the “Comstobkand and trademark and therefore will be unablEéoent any damage to its goodwill that r
occur. We will further be unable to preclude Mre@lente from licensing or transferring the ownerstiifhe “Comstock” trademark to third
parties, some of whom may compete against us. Qorsdy, we are at risk that our brand could be agad which could have a material
adverse effect on our business, operations andfloag
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Risks Related to our Common Stock and the SecuritieMarkets
Volatility of our stock price could adversely affestockholders
The market price of our Class A common stomkld fluctuate significantly as a result of:
« quarterly variations in our operating resu
« general conditions in the home building indus
« interest rate change
 changes in the marl’'s expectations about our operating resi
« our operating results failing to meet the expeotatf securities analysts or investors in a paldicperiod;

e changes in financial estimates and recommendatipis&curities analysts concerning our Company@®htime building industry in
general;

« operating and stock price performance of other aomgs that investors deem comparable tc
* hews reports relating to trends in our mark

« changes in laws and regulations affecting our hassi|

» material announcements by us or our competi

« material announcements by our construction lendetise manufacturers and suppliers we |

« sales of substantial amounts of Class A commorkdig®ur directors, executive officers or signifitatockholders or the perception
that such sales could occur; ¢

« general economic and political conditions sucheagssions and acts of war or terrori

Investors may not be able to resell theirehaf our Class A common stock following periofisaatility because of the markstadvers
reaction to that volatility. Our Class A commoncitanay not trade at the same levels as the stookhef homebuilders, and the market in
general may not sustain its current prices.

Investors in our Class A common stock may experiemtilution with the future exercise of stock optienthe grant of restricted stoc
and issuance of stock in connection with our acqtiisns of other homebuilders.

From time to time, we have issued and we eatitinue to issue stock options or restrictedkstpants to employees and non-employee
directors pursuant to our equity incentive plan. &{pect that these options or restricted stocktgnaiil generally vest commencing one year
from the date of grant and continue vesting ovilrree-year period. Investors may experience ditugie the options vest and are exercised by
their holders and the restrictions lapse on theictsd stock grants. In addition, we may issuelsia connection with acquisitions of other
homebuilders, which may result in investors expediieg dilution.

Substantial sales of our Class A common stock, lee perception that such sales might occur, coulgdess the market price of ot
Class A common stock.

A substantial amount of the shares of ous€k common stock are eligible for immediate regakbe public market. Any sales of
substantial amounts of our Class A common sto¢keémpublic market, or the perception that suchssalght occur, could depress the market
price of our Class A common stock.
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The holders of our Class B common stock exert cahwver us and thus limit the ability of other stkicolders to influence corporate
matters.

Messrs. Clemente and Benson own 100% of oistanding Class B common stock, which, togeth#n tieir shares of Class A common
stock, represent approximately 78.5% of the combirating power of all classes of our voting stogk.a result, Messrs. Clemente and
Benson, acting together, have control over usetbetion of our board of directors and our manageraad policies. Messrs. Clemente and
Benson, acting together, also have control ovamatters requiring stockholder approval, including amendment of certain provisions of
our certificate of incorporation and bylaws, th@regval of any equity-based employee compensatianspand the approval of fundamental
corporate transactions, including mergers. In lifithis control, other companies could be discgadafrom initiating a potential merger,
takeover or any other transaction resulting inange of control. Such a transaction potentiallyid¢de beneficial to our business or to our
stockholders. This may in turn reduce the price ithzestors are willing to pay in the future forasls of our Class A common stock.

The limited voting rights of our Class A common stocould impact its attractiveness to investors atadliquidity and, as a result, its
market value.

The holders of our Class A and Class B comstook generally have identical rights, except ti@tlers of our Class A common stock
entitled to one vote per share and holders of das<CB common stock are entitled to 15 votes paresbn all matters to be voted on by
stockholders. The difference in the voting rightshe Class A and Class B common stock could dishithe value of the Class A common
stock to the extent that investors or any potefiigire purchasers of our Class A common stockilesealue to the superior voting rights of
the Class B common stock.

It may be difficult for a third party to acquire uswhich could inhibit stockholders from realizing premium on their stock price

We are subject to the Delaware anti-taketas@s regulating corporate takeovers. These anéetedr laws prevent Delaware corporations
from engaging in business combinations with angldiolder, including all affiliates and employeesiu stockholder, who owns 15% or
more of the corporation’s outstanding voting stdok,three years following the date that the stat#tr acquired 15% or more of the
corporation’s voting stock unless specified cowaisi are met.

Our amended and restated certificate of pm@tion and bylaws contain provisions that haeedtiect of delaying, deferring or
preventing a change in control of us that stockéiddnay consider favorable or beneficial. Thes#ipians could discourage proxy contests
and make it more difficult for stockholders to eldirectors and take other corporate actions. Thesésions could also limit the price that
investors might be willing to pay in the future &rares of our common stock. These provisions declu

* a staggered board of directors, so that it woltd three successive annual meetings to replachraditors;

« a prohibition of stockholder action by written ceng anc

« advance notice requirements for the submissiortdmkbolders of nominations for election to the labaf directors and for proposing
matters that can be acted upon by stockholdersrateding.

Our issuance of shares of preferred stock couldalebr prevent a change of control of u

Our board of directors has the authorityaase us to issue, without any further vote or adbip the stockholders, up to 20,000,000 shares
of preferred stock, par value $.01 per share, sma@mmore series, to designate the number of skaretituting any series, and to fix the
rights, preferences, privileges and restrictiomsdbf, including dividend rights, voting rightsghits and terms of redemption, redemption |
or prices and liquidation preferences of such sefibe issuance of shares of preferred stock mag the effect of delaying, deferring or
preventing a change in control of us without furthetion by the stockholders, even where stockhisldee offered a premium for their sha
The issuance of shares of preferred stock with
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voting and conversion rights may adversely affeetioting power of the holders of Class A commanlistincluding the loss of voting
control. We have no present plans to issue anyestadrpreferred stock.

ltem 1B. Unresolved Staff Comments

None.

Item 2.  Properties

Our principal administrative, sales and mtrigefacilities are located at our headquarte®Ré@ston, Virginia. We currently lease
29,033 square feet of office space in the Restoititfafrom Comstock Asset Management, L.C., arnliate wholly-owned by Christopher
Clemente. Pursuant to this five-year headquaréarse which we entered into on October 1, 2004 aodified on August 1, 2005 for an
additional 8,424 square feet, we pay annual reatas of $709,567, subject to a 4% annual incré&gealso lease office space in Raleigh,
North Carolina where we occupy approximately 3,80are feet of office space. On October 1, 200®&ntered into a fiv-year lease
agreement for a new sales office in Reston, Vigginihich we occupy approximately 4,351 squaredéeffice space. We believe these
facilities are suitable and provide the appropriatel of capacity for our current operations.

Item 3.  Legal Proceedings

As manager of an affiliated entity, we exeed our option rights to purchase the project aiiipm, development and construction loans
made for the benefit of North Shore project locateRaleigh, North Carolina. We subsequently issa@dtice of default under the
acquisition and development loan at maturity ont&aper 30, 2005 and thereafter filed suit for el of the loans against one of the
individual guarantors under the loan on or aboub®er 21, 2005 for a claim amount of $1.8 milliandd the date of the filing. The Company
finalized the purchase of the loans on or aboute®aper 8, 2005, issued a notice of default underatiyuisition and development loan at
maturity on September 30, 2005 and subsequenglg §ilit for collection of the loans against on¢hefindividual guarantors under the loan
on or about October 21, 2005 and initiated foragleproceedings on or about November 18, 2005.r@&baut December 22, 2005, the
individual guarantor subject to the earlier su@dia countersuit against two of the officers & @ompany who were also individual
guarantors under loans. The Company has set ddetee sale for March 23, 2006.

On August 11, 2005, the Company was servéld avimotion to compel arbitration resulting fromadiegation of a loan brokerage fee
being owed for placement of a $147.0 million prbjean for the Potomac Yard project. The claimhia base amount of $2.0 million plus
interest and costs is based on breach of contnaicéquitable remedies of unjust enrichment and tyuwameruit. The Company has denied
claims.

Other than the foregoing, we are not curyesitbject to any material legal proceedings. Friome to time, however, we are named as a
defendant in legal actions arising from our norimadiness activities. Although we cannot accurgteddict the amount of our liability, if an
that could arise with respect to legal actionsenity pending against us, we do not expect thatsaich liability will have a material adverse
effect on our financial position, operating resaltcash flows.

We believe that we have obtained adequatganse coverage or rights to indemnification, oevehappropriate, have established rese
in connection with these legal proceedings.
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ltem 4.  Submission of Matters to a Vote of SecurityHolders.

None.

PART Il

ltem 5.  Market for the Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases &quity Securities
Market for Common Stock
Our Class A common stock has been tradeti@iNasdaqg National Market under the symbol “CH@its our initial public offering on

December 14, 2004. The following table sets fdmhigh and low sale prices of our Class A comniooks as reported on Nasdagq, for the
periods indicated:

High Low

Fiscal Year Ended 200

Fourth quarte $ 221 $ 16.0(
Fiscal Year Ended 2005

First quartel $ 31.0C $ 18.3¢

Second quarte $ 27.0¢ $ 18.8(

Third quarte! $ 29.4. $ 17.7¢

Fourth quarte $ 19.9i $ 13.3¢

On March 10, 2006, there were approximat8&lyecord holders and approximately 3,620 benefmiaters of our Class A common stock.
On March 10, 2006 there were two holders of ous€B common stock.

Dividends

We have never paid any cash dividends orcommon stock. From time to time, our board of divexevaluates the desirability of pay
cash dividends. The further payment and amounasif dividends will depend upon our financial conditand results of operations,
applicable loan covenants and other factors deesledant by our board of directors.

Item 6. Selected Financial Datz

The following table contains selected cortaikd and combined financial information and ispéeimented by the more detailed financial
statements and notes thereto included elsewhéhésineport. We derived the selected historicadficial data shown below for 2005, 2004,
2003, 2002 and 2001 from our audited financiakstents. You should read the following financiabimhation in conjunction with
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations,”
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“Business” and our combined consolidated finansiatements and the related notes, included elsevitné¢his report.

FIVE YEAR COMPARISON OF SELECTED FINANCIAL DATA
Dollars in thousands (except per share data)

Year ended December 31,

2005 2004 2003 2002 2001

Revenue: $ 224,30 $ 96,04: $ 55,52! $ 34,75 $ 50,92¢
Expense:!

Cost of sale: 157,70t 63,99: 41,75¢ 26,82( 40,85:

Selling, general and administrati 24,19( 11,94( 5,712 3,72¢ 3,90(
Operating incom: 42,40¢ 20,11: 8,05z 4,207 6,17¢
Other (income) expense, r (1,450 90¢ (44) 10 (302)
Income before minority interest and equity in eagsi of real

estate partnershiy 43,85¢ 19,20¢ 8,097 4,19 6,47¢
Minority interest 30 5,26( 2,297 664 196t
Income before equity in earnings of real estaténgaships 43,82¢ 13,94 5,80( 3,53¢ 4,51
Equity in earnings of real estate partnersl 99 11€ 13¢ 51 6
Income before income tax 43,92¢ 14,06: 5,93¢ 3,58¢ 4,51¢
Income tax provision (benefi 16,36¢ (2417) — — —
Net income $ 27,56 $ 14,30 $ 5,93¢ $ 3,584 $ 4,51¢
Basic earnings per she $ 2.14 $ 1.9t $ 0.84 $ 0.5¢ $ 0.74
Basic weighted average shares outstandir 12,87( 7,34 7,067 6,074 6,074
Dilutive earnings per sha $ 2.12 $ 1.9t $ 0.84 $ 0.5¢ $ 0.5¢
Dilutive weighted average shares outstandin 13,02: 7,351 7,067 6,074 6,074

December 31
2005 2004 2003 2002 2001

Balance Sheet Dat

Cash and cash equivalel $ 42,167 $ 67,55¢ $ 17,16( $ 8,69% $ 7,08¢

Real estate held for development and 263,80: 104,32t 65,27: 20,19: 8,57:

Total asset 431,31¢ 304,50° 90,18¢ 33,971 18,40z

Notes payabl 143,65’ 76,62¢ 61,06: 17,20 9,43¢

Total liabilities 285,84: 239,58t 71,74¢ 21,57¢ 13,03¢

Minority interest 40C 2,69¢ 11,41: 8,79( 2,39(

(1) Shares outstanding of the Predecessor for priosyeve been adjusted to account for shares issUedecessor owners in connec
with the initial public offering of Comsto’s common stock
Item 7.  Management's Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion and analysis of imancial condition and results of operations sddwg read in conjunction with “Selected
Financial and Other Data” and our consolidated@mdbined financial statements and related notesaapm elsewhere in this report. Other
than in the “Overview” below, this discussion am@lkysis does not incorporate the financial conditiod results of operations of Comstock
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Service, Inc., under which entity we previously docted our Raleigh, North Carolina operations lefbe merger of Comstock Service, Inc.
into Comstock Homebuilding Companies, Inc. The e Comstock Service, Inc. was treated as anisitign for accounting purposes.
This discussion and analysis contains forward-logldtatements that involve risks and uncertainBésase see “Cautionary Notes Regarding
Forward-looking Statements” for more informatiorur@ctual results could differ materially from tlecgnticipated in these forward-looking
statements as a result of various factors inclyding not limited to, those discussed below andvelffeere in this report, particularly under the
headings “Risk Factors” and “Cautionary Notes Reay Forward-looking Statements.”

Overview

We engage in the business of residential timaelopment, production home building and higle-dgendominium development in the
greater Washington, D.C. and Raleigh, North Casofirarkets. Our business was started in 1985 bystoptier Clemente, our Chief
Executive Officer, as a residential land develoged home builder focused on the luxury home mark#te northern Virginia suburbs of
Washington, D.C. In 1992, we repositioned ourseasea production home builder focused on moderatéted homes in areas where we
could more readily purchase finished building kit©ugh option contracts. In 1997, we entered takeigh, North Carolina market.

In the late 1990s, in response to increasargpetition for finished lots, we diversified oumoduct base to include multiple product types
and home designs, and we rebuilt our in-house d@velopment department to include significant edgoee in both land development
operations and land entitlement expertise. Outegjia goal was to secure and control a pipelingivdrsified land inventory at various stages
of entitlement, thus reducing our dependence oerd#md developers for finished building lots amgbioving our ability to control our
growth.

We have recently begun to engage in the kasinf converting existing rental apartment progeto for-sale condominium projects. This
process involves the purchase of existing strustutgich may be new and never occupied or may bepied by tenants with leases of
varying duration. When we purchase these propestéesubdivide the units and form a condominium eission. In these projects we will
usually invest capital in the improvement of thenooon areas and exteriors. If the properties arapied, then as the tenants’ leases expire
we will renovate the interiors of the apartmentd #ren sell each apartment as an individual condiumi unit. These conversion projects
typically produce lower net profit margins than steindard real estate development projects butemssarily less than a typical finished lot
option project. However, since they take signifitatess time to complete than our real estate ligweent projects, they tend to generate
higher internal rates of return on invested capité expect to continue to acquire condominium eosion and similar projects to the extent
quality opportunities present themselves.

In recent years, our financial results hagerbinfluenced significantly by the availability lmfilding lots, the timing of entitlement
processes, the mix of products available for satkthe timing of settlements.

The amount of time that it takes to bringeavrdevelopment to market varies greatly dependim@mong other things, the location and
jurisdiction, governmental zoning and permittinggesses, site development conditions, weather tionslj and the type of product to
constructed on the subject site. There can be-dsB6-month lag time between the time we contragiurchase a site and the time we begin
developing and/or delivering homes on the site.@xample, a site that requires entitlement prongssikes longer than a site where we
purchase finished building lots. Additionally, camdinium homes take longer to construct than towshewand single-family homes and high-
rise developments take longer to construct thanrieevdevelopments. As a result of this lag, it basn our experience that an increasing lot
inventory in one period does not necessarily categio increasing sales in the immediately follayyieriods. Thus, there are both market
risks and benefits associated with the lag timaveeh controlling a property and realizing revemoenthe property.

We can experience significant variation frone period to the next with respect to averagespér new order and average settlement
revenue. This variation often results from shift$He mix of products being sold during the perhthile it is most typical that single-family
homes are priced higher than townhouses or
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condominiums, it is possible that during a giverigak orders and deliveries may include townhoubased on location, that price higher t
single-family homes. Likewise, in any project inygeeriod, condominium units may produce higher agerper unit sales prices and/or
settlement revenues. Lower average per unit oessttlements do not necessarily indicate thagmarhave been eroded or that profits
been reduced. Average settlement revenue can hénlglter and lower than average price per new drdire prior period based on the mix
of available product for sale.

For the 12 month periods ended Decembemh&lapproximate average order prices for our magtethomes (which excludes county
government mandated affordable housing prograns weduired to be sold at a discount) were as falow

12-month period ended December 31,

SUMMARY 2003 2004 2005

Townhouse $ 271,43( $ 342,45 $ 438,84
Single Family $  443,40( $ 460,06t $ 548,75
Condominium $  343,56( $ 380,54¢ $ 309,37¢

We have made significant investments oveipt three years to become a fully integrateddaretsified home building operation witr
wide spectrum of skills and a substantial pipebheuilding lot inventory. The costs of our expamsand diversification were most evident in
2002 and 2003 as we experienced delays developingeentory of land due to entitlement delays artteme weather conditions. In 2002,
these delays were principally caused by demanddaelopment and construction entitlements and ggngiat a pace that exceeded the
ability of the local municipalities to respond. 8e¥ weather exacerbated these delays. The resulh veanporary shortage of building lot
inventory from which we could sell homes and anéase in our land position and backlog. Consequent posted negative growth in 2002
and slower than expected growth in 2003. Towardsetid of 2003 we began to realize the benefitsrepkenished and diversified building
lot inventory. At December 31, 2005, we either od/oe controlled under option agreements over 4{20M@ling lots.

Recent accounting pronouncements

In December 2004, the Financial Accountingn8irds Board issued Statement of Financial Acaaogi®tandards No. 123 (revised 20(
Share-Based Payments, (“SFAS 123R"). SFAS 123Rayiaion of SFAS 123 and supersedes APB No. 2B.SSE23R requires that the cost
resulting from all share-based payment transactiengcognized in the financial statements andbskes fair value as the measurement
objective in accounting for share-based paymeangements. SFAS 123R is effective as of the beginoi the first interim or annual
reporting period that begins after June 15, 2008,applies to all awards granted, modified, repaseld or cancelled after the effective date,
and all outstanding portions of awards grantedrpiadhe effective date which are unvested as fieetéve date of the pronouncement.
Entities may adopt the provisions of SFAS 123R gisither the modified prospective or modified refrective application. Under the
modified prospective method, compensation costdsgnized on or after the required effective datdtfe portion of outstanding awards for
which the requisite service has not yet been rattdrased on the grant-date fair value of thosedsi@alculated under SFAS 123 for either
recognition or pro forma disclosure. For periodbleethe required effective date, the modifiedasrective application may be applied to
either (a) all prior years for which SFAS 123 wéedive or (b) only to prior interim periods indfyear of initial adoption, on a basis
consistent with the pro forma disclosures requicedhose periods by SFAS 123. The Company adopEA&S 123R prospectively on
January 1, 2004. Prior to December 17, 2004 thepg2domhad no share based payment transactions.

On June 29, 2005, the Emerging Issues TasteHUEITF”) reached a consensus on EITF Issue(¥e05, “Determining Whether a
General Partner, or the General Partners as a G@aurols a Limited Partnership or Similar Entitshen the Limited Partners Have Certain
Rights” (“EITF 04-05"). The scope of EITF 04-@5limited to limited partnerships or similar efg#t (such as limited liability companies tl
have governing provisions that are the functiowgiiealent of a limited partnership) that are natiafale interest entities under FIN 46 and
provides a new framework for addressing when argépartner in a
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limited partnership, or managing member in the cdselimited liability company, controls the egtiUnder EITF 04-05ye may be require
to consolidate certain investments that are naabbe interest entities, in which we hold a geneeatner or managing member interest.
EITF 04-05 is effective after June 29, 2005 fowrentities formed after such date and for exiséngties for which the agreements are
subsequently modified and is effective for ourdisgear beginning January 1, 2006 for all otheitiest The adoption of EITF 04-05 did not
have any impact on our financial statements asegfeinber 31, 2005.

FAS 154 Accounting Changes and Error Coroestireplaces APB Opinion No. 20, and FASB StaterNent3. Opinion 20 previously
required that most voluntary changes in accourgimgiple be recognized by including in net incoai¢he period of the change the
cumulative effect of changing to the new accounprigciple. This Statement requires retrospectwaliaation to prior periods’ financial
statements of changes in accounting principle,asniteis impracticable to determine either thegukspecific effects or the cumulative effect
of the change. When it is impracticable to detemihre period-specific effects of an accounting geaon one or more individual prior
periods presented, this Statement requires thatateaccounting principle be applied to the balarafeassets and liabilities as of the
beginning of the earliest period for which retradpes application is practicable and that a coroesiing adjustment be made to the opening
balance of retained earnings (or other appropdateponents of equity or net assets in the stateofdirtancial position) for that period ratt
than being reported in an income statement. Whisrintpracticable to determine the cumulative dffdfapplying a change in accounting
principle to all prior periods, this Statement riggs that the new accounting principle be applied & were adopted prospectively from the
earliest date practicable.

Critical Accounting Policies and Estimates

Our consolidated and combined financial statats are prepared in accordance with generallgpded accounting principles, which
require us to make certain estimates and judgnteatsaffect the reported amounts of assets aniitied, the disclosure of contingent assets
and liabilities at the date of the financial stages, and the reported amounts of revenues anchsepeuring the reporting periods. On an
ongoing basis, we evaluate our estimates, incluttinge related to the consolidation of variablerngst entities, revenue recognition,
impairment of real estate held for developmentsald, warranty reserve and our environmental ligtekposure. We base our estimates on
historical experience and on various other assumgtihat we believe to be reasonable under therastances. Actual results may differ
materially from these estimates.

A summary of significant accounting policisprovided in Note 2 to our audited consolidated eombined financial statements. The
following section is a summary of certain aspeéthose accounting policies that require our maficdlt, subjective or complex judgments
and estimates.

Consolidation of Variable Interest Entitie

In January 2003, the Financial Accountingh8tads Board (“FASB”) issued Interpretation No. 4Bonsolidation of Variable Interest
Entities,” or FIN 46. FIN 46 requires the primangrieficiary of a variable interest entity to condate that entity. A variable interest entity is
created when (i) the equity investment at riskassufficient to permit the entity from financinig iactivities without additional subordinated
financial support from other parties or (ii) equiitylders either (a) lack direct or indirect abilitymake decisions about the entity, (b) are not
obligated to absorb expected losses of the entifg)alo not have the right to receive expectedted returns of the entity if they occur. The
primary beneficiary of a variable interest entitlie party that absorbs a majority of the variaftierest entity’s expected losses, receives a
majority of the entity’s expected residual returmisboth, as a result of ownership, contractualtber financial interests in the entity.
Expected losses are the expected negative vatyabilan entity’s net assets exclusive of its Malganterests, and expected residual returns
are the expected positive variability in the faatue of an entity’s assets, exclusive of variabterests. Prior to the issuance of FIN 46, an
enterprise generally consolidated an entity wheretiterprise had a controlling financial interesthie entity through ownership of a majority
voting interest.
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In December 2003, the FASB issued a revisfdflN 46 (“FIN 46-R"), clarifying certain provisits of FIN 46. We adopted the provisions
of FIN 46-R on February 1, 2003 to the extent thay related to variable interest entities createdr after that date. For variable interest
entities created before January 31, 2003, FIN 46aR deferred to the end of the first interim orwalrperiod ending after March 15, 2004.
We fully adopted FIN 46-R effective March 31, 2084sed on the provisions of FIN 46-R, we have amtedl that whenever we option land
or lots from an entity and pay a significant noorefable deposit, a variable interest entity iste@ander condition (ii) (b) of the previous
paragraph. This is because we have been deemegémhovided subordinated financial support, whflers to variable interests that will
absorb some or all of an entity’s expected thecaktosses if they occur. Therefore, for each Vdgianterest entity created, we compute the
expected losses and residual returns based omdhahplity of future cash flows as outlined in Fi8 to determine if we are deemed to be the
primary beneficiary of the variable interest entity

The methodology used to evaluate our prinbaryeficiary status requires substantial managejudgtnent and estimation. These
judgments and estimates involve assigning prolisilto various estimated cash flow possibilitiglative to the selling enti's expected
profits and losses and the cash flows associatddoanges in the fair value of the land under ramtt Because we do not have any
ownership interests in the entities with which weatract to buy land (such as LLCs), we may not ltheeability to compel these entities to
provide financial or other data to assist us ingbgformance of the primary beneficiary evaluatibhis lack of direct information from the
contracting entities may result in our evaluati@nlg conducted solely based on the aforementiorsthgement judgments and estimates.
Further, where we deem ourselves to be the pritb@mgficiary of such an entity created after Decem3tie 2003 and that entity refuses to
provide financial statements, we utilize estimatiechniques to perform the consolidation. While agggment believes that our estimation
techniques provide a reasonable basis for detemmihie financial condition of an entity that refsise provide financial statements, the actual
financial condition of the entity could differ frothat reported. In addition, although managemeli¢wes that our accounting policy is
designed to properly assess our primary benefigtatus relative to our involvement with the eastfrom which we acquire land, changes to
the probabilities and the cash flow possibilitised in our evaluation could produce different cosidns regarding our primary beneficiary
status.

Revenue Recognitio

We primarily derive our earned revenues fthmsale of residential property. We recognizedessiial revenue and all related costs and
expenses when full payment has been receivedatitiepossession of the property has been conveykdsks and rewards of ownership
transfer to the buyer and other sale and profitgaition criteria are satisfied. Management estamaltf future costs to be incurred after the
completion of each sale are included in cost adssah change in circumstances that causes theseatsst of future costs to increase or
revenues to decrease would significantly affectatodit recognized on these sales.

Impairment of Real Estate Held for Development aBdle

Real estate held for development and salades land, land development costs, interest almer @pnstruction costs and is stated at cost
or, when circumstances or events indicate thatahkestate held for development or sale is impamé estimated fair value. Circumstance
events we consider important which could triggemapairment review include the following:

« significant negative industry or economic trer

« a significant underperformance relative to hist@lriar projected future operating resu

« a significant change in the manner in which antasagsed; an

» an accumulation of costs significantly in excesthefamount originally expected to construct ari

Real estate is stated at the lower of cosstimated fair value using the methodology desdriis follows. A write-down to estimated fair
value is recorded when we determine that the ngk balue exceeds the estimated selling pricesdesssto sell. These evaluations are made
on a property-by-property basis. When we deterrthagthe net book value of an asset may not bevezable based upon the estimated
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undiscounted cash flow, an impairment write-dowresorded. The evaluation of future cash flows famdvalue of individual properties
requires significant judgment and assumptionsyiiolg estimates regarding expected sales prices]a®ment absorption and remaining
development costs. Significant adverse changesdarostances affecting these judgments and assonspith future periods could cause a
significant impairment adjustment to be recordesl dfscussed in Note 5 in the accompanying finarstébements, the Company recorded an
impairment charge of $1.2 million during the foudrarter of 2005.

Warranty Reservt

Warranty reserves for houses sold are estadadito cover potential costs for materials andrlabth regard to warranty-type claims
expected to arise during the one-year warrantyopgsirovided by us or within the five-year statugormandated structural warranty period.
Since we generally subcontract our home buildingkwsubcontractors are required to provide us aitindemnity and a certificate of
insurance prior to receiving payments for their kv@laims relating to workmanship and materialsgererally the primary responsibility of
the subcontractors and product manufacturers. Treanty reserve is established at the time of etpsand is calculated based upon histo
warranty cost experience and current businessriact@ariables used in the calculation of the reseas well as the adequacy of the reserve
based on the number of homes still under warramtyreviewed on a periodic basis. Although managécensiders the warranty reserve to
be adequate, there can be no assurance thatshiveeawill prove to be adequate over time to céasses due to increased costs for material
and labor, the inability or refusal of manufactsrer subcontractors to financially participate amrective action, unanticipated adverse legal
settlements, or other unanticipated changes taghemptions used to estimate the warranty reserve.

Environmental Liability Exposure

Development and sale of real property createstential for environmental liability on our pas owner and developer, for our own ac
well as the acts of prior owners of the subjecpprty or owners or past owners of adjacent partfdiszardous substances are discovered on
or emanating from any of our properties, we andrpivners may be held liable for costs and liabsitrelating to those hazardous substar
We generally undertake environmental studies imeotion with our property acquisitions, when wateah If we incur environmental
remediation costs in connection with propertiespneviously sold, including clean up costs, conaglfiees for environmental studies and
investigations, monitoring costs, and legal coslating to clean up, litigation defense and thespitirof responsible third parties, they are
expensed. We capitalize costs relating to land udeeelopment and undeveloped land as part of dpaent costs. Costs incurred for
properties to be sold are deferred and chargeddbaf sales when the properties are sold. Shoptédously undetected, substantial
environmental hazard be found on our propertigmifitant liquidity could be consumed by the remgtclean up requirements and a material
expense may be recorded. Further, governmentalatéyuon environmental matters affecting residardevelopment could impose
substantial additional expense on us, which codieesely affect our results of operations or thiee®f properties owned under contract, or
purchased by us. For additional information regagdisks associated with environmental hazardseaw@tonmental regulation, see
“Business — Risk Factors — We are Subject to Ceaivironmental Laws and the Cost of Compliancel@€duversely Affect our
Business.”

Results of Operations
Year ended December 31, 2005 compared to year eBaeember 31, 200

Orders and Backloc

New orders for the year ended December 315 2tcreased $5.9 million, or 2.7%, to $230.3 miilon 631 homes as compared to
$224.2 million on 608 homes for the year ended bdxeg 31, 2004. This increase in new orders wasasifynattributable to an increase in
saleable inventory resulting from the opening of/peojects including Penderbrook (183 sales), ¥ité Countryside (58 sales) and
Commons on Potomac Square (19 sales).
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The average sale price per new order foy&ae ended December 31, 2005 decreased by $4,BBEH000 as compared to $369,000 for
the year ended December 31, 2004. The decrease reaslt of significant amount of unit sales at Banderbrook, Villas at Countryside and
Bellemeade Farms condominium conversion projectgfich existing apartment units are being coneketbecondominiums. By design, sa
prices tend to be lower in these conversion prejastcompared to our new construction projects.sDategy with respect to conversion
projects is to identify assets where we can offerdr priced, affordable product to first time homgyers. We focus on older assets where we
can add value while maintaining price points whath more attractive to our target buyers. Becawestend to be buying, renovating, and
selling older assets that are in prime locationsareeable to position the assets to be more affibegdand therefore, average new order prices
are lower. On average, the sale price of our towshs increased by approximately $81,900 during¢lae ended December 31, 2005 to
$443,600 from $361,700 at December 31, 2004. Oragee the sale price of our single-family homeseased by approximately $89,500
during the year ended December 31, 2005 to $598r280$508,700 at December 31, 2004. The averdgepsiae of our condominiums
increased by $32,100 to $413,100 for the periodngnBecember 31, 2005 as compared to $381,000éopéeriod ended December 31, 2004.

Our backlog at December 31, 2005 increas&dBhillion, or 9.1%, to $190.4 million on 475 hosres compared to our backlog at
December 31, 2004 of $174.6 million on 329 homdsh® Company’s December 31, 2005 backlog, appratéig $157.6 million is derived
from 390 sold units at the Company’s Eclipse ont&eRark at Potomac Yard project.

Revenues

The number of homes delivered in the yeaedridecember 31, 2005 increased by 129.3.0% toré®3 263 homes in the year ended
December 31, 2004. Average revenue per home detiviacreased by approximately $28,000 to $359,00¢he year ended December 31,
2005 as compared to $331,000 for the year endedrbleer 31, 2004. Homebuilding revenues increasepllB9.3 million, or 148.6%, to
$216.3 million for the year ended December 31, 28985ompared to $87.0 million for the year endedebeber 31, 2004. The increase in
deliveries and revenues from December 31, 2004eteber 31, 2005 is primarily attributable to setiéénts from the opening of new
communities and the release of inventory for saf@a@jects such as Penderbrook (180 units), Vdla€ountryside (53 units), Bellemeade
Farms (21 units), Woodlands at Round Hill (17 grétsd Commons on William Square (56 units). In &ddj the Company generated 33
settlements in 2005, as a result of its merger ®imstock Service in December 2004.

Other Revenue

Other revenue for the year ended Decembe2@®15 decreased by $1.0 million, or 11% to $8.0iom) as compared to $9.0 million for 1
year ended December 31, 2004. Other revenue foretiieended December 31, 2005 and 2004 includesles made to third parties, reve
associated with the Company’s Settlement Title Besvdivision, management fees received from Cothsieset Management Inc. (as
discussed in Note 12), and revenue received fromarketing services alliance. For the year endeceiber 31, 2004, other revenue inclu
revenues associated with the management of ComSiertlice. The decrease in other revenue was ptinthd result of not recording
management revenues from Comstock Service, whishmeaged into Comstock Homebuilding on Decembef0@4.

Cost of sales and selling, general and administegxpense:

Cost of sales for the year ended Decembe2@15 increased $96.7 million, or 168.8%, to $154illion, or 71.3% of homebuilding
revenue, as compared to $57.3 million, or 65.9%ewénue, for the year ended December 31, 20045Fhpercentage point increase in cost
of sales for the year ended December 31, 2005rsapity attributable to lower margins on saleshe North Carolina market and the increase
in settlements from the opening of the Companyitsdominium conversion projects.

37




As discussed above, Comstock Service, thepaagis North Carolina division, was merged into Gooeck Homebuilding on
December 17, 2004. Due to current market conditiotise North Carolina market, which have causddmed hold and carry periods
between acquisition and delivery, the Company egpeed lower margins on its North Carolina settletagas compared to margins in the
Washington, DC market, primarily due to increadimgrest and overhead carrying costs and modeshugv/concessions. In addition, as
discussed in Note 5 in the accompanying finant¢&ksnents, the Company recorded a $1.2 million impant charge on the carrying value
of real estate held for development and sale abkél, a townhouse community in Raleigh, North @&ra. For 2005, the Company’s North
Carolina’s projects accounted for 5.5% of our tetttlements and 5.2% of total homebuilding reven@®st of sales as a percentage of
revenue for our North Carolina division was appnaxiely 84.2%

In addition, the Company’s newly opened coodoversion projects experienced lower margins tharCompany’s traditional
homebuilding projects due to the nature of a cagivarproject in which the Company buys an exissitigcture, adds value through upgrades
and sells the renovated units with a focus on débility. As a result, costs of sales tend to lghér as a percentage of revenue than our new
construction projects. For 2005, the Company’s oac@hversion projects accounted for 42.1% of otal ®ettlements and 30.1% of total
homebuilding revenues. Cost of sales as a percenfagvenue for our condo conversion projects ammoximately 86.1%.

Cost of sales other for the year ended Deeerdb, 2005 decreased by $3.1 million, or 45.8%3® million, as compared to $6.7 million
for the year ended December 31, 2004. Cost of fatdhe year ended December 2005 and 2004 inclexiesnses associated with lot sales
made to third parties and expenses associatedhatinanagement of the Company’s Settlement Tittei&es division. For the year ended
December 2004, cost of sales other also includpdreses associated with the management of Comstouic8, which was merged into
Comstock Homebuilding on December 17, 2004. Theedse for the year ended December 31, 2005, asazethfp 2004, was primarily the
result not recording costs associated with the igament of Comstock Service.

Selling, general and administrative costdtieryear ended December 31, 2005 increased $lighno $24.1 million from $11.9 milliol
for the year ended December 31, 2004. As a pemgemthrevenue, selling, general and administragienses represented 10.8% and 12.4%
of total revenue during the year ended Decembe2@15 and 2004, respectively. This increase wasehdt of additional staffing costs and
compensation of $5.5 million to support our grovititreased advertising expenses of $740,000, Heasdand stock compensation of
$2.0 million, office and model rent of $1.2 millipconsulting fees of $928,000, legal and computperses of $458,000, insurance costs of
$268,000 and other miscellaneous expenses assbuidteour growth in staffing and land acquisitiefforts of $1.1 million.

Operating income

Operating income for the year ended Decer8beP005 increased $22.3 million to $42.4 millienc@mpared to $20.1 million for the y«
ended December 31, 2004. Operating margin for ¢a@ gnded December 31, 2005 was 18.9% compardid3®Zor the year ended
December 31, 2004. The decrease in operating margimarily attributable to an increase in costales as a percentage of revenue as
discussed above.

Other (income) expense, net.

Other (income) expense, net increased by B#libn to net other income of $1.5 million fordtyear ended December 31, 2005 as
compared to net other expense of 908,000 for the gieded December 31, 2004. The increase in atiemie) expense is primarily
attributable to interest earned on the Companysh tmlances generated as a result of the procemdsie Company’s initial and follow on
public offering.

Income before minority intere

Our income before minority interest increabgd24.7 million, or 228%, to $43.9 million forelyear ended December 31, 2005 as
compared to $19.2 million for the year ended Decem®1, 2004. Net margins
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as a percentage of revenues remained consistappaiximately 20% for the year ended December 325 znd 2004.

Minority interest.

Minority interest expense decreased by $5lomto $30,000 for the year ended December 3DSas compared to $5.3 million for the
year ended December 31, 2004. This decrease issh# of our repurchase or redemption of subsiliyiall of the minority interests in fot
of our limited liability company subsidiaries indimg Comstock Investors V, L.C., Comstock InvesiksL.C., Comstock Potomac Yard,
L.C. and Comstock North Carolina, L.L.C. subsequertur initial public offering in December 2004.

Income taxes

On December 17, 2004, the Company reorgariiped a group of S-corporations to a C-corporatiys a result of the Company being
subject to income taxes for only 14 days duringf200come tax expense for the year ended Decenihe&@0®5 was $16.4 million compared
to $(241,000) for the year ended December 31, Z00d.Company’s combined effective tax rate inclgdioth current and deferred
provisions for the year ended December 31, 20053¥3%.

Year ended December 31, 2004 compared to year eBasgmber 31, 200
Orders and Backloc

New orders for the year ended December 314 2tcreased $155 million, or 224.6%, to $224.Zianlon 608 homes as compared to
$69.1 million on 208 homes for the year ended Ddxar31, 2003. This increase in new orders was pifyregttributable to the opening of ¢
Eclipse at Potomac Yard project during the secaitidi the year. Including Comstock Service, whieas acquired on December 17, 2004,
the value of new orders for the year ended Dece®be?004 was $241.0 million on 665 units.

The average sale price per new order foy&ae ended December 31, 2004 increased by $4908869,000 as compared to $320,00C
the year ended December 31, 2003. This changetivdmitable to both a shift in product mix thatlmded a significant number of higher-
priced condominiums sales derived from the openingur Eclipse at Potomac Yard project during tearyended December 31, 2003 and
general price appreciation in the Washington, D&aa®n average, the sale price of townhouses isede$90,300 to $361,700 for the year
ended December 31, 2004 as compared to the yead @etember 31, 2003. On average, the sale pricercafingle-family homes increased
by approximately $65,300 during the year ended Béoeg 31, 2004 to $508,700 from $443,400 at Dece®bep003. The average sale price
of our condominiums increased by $37,400 to $381f00the period ending December 31, 2004 as coeaptar $343,600 for the period
ended December 31, 2003. Including Comstock Sertheechanges for the year ended December 31,@66a $71,000 increase in the
average sale price of a townhouse to approxim&@#2,500; a $16,700 increase in the average sake @fra single family home to
approximately $460,100; and a $37,000 increaskdrséles price of a condominium to approximateBG$300.

Our backlog at December 31, 2004, which idefuComstock Service, increased $138.2 milliod.3®&.4%, to $174.6 million on 329
homes compared to our backlog at December 31, @0$31.5 million on 93 homes. This increase in bagks primarily attributable to sales
at the Eclipse project in Arlington, Virginia whichpresented approximately $105 million of the baglat December 31, 2004.

Revenues

The number of homes delivered in the yeaedrdecember 31, 2004 increased by 62.3% to 263 fierhomes in the year ended
December 31, 2003. Average per settlement revernedased by approximately $28,000 to $331,000h®iyear ended December 31, 200
compared to $303,000 for the year ended Decemhe&20BB. Home building revenues increased by $37®m or 77.3%, to $87.0 million
for the year ended December 31, 2004 as compai®btd million for the year ended December 31, 20@8al revenue increased
$40.5 million to $96.0 million for the year endeéd@mber 31, 2004 as compared to
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$55.5 million in the year ended December 31, 200& increase in deliveries and revenue from Deceibe2003 to December 31, 2004
in large part attributable to the opening of newnownities and the release of inventory for salte 2003 at projects such as Blooms Mill
(137 deliveries in 2004) and Emerald Farm (20 @éeies in 2004). In addition, the beginning of defies in the first building at Belmont Bay
5 (11 deliveries in 2004) and the completion ofrffly Crossing (49 deliveries in 2004) contributethincrease. The $25,000 increase in
average per settlement revenue also contributdtetincrease. Total revenue increased in partatieetdelivery of 30 lots at Blooms Mill to
another homebuilder during the year ended DeceBihe2004 for $3.9 million of Other Revenue whichsveen increase of 13 units and
$1.7 million from the year ended December 31, 2003.

Cost of sales and selling, general and administegxpense:

Cost of sales for the year ended Decembe2@14 increased $22.2 million, or 53.3%, to $64ilion, or 66.6% of revenue, as compared
to $41.8 million, or 75.2% of revenue, for the yeaded December 31, 2003. The increase in cosiarfgysold during the year ended
December 31, 2004 as compared to the year endeshiber 31, 2003 is directly attributable to the &ase in deliveries. The reduction of
8.6 percentage points in cost of goods sold as@ptage of revenue is primarily attributable te dost basis in the land which was settled
during the year ended December 31, 2004 which septed a lower percentage of revenue as compathd twst basis of the land settled
during the year ended December 31, 2003. For taegmded December 31, 2004, land costs for urniiedeepresented 17% of total revenue
as compared to 20% for the year ended Decemb@0BB, The increase in gross margin was also plgrattibutable to price increases in
market which in general outpaced increases in aigsods sold.

Selling, general and administrative costdfieryear ended December 31, 2004 increased $6i@mto $11.9 million from $5.7 million
for the year ended December 31, 2003. This increasethe result of additional staffing costs of6diillion to support our growth and to
provide the staffing required of a public compaingreased marketing expenses of $1.2 million, asteased audit fees of $1.4 million
associated with historical periods presented inimitial public offering. As a percentage of revenand as a result of expenses associated
with preparation for our initial public offering l§ag, general and administrative expenses increeégel.1l percentage points to 12.4% during
the year ended December 31, 2003 from 10.3% dtinegear ended December 31, 2002.

Operating income

Our operating income for the year ended Dder81, 2004 increased $12.1 million to $20.1 worillas compared to $8.1 million for the
year ended December 31, 2003. Our operating mésgithe year ended December 31, 2004 was 20.9% adpith 14.5% for the ye:
ended December 31, 2003. The increase in openat@ngin is attributable to an increased gross matgihoutpaced the increase in sales,
general and administrative expenses as a perceotageenue. The increase in margin resulted igelgrart from reductions in land and ho
costs as a percentage of revenue.

Other (income) expense, n

Other (income) expense, net increased by ®illidn to a net expense of $0.9 million for theay ended December 31, 2004 as compared
to net income of $44,000 for the year ended Dece®be2003. The increase in Other (income) expeapsés primarily attributable to intere
from a corporate working capital line of credit ($@nillion) and a pre-payment premium associateti thie early retirement of $2.5 million
of the facility ($0.5 million).

Income before minority intere

Our income before minority interest increabgd11.1 million, or 137.2%, to $19.2 million ftite year ended December 31, 2004 as
compared to $8.1 million for the year ended Decemlfie 2003. Net margins as a percentage of revanaesased by 5.4% to 20.0% for the
year ended December 31, 2004 from 14.6% for thegeded December 31, 2003. The increase in netiadmefore minority interests wa:
result of the
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increase in deliveries (101 units) and correspandioss profit generated by those settlements 831@lion). This increase was offset by the
increase in sales, general and administrative esqee($6.2 million).

Minority interest.

Minority interest increased by $3.0 milliar, 129.0%, to $5.3 million for the year ended Deben81, 2004 as compared to $2.3 million
for the year ended December 31, 2003. This incrisgsemarily the result of increased income earbgdomstock Investors, VI a limited
partnership in which the minority interest partnlease been subsequently redeemed.

Income taxe:

On December 17, 2004, the Company reorgariiped an S corporation to a C corporation. Forghegod December 17, 2004 to
December 31, 2004 the Company recorded a net intawxigenefit of $241,000. Of this amount, $290,88fresents the current year income
tax expense on earnings from December 17, 2004&tember 31, 2004 and $531,000 represents a defax®enefit arising from the
reorganization. The Company’s effective tax rateafieleferred income taxes for this period was 38(2.71%). In future periods the
Company expects its effective tax rate to be higimekrthe Company expects income tax expense tam@easignificant expense which will
have a material impact on our net income. We deeixip receive tax rate relief as a result of timeefican Jobs Creation Act of 2004.

Liquidity and Capital Resources

We require capital to post deposits on nealgjéo purchase and develop land, to construcieloto fund related carrying costs and
overhead and to fund various advertising and mendggirograms to facilitate sales. These expenditurelude engineering, entitlement,
architecture, site preparation, roads, water angsénes, impact fees and earthwork, as well asctinstruction costs of the homes and
amenities. Our sources of capital include, and ealitinue to include, funds derived from variousused and unsecured borrowings,
operations which include the sale of constructetiémand finished lots, and the sale of equity sesirOur currently owned and controlled
inventory of home sites will require substantigbital to develop and construct.

In production home building, it is common farilders such as us to employ revolving creditlitees whereby the maximum funding
available under the facility exceeds the maximunstamding balance allowed at any given time. Owral borrowing capacity may be
constrained by loan covenants which limit the rafiour total liabilities to our total equity. Thisvolving debt will typically provide for
funding of an amount up to a pre-determined peeggnbf the cost of each asset funded. The baldrtbe éunding for that asset is provided
for by us as equity. The efficiency of revolvingatién production home building allows us to openatth less overall debt capital than would
be required if we built each project with long-teamortizing debt. At December 31, 2005, we had @yprately $143.7 million of debt
financing and $42.2 million of cash. We believettintéernally generated cash, borrowings availalpléen our credit facilities and access to
public debt and equity markets will provide us wstifficient capital to meet our existing and expdatapital needs.

Credit Facilities

At December 31, 2005, we had approximate§8hillion available under existing secured revedvdevelopment and construction loans
for planned construction and development expergbtul majority of our debt is variable rate, basad.IBOR or the prime rate plus a
specified number of basis points, typically rangdirgm 190 to 375 basis points over the LIBOR ratd &0 basis points over the prime rate.
As a result, we are exposed to market risk in tha af interest rate changes. At December 31, 20@5ne-month LIBOR and prime rates of
interest were 4.39% and 7.25%, respectively, aadriterest rates in effect under our existing setuevolving development and construction
credit facilities ranged from 6.29% to 8.29%. Fadiormation regarding risks associated with our lefelebt and changes in interest rates,
“Business-Risk Factors” and “Quantitative and Quatile Disclosures About Market Risk.”
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We have generally financed our developmedtamstruction activities on a project basis so, tieet each project we develop and build,
we have a separate credit facility. Accordingly, veve numerous credit facilities. While the loaneggnents relating to these various facil
contain certain covenants, they generally contm ff any, material financial covenants. Typicalhyr loan agreements contain covenants
requiring us to: (1) maintain a minimum tangible werth, adjusted for certain items, in the amafr$65.0 million and (2) maintain a debr
tangible net worth below 3.5:1. As of DecemberZ105, we were in compliance with the financial aowets set forth in our loan agreeme

We are considering replacing our credit faeg with one or more larger facilities, which m@gduce our aggregate debt financing costs.
We would be the borrower and primary obligor unidhés larger facility or facilities, and we antictgathe indebtedness will be secured,
nonrecourse and based on an available borrowirg bas

Cash Flow

Net cash provided by/(used in) operatingvit@s was $(131.1 million) for the year ended Dmber 31, 2005, $11.1 million for the year
ended December 31, 2004 and $(32.4 million) foryier ended December 31, 2003. In 2005, the prisauyce for the increase in cash used
in operating activities was attributable to incefvestments in real estate held for developrardtsale. In 2004, the primary source of the
increase in cash from operating activities washattable to increases in net income and accounahpa which were only partially offset by
increased investments in real estate held for dpweént and sale. In 2003, the primary source ofldaeease in cash from operating activi
was attributable to increased investment in ref@tedield for development and sale which was offgahinority interest investment and an
increase in accounts payable and accrued lialilitie

Net cash provided by/(used in) investing\aiiéis was $0.7 million for the year ended Decenfr2005, $0.8 million for the year ended
December 31, 2004 and ($90,000) for the year eBameémber 31, 2003. In 2005, the primary sourcéeiricrease in cash from investing
activities was attributable to the return of cdpitathe amount of $1.0 million upon the redemptairihe Company’s investment in
TCG Fund I. In 2004, the primary source of the éage in cash from investing activities was atteblé to cash received from the acquisition
of Comstock Service (as discussed in Note 2 ane Maif the accompanying consolidated financiakbstants).

Net cash provided by/(used in) by financiogwaties was $104.9 million for the year ended Brber 31, 2005, $38.3 million for the year
ended December 31, 2004 and $40.8 million for ez nded December 31, 2003. The primary sourtfeeaficreases in cash from financ
activities for the period ended December 31, 2085 attributable to net proceeds from the Compafollow on public offering and increas
borrowings from the Company’s credit facilities Tjprgmary source of the increases in cash from fiiranactivities for the period ended
December 31, 2004 was attributable to net procemmisved from the Company’s initial public offerimdnich were partially offset by
distributions paid to stockholders. The primaryrsewf the increases in cash from financing adgisifor the periods ended December 31,
2003 and December 31, 2002 were the proceeds fobtes payable and contributions from minority ins¢ighareholders.

Recent Acquisition:

In January 2006, the Company completed theisition of Parker Chandler Homes, Inc. in theaAth, Georgia area. The acquisition [
was approximately $10.0 million plus the assumptbapproximately $43 million in debt and the retirent of approximately $12 million in
mezzanine and shareholder debt. The acquisitioachdder 1,500 lots to the Company’s inventory aftoalled land.

In January 2006, the Company closed on thar@ons on the Park, a 258-unit condominium convarpioject in Reston, Virginia,
formerly known as Carter Lake. The $36.0 milliomuaisition was funded by a $26 million, six-monthgaisition loan facility from Bank of
America.
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Contractual Obligations and Commercial Commitments

In addition to the above financing arrangetsgwe have commitments under certain contractuahgements to make future payment:
goods and services. These commitments securettlre fights to various assets and services to e imsthe normal course of operations.
For example, we are contractually committed to madaain minimum lease payments for the use ofgmypunder operating lease
agreements. In accordance with current accountileg rthe future rights and obligations pertaitimguch firm commitments are not
reflected as assets or liabilities on the constdididalance sheet. The following table summarizesontractual and other obligations at
December 31, 2005, and the effect such obligatwe®xpected to have on liquidity and cash flofutare periods:

Payments due by perioc

Less than 3-5 More than
Total 1 Year 1-3 Years Years 5 Years
(In thousands)
Notes payable(1 $ 163,88t $ 36,27( $ 125,05 $ 2,65¢ —
Operating lease $ 3,99¢ $ 97¢ $ 2,90¢ $ 10¢ —
Total $ 167,88 $ 37,24¢ $  127,96¢ $ 2,66¢ —

(1) Notes payable includes estimated interest payniessd on interest rates in effect at December@15..
Notes payable have an undefined repaymentldigeand are typically due and payable as honeesediied.

We are not an obligor under, or guarantoan§; indebtedness of any party other than for akitims entered into by the subsidiaries of
of the now-consolidated primary holding companies.

We have no off-balance sheet arrangementgpéfer the operating leases described above.

As discussed in Note 3 in the accompanyingsotidated financial statements as of Decembe2B05, the Company has posted aggre
non-refundable deposits of $6.9 million on $83 imillworth of land purchase options.

Seasonality and Weather

Our business is affected by seasonality vegipect to orders and deliveries. In the marketghiich we operate, the primary selling
seasons are from January through May as well a®®épr and October. Orders in other months typicak lower. In addition, the markets
in which we operate are four-season markets tharéence significant periods of rain and snow. @uiesion cycles and efforts are often
adversely affected by severe weather.

Inflation

Inflation can have a significant impact om business performance and the home building imgirstgeneral. Rising costs of land,
transportation costs, utility costs, materialsplatoverhead, administrative costs and interessrah floating credit facilities can adversely
affect our business performance. In addition, gsinsts of certain items, such as lumber, can adieaffect the expected profitability of our
backlog. Generally, we have been able to recovgirameases in costs through increased sellingpriclowever, there is no assurance we
will be able to increase selling prices in the fatto cover the effects of inflation and other dosteases.

ltem 7A.  Quantitative and Qualitative Disclosures about Marlet Risk

Market risk represents the risk of loss thaty impact our financial position, results of opienas or cash flows, due to adverse changes in
financial and commodity market prices and interatts. We are exposed to market risk in the aréaterfest rate changes. A majority of our
debt is variable rate based on LIBOR and
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prime rate, and, therefore, affected by changesarket interest rates. Based on current operatamef December 31, 2005, an
increase/decrease in interest rates of 100 basitspm our variable rate debt would have resuhesl corresponding increase/decrease in
interest actually incurred by us of approximatelyl$million in a fiscal year, which would be cafiitad and included in cost of sales as
homes are delivered. As a result, the effect onroeime would be deferred until the underlying sisiéttied and the interest was released to
cost of goods sold. Changes in the prices of conitiredhat are a significant component of home troicion costs, particularly lumber, may
result in unexpected short-term increases in cocstm costs. Because the sales price of our hasrfeed at the time a buyer enters into a
contract to acquire a home and we generally contoasell our homes before construction begins,inogease in costs in excess of those
anticipated at the time of each sale may resuthirer consolidated operating income for the homesuir backlog. We attempt to mitigate the
market risks of the price fluctuation of commoditiey entering into fixed price option contractshaéur subcontractors and material supp!
for a specified period of time, generally commeaseiwith the building cycle. These contracts affesdhe option to purchase materials at
fixed prices but do not obligate us to any spedifevel of purchasing.

Item 8.  Financial Statements and Supplementary Data

Reference is made to the financial statemémtsnotes thereto, and the report thereon, coroimgion page F-1 of this report, which
financial statements, notes, and report are incatpd herein by reference.

Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We have evaluated, with the participatiomaif Chief Executive Officer, Chief Financial Officand Chief Accounting Officer, the
effectiveness of our disclosure controls and pracesi(as defined in Rules 13a-15(e) and 15d-18(#je Securities Exchange Act of 1934
(the “Exchange Act”) as of December 31, 2005. Basethis evaluation, our Chief Executive Officehi€f Financial Officer and Chief
Accounting Officer have each concluded that oucldsure controls and procedures are effective sairenthat we record, process, summa
and report information required to be disclosedibyn our quarterly reports filed under the ExcleAgt within the time periods specified by
the Securities and Exchange Commission’s ruled@mas and were effective as of December 31, 20@nsure that information required to
be disclosed by the Company issuer in the repbatsit files or submits under the Securities Exg®Act is accumulated and communicated
to the Company’s management, including its princga@cutive and principal financial officers, orgens performing similar functions, as
appropriate to allow timely decisions regardinguiegd disclosure.

Limitations on the Effectiveness of Controls

We do not expect that our disclosure contold internal controls will prevent all error adbifeaud. A control system, no matter how w
conceived and operated, can provide only reasonable@bsolute, assurance that the objectiveseo€dntrol system are met. Further, the
design of a control system must reflect the faat there are resource constraints, and the bewéfitsntrols must be considered relative to
their costs. Because of the inherent limitationalirtontrol systems, no evaluation of controls pesvide absolute assurance that all control
issues and instances of fraud, if any, with the gamy have been detected. These inherent limitatimhsde the realities that judgments in
decision-making can be faulty and that breakdovamsaccur because of simple error or mistake. Auldlitily, controls can be circumvented
by the individual acts of some persons, by collngibtwo or more people or by management overridaecontrols.

The design of any system of controls aldmaised in part upon certain assumptions aboutkbBHood of future events, and there can be
no assurance that any design will succeed in aictgjets stated goals under all potential futuredibons; over time, a control may become
inadequate because of changes in conditions or

44




the degree of compliance with the policies or pdoces may deteriorate. Because of the inherentdtions in a coseffective control systen
misstatements due to error or fraud may occur azyg mot be detected.

Management’s Report on Internal Control Over Finandal Reporting

Management is responsible for establishirdyraaintaining adequate internal control over finaheeporting for the Comstock Building
Companies Inc.

Our management assessed the effectiveness ofternal control over financial reporting asD#cember 31, 2005, based on criteria set
forth in the framework in Internal Control — Integed Framework issued by the Committee of Spongd@iganizations of the Treadway
Commission (COSO). This evaluation included revadthe documentation of controls, evaluation of diesign effectiveness of controls,
testing of the operating effectiveness of contawd a conclusion on this evaluation. Our manageuhetermined that, as of December 31,
2005, our internal control over financial reportisgeffective.

PricewaterhouseCoopers LLP, an independgigtezed public accounting firm, has issued antaregiort on managementassessment
the Company’s internal control over financial repay as of December 31, 2005, which is includectimer
Item 9B.  Other Information

Not applicable.

PART 1lI

Iltem 10. Directors and Executive Officers of the Registran

The information required by this Item relgtito our directors is incorporated herein by refeeeto the definitive Proxy Statement to be
filed pursuant to Regulation 14A of the Exchangé f&c our 2006 Annual Meeting of Stockholders. Tihf®rmation required by this Item
relating to our executive officers is included ierh 1, “Business — Executive Officers” of this repo
ltem 11.  Executive Compensatior

The information required by this Item is ingorated herein by reference to the definitive RrStatement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2006 AahMeeting of Stockholders.
ltem 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Mattar

The information required by this Item is ingorated herein by reference to the definitive BrBtatement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2006 AahMeeting of Stockholders.
ltem 13. Certain Relationships and Related Transa@ins

The information required by this Item is ingorated herein by reference to the definitive RrStatement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2006 AahMeeting of Stockholders.
Item 14.  Principal Accountant Fees and Service

The information required by this Item is ingorated herein by reference to the definitive RrBtatement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2006 AahMeeting of Stockholders.
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PART IV

Item 15. Exhibit and Financial Statement Schedule:

(a) Financial Statements

(1) Financial Statements are listed in the Indekitmncial Statements on pag-1 of this report

(2) Schedules have been omitted because theyoaspplicable or because the information requiogde set forth therein is included
in the consolidated and combined financial statémennotes theret

(b) Exhibits
Exhibit
Number Exhibit
3.1(2) Amended and Restated Certificate of Incorpora
3.2(2) Amended and Restated Byla
4.1(1) Specimen Stock Certifica
10.1(1) Lease Agreement, dated as of January 31, 2004 Geithstock Partners, L.(
10.2(1) Agreement of Sublease, dated as of October 1, 2G4 Comstock Asset Management, L
10.3(1) Loan Agreement, dated December 17, 1997, as amgwitbcdBank of America, N.A
10.4(1) Disbursement and Construction Loan Agreement astubsement and Development Loan Agreement, each
dated October 10, 2002 and as amended, with Bfaanking and Trust Company of Virgin
10.5(1) Disbursement and Construction Loan Agreement arglisdion, Disbursement and Development Loan
Agreement, each dated July 25, 2003, with BranatkBa and Trust Company of Virgin
10.6(2) Loan Agreement, dated January 25, 2005, with CBeaus, N.A.
10.7(2) Completion Guaranty, dated January 25, 2005 inrfat@€orus Bank, N.A
10.8(2) Carve-Out Guaranty, dated January 25, 2005, in favorat€ Bank, N.A
10.9(1) Form of Indemnification Agreeme
10.10(1) Form of Promissory Note to be issued to each ofsipher Clemente, Gregory Benson, James Keena and
Lawrence Golub by each of Comstock Holding Comp#my.,, Comstock Homes, Inc., Sunset Investment Corp
Inc. and Comstock Service Corp., li
10.11(2) Form of Tax Indemnification Agreement to be entargd by each of Christopher Clemente, Gregory Bans
James Keena and Lawrence Golub with each of Cokstolting Company, Inc., Comstock Homes, Inc., &t
Investment Corp., Inc. and Comstock Service Cadng.,
10.12(2) 2004 Lon¢-Term Incentive Compensation Pl
10.13(2) Form of Stock Option Agreement under the 2004 I-Term Incentive Compensation Pl
10.14(2) Form of Restricted Stock Grant Agreement unde2®@4 Lon-Term Incentive Compensation Pl
10.15(2) Employee Stock Purchase P
10.16(2) Purchase and Sale Agreement, dated as of Apr2@%3, as amended, with Crescent Potomac Yard
Development, LLC
10.17(2) Purchase and Sale Agreement, dated as of NovemB808, as amended, with Fair Oaks Penderbrook
Apartments L.L.C
10.18(2) Real Estate Purchase Contract, dated as of Feb4u@605, with Westwick Apartments LL
10.19(2) Services Agreement, dated March 4, 2005, with CooksAsset Management, L.
10.20(2) Employment Agreement with Christopher Cleme
10.21(2) Employment Agreement with Gregory Bens
10.22(2) Employment Agreement with Bruce Labov
10.23(2) Confidentiality and No-Competition Agreement with Christopher Cleme
10.24(2) Confidentiality and No-Competition Agreement with Gregory Bens
10.25(2) Confidentiality and No-Competition Agreement with Bruce Labov
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Exhibit

Number Exhibit

10.26(2) Description of Arrangements with William Bensi

10.27(2) Description of Arrangements with David How

10.28(2) Trademark License Agreeme

10.29(2) Purchase Agreement, dated as of November 12, 2a840amstock Asset Management, L

10.30(3) Agreement of Purchase and Sale, dated June 23, Bp@Hd between Comstock Carter Lake, L.C. and E.R
Carter, L.L.C.

10.31(3) Agreement of Purchase and Sale, dated Septemb20@38, by and between Comstock Bellemeade, L.C. and
Bellemeade Farms Investors, LLC et.

10.32(3) Loan Agreement, dated September 28, 2005, by ameeba Comstock Bellemeade, L.C. and Bank of America
N.A.

10.33(3) Guaranty Agreement, dated September 28, 2005,ebRélgistrant in favor of Bank of America, N.

10.34(4) Life Insurance Reimbursement Agreement with WilliBnBenstel

10.35(4) Life Insurance Reimbursement Agreement with Bruabdvitz

10.36(4) Description of Reimbursement and Indemnificatiomafsgement with Christopher Clemente and GregorysBe

10.37(3) Agreement of Purchase and Sale, dated June 23, Bp@hd between Comstock Carter Lake, L.C. and E.R
Carter, L.L.C.

10.38* Stock Purchase Agreement with Parker-Chandler Hpmesand the Selling Stockholders identified giey
dated as of January 19, 2C

10.39* Loan Agreement, dated January 31, 2006, by anddsgti@omstock Carter Lake, L.C. and Bank of America,
N.A.

10.40* Guaranty Agreement, dated January 31, 2006m bRéggéstrant in favor of Bank of America, N.

14.1(2) Code of Ethic:

21.1* List of subsidiarie:

23.1* Consent of PricewaterhouseCoopers |

24.1 Power of Attorney (see signhature page to this AhRegort on Form 1-K.)

31.1* Certification of Chief Executive Officer pursuant$ection 302 of Sarbar-Oxley Act of 200z

31.2* Certification of Chief Financial Officer pursuamnt $ection 302 of Sarbar-Oxley Act of 2002

32.1* Certification of Chief Executive Officer and Chiefhancial Officer pursuant to Section 906 of Sadza@xley

*

1)

(2)
(3)

(4)

Filed herewith

Act of 2002

Incorporated by reference to an exhibit toRegistrant’s Registration Statement on Form &slamended, initially filed with the
Commission on August 13, 2004 (N333-118193).

Incorporated by reference to an exhibit to the Btegin’s Annual Report on ForrlG-K filed with the Commission on March 31, 20(
Incorporated by reference to an exhibit toRegistrant’s Quarterly Report on Form 10-Q fiteith the Commission on November 14,

2005.

Incorporated by reference to an exhibit to the Begin’s Quarterly Report on Forrl0-Q filed with the Commission on August 9, 20
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Report of Independent Registered Public Accountindrirm

To the Board of Directors and Shareholders of CooksHomebuilding Companies, Inc.

We have completed an integrated audit of GocksHomebuilding Companies, Inc.’s 2005 consobddinancial statements and of its
internal control over financial reporting as of Batber 31, 2005 and audits of its 2004 and 2003atiolated and combined financial
statements in accordance with the standards dPdabic Company Accounting Oversight Board (Unitedt&s). Our opinions, based on our
audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated and combifiedncial statements listed in the accompanyimginpresent fairly, in all material respects,
the financial position of Comstock Homebuilding Gmamies, Inc. at December 31, 2005 and 2004, anckghts of its operations and its ¢
flows for each of the three years in the periodeghbecember 31, 2005 in conformity with accounpnigciples generally accepted in the
United States of America. These financial statemant the responsibility of the Company’s managént@ur responsibility is to express an
opinion on these financial statements based omudits. We conducted our audits of these stateniemtscordance with the standards of the
Public Company Accounting Oversight Board (Unitedt&s). Those standards require that we plan arfdrpethe audit to obtain reasonable
assurance about whether the financial statemeat$e® of material misstatement. An audit of firahstatements includes examining, on a
test basis, evidence supporting the amounts antbdiges in the financial statements, assessingdabeunting principles used and significant
estimates made by management, and evaluating dralbfinancial statement presentation. We belignag our audits provide a reasonable
basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessnecliuded in Management's Report on Internal Calrbver Financial Reporting appearing
under Iltem 9A, that the Company maintained effectinternal control over financial reporting as afd@mber 31, 2005 based on criteria
established ifnternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatifriee Treadway Commission
(COSO0), is fairly stated, in all material respebti@sed on those criteria. Furthermore, in our opinihe Company maintained, in all material
respects, effective internal control over financegorting as of December 31, 2005, based on ierigstablished ilnternal Control —
Integrated Frameworissued by the COSO. The Company’s managementpsmsible for maintaining effective internal contosler
financial reporting and for its assessment of fifiecéveness of internal control over financial ogfing. Our responsibility is to express
opinions on management’s assessment and on tletiedfeess of the Company’s internal control oveaficial reporting based on our audit.
We conducted our audit of internal control ovegfinial reporting in accordance with the standafdeePublic Company Accounting
Oversight Board (United States). Those standamgisinethat we plan and perform the audit to obtaasonable assurance about whether
effective internal control over financial reportingis maintained in all material respects. An aaflibternal control over financial reporting
includes obtaining an understanding of internatie@mover financial reporting, evaluating managetiseeassessment, testing and evaluating
the design and operating effectiveness of intezaatrol, and performing such other procedures asamsider necessary in the circumstan
We believe that our audit provides a reasonablestf@sour opinions.

A company’s internal control over financiaporting is a process designed to provide reaserasiurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over firgal reporting includes those policies and proceduhat (i) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (ii) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the
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company; and (iii) provide reasonable assurancarding prevention or timely detection of unauthedzacquisition, use, or disposition of the
company’s assets that could have a material efiethe financial statements.

Because of its inherent limitations, interoahtrol over financial reporting may not preventletect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP

McLean, Virginia
March 15, 2006




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)

December 31
2005

ASSETS
Cash and cash equivalel $ 42,165
Restricted cas 10,80(
Receivable: 6,36¢
Note receivable 1,25C
Due from related partie 2,89¢
Real estate held for development and 263,80:
Inventory not owne— variable interest entitie 89,89(
Property, plant and equipme 60E
Investment in real estate partnerst (35)
Deferred income ta 2,54¢
Other asset 11,03
TOTAL ASSETS $ 431,31

LIABILITIES AND SHAREHOLDERS'’ EQUITY

Accounts payable and accrued liabilit 59,131
Income taxes payab —
Due to related partie 40
Obligations related to inventory not own 83,01¢
Notes payabli 142,99
Notes payabl— related partie 663
Distribution payable —
TOTAL LIABILITIES 285,84:
Commitments and contingencies (Note

Minority interest 40C

SHAREHOLDERY¢ EQUITY
Class A common stock, $0.01 par value, 77,266,5a0es authorized,

11,532,442 and 9,160,608 issued and outstar 11E
Class B common stock, $0.01 par value, 2,733,5@6estauthorized, 2,733,500
issued and outstandit 27
Additional paic-in capital 126,46:
Retained earnings (accumulated defi 18,47:
TOTAL SHAREHOLDERY EQUITY 145,07¢
TOTAL LIABILITIES AND SHAREHOLDERSE' EQUITY $ 431,31¢

The accompanying notes are an integral part oktheasolidated financial statements.

F-4

IES

December 31
2004

$

67,55¢
7,50(C
23¢
1,44
104,32t
118,55¢
48¢
1,02¢
821
2,54(

$

304,50°

35,53:
29C
14¢

114,33:

65,68

10,94«

12,65¢

239,58t

2,69¢

92

27
71,19¢
(9,089)

62,22¢

$

304,50°




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR

IES

CONSOLIDATED AND COMBINED STATEMENT OF OPERATIONS
(Amounts in thousands, except share data)

Revenue!
Sale of real esta— Homes
Other revenu:
Total revenue
Expense!
Cost of sales of real est¢
Cost of sales of othe
Selling, general and administrati
Operating incom:
Other (income) expense, r
Income before minority interest and equity in eagsi of real estate partnersh
Minority interest
Income before equity in earnings of real estaténeaships
Equity in earnings of real estate partners|

Total pre tax incom
Income Taxe!

Net Income

Basic earnings per she

Basic weighted average shares outstan
Diluted earnings per sha

Diluted weighted average shares outstan

The accompanying notes are an integral part oktbeasolidated and combined financial statements.
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Twelve Months Ended December 31

2005

$ 216,26
8,04(
224,30!

154,10:
3,60¢
24,19(
42,40¢
(1,450)
43,85¢
30

2004

$ 87,00!
9,042
96,04¢

57,33¢
6,65¢
11,94(
20,11:
90¢
19,20¢
5,26(
13,94«
11¢
14,06:
(24))

$ 14,30¢
1.95
7,34
1.95
7,351

2003

$ 49,08:
6,44(
55,52:

36,62(
5,13¢
5,71%
8,05¢

49
8,091
2,29i
5,80(

13¢

5,93¢

$ 593¢
0.8¢4

7,061

0.8¢4

7,061




COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES

CONSOLIDATED AND COMBINED STATEMENT OF CHANGES IN
SHAREHOLDERS’ EQUITY
(Amounts in thousands, except share data)

Comstock Homebuilding
Companies, Inc.
The Comstock
Companies Common stocl

Class A Class B Additional Retained
Paid-In earnings
Shares Amount Shares Amount Shares Amount Capital (deficit) Total
Balance at December 31
2002 3565¢ $ 3 — % — - $ — 3 1,49: $ 2,111 $ 3,607
Distributions — — — (2,52)) (2,52))
Net Income — — — 5,93¢ 5,93¢
Balance at December 31
2003 3,565¢ 3 — — — — 1,49: 5,52¢ 7,02¢
Distributions — — — (5,66¢) (5,66¢)
Issuance of common stock in Homebuilding on
June 7, 200 — —
Recapitalization by virtue of merg (3,55¢) ?3) 4,33: 43 2,73¢ 27 4 71
Acquisition of Service on December 17, 2( 4,75¢€ 4,75¢€
Issuance of common stock of Homebuilding o
December 17, 2004 (less transaction cc 3,96( 40 56,01 56,05:
Issuance of common sto— overallotmen 594 6 8,83: 8,83¢
Distribution following IPO (23,257 (23,257
Issuance of restricted common stc 27¢ 3 3) —
Stoclk-based compensatic 101 101
Net income — — — 14,30: 14,30:
Balance at December 31
2004 — — 9,162 92 2,73: 27 71,19¢ (9,089 62,22¢
Net Income 27,562 27,562
Stock compensation and issuan 3 0 — — 2,34¢ — 2,34¢
Issuance of common stock under employee stock
purchase plan 8 0 — — 132 — 132
Issuances of common stock in follow on offeri
on June 22, 2005 (less transactions cc — — 2,36( 23 — — 52,78¢ 52,80¢
Balance at December 31, 2005 — $ — 11,53 $ 11F 273 $ 27 % 126,46:

$ 18,47:

The accompanying notes are an integral part oktbeasolidated and combined financial statements.
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES

CONSOLIDATED AND COMBINED STATEMENT OF CASH FLOWS
(Amounts in thousands, except share data)

Twelve Months Ended December 30,

2005 2004 2003
Cash flows from operating activitie
Net income $ 27,56: $ 14,30¢ $ 5,93¢
Adjustment to reconcile net income to net cash idexy by operating activitie
Depreciatior 172 10€ 67
Loss on disposal of asst 9 1 —
Minority interest 3C 5,26( 2,297
Equity in earnings of real estate partners| (99 (11¢) (13¢
Distributions from investment in real estate paithgs 162 12C 157
Amortization of stock compensati 2,34¢ 101 —
Deferred income ta (1,724 (531 —
Changes in operating assets and liabilil
Restricted Cas (3,300 (7,500 —
Receivable: (6,126 2,107 (1,736
Note Receivable (1,250 — —
Due from related partie (1,452 1,69: (1,839
Real estate held for development and (159,47¢) (23,08)) (44,260
Other asset (11,14) (5,42¢) 1,00t
Accounts payable and accrued liabilit 23,59¢ 24,02t 6,237
Income tax payabl (290 29C —
Due to related partie (10§) (82) (29
Net cash (used in) provided by operating activi (131,08 11,26¢ (32,289
Cash flows from investing activitie
Purchase of property, plant, and equipn (29¢) (372 (90
Distributions of capital from investments in reatage partnershig 1,00( — —
Acquisition of Comstock Servic — 1,21¢ —
Net cash provided by investing activiti 702 84< (90)
Cash flows from financing activitie
Proceeds from notes payal 212,40¢ 81,741 74,52
Proceeds from related party notes pay: 444 4,64¢ 6,30(C
Payments on notes payal (135,099 (78,71¢) (37,789
Payments on related party notes pay: (20,725 (6,000 —
Contribution from minority shareholde 87 — 2,00(
Payment of distribution payah (12,655 — —
Distributions paid to minority shareholde (2,419 (14,18)) (1,679
Distributions paid to shareholde — (14,16%) (2,52))
Proceeds from shares issued under employee stochgse plai 132 — —
Net proceeds from offering 52,80¢ 64,96 —
Net cash provided by financing activiti 104,99: 38,29( 40,84+
Net (decrease) increase in cash and cash equis (25,399 50,39¢ 8,46t
Cash and cash equivalents, beginning of pe 67,55¢ 17,16( 8,69t
Cash and cash equivalents, end of pe $ 42,16, $ 67,55¢ $ 17,16(
Supplemental disclosures of cash flow informat
Income taxes pai $ 23,044 $ — $ —

The accompanying notes are an integral part okthembined consolidated financial statements.
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COMSTOCK HOMEBUILDING COMPANIES, INC. AND SUBSIDIAR IES

NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEM ENTS
(Amounts in thousands, unless otherwise indicated)

1. ORGANIZATION

Comstock Companies, Inc. (the “Company”) wasrporated on May 24, 2004 as a Delaware corpora®n June 30, 2004, the
Company changed its name to Comstock Homebuildmgganies, Inc.

On December 17, 2004 as a result of comgletiinitial public offering (“IPO”) of its Clasé Common Stock, the Company acquired
100% of the outstanding capital stock of Comstooldihg Company, Inc. and subsidiaries (“Comstockdims”) by merger, which
followed a consolidation that took place immediafalior to the closing of the IPO (the “Consolidatl). The Consolidation was effected
through the mergers of Sunset Investment Corp.,dnd subsidiaries and Comstock Homes, Inc. ansidiabies and Comstock Service
Corp., Inc and subsidiaries (“Comstock Service'hvand into Comstock Holdings. Pursuant to the seofithe merger agreement, shares of
Comstock Holdings were canceled and replaced [8B84aBd 2,734 shares Class A and B Common Stodieda€ompany, respectively. Both
Class A and B Common Stock shares bear the samemaprights. However for voting purposes, Classtédck holders are entitled to one
vote for each share held while Class B stock heldee entitled to fifteen votes for each share.held

The mergers of Sunset Investment Corp.,dnd.subsidiaries and Comstock Homes, Inc. and diabigis with and into Comstock
Holdings (collectively “The Comstock Companies™Bredecessor”) and the Compasgcquisition of Comstock Holdings was accounte:
using the Comstock Companies’ historical carryiafues of accounting as these mergers were not detnie substantive exchanges. The
merger of Comstock Service was accounted usinguhehase method of accounting (see Note 2) asvidsdeemed to be a substantive
exchange due to the disparity in ownership.

The Predecessor is not a legal entity binersés combination of entities that have a high degf common ownership, common
management, and common corporate governance thate@ in substantially the same ownership as thrasfock Companies before and &
the transaction, and therefore these combined dinhstatements present the combined historicalatipeis of the Company.

As a result of the IPO, the Company sold 8,8&ss A Common Shares at $16.00 per share, ggisoteeds, net of the underwriting
discount, of approximately $56.0 million. On Decemi8, 2004, pursuant to the underwriters’ exerofgbeir over-allotment option, the
Company sold an additional 594 shares resultiraglititional proceeds, net of underwriting discoofiapproximately $8.8 million.

On June 22, 2005 the Company completed avetin offering in which 2,360 shares of Class A @aon stock were sold to the public at
a price of $23.90 per share. The offering resuhedtal proceeds to the Company, net of undemgitliscounts, of approximately
$52.8 million.

Our Class A common stock is traded on the NAQ National market under the symbol “CHCI.” We kavo public trading history prior
to December 14, 2004.

For purposes of identification and descriptive are referred to as the “Predecessor” fopéred prior to the IPO, the Company for the
period subsequent to the IPO, and “we,” “us,” aodr" for both periods.

The Company develops, builds and marketdesifagmily homes, townhouses and condominiums intashington D.C. and North
Carolina metropolitan markets. The Company als@iges certain management and administrative supggovices to certain related parties.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting piries and practices used in the preparation o€timsolidated and combined financial
statements is as follows:

Basis of Presentation

As discussed in Note 1, the Company and thddeessor effected the Consolidation on Decenihe2d04. The Company and the
Predecessor were entities that had a high degreenomfhon ownership, common management, and comnrporete governance as they
were owned by the same individuals each holdingtsuiially the same ownership. As a result, the Gamyg has determined that, based on
the high degree of common ownership that resuttelibstantially the same ownership interests befodeafter the transaction, the common
nature of the businesses, the long-term businésoreships between the companies and other refatgdrs, the exchange lacked substance
and therefore, they accounted for the Consolidaiiva historical cost basis in accordance with FABBhnical Bulletin (FTB 85-5, “Issues
Related to Accounting of Business Combination.”jtker, SFAS 141 “Business Combinations” states ihatansactions between parties
under common control, the receiving entity showddaaunt for the assets and liabilities receivedairthistorical carrying values. Additional
such transfers should be accounted for by theviegeentity as of the beginning of the period inigththe transaction occurs. Accordingly,
the Company has reflected the assets and liabikibguired in the transaction at their historigatying values and the results of operations
are presented as if the transaction occurred amadari, 2004. The accompanying combined statenuérerations, changes in
stockholders’ equity and cash flows for the yeateshDecember 31, 2003 are those of the Predecessor.

As further discussed in Note 4, the Predexasgrged with Comstock Service on December 1742D0e to a disparity in ownership as
compared to the other entities which comprised?tteglecessor, Comstock Service was not under comordgrol with the Predecessor and as
such the consolidation transaction was consideatantive exchange. Accordingly, the Companyalcasunted for the consolidation of
Comstock Service as an acquisition using the psehaethod of accounting as required by SFAS 144 #sult, the assets and liabilities
acquired have been recorded at the fair valudseimtcompanying financial statements on the datieearansaction. No goodwill was
recognized in connection with this transaction.

Principles of consolidation

The consolidated and combined financial stat&s include all controlled subsidiaries. In aidditthe Company reviews its relationships
with other entities to assess whether the Compmttyei primary beneficiary of a variable intereditgnlf the determination is made that the
Company is the primary beneficiary, then that gnsitconsolidated. See the “Recent accounting proc@ments” section of this Note and
Note 3 for additional discussion on the consolmanf variable interest entities. All material ir-company balances and transactions are
eliminated in consolidation.

Cash and cash equivalents

Cash and cash equivalents are comprisedsbfaad short-term investments with maturities wherchased of three months or less. At
times, the Company may have deposits with institigtin excess of federally insured limits. Bankimggitutions with which the Company
does business are considered credit worthy; therefoedit risk associated with cash and cash atgrnits is considered low. At December 31,
2005, the Company had restricted cash of $10,88@haprimarily includes certain customer deposiated to home sales.

Receivables

Receivables include amounts in transit or fdoim title and settlement companies for residémiaperty closings. The Company has
determined that no allowance for uncollectibiliyréquired at December 31, 2005 and 2004 basedevieav of the individual accounts.
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Real estate held for development and sale

Real estate held for development and salades land, land development costs, interest almer @onstruction costs and is stated at cost
or, when circumstances or events indicate thatehkestate held for development or sale is imgaméestimated fair value.

Land, land development and indirect land tgyment costs are accumulated by specific areaalimchted to various lots or housing units
using specific identification and allocation basgan the relative sales value, unit or area methdilect construction costs are assigned to
housing units based on specific identification. &anction costs primarily include direct constroaticosts and capitalized field overhead.
Other costs are comprised of prepaid local goventifées and capitalized interest and real estatst&elling costs are expensed as incu

Estimated fair value is based on comparadliessof real estate in the normal course of businader existing and anticipated market
conditions. The evaluation takes into considerati@ncurrent status of the property, various retsbms, carrying costs, costs of disposition
and any other circumstances, which may affectalue including management’s plans for the propétye to the large acreage of certain
land holdings, disposition in the normal courséudiness is expected to extend over a number of yAawrite-down to estimated fair value
is recorded when the carrying value of the propexiseeds its estimated fair value. These evalusioe made on a property-by-property
basis. The Company assesses the impairment oéstzde assets whenever events or changes in cianoss indicate that the net book value
may not be recoverable. As discussed in Note &tdmapany recorded an impairment charge of $1.2anikluring the fourth quarter of 2005.

Capitalized interest and real estate taxes

Interest and real estate taxes incurredinglab the development of lots and parcels aretabiped to real estate held for development and
sale during the active development period, whiategally commences when borrowings are used to eegeial estate assets and ends when
the properties are substantially complete. Intdsestpitalized based on the interest rate apgbdabspecific borrowings or the weighted
average of the rates applicable to other borrowthgsg the period. Interest and real estate tagp#talized to real estate held for
development and sale are expensed as a componeogtalf sales as related units are sold.

The following table is a summary of interiesturred and capitalized:

Years Ended December 31,

2005 2004 2003
Total interest incurre 12,27: $ 4,68¢ $ 1,94/
Beginning interest capitalize $ 4,52¢ $  1,42¢ $ 58¢
Plus: Interest incurred on notes paye 11,75: 2,841 1,782
Plus: Interest incurred on related party notes pis 31C 1,461 154
Less: Interest expensed as a component of coates (4,996 (1,217) (1,099
Ending interest capitalize $  11,59( $ 4,52 $ 1,42¢

Environmental remediation costs

Development and sale of real estate promeegtes a potential for environmental liability. Mitonmental costs relating to land and
properties under development are capitalized aadyeld to cost of sales when sold. Environmentakdasurred in connection with
properties previously sold are expensed in theodasinen identified.
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Property, plant, and equipment

Property, plant, and equipment are carriezbat less accumulated depreciation and are depeeodn the straight-line method over their
estimated useful lives as follows:

Furniture and equipme 7 year:
Computer equipmet 3 year
Office equipmen 7 year:

Provisions for impairment are recorded whetingated future cash flows from operations andegutgjd sales proceeds are less than the ne
carrying value. When assets are retired or otherdisposed of, the cost and accumulated depretiat®mremoved from their separate
accounts and any gain or loss on sale is reflantegerations. Expenditures for maintenance andirgare charged to expense as incurred.

Investment in real estate partnerships

Real estate partnerships in which the Compasysignificant influence and is not the primaepé&ficiary under FIN 46, but less than a
controlling interest, are accounted for under tipgity method. Under the equity method, the Compsimjtial investment is recorded at cost
and is subsequently adjusted to recognize its sifazarnings and losses. Distributions receivedicedhe carrying amount of the investment.

Warranty reserve

Warranty reserves for houses sold are estadadito cover potential costs for materials andrlabth regard to warranty-type claims
expected to arise during the one-year warrantyodgsiovided by the Company or within the fiyear statutorily mandated structural warr:
period. Since the Company subcontracts its homaingilwork, subcontractors are required to provide@ompany with an indemnity and a
certificate of insurance prior to receiving paynefur their work. Claims relating to workmanshiplanaterials are generally the primary
responsibility of the subcontractors and produchufiacturers. The warranty reserve is establishélueatime of closing, and is calculated
based upon historical warranty cost experiencecanent business factors. Variables used in theutation of the reserve, as well as the
adequacy of the reserve based on the number ofdstilainder warranty, are reviewed on a peridmisis. Warranty claims are directly
charged to the reserve as they arise. The followabte is a summary of warranty reserve activityolhs included in accounts payable and
accrued liabilities:

Years Ended December 31,

2005 2004 2003
Balance at beginning of peric $ 91€ $ 541 $ 46C
Additions 88¢ 822 344
Releases and/or charges incut (59¢) (44¢) (263)
Balance at end of peric $ 1,20¢ $ 91€ $ 541

Minority interest

Minority interest reflects third parties’ oenship interest in entities the Company has codatgd.

Revenue recognition

The Company recognizes revenues and relatdiisofirom the sale of residential properties éinéshed lots when closing has occurred,
full payment has been received, title and possessithe property transfer to the buyer and the gamy has no significant continuing
involvement in the property.

Other revenues are derived from managemehadministrative support services provided to ezlgiarties, which are recognized as the
services are provided.
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Advertising costs

The total amount of advertising costs chargegkeneral, selling and administrative expense$tag02, $863, and $391 for the years
ended December 31, 2005, 2004 and 2003, respsactivel

Stock compensation

As discussed in Note 14, the Company cutyestbnsors stock option plans and restricted sé@ekrd plans. Prior to December 14, 2004,
the Company did not sponsor any such plans. Effed@nuary 1, 2004, the Company prospectively adoPEFAS No. 123R (revised 2004),
“Share-Based Payment” (“SFAS 123R"), which repla8E&S No. 123, “Accounting for Stock-Based Compéinga (“SFAS 123") and
supercedes APB Opinion No. 25, “Accounting for Sttssued to Employees.” SFAS 123R requires allesthased payments to employees,
including grants of employee stock options, tod@gnized in the financial statements over theinggteriod based on their fair values at the
date of grant. A portion of the costs associatatl atock-based compensation is capitalized toesialte held for development and sale, with
the remainder allocated to selling, general andiaidtrative expenses.

Income taxes

Prior to December 17, 2004 the Predecessom@ny had elected to be treated as an S corponatider Subchapter S of the Internal
Revenue Code and therefore was not subject to ia¢ares. Taxable income or loss was passed thrandjneported by the individual
shareholders. Subsequent to the Consolidationdimpany was reorganized as a C corporation undethwhcome taxes are accounted for
under the asset and liability method in accordavitte SFAS 109 “Accounting for Income Taxes”. Defsdrtax assets and liabilities are
recognized for the future tax consequences ataiilatto differences between the financial stateroanying amounts of existing assets and
liabilities and their respective tax basis. Defdriax assets and liabilities are measured usingtetidax rates expected to apply to taxable
income in the years in which those temporary diffiees are expected to be recovered or settledefidet on the deferred tax assets and
liabilities of a change in tax rates is recognizethcome in the period that includes the enactndei.

Earnings per share

The following weighted average shares andesequivalents are used to calculate basic antkdil5PS for the years ended December 31,
2005, 2004 and 2003:

Year Ended December 31

2005 2004 2003

Basic earnings per she

Net Income $ 27,56: $ 14,308 $ 5,93¢

Basic weighte-average shares outstand 12,87( 7,341 7,067

Per share amoun $ 2.1¢4 $ 1.9¢ $ 0.84
Dilutive Earnings Per Sha

Net Income $ 27,56 $ 14,308 $ 5,93¢

Basic weighte-average shares outstand 12,87( 7,341 7,067

Stock options and restricted stock gre 152 4 —

Dilutive weighte(-average shares outstand 13,02: 7,351 7,067

Per share amoun $ 2.12 $ 1.9t $ 0.84
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Shares issued to the owners of the Predetessrchange for their interests in connectiorhwtiite Consolidation have been reflected in
weighted average shares as of the beginning afaHeest period presented.

Comprehensive income

For the years ended December 31, 2005, 20@42003, comprehensive income equaled net inctiramsfore, a separate statement of
comprehensive income is not included in the accayipg combined consolidated financial statements.

Segment reporting

Since the Company operates primarily in glsiextended geographical market with similar paiglat its various development project
is considered to represent a single reportable epgfar financial reporting purposes.

Use of estimates

The preparation of the financial statemeintspnformity with accounting principles generadigcepted in the United States of America,
requires management to make estimates and assas it affect the reported amounts in the findrst&@ements and accompanying notes
amounts. Actual results could differ from thosdreates. Material estimates are utilized in the atibn of real estate held for development
and sale, capitalization of costs, consolidatiomarfable interest entities and warranty reserves.

Recent accounting pronouncements

On June 29, 2005, the Emerging Issues TasteHUEITF”) reached a consensus on EITF Issue(¥e05, “Determining Whether a
General Partner, or the General Partners as a G@mrgrols a Limited Partnership or Similar Entitshen the Limited Partners Have Certain
Rights” (“EITF 04-05"). The scope of EITF 04-@5limited to limited partnerships or similar efg#t (such as limited liability companies tl
have governing provisions that are the functiowgiiealent of a limited partnership) that are natiafale interest entities under FIN 46 and
provides a new framework for addressing when amgépartner in a limited partnership, or managirgmmber in the case of a limited liability
company, controls the entity. Under EITF 04-05,maey be required to consolidate certain investméehéd are not variable interest entities,
in which we hold a general partner or managing n@miierest. EITF 04-05 is effective after June ZW5 for new entities formed after
such date and for existing entities for which tgeeaments are subsequently modified and is efiedtivour fiscal year beginning January 1,
2006 for all other entities. The adoption of EITB-05 did not have any impact on our financialestagnts as of December 31, 2005.

FAS 154 “Accounting Changes and Error Coioedt’ replace APB Opinion No. 20, and FASB Statetiddém 3. Opinion 20 previously
required that most voluntary changes in accourginciple be recognized by including in net incoai¢he period of the change the
cumulative effect of changing to the new accounpirigciple. This Statement requires retrospectwaliaation to prior periods’ financial
statements of changes in accounting principle,sasniteis impracticable to determine either thequmbspecific effects or the cumulative effect
of the change. When it is impracticable to detemihe period-specific effects of an accounting geaon one or more individual prior
periods presented, this Statement requires thatdiveaccounting principle be applied to the balarafeassets and liabilities as of the
beginning of the earliest period for which retradpes application is practicable and that a coroesiing adjustment be made to the opening
balance of retained earnings (or other appropdateponents of equity or net assets in the stateofdimancial position) for that period ratt
than being reported in an income statement. Whisrintpracticable to determine the cumulative dfffapplying a change in accounting
principle to all prior periods, this Statement riegs that the new accounting principle be applied & were adopted prospectively from the
earliest date practicable.
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3. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

The Company typically acquires land for depehent at market prices from various entities uriicted price purchase agreements. The
purchase agreements require deposits that mayfeédd if the Company fails to perform under tlggelement. The deposits required under
the purchase agreements are in the form of calditers of credit in varying amounts. The Comparaynat its option, choose for any reason
and at any time not to perform under these purchgssmements by delivering notice of its intenttaoacquire the land under contract. The
Companys sole legal obligation and economic loss for failto perform under these purchase agreementgicatly limited to the amount ¢
the deposit pursuant to the liquidated damagesgiomvcontained within the purchase agreement. Aesalt, none of the creditors of any of
the entities with which the Company enters intavind fixed price purchase agreements have recooitbe general credit of the Company.
The Company also does not share in an allocati@itloér the profit earned or loss incurred by ahthese entities with which the Company
enters fixed price purchase agreements.

The Company has concluded that whenevettivpland or lots from an entity and pays a sigaiit non-refundable deposit as described
above, a variable interest entity is created utiteeprovisions of FIN 46-R. This is because then@any has been deemed to have provided
subordinated financial support, which refers taalale interest that will absorb some or all of atitg’s expected theoretical losses if they
occur. The Company therefore examines the entitigswhich the Company enters into fixed price fhase agreements, for possible
consolidation by the Company under FIN 46-R. Thiguires the Company to compute expected lossesxgatted residual returns based on
the probability of future cash flows as outlinedHiN 46-R. This calculation requires substantiahagement judgments and estimates. In
addition, because the Company does not have artgactumal or ownership interests in the entitiedhwhich it contracts to buy the land, the
Company does not have the ability to compel theseldpment entities to provide financial or othatedto assist the Company in the
performance of the primary beneficiary evaluation.

The Company has evaluated all of its fixedgpurchase agreements and has determined thaihé primary beneficiary of some of th
entities. As a result, at December 31, 2005 and 200 Company has consolidated five entities eaeln in the accompanying consolidated
balance sheet. The effect of the consolidationestdinber 31, 2005 and 2004 was the inclusion o888%nd $118,558, respectively, in
“Inventory not owned — Variable Interest Entitiagith a corresponding inclusion of $83,015 (netasfd deposits paid of $6,875) and
$114,333 (net of land deposits paid of $4,225peesvely, to “Obligations related to inventory matned.” Creditors, if any, of these
Variable Interest Entities have no recourse agairessCompany.

4. ACQUISITIONS

As discussed in Note 1, the Company on DeeerhB, 2004, merged Comstock Service into Comgitmklings. The acquisition was
accounted for under the purchase method and, dogbydthe purchase price was allocated to assefsisged and liabilities assumed based on
their estimated fair value on the acquisition date.

Pursuant to the terms of the purchase agmeesigares of Comstock Service were canceled adoed by shares of Comstock Holding.
(As discussed in Note 1)
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The following table summarizes the estimdéddvalues of the assets acquired and liabilidssumed at the date of acquisition.

Cash $ 1,21¢
Notes receivabl 2,50¢
Real estate held for development and 19,33¢
Other asset 25
Total assets acquire 23,08t
Less: Accounts payab (1,052
Less: Notes payab (13,889
Less: Minority interes (2,719
Less: Other liabilitie: (677
Net assets acquire $ 4,75¢€

Additionally, in 2004, the Company purchasedain noncontrolling minority interests in itsnsmlidated subsidiaries for a total of $900.
The net excess of the fair value over the bookesafu226 was allocated to the related subsidiaag&ets, primarily work in process.

The selected unaudited pro forma consolidatfeitmation for the years ended December 31, 20@12003, determined as if the
acquisition, described above, had occurred on Jgriyaf each year as follows:

Proforma (unaudited)
Years Ended
December 31

2004 2003
Revenue: $ 102,13 $ 62,35¢
Operating incom: 19,45¢ 8,69¢
Other (income) expense, r 1,01¢ (70
Income before minority interest and equity in eagsi of real estate partnersh 18,43¢ 8,76¢
Minority interest 5,157 3,712
Income before equity in earnings of real estaténgaships 13,281 5,05z
Equity in earnings of real estate partners| 11¢€ 13¢
Net Income before income tax $ 13,39¢ $ 5,191

The selected unaudited pro forma informatsopresented for illustrative purposes only andasnecessarily indicative of results of
operations in future periods or results that wdwdde been achieved had the Company and the acduisitess been combined during the
specified periods.

5. REAL ESTATE HELD FOR DEVELOPMENT AND SALE

Real estate held for development and salsistsnof the following:

December 31,

2005 2004
Land and land development co $ 119,53( $ 65,564¢
Cost of construction (including capitalized intdrasd real estate taxe 144,27 38,78!

$ 263,80: $ 104,32t
The Company performs an evaluation for impaint whenever events or changes in circumstandéesaie that the carrying amount of

long-lived assets or intangible assets with filiites may not be recoverable. These assets areemwdbwn to fair value if the sum of the
expected future undiscounted cash
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flows is less than the carrying amounts. Duringftheth quarter of 2005 the Company experiencedtlavan expected absorption and sales
traffic rates, which resulted in increased carryéogts, in certain projects in North Carolina. Td@mpany considered this a “triggering event”
as defined by FAS 144 and evaluated its carryinguants related to its projects in North Carolina.aA®sult, the Company recorded a

$1.2 million impairment charge on the carrying wabf real estate held for development and salesioK Il, a townhouse community in
Raleigh, North Carolina. The charge is included asmponent of cost of sales on the accompanyatgraent of operations. The impairment
was calculated using a discounted cash flow arglysidel. This analysis is dependent on many subgefetctors, including the selection of
appropriate discount and absorbtion rates. The ftastestimates used by the Company are basedeobest information available at the ti
the estimates are made. Significant adverse changagumstances affecting these estimates anthgstions in future periods could cause a
significant impairment adjustment to be recorded.

6. PROPERTY, PLANT, AND EQUIPMENT, NET
Property, plant, and equipment consist offtilewing:

December 31

2005 2004
Computer equipmet $ 54C $ 49¢
Furniture and fixture 29¢ 152
Office equipmen 243 271

1,07¢ 921
Less: accumulated depreciati 474 43¢

$ 60t 3 ase

Depreciation expense, included in “sellingngral, and administrative” in the consolidated emghbined financial statements of
operations, amounted to $172, $106 and $67 foyéhes ended December 31, 2005, 2004 and 2003 ctasghe.

7. INVESTMENTS IN REAL ESTATE PARTNERSHIPS
Investments in real estate partnerships ateduor using the equity method are comprisedheffollowing:

December 31
2005 2004
TCG Fund |, L.C.(1 $ — $ 1,02¢
North Shore Investors, LLC(: (35) —

$ (3 & 10%

(1) TCG Fund |, L.C. (“Fund I") — During 2002, tiiredecessor had made a $1,000 investment in Flhdler the terms of the
investment, the Company had a 9.58% member inter€atnd | and a 33.18% interest in the Loan Ctd$sund I. Fund | provided
funds for real estate projects being developed aged or built by entities in which the Company hadnterest. For the years ended
December 31, 2005, 2004, and 2003 the Companydedaarnings of $135, $120, $120 respectively.Gbmpany received its share
of distribution of profits in the amount of $164,2p and $156 during the year ended December 35, 2004, 2003 respectively.
During September 2005, the fund ceased operatimhshee Company received its initial investment b0 as a final distributiol

(2) Prior to the Company’s acquisition of Comst&gkvice as discussed in Note 1, Comstock Sermi@@01 had invested $41 in North
Shore Investors, LLC (“North Shore”) for a 50% owstep interest. North Shore was formed to acqui @evelop residential lots and
construct single family an
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townhouse units. In 2002, as a result of recoggishare of net losses incurred by North ShBoenstock Service reduced its
investment in North Shore, to $0. The Company,aasqf the acquisition of Comstock Service on Delsenil7, 2004 recorded this
investment in North Shore at $

On June 28, 2005 the Company received a capitidiroal North Shore in the amount of $719 so thattN&hore may comply with certain
debt repayments. Because the Company may be adigaiprovide future financial support, the Compatwyring the twelve months ended
December 31, 2005 recorded its share of lossesrettby North Shore in the accompanying finandialesnents in the amount of $35.

During the third quarter of 2005, the Company, anager of an affiliated entity, exercised its optimghts to purchase the project acquisit
development and construction loans made for thefitesf North Shore. The Company finalized the farge of the loans on or about
September 8, 2005, issued a notice of default uth@eacquisition and development loan at matunityseptember 30, 2005 and subsequently
filed suit for collection of the loans against afahe individual guarantors under the loan onlmya October 21, 2005 and initiated
foreclosure proceedings on or about November 18520n or about December 22, 2005, the individuargntor subject to the earlier suit
filed a countersuit against two of the officersled Company who were also individual guarantorseatite acquisition and development lo
The Company has set a foreclosure sale for MarcR@36.

As of December 31, 2005 the Company cartieddllowing amounts in its financial statementated to North Shore:

Investment in real estate partnerst $ (35
Due from affiliates $ 1,27
Development and construction loan receivz $ 1,56:

The Company has evaluated the carrying valluts investment in and receivables from North i@hé\t this time the Company does not
believe an impairment reserve is warranted. However possible this may change in future periddsaddition, based on results of
negotiations, the Company may, in the future beaired to consolidate the North Shore entity.

The condensed combined balance sheets arstatieenents of operations for the real estate ptyppartnerships accounted for using the
equity method are as follows:
Condensed Combined Balance Sheets

December 31

2005 2004
Real estate held for development and $ 11,26 $ 10,55¢
Other asset 75 4,03
Total asset $ 11,33¢ $ 14,59
Mortgage notes payab $ 10,92 $ 10,65¢
Notes payable to related part 1,547 1,43
Other liabilities 14Z 181
Total liabilities 12,61: 12,27
Partner’ capital (1,279 2,321
Total liabilities and partne’ capital $ 11,33¢ $ 14,59
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Condensed Combined Statements of Operations

Years Ended December 31

2005 2004 2003
Revenue: $ 3,92( $ 22,15 $ 11,34¢
Operating income (los! $ 111 4,57: 1,691
Other (income) and expen 7 99 21
Net income (loss $ 104 $ 4,47 $ 1,67C
Compan's share of net income (los $ 99 $ 11€ $  13¢

8. OTHER ASSETS
Other assets consist of the following:

December 31,

2005 2004

Contract land deposi $ 2,82t $ 63C
Restricted escrow depos 1,91t 77€
Prepaid income taxes( 4,70¢ _
Other 1,58¢ 1,13/
$ 11,03: $ 2,54(

(1) Prepaid income taxes represent an overpayaidatieral and state income taxes due to lowershtdxable income than originally
estimated. The Company expects to apply these ayerpnts against 2006 taxable incol
9. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities ¢strf the following:

December 31

2005 2004
Trade payable $ 35,16! $ 15,31¢
Warranty 1,20¢ 91€
Customer deposit 17,817 16,67¢
Other 4,94¢ 2,62(
$ 59,13: $ 35,530
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10. NOTES PAYABLE

The Company has outstanding borrowings wattious financial institutions and other lendersabhiave been used to finance the

acquisition, development, and construction of esahte property. Notes payable consist of theviatig:

2005 2004
Notes payable to no-related parties
Shared construction and development loans withcqipiately $178,499 available to be drawn for
planned development expenditures, with monthlyresepayments ranging from prime + 0.5% to
16% or 30 day libor + 1.9% to 90 day libor + 3.78&%e prime rate at December 31, 2005 and 2004,
was 7.25% and 5.25%, respectively; the 30/90 day liate at December 31, 2005 and 2004,
4.39%/4.54% and 2.40%/2.56%, respectivi $ 140,14 $ 63,07:
Interest bearing deferred purchase money deedsifriote issued in exchange for land, with inter¢
at a rate of 5.39%. The note matured in Decemb@b — 1,512
Subordinated second trust loan of $2,500 and $2#8guarterly interest only payments of 7% and
monthly interest only payments of 14%, respectivélye remaining note matures March 2010. At
December 31, 2005 the accrued interest on theis &> 2,51 22¢
Non-interest bearing deferred purchase money notesdssuexchange for lar 33€ 873
142,99: 65,68
Notes payable to related parties
Subordinated second trust loan of $300 with monifitigrest only payments of 14%. The note was
paid in full in April 2005 — 30C
Note payable of up to $5,000 with quarterly intedy payments of 12% per annum. The note
paid in full in June 200 — 2,50(
Note payable of $2,400 with monthly interest ondyyments of 12% per annum maturing in Au¢
2006 662 2,40(
Note payable to TCG Fund | LC, an equity methodsige for a loan up to $4,000 with interest ¢
payments at 12% per annum. The note was paidlimfdlne 2005. At December 31, 2004 the
accrued interest on the note is $: — 3,32
Note payable to TCG Debt Fund Il LC, a relatedydrtte to common ownership, for a loan uj
$2,600 with interest only payments at 12% per anriLime note was paid in full in November 2005.
At December 31, 2004 the accrued interest on the is®$4¢ — 2,421
$ 143,65 $ 76,62¢
Maturities with respect to all notes payadseof December 31, 2005 are as follows:
Years ending December 31,
2006 $ 24,61(
2007 116,53:
2008 and thereaftt 2,514
$ 143,65

For the years ended December 31, 2005, 2002@03, aggregate debt had a weighted averagakegifective interest rate of 9.2%,

6.9%, and 6.6%, respectively.
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Upon settlement of each home or lot, prinkcipaurtailed based upon a specific release paytoeie lender. The loans are collateralized
by first liens on the land held for development #mel construction in progress of the respectiveeliggments. In addition, borrowings at the
project entity level are guaranteed by the Compam/in most cases some of its shareholders. Thep&woyrmust comply with certain
restrictive covenants, which include maintenanca taftal debt-to -tangible net worth ratio and aimum tangible net worth level. As of
December 31, 2005 the Company was in compliande allitcovenants as required.

The second trust loans are collateralizedubordinate liens on the land held for developraauditthe construction in progress of the
respective developments. These subordinate liensudnject to inter-creditor agreements with thésdanders and are used by the Company
to satisfy all or a portion of the equity requirerteeof the senior lenders. As such, these subaedirfacilities are considered higher risk
investments and as a result they command premiterest rates.

11. COMMON STOCK

As discussed in Note 1, the Company immeljiggor to the IPO as a result of its merger witbmstock Holdings, had 4,333 and
2,734 shares Class A and B Common Stock outstan@iags A and B Common Stock shares bear the seaom®mic rights. However for
voting purposes, Class A stock holders are entitteshe vote for each share held while Class Bksdhadders are entitled to fifteen votes for
each share held.

As a result of the IPO, the Company sold 8,8tass A shares of Common Stock. The Companysalgban additional 594 shares of
Class A Common Stock pursuant to the underwritexsrcise of their over-allotment option.

On June 22, 2005 the Company completed awetin offering in which 2,360 shares of Class A @uon stock were sold to the public.

During the fourth quarter of 2005 the ComparBoard of Directors authorized a $1,000 sharebbok ininative. As of December 31,
2005 no shares have been repurchased.

12. RELATED PARTY TRANSACTIONS

In June 2002, the Predecessor entered iptoraissory note agreement with TCG Fund |, LC tadfdevelopment projects. TCG
Fund |, LC, is a related party in which the Compaag an equity investment. The promissory noteesgeat allows for the Company to
borrow up to $4 million. The note bears interest2% per annum and was paid in full during June52@8@& of December 31, 2004 and 2003
the amount owed to TCG Fund | amounted to appraelyp&3.3 Million. Accrued interest on this notdaled $106 and $90 at December 31,
2004 and 2003, respectively.

In September 2004, the Predecessor enteied oromissory note agreement with TCG Fund Il,ta@und development projects. TCG
Fund Il, LC is a related party which the companynages as a non-member. The promissory note agréattems the Company to borrow
up to $10 million. The note bears interest at 12%gmnum and was paid in full during November 2@050f December 31, 2004 the
Company owed $2.4 million under this promissoryeagnent. Accrued interest on this note totaled $4%aember 31, 2004.

In April 2002 and January 2004, the Predewresstered into lease agreements for approximdt@hand 8.8 square feet, respectively, for
its corporate headquarters at 11465 Sunset HillglRReston, Virginia from Comstock Partners, LaD. affiliate of our Predecessor in which
executive officers of the Company Christopher CletegGregory Benson, and others are principalsis@pher Clemente owns a 45%
interest, Gregory Benson owns a 5% interest, aityemhich is owned or controlled by Christopher @iente’s father-in -law, Dwight Schar,
owns a 45% interest, and an unrelated third pastysoca 5% interest in Comstock Partners. For ninethsoended September 30, 2004, total
payments made under this lease agreement were ®233eptember 30, 2004 the lease agreements wareled and replaced with new
leases for a total of 20.6 square feet with Conksfsset Management, L.C., an entity owned by Chpiser Clemente. Total payments made
under this lease agreement were $142 as of Dece3th2004. On
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August 1, 2005 the lease agreement was amendad fadditional 8.4 square feet. Total payments nuader this lease agreement were $629
as of December 31, 2005.

In May 2003, the Predecessor hired a cornstrucompany, in which Christopher Clemente’s beottLouis Clemente, serves as the
President and is a significant shareholder, toideoeonstruction services and act as a generatamiot at one of the Company’s
developments. The Company paid $10,038, $4,352$88€ to this construction company during the yeated December 31, 2005, 2004
and 2003, respectively, to this company.

In May 2003, the Predecessor entered intd purchase agreement to sell 47 developed las &ntity in which Christopher Clemente’s
father-in -law, Dwight Schar, serves as the chiefcaitive officer and chairman of the board of dioes and is a shareholder. During the year
ended December 31, 2004 and 2003, the CompanyedediB80 and 17 lots, respectively, to this entty$3,910 and $2,193, respectively.

In December 2003, the Predecessor entere@ifiv,000 second trust loan agreement, accrutagest at 18% per annum, with Comstock
Capital Partners, L.C., a related entity equallyned/by Christopher Clemente and Gregory Benson.edistely upon execution, Comstock
Capital Partners assigned 100% of the secondltrastto other parties. An assignment was made gay&6 million of the principal under
the second trust loan to an entity owned or coletidby Christopher Clemente’s father-in -law, Dwi§thar, at 15% per annum. At
December 31, 2003 the principal owed was $7,00@ruexl interest at December 31, 2003 amounted to &b remaining $1.0 million of
principal under the loan was assigned to an eatititrolled by Scott Kasprowicz who became a relataty on June 1, 2004 upon the hiring
of his son, Reid Kasprowicz. This $7,000 seconsttiean matured in November 2004 and was paidlin fu

In April 2004, the Predecessor entered inta@ditional three year $5,000 promissory noteegent, with an entity controlled by Scott
Kasprowicz, bearing interest at a rate of 12%. Wilde terms of the note, the Predecessor was add&$;500 in April 2004 and an
additional $2,500 in June 2004. Due to the a catatidbn of The Comstock Companies, the lender vatiied to a premium of up to 10% of
the outstanding principal balance which was paiddbeber 2004. As of December 31, 2004 the amount dv&cott Kasprowicz was
$2,500. Accrued interest and premium at Decembg2@d4 totaled $598. This note was paid in fullidgrdune 2005.

At December 31, 2004, the Company had artandgg note receivable from Investors Managemedr, of $163, which accrues interest
at a rate of 10% per annum. Investors Managem@, it a related party, which is owned partially®jgristopher Clemente, Gregory Ben
and Bruce Labovitz (executive officers and/or shalgers of the Company). At December 31, 2004 actimterest receivable on this note
totaled $5. During February 2005 the Company rexxkpayment in full on this note.

Christopher Clemente’s mother-in -law, Jar8char, and Gary Martin each invested $100 as ntyrshiareholders in one of our
subsidiaries, and Judah and Deborah Labovitz, dhenps of Bruce Labovitz, loaned approximately $&08nother of our subsidiaries. Dur
the first quarter 2005, the Company repurchasedhtherity interests of Janice Schar and Gary Mddiman approximate purchase price of
$136. In April 2005, the Company paid the $300 laadudah and Deborah Labovitz in full.

During 2003, the Predecessor entered inteesgents with 1-Connect, L.C., a company in whickebtors Management, LLC holds a 25%
interest, for information technology consulting\dees and the right to use certain customized priser software developed with input from
the Company. The intellectual property rights aigged with the software solution that was developgd-Connect along with any
improvements made thereto by the Company remakreegroperty of I-Connect. During the years endedeb®er 31, 2005, 2004 and 2003,
the Company paid $485, $434 and $471, respectit@lyConnect. Also, in March 2003, the Predecessbered into a space sharing
agreement with I-Connect, L.C. to occupy and u8dBsquare feet of office space subleased by I-€ctnh.C. from a third party in Reston,
Virginia. The Predecessor paid $4 and $40, respgtiunder this agreement for the years ended mbee 31, 2004 and 2003. On June 24,
2003, the I-Connect, L.C. sublease was assign€aastock Partners, L.C. (as landlord). The spaaérsiagreement with I-Connect ended
on September 30, 2004.
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At the end of December 31, 2004 and 2003Ptieelecessor received revenue of approximateh\8838d $2,908, respectively, by
providing administrative and sales support to CorisService Corp., Inc., a related party previousiyned by Christopher Clemente and
Gregory Benson. At December 31, 2003 the Compadyahraceivable of approximately $2,690 from thistgn

For the years ended December 31, 2005, 2002@03, the Predecessor received revenue of appat@ly $0, $157 and $121,
respectively, by providing administrative and saepport to Loudoun Station a related party in Wwi@hristopher Clemente, Gregory Ben:
and Christopher Clemente’s father-in -law, Dwighh&, are shareholders. During March 2005 all mesassigned their membership rights
to Greg Benson giving him 100% ownership of Investdanagement.

From October 31, 2003 to December 31, 20@8Predecessor granted interest-free loans toth88go an employee of the Company. As
of December 31, 2003 and June 30, 2004 the employed the Company $38 and $39, respectively. Tae Veas repaid in July of 2004.

In October 2004, the Predecessor enterechimtmgreement with Comstock Asset Management IA8ACwhere CAM assigned the
Company first refusal rights to purchase a portibtheir Loudoun Station Properties. In partial sideration for the performance in which
Company would provide management services for @f&20 a month. For the years ended DecemberC®H and 2004 the Company
recorded $240 and $60, respectively, in revenu®esiember 31, 2005 and 2004 the Predecessor recandeeivable for $0 and
$60, respectively, from this entity. In additiohetCompany in November 2004, entered into an aggeewith Comstock Asset Management
to sell certain retail condominium units at PotonYaed for a total purchase price of $14,500. Inr@xtion with this sale, the Company
received a deposit of $8,000 upon execution ofitfreement. The agreement was modified in 2005,hwigiduced the deposit amount to
$6,000.

During the course of the years ended Decelbe2005 and 2004 the Company provided bookkeeggngces to related party entities at
no charge.

In August 2004, the Predecessor enteredaii$®,400 promissory note agreement with Belmontéiod L.C., an entity managed by
Investors Management. The note bears an interesbfd 2%, which is payable monthly and matureg 20005. In March 2005, the Company
sold four condominium units to Belmont Models ICLunder a sale and leaseback arrangement. Thedadominium units were delivered
for a total purchase price of $2,000 and leasedH bta rate of $20 per month. The Company expletéeiase to continue for a period of
twentyfour months. As a result of the deliveries, thenpissory note was reduced by the total purchase pitDecember 31, 2005 and 2(
the Company owed $663 and $2,400, respectivelyructinterest payable on this note totaled $6 @@ fespectively, at December 31,
2005 and 2004.

During 2005 and 2004 the Predecessor entet@dales contracts to sell homes to certain epg@s of the Company. The Company, in
order to attract, retain, and motivate employeemtams a homes ownership benefit program. Undehttme ownership benefits, an
employee receives certain cost benefits providedsbyhen purchasing a home or having one builtshySales of homes to employees for
investment purposes are conducted at market prices.

In September 2005, Comstock Foundation, hrcaffiliate, was created. Comstock Foundatiannst-for-profit organization organized
exclusively for charitable purposes within the megrof Section 501(c)(3) of the Internal Revenuel€orhe affairs of Comstock Foundat
are managed by a five person board of directors @itristopher Clemente, Gregory Benson, Bruce Libawd Tracy Schar (employee of
the Company and spouse of Christopher Clementayeur of the five. The Company will also provideokkeeping services to the affilia
In October 2005 the Company donated $100 cashhendght to use 27 units at our Penderbrook comwersion project in Fairfax, VA for
a period of six months. The Foundation is providimgse units to the victims of Hurricane KatrinaeTair market value of the rental units
donated is $237.
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13.  EMPLOYEE BENEFIT PLANS

The Company maintains a defined contributetirement savings plan pursuant to Section 40df(kj)e Internal Revenue Code (the
“Code”). Eligible participants may contribute a portion béir compensation to their respective retiremenbasts in an amount not to exci
the maximum allowed under the Code. The plan pes/fdr matching Company contributions at the s@erdtion of the board of directors.
The Company and the Predecessor made no contrisutiche plan during the years ended Decembe2(B, 2004 and 2003.

The Company maintains an Employee Stock RselPlan in which eligible employees have the dppdy to purchase common stock of
the Company at a discounted price of 85% of thenfiairket value of the stock on the designated da#tpsirchase. Under the terms of the
plan, the total fair market value of the commorcktthat an eligible employee may purchase eachigdanited to the lesser of 15% of the
employee’s annual compensation or $12,750. Undepldn, employees of the Company purchased 7,8réslof Class A common stock.

14. RESTRICTED STOCK, STOCK OPTIONS AND OTHER STOCK PLA NS

Effective January 1, 2004, the Company adbfte fair value recognition provisions of SFAS N@3(R). Prior to December 14, 2004
Company did not sponsor any stock based plans.rdoaly, no stock based compensation was includethie year ended December 2003.

On December 14, 2004 the Company adoptegdfé Long-Term Compensation Plan (“The Plan”). Pplaa provides for the issuance of
stock options, stock appreciation rights, or SAfRsiricted stock, deferred stock, dividend equiveebonus stock and awards in lieu of cash
compensation, other stock-based awards and penfmerewards. Any shares issued under the Planymsally over service periods that
range from one to five years. Stock options issusder the plan expire 10 years from the date theyented.

The Plan provided for an initial authorizatiof 1,550 shares of Class A Common stock for issedhereunder, plus an additional annual
authorization effective January 1, 2006 equal &lésser of (i) 3% of the Class A Common Stocktantding on the date of determination,
(i) 500,000 shares or (iii) such lesser amounnay be determined by the Company’s Board of Dimscto

The following equity awards were outstandidpecember 31,

2005 2004
Stock options 213,99: 107,14«
Restricted stock gran 273,89: 275,31
Total outstanding equity awar 487,88« 382,46
On December 31, 2005 the following amounteevesvailable for issuance under the plan:

Shares Available for issuance at December 14, 1,55(

Adjustments

Restricted stock gran— Issuec (27%)
Options— issued (109)
Shares available for issuance at December 31, 1,16¢

Adjustments

Restricted stock Gran— issued (16)
Options— issued (107)
Restricted stock gran— forfeited 14

Shares available for issuance at December 31, 1,05¢

F-23




The fair value of each option award is catedl on the date of grant using the Black-Schghi® pricing model that uses the
assumptions noted in the following table. BecabhseGompany does not have sufficient trading histexpected volatilities are based
historical volatilities of comparable companieshiitour industry. We estimate forfeitures usingeighted average historical forfeiture rate.
Our estimates of forfeitures will be adjusted otrer requisite service period based on the extewhioh actual forfeitures differ, or are
expected to differ, from their estimate. Due tdlat history, expected lives based on manageméetss estimates at the time of grant. The

risk-free rate for periods is based on the U.Sa3uwey rates in effect at the time of grant.

Weighted average fair value of options grar
Dividend yields

Expected volatility

Weighted average expected volatil

Risk free interest rate

Weighted average expected lives (in ye

The following table summarizes informatioroabstock options activity:

Outstanding at December 14, 2(
Granted

Outstanding at December 31, 2(
Granted

Exercisec

Forfeited or expirel

Outstanding at December 31, 2(
Exercisable at December 31, 2(

At December 31, 2005 there were no optionighkvtvere fully vested.

A summary of the Company’s restricted shatevity is presented below:

Restricted shares outstanding at December 14,
Granted

Restricted shares outstanding at December 31,
Granted

Vested

Forfeited

Restricted shares outstanding at December 31,

2005
$ 7.61
N/A
41-48%
45%
3.5¢€- 3.6:%
2.t
Weighted
Average
Shares Exercise Price
107,14 $ 16.0C
107,14« 16.0C
106,84¢ 23.9(C
213,99: $ 19.9/
— $ —

Weighted average fair

Shares value at date of grant
275,31 $ 16.0(
275,31 16.0C
16,18¢ 24 .5t
(4,06¢) 18.17
(13,54Y 16.2¢
273,89. $ 16.4¢

2004
$ 6.5¢
N/A
48%
48%
3.35%
4

As of December 31, 2005, there was $2,548taf unrecognized compensation cost related toested restricted stock issuances gra
under the Plan. This cost is expected to be rezedgriver a weighted-average period of 1.6 years.

Total compensation expense for share basgdgra arrangements for the year ended Decemb&08%, and 2004 was $2,322 and $101
respectively, of which $407 and $0 was capitalizettal estate held for development and sale. dta¢ deferred tax benefit related to stock
compensation, recorded on the balance sheet asagfniber 31, 2005 and 2004 amounted to $790 ance$B8ctively.
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The Company intends to issue new shares @binmon stock upon vesting of restricted stocktgrar the exercise of stock options.

15. COMMITMENTS AND CONTINGENCIES

Litigation

As manager of an affiliated entity, we exsecl our option rights to purchase the project aitipm, development and construction loans
made for the benefit of North Shore project locateRaleigh, North Carolina. We subsequently issa@dtice of default under the
acquisition and development loan at maturity ont&aper 30, 2005 and thereafter filed suit for et of the loans against one of the
individual guarantors under the loan on or aboub®er 21, 2005 for a claim amount of $1.8 milliaad the date of the filing. The Company
finalized the purchase of the loans on or abouteé®eper 8, 2005, issued a notice of default undeattguisition and development loan at
maturity on September 30, 2005 and subsequenglg §lit for collection of the loans against on¢hefindividual guarantors under the loan
on or about October 21, 2005 and initiated foragleproceedings on or about November 18, 2005.r@&baut December 22, 2005, the
individual guarantor subject to the earlier su@dia countersuit against two of the officers & @ompany who were also individual
guarantors under loans. The Company has set ddetee sale for March 23, 2006.

On August 11, 2005, the Company was servéi avimotion to compel arbitration resulting fromadiegation of a loan brokerage fee
being owed for placement of a $147.0 million projean for the Potomac Yard project. The claimhia base amount of $2.0 million plus
interest and costs is based on breach of contnaicequitable remedies of unjust enrichment and pmameruit. The Company has denied
claims.

Other than the foregoing, we are not curyesitbject to any material legal proceedings. Friome to time, however, we are named as a
defendant in legal actions arising from our norimadiness activities. Although we cannot accurgteddict the amount of our liability, if an
that could arise with respect to legal actionsemnity pending against us, we do not expect thatsaich liability will have a material adverse
effect on our financial position, operating resaltcash flows.

We believe that we have obtained adequatganse coverage or rights to indemnification, oevehappropriate, have established rese
in connection with these legal proceedings.

Lot purchase agreemen

On December 26, 2001, the Predecessor eritéoed purchase commitment agreement to purchesselaped residential lots. The
purchase commitment agreement provides for fixadhmse prices per lot subject to escalation througthe build-out period for each
project. At December 31, 2005, the Company had cibmemts to purchase seventeen lots at an averagmuom purchase price of
approximately $20 per lot, under non-specific perfance agreements.

Letters of credit and performance bon

The Company has commitments as a resultrdfacts entered into with certain third partiesneet certain performance criteria as
outlined in such contracts. The Company is requiogdsue letters of credit and performance boodbdse third parties as a way of ensuring
that such commitments entered into are met by thagainy. At December 31, 2005, the Company hasdssb®42 in letters of credit and
$16,670 in performance and payment bonds to théskgarties. No amounts have been drawn agaiasettetters of credit and performance
bonds.
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Operating leases

The Company leases office space under nocetainie operating leases. Minimum annual lease pajgrunder these leases at
December 31, 2005 approximate:

Year Ended: Amount

2006 $ 97¢&
2007 1,02¢
2008 1,03(
2009 85(C
2010 10¢
Thereaftel 0
Total $ 3,99¢

Operating lease rental expense aggregate®l 1@ $347, respectively, for years ended Dece®ibe2005 and 2004.
16. FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amounts reported in the combicwtsolidated balance sheets for cash and cashadepiis, accounts receivable, accounts
payable, accrued liabilities and floating rate dsipproximate fair value.

The carrying amount and fair value of fixaterdebt at December 31, 2004 and 2003 were asvil|

December 31,

2005 2004
Carrying amoun $ 31,60¢ $ 11,17
Fair value $ 36,23: $ 12,78¢

Fair value estimates are made at a spea@fitt in time, based on relevant market informatidnout the financial instruments. These
estimates are subjective in nature and involve aicgies and matters of significant judgment amef¢fore, cannot be determined with
precision. Changes in assumptions could signiflgaffect the estimates.

17.  INCOME TAXES

Prior to December 17, 2004 the Predecessbelegted to be treated as an S corporation undgwstapter S of the Internal Revenue Code
and therefore was not subject to income taxes. Aleaxacome or loss was passed through and repbytéiae individual shareholders.
Subsequent to the consolidation the company wagaazzed as a C corporation under which incomestaxe accounted for under the asset
and liability method in accordance with SFAS 10taAunting for Income Taxes”.

Income Tax provision consists of the follogias of December 31,:

2005 2004
Current:
Federal $ 15,16( $ 24:
State 2,88¢ 48
18,04t 29C
Deferred:
Federal (1,419 (472
State (262) (59)
(1,679 (531
Total Income Tax Expens $ 16,36¢ $ (24))
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Deferred income taxes reflect the net tag@ff of temporary differences between the carrgimgunts of assets and liabilities for finan
reporting purposes and the amounts used for in¢ampurposes. Components of the Company’s deféaredssets and liabilities at
December 31, 2005 and 2004 were as follows:

2005 2004
Deferred tax asset
Inventory $  2,24¢ $ 2,06i
Warranty 417 292
Deferred ren 27 8
Accrued expense 73 96
Stock based compensati 79C 39
3,552 2,50
Less— valuation allowanc: (840) (1,50¢)
Net deferred tax asse 2,712 99t
Deferred tax liabilities
Investment in Affiliates (8) —
Depreciation and amortizatic (159) (174)
Net deferred tax liabilitie (167) (179
Net deferred tax asse $ 2,54f $ 821

The Company has adequately provided for ngeticies related to income taxes in accordanceS#®&S No. 5. At December 31, 2005
and 2004, the Company recorded $802 and $68, rdaglgdn income tax reserves. This tax reservates predominately to a potential
dispute by taxing authorities over tax benefitalésg from additional income tax basis in certeésidential housing development projects.
The Company has also determined that a valuatlowahce of approximately $840 and $1,508 as of bes 31, 2005 and 2004
respectively related to a deferred tax asset ofcxamately $840 and $1,508 resulting from additicaa basis in residential real estate
development projects. In analyzing the need fomptte&ision of tax contingency reserves and theatan allowance, management reviewed
applicable statutes, rules, regulations and in&tgpions and established these reserves basedbexperiences and judgments about
potential actions by taxing jurisdictions.

A reconciliation of the statutory rate and #ffective tax rate follows:

2005 2004
Statutory Rat: 35.0(% 34.0%
Income attributable to period during which the R@absor was under S Corporation st 0.0(% (37.19%
State income taxe— net of federal benef 3.95% 4.26%
Permanent difference (1.75% 0.02%
Change in effective tax ra (0.09%

Tax reserve 1.67% 0.35%
Deferred tax assets resulting from a change istatus, ne 0.0(% (10.96)%
Change in valuation allowan: (1.58% 7.81%

37.2% (1.7)%

F-27




18. QUARTERLY RESULTS (unaudited)
Quarterly results for the years ended Decer@be2005 and 2004 follow (in thousands, exceptspare amounts):

Three months ended

March 31, June 30, September 30 December 31
2005 2005 2005 2005
Revenue: $ 28,72¢ $ 39,91 $ 78,431 $ 77,22¢
Operating incom: 6,07t 4,63¢ 17,91¢ 13,77¢
Pretax incom: 6,14( 4,78 18,42 14,57¢
Net Income 3,80¢ 3,06¢ 11,48: 9,20¢
Basic earnings per she 0.3: 0.2¢ 0.82 0.6€
Diluted earnings per sha 0.32 0.2¢ 0.81 0.6t
Three months ended
March 31, June 30, September 30 December 31
2004 2004 2004 2004
Revenue: $ 17,88: $ 30,94° $ 25,73¢ $ 21,47¢
Operating incom: 3,11C 4,55 7,50z 4,94¢
Pretax incom: 2,10¢ 3,002 5,50¢ 3,44¢
Net Income 2,10¢ 3,00z 5,50¢ 3,681
Basic earnings per she 0.3C 0.4z 0.7¢ 0.4t
Diluted earnings per sha 0.3C 0.4z 0.7¢ 0.4t

Quarterly and year-to-date computations ofgb@re amounts are made independently. Theréf@eum of per share amounts for the
guarters may not agree with per share amountféoyéar.

19. SUBSEQUENT EVENTS

On January 19, 2006 the Company acquireof éifie issued and outstanding shares of capiteksibParker-Chandler Homes, Inc.
Pursuant to the purchase agreement, the Compadigp@imillion in cash, and paid off approximately2$3 million in indebtedness and otl
obligations of PCH, and assumed approximately $48l8on of indebtedness of PCH in considerationtfee stock of PCH. Also in
accordance with the terms of the purchase agreethenCompany granted, pursuant to its existing{tamm incentive compensation plan, an
aggregate of 214,286 shares of restricted stothkeo€Company to two of the Sellers, subject to wgstiver a two-year period based on such
Sellers’ continued employment with the Company #nedsettlement by PCH and its subsidiaries of aiipd number of homes during that
period.

On January 31, 2006 the Company, via its lyrewned subsidiary, Comstock Carter Lake, L.Crchased a 259-apartment unit property
to be converted to condominiums for a purchaseeprfapproximately $36.2 million. In conjunctiontivthe purchase the Company, via its
wholly owned subsidiary, Comstock Carter Lake, |.ghtered into a loan agreement, for approxima#2f million to acquire the
condominium conversion project in Reston, Virgioéled Carter Lake. Under the loan agreement, tiragany is a guarantor of the
subsidiaries obligations.
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SIGNATURES

Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934, rdwstrant has duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

COMSTOCK HOMEBUILDING COMPANIES, INC.

Date: March 15, 2006
By: /s/ CHRISTOPHERCLEMENTE

Christopher Clement
Chairman and Chief Executive Offic

Pursuant to the requirements of the Secsriiichange Act of 1934, this report has been sitpedmlv by the following persons on behalf
of the registrant and in the capacities and ord#te indicated.

On March 15, 2006, we, the undersigned aoffiead directors of Comstock Homebuilding Comparies, hereby, severally and
individually, constitute and appoint Christophee@kente and Bruce J. Labovitz, the true and lavtfoteys-in-fact and agents (with full
power of substitution in each case) of each obuesxecute, in the name, place and stead of eagh @hdividually and in any capacity stated
below), any and all amendments to this Annual Repoi-orm 10-K and all instruments necessary oisatble in connection therewith, and
to file the same with the SEC, said attorneys-tt-éand agents to have power to act and to have@dwier and authority to do and perform, in
the name and on behalf of each of the undersignesty act whatsoever necessary or advisable tohe it the premises as fully and to all
intents and purposes as any of the undersignedtmigiould do in person and we hereby ratify andficm our signatures as they may be
signed by or said attorneys-in-fact and agentsiyoamd all such amendments and instruments.

Signature Capacity Date

/sl QHRISTOPHERCLEMENTE Chairman of the Board of Directors and Chief = March 15, 2006
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Christopher Clement

/s| GREGORY V. BENSON President, Chief Operating Officer and Direc March 15, 2006

Gregory V. Bensol

/s/ BRUCE J. LaBovITZ Chief Financial Officer (Principal Financial March 15, 2006
Officer)
Bruce J. Labovit:
sl AsON PARIKH Chief Accounting Officer (Principal Accountii March 15, 2006
Officer)
Jason Parikl
/sl A. QLAYTON PERFALL Director March 15, 2006

A. Clayton Perfal

/s/ Davib M. GUERNSEY Director March 15, 2006

David M. Guernse'

/sl 2mEs A. MACCUTCHEON Director March 15, 2006

James A. MacCutchec

/s/ NorMAN D. CHIRITE Director March 15, 2006

Norman D. Chirite
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STOCK PURCHASE AGREEMENT

This STOCK PURCHASE AGREEMENT (thisAgreement’) is made as of January 19, 2006, by and among STRCK
HOMEBUILDING COMPANIES, INC., a Delaware corporati¢“ Purchaser”), PARKER-CHANDLER HOMES, INC., a Georgia
corporation (the ‘Company”), and each of the following individuals who afeaf the shareholders of the Company on the datedf,
owning in the aggregate 1,429 shares (tBhéres”) of the Company’s common stock, par value $1.80ghare (the Common Stock),
which Shares constitute all of the issued and antihg capital stock of the Company: JAMES B. PARKHR., ANDREW H. CHANDLEF
JR., SUNDERRAJ M. KAMALESON, ROBERT A. FORSTER, RMBRD DOBKIN, EUGENE E. PEARSON, JOHN D. PEARSON,
DONALD SCHROELUCKE and JAMES SHIRAH (each &¢ller” and collectively, the ‘Sellers”).

RECITALS

Purchaser’s primary business is residentiedétauilding in the Washington, D.C. and Raleigh, tN@arolina metropolitan areas. The
Company is similarly engaged in the business afleadial homebuilding in the metropolitan Atlan@eorgia area, with additional operations
in Myrtle Beach, South Carolina and Charlotte, Hazarolina.

The parties hereto have determined thatifit ieeir best interests for Purchaser to acquirefdhe Shares. The Sellers have therefore
agreed to sell, and Purchaser has agreed to percihsuch Shares on the terms, and subject toahéitions, contained in this Agreement.

AGREEMENTS

Therefore, for good and valuable consideratibe receipt and sufficiency of which are herebtiramwledged, the parties agree as follows:

ARTICLE |
DEFINITIONS

1.1 Definitions For purposes of this Agreement, the followingrtehave the meanings set forth below.

“ Accounts Receivablémeans all of the Company’s and the Subsidiafiespective accounts receivable, notes receivabggtiable
instruments and chattel paper.

“ Affiliate " with respect to any Person means any other Pevbandirectly or indirectly Controls, is Controlléxy, or is under common
Control with such Person including in the casergf Berson who is an individual, his or her spoasg, of his or her descendants (lineal or
adopted) or ancestors, and any of their spouses.

“ Agreement’ shall have the meaning ascribed to it in the Praa.




“ Appurtenances means all privileges, rights, easements, herguitéds and appurtenances belonging to or for theflieri any Real
Property, including all easements appurtenant tbfanthe benefit of any Real Property for, andresprimary means of access between,
Real Property and a public way, or for any other wgon which lawful use of the Real Property fa plurposes for which it is presently be
used is dependent, and all rights existing in anahty streets, alleys, passages and other right&apfincluded thereon or adjacent thereto
(before or after vacation thereof) and vaults bénaay such streets.

“ Benefit Plan” means any pension, retirement, 401(K), bonussrdefl compensation, stock option, severance, setarynuation,
vacation, sick leave, fringe benefit, incentivestirance, welfare or similar plan.

“Business Day means a day other than Saturday, Sunday or anpnlavhich banks located in the Commonwealth ofjWia are
authorized or obligated to close.

“CERCLA"” means the Comprehensive Environmental Respor@map€nsation and Liability Act of 1980, as amended.

“ Claims” means all rights, claims, security interests,usnbrances, liens, options, judgments, pledgesgelsarights of first refusal or
first offer, mortgages, and indentures, of evendkand nature whatsoever, and, to the extent atgdicany and all proxies, voting trusts,
voting agreements, escrows, transfer and otheaiatshs and equities, in each case whether arisinggreement, operation of law or
otherwise.

“ Closing” means the consummation of the transactions capitgrd by this Agreement.

“ Closing Date” means the date on which the Closing occurs, whiwll be the date of execution of this Agreement.
“Code” means the Internal Revenue Code of 1986, as asgend

“Common StocK shall have the meaning ascribed to it in the Priga.

“Company” shall have the meaning ascribed to it in the Piida.

“ Company Accountant$ means Dixon Hughes, PLLC.

“ Contract” means any contract, agreement, arrangement, stagheling or instrument, whether oral or written.

“ Control " means the possession, directly or indirectlythaf power to direct or cause the direction of ttemagement or policies of a
Person, whether through ownership of securities;tytract or otherwise.

“Controlling Sellers” means James B. Parker, Jr. and Andrew H. Charler,
“Damages’ means all actions, lawsuits, proceedings, heariimyestigations, charges, complaints, Third P&taims, demands,
injunctions, judgments, orders, decrees, rulingssd
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Liabilities, obligations, Taxes, liens, assessmdatses, losses, fines, penalties, damages, destsand expenses, including reasonable
attorneys’, accountants’, investigators’, and etgddees and expenses incurred in investigatindedending any of the foregoing.

“ Disclosure Schedulé means the schedules delivered by the Companyten8ellers to the Purchaser concurrently hereavith
identified by the parties as the Disclosure Schedul

“ Employment Agreemeritmeans an Employment Agreement (including all doentation relating to the grant of contingent iiestd
stock of Purchaser) to be entered into with eacraofes B. Parker, Jr. and Andrew H. Chandlenebpectively, in the form of Exhibit A
attached hereto.

“Environmental Claim” means any and all administrative, regulatory oicjatlactions, suits, demands, demand lettersctires, claims
liens, investigations, proceedings or notices afaoonpliance or violation (written or oral) by angrBon alleging potential liability (including
potential liability for enforcement, investigatioonsts, cleanup costs, governmental response cesteyal costs, remedial costs, natural
resources damages, property damages, personaiarrpenalties) arising out of, based on or tagpfrom: (1) the presence or Release into
the environment of any Hazardous Substance atamayibn, whether or not owned by the Company; {{Zumstances forming the basis of
any violation or alleged violation of any Environntal Law; or (3) any and all claims by any Perseaking damages, contribution,
indemnification, cost recovery, compensation onmafive relief resulting from the presence or Redeaf any Hazardous Substances.

“ Environmental Laws’” means all federal, state or local statutes, lawlgs, ordinances, codes, rule of common law, |edigmns,
judgments and orders in effect on the Closing Batkrelating to protection of human health or thei®nment (including ambient al
surface water, ground water, drinking water, wildlplants, land surface or subsurface stratalydirg laws and regulations relating to
Releases or threatened Releases of Hazardous Stdsstar otherwise relating to the manufacturegcgssing, distribution, use, treatment,
storage, disposal, transport or handling of Hazaasdgubstances.

“ Environmental Permits’ means all environmental, health and safety pesntitenses, registrations, and governmental agfsand
authorizations.

“ERISA " means the Employee Retirement Income Securityohd974, as amended.
“ Financial Statements means, collectively, the Unaudited Financial 8ta¢nts and the Interim Financial Statements.

“Fully Developed and Buildable Lantimeans, with respect to any tract, parcel or fdReal Property, that (1) the parcel or tract oida
conforms to all applicable Laws so that the Compamiurchaser is eligible to obtain, on a timelgibaall Permits necessary for building an
attached or detached home or homes thereon in @mplwith all applicable Laws upon the proper aapion by the Company or Purchaser
and the Company’s or Purchaser’s payment of pdamg and any utility connection or tap fees; (2panh such lot within each such Real
Property there is or could be a home upon propglicgtion; (3) all currently required subdivisiontiélements have been obtained; and (4) all
off-site Improvements have been
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constructed or bonded, to the extent such Impronésreee required by any applicable Government&emulatory Authority for such parcel
or tract of land.

“GAAP " means generally accepted accounting principléa affect from time to time in the United StatdsAmerica.

“ Governmental or Regulatory Authority means any court, tribunal, arbitrator, authorégency, bureau, board, commission, department
official or other instrumentality of the United &g, any state thereof, any foreign country or@myestic or foreign state, county, city or
other political subdivision, and shall include sdlf regulatory organizations and insurance autilesri

“Ground Lease Property means any Real Property, Improvements and Appartees subject to a ground lease in favor of thagamy
or its Subsidiaries, used or usable in the condfitte Company’s or the Subsidiary’s business.

“Hazardous Substancésmeans: (1) any petroleum or petroleum productspsative materials, asbestos in any form, molddewl, ure:
formaldehyde foam insulation, transformers or ofgaripment that contain dielectric fluid containmegyulated levels of polychlorinated
biphenyls (PCBs) and radon gas; and (2) any chésniceterials or substances which are now or exee lheen defined as or included in the
definition of “medical wastes,” “hazardous subses)t “hazardous wastes,” “hazardous materials,tréarely hazardous wastes,” “restricted
hazardous wastes,” “toxic substances,” “toxic palhts,” or other words of similar import; in allses as set forth in any Environmental Law.

“Improvements’ means all buildings, structures, fixtures, sitgorovements, or other improvements located on Reglerty, including
those under construction.

“Indebtedness$ of any Person means all obligations of such Ae(4) for borrowed money evidenced by notes, bodelsentures or
similar instruments, (2) for the deferred purchaisee of goods or services, (3) under capital Isagad (4) in the nature of guarantees of the
obligations described in clauses (1) through ()valof any other Person.

“Indemnified Party” means, with respect to a particular matter, a&emwho is entitled to indemnification from anotperty hereto
pursuant to ARTICLE IX.

“Indemnifying Party” means, with respect to a particular matter, daypaereto who is required to provide indemnificatinder
ARTICLE IX to another Person.

“Intellectual Property” means all intellectual property rights, includinbpatents, trademarks, service marks, copyrigiasjgns, Internt
domain names and websites, trade or business namams dress and slogans (and all registrationsnaf,all applications for registration of,
any of the foregoing), Software, and all goodwdlsaciated with such intellectual property rights.

“Intellectual Property License$ means all Contracts (other than Contracts wipeet to Software that have been purchased “off the
shelf”) between the Company or any Subsidiary hendane hand, and any other Person, on the othdr geamting any right to use or practice
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any rights under any of the Intellectual Propesgned by the Company, any Subsidiary or any othesd?e
“Interim Financial Statement Daté means November 30, 2005.

“Interim Financial Statements' means the consolidated balance sheets, statenfént®me and retained earnings and statementssti
flows of the Company and the Subsidiaries, as dffanthe eleven-month period ended on the Inté&inancial Statement Date.

“IRS " means the Internal Revenue Service.

“Knowledge of the Companytmeans (a) the actual knowledge of the Controllinthe®s on the date of this Agreement and (b) the
constructive knowledge of facts, circumstancesntver other matters the Controlling Sellers cdaddexpected to discover or otherwise
become aware of in the normal discharge of thepeetive assigned duties and responsibilitiesfter a reasonable inquiry of any employ:
of and advisors to the Company and/or the Subgidiavho have principal responsibility for the matrequestion.

“Law” means any law, statute, order, decree, consemédgejudgment, rule, regulation, ordinance or ofrenouncement having the
effect of law, whether in the United States, amgiign country, or any domestic or foreign stateinty, city or other political subdivision or
of any Governmental or Regulatory Authority.

“Leased Real Estatemeans all real property leased or subleased &¥Lthmpany or any Subsidiary.

“Liabilities " means all Indebtedness, obligations and othéilii@s of the Company or any Subsidiary of anyuna whatsoever, whether
direct or indirect, matured or unmatured, absolaterued, contingent (or based on any contingekeyhvn or unknown, fixed or otherwise,
or whether due or to become due.

“ Material Adverse Effect means any event, change, condition or matter tia@tidually or in the aggregate results in or corddsonabl
be expected to result in a material adverse chemtie (1) business, operations (including resofltgperations), assets, Liabilities, financial
condition, properties or prospects of the Compargny Subsidiary, or (2) the ability of any pargréto to consummate the transactions
contemplated hereby.

“Noncompetition Agreement’'means a Confidentiality and Noncompetition Agreeiminbe entered into with each of James B. Parker,
Jr. and Andrew H. Chandler, Jr., respectivelyhimform of Exhibit Battached hereto.

“ Participating Sellers’ shall mean the Sellers other than the Controladjers.

“Permits” means all licenses, permits, franchises, authtions, registrations and government approvalsrdtias the Environmental
Permits.

“ Permitted Liens’ means all (1) statutory liens for Taxes not ye¢ @r being contested in good faith and for whiwré are adequate
reserves on the books; (2) statutory liens of
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landlords, carriers, warehousemen, mechanics aterislenen incurred in the ordinary course of busii®r sums not yet due; (3) mortgac
trust deeds, chattel mortgages, security agreepfardacing statements or other instruments encuimipany of the assets of the Company,
including the Real Property, that have been reacbedw filed with the appropriate jurisdiction antigh have been disclosed in the Disclo
Schedule; and (4) liens incurred or deposits madked ordinary course of business in connectioh witrkers’ compensation, unemployment
insurance and other types of social security.

“Person” means any individual, corporation, partnershipijtkoh liability company, joint venture, associatidaank, trust company, trust
other entity, whether or not legal entities, or gmyernmental entity, agency or political subdietsi

“ Proprietary Software€ means Software which is owned by the Companyngr@ubsidiary.
“Purchaser” shall have the meaning ascribed to it in the Priga.

“Purchaser Indemnitee$ means Purchaser and its Affiliates, and theipeesive directors, managers, officers, memberggesiodders,
partners, agents, representatives, successorssigts

“ Real Property’ means (1) all parcels and tracts of land (including land lying in the bed of any highway, streead or avenue, open
or proposed, in front of, or abutting or adjoinisgch parcels and tracts of land) owned by the Gowpts Subsidiaries or Affiliates,
including Fully Developed Land and Buildable Landindeveloped Land and (2) any Ground Lease Prppedd or usable in the conduc
the Company’s business and all Improvements andi&gpances thereto.

“ Related Partie$ means (1) Sellers; (2) the Company’s presenttiis, officers and shareholders; (3) any Affilsaté any of the
foregoing; and (4) any Person of which any Seltehe spouse or any lineal descendant or ancestanyoSeller is an officer, director,
member, partner, trustee, beneficiary or sharehdtidtber than, with respect to any Person whichdtpsty securities listed on a national
securities exchange or traded in the over-the-@unarket, as a holder of not more than 2% of ferson’s outstanding equity securities).

“Releas€ means any intentional or unintentional releapd|, £mission, emptying, leaking, injection, dejiodisposal, discharge,
dispersal, dumping, leaching, pumping, pouringn@ration into the environment, atmosphere, saitface water, groundwater or property.

“Returns” means all returns, declarations, reports, statesn@nd other documents required to be filed ipeesof Taxes.
“ Seller” shall have the meaning ascribed to it in the Riiga.
“ Seller Indemnitee$ means each Seller and his respective successdrassigns.

“ Sellers’ Representativeésmeans the Sellers’ attorneys-in-fact and agentinnection with the execution and performanchisf
Agreement.
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“ Shares” shall have the meaning ascribed to it in the Piiga.

“ Software” means any and all: (1) computer programs, inclgdiny and all software implementation of algorishmodels and
methodologies whether in source code or object;c@alatabases and computations, including anyadirdata and collections of data;
(3) documentation, including user manuals and itmgimaterials, relating to any of the foregoingd #4) content and information containec
any website.

“ Subsidiaries’ means all of the entities in which the Company badbeneficially owns any direct or indirect irgst; as such entities ¢
specifically set forth on Schedule 3.3.8 of thedisure Schedule.

“Tax” or “ Taxes” means all federal, state, local, foreign and ntheome, sales, use, ad valorem, transfer or dthxess, fees,
assessments or charges of any kind, together witlinderest and any penalties with respect thereto.

“Third Party Claim” means any action, lawsuit, proceeding, invesiigathearing, or like matter which is asserted\erdy threatened
by a Person other than the parties hereto, thetesisors and permitted assigns, against any Infiech®iarty or to which any Indemnified
Party is subject.

“Unaudited Financial StatementSmeans the consolidated balance sheets, statewfentsome and retained earnings, statements ¢f cas
flows and notes to financial statements (togethi#r any supplementary information thereto) of thmpany and the Subsidiaries as of and
for the years ended December 31, 2004 and Dece3db@003.

“Undeveloped Land means each parcel or tract of Real Propertyithaot Fully Developed and Buildable Land.

1.2 Other Defined Term$Other capitalized terms used in this Agreemeritlwhre not defined in this ARTICLE | shall have timeaning
contained elsewhere in this Agreement.

1.3 Accounting PrinciplesThe classification, character and amount of sdkgs, liabilities, capital accounts and reservelsod all items o
income and expense to be determined, and any é¢dasoh or other accounting computations to be madd the interpretation of any
definition containing any financial term, pursuémthis Agreement shall be determined and madedordance with GAAP. All references
“dollars” or “$” in this Agreement shall mean Urit&tates dollars.

1.4 ConstructionUnless the context of this Agreement otherwisgiires, (a) words of any gender include each ajkeder, (b) words
using the singular or plural number also includeglural or singular number, respectively, (c) refees to Sections and Articles refer to the
applicable Sections and Articles of this Agreeméhkthe words “include,” “includes” and “includihghall be deemed to be followed by the
phrase “without limitation,” and (e) the predicafeany noun or pronoun shall be the immediatelyxeding prior noun.
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ARTICLE Il
PURCHASE AND SALE OF SHARES

2.1 The Acquisition Each Seller hereby sells and delivers to Purchasa subsidiary of Purchaser, and Purchaserdr subsidiary
hereby purchases and accepts from each Sellef,thié Sellers’ rights, title, interest in and ketShares, free and clear of any Claims.

2.2 Purchase Price and Other Payments

2.2.1 As consideration for the purchaste Shares, Purchaser shall pay to Sellers timec$i$10,000,000.00 (thePurchase Price’)
in addition to other consideration as follows:

(a) The sum of $9,000,000.00 being parikaneously with the execution of this Agreemand delivery of the Shares (th€losing
Payment”), which shall be paid by wire transfer of immewig available funds, in proportion to each Selleespective percentage allocat
as set forth on Schedule 2.2.1(a) hereto (eachSeltdr’'s “Percentage Interes);

(b) Assumption of all of the existing delh the Company to institutional lenders, as sethfon Schedule 2.2.1(b) of the Disclosure
Schedule (the Assumed Institutional Debt); and

(c) Assumption and pay-off of all of tristing debt of the Company (but not of any Subsyj owed to the Company’s shareholders
as set forth in Schedule 2.2.1(c) of the Disclo&okedule (the Assumed Shareholder Deby;

2.2.2 The sum of $1,000,000 (thestrow Amount’) shall be paid to U.S. Bank, National Associat{tme “Escrow Agent’, to be
held in an account in accordance with the Escrone@gent attached hereto as Exhibitl@ “ Escrow Agreement). The Escrow Amount
shall be used to secure the Sellers’ indemnificadibligations described under Article 1X hereofbSequent distribution of the Escrow
Amount to the Sellers shall be made, pro ratacooalance with respect to their respective pergendédiocation set forth on Schedule 2.2.
hereof subject to the terms and conditions provideSlection 9.9 and the Escrow Agreement.

ARTICLE Il
REPRESENTATIONS AND WARRANTIES

3.1 General Statemernithe parties make the representations and wagsatdieach other which are set forth in this ARTEGL. All such
representations and warranties and all represensatind warranties which are set forth elsewhetiisnAgreement and in any financial
statement, exhibit, certificate or other documegiivéred by a party hereto to any other party pamsto this Agreement or in connection
herewith shall survive the execution of this Agreetn(and none shall merge into any instrument afegance), regardless of any
investigation or lack of investigation by any oétparties to this Agreement. No specific repres@mtar warranty shall limit the generality
applicability of a more general representation arranty. All representations and warranties of@leenpany and the Sellers are made subject
to the exceptions noted in the Disclosure Schedule.
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3.2 Representations and Warranties of Purchd&@chaser represents and warrants to Sellemlaw$:

3.2.1 Organization, Existence and Go@h&ing. Purchaser is a corporation duly organized, wakdiisting and in good standing un
the Laws of the State of Delaware.

3.2.2 Power and AuthorityPurchaser has the corporate power and authoréyédcute, deliver and perform this Agreement aruh ef
the documents and instruments required to be ehiete pursuant to this Agreement, and to consurartie transactions contemplated
hereby and thereby. The execution, delivery antbpmance by Purchaser of this Agreement and eattheafilocuments and instruments
required to be entered into pursuant to this Agesgirand the consummation by Purchaser of thedcsiosis contemplated hereby and
thereby, has been duly and validly authorized bypedessary corporate action and such authorizAgmot been withdrawn or amended in
any manner.

3.2.3 EnforceabilityThis Agreement has been duly executed and delivey Purchaser. Assuming due and valid authooizati
execution and delivery of this Agreement by the @any and each Seller, this Agreement is or willieelegal, valid and binding obligation
of Purchaser, enforceable against Purchaser irrdaoce with its terms, except that (a) such enfosrg may be subject to applicable
bankruptcy, insolvency, reorganization, moratorimmnother similar Laws, now or hereafter in effedftecting creditors’ rights generally, and
(b) the remedy of specific performance and injurecind other forms of equitable relief may be stiifjie equitable defenses and to the
discretion of the court before which any proceedheyefor may be brought.

3.2.4 ConsentdNo consent, authorization, order or approvabofiling or registration with, any GovernmentalRegulatory Authorit
is required for or in connection with the executadrthis Agreement by the Purchaser or the consuiomby Purchaser of the transactions
contemplated hereby.

3.2.5 Conflicts Under Constituent Docuisesr Laws. Neither the execution and delivery of this Agreatby the Purchaser, nor the
consummation by the Purchaser of the transactiontemplated hereby, will conflict with or resultarbreach of any of the terms, conditions
or provisions of the Purchassmrticles of incorporation or bylaws, of any stator administrative regulation, or of any orderitwnjunction,
judgment or decree of any Governmental or Regutataithority or of any arbitration award to whichetfPurchaser is a party to or by wh
the Purchaser is bound.

3.2.6 BrokersNeither Purchaser nor any of its Affiliates hasltl with any Person who is entitled to a brokedmmission, finder’s
fee, investment bankexfee or similar payment from Sellers or the Conydan arranging the transactions contemplated heoebntroducing
the parties to each other.

3.3 Representations and Warranties of the @aypnd SellersEach of the Company and the Controlling Sellenstly and severally,
and each of the Participating Sellers severallg, raot jointly, and solely in respect of such Pdptting Seller's Percentage Interest, represent
and warrant to Purchaser that, except as setifottie Disclosure Schedule:
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3.3.1 Organization, Existence and Goa@h&ing. The Company is a corporation duly organized,dialexisting and in good standing
under the Laws of the State of Georgia. Each Sighyiis a duly organized corporation or limiteddliity company, as the case may be,
validly existing and in good standing under the ka its respective state of organization.

3.3.2 Foreign Good Standinghe Company and each Subsidiary has qualifiedfaseign corporation, and is in good standing,asnd
the Laws of all jurisdictions where the naturetsfrespective business or the nature or locatiats eéspective assets requires such
qualification.

3.3.3 Power and Authorityfhe Company and each Subsidiary has all necesegugrate power and authority to carry on its eetipe
business as such business is now being condudtedC@mpany has the corporate power and authoriyéoute, deliver and perform this
Agreement and each of the documents and instrumeqired to be entered into by it pursuant to A&gseement, and to consummate the
transactions contemplated hereby and thereby. X&eudon, delivery and performance by the Compdrthie Agreement and each of the
documents and instruments required to be entetegirsuant to this Agreement, and the consummatyathe Company of the transactions
contemplated hereby and thereby, have been dulyalidly authorized by all necessary corporateasctind such authorization has not been
withdrawn or amended in any manner.

3.3.4 EnforceabilityThis Agreement has been duly executed and deliMey the Company. Assuming due and valid authtioiza
execution and delivery of this Agreement by Purehathis Agreement is or will be the legal, valitdebinding obligation of the Company,
enforceable against the Company in accordanceitsitarms, except that (a) such enforcement masubgect to applicable bankruptcy,
insolvency, reorganization, moratorium or otheriim_aws, now or hereafter in effect, affectingditors’ rights generally; and (b) the
remedy of specific performance and injunctive atitepforms of equitable relief that may be subjeatquitable defenses and to the
discretion of the court before which any proceedmeyefor may be brought.

3.3.5 ConsentdNo consent, authorization, order or approvabofiling or registration with, any Governmental®egulatory Authorit
is required for or in connection with the executadrthis Agreement by the Company or the consunondiy the Company of the transacti
contemplated hereby.

3.3.6 Conflicts Under Constituent Docuisesr Laws. Neither the execution and delivery of this Agreatby the Company, nor the
consummation by the Company of the transactionsecoplated hereby, will conflict with or result irbaeach of any of the terms, conditions
or provisions of the Company’s articles of incogu@n or bylaws, the organization documents of @fniyre Subsidiaries, of any statute or
administrative regulation, or of any order, wnitjunction, judgment or decree of any Government&egulatory Authority or of any
arbitration award to which the Company and the Hlidnses are party to or by which the Company @ $ubsidiaries are bound.
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3.3.7 Conflicts Under Contractdone of the Company or the Subsidiaries is aygartor bound by, any unexpired, undischarged or
unsatisfied Contract under the terms of which perfince by the Company or the Subsidiaries accotditige terms of this Agreement will
be a default or an event of acceleration, or gredodtermination, modification or cancellation,vehereby timely performance by the
Company or the Subsidiaries according to the teritisis Agreement may be prohibited, preventededaykd.

3.3.8 Subsidiaries and Affiliate®vith the exception of those Subsidiaries andliatis that are specifically set forth on Sched®.&8
of the Disclosure Schedule, the Company or any iSigrg does not hold or beneficially own any directindirect interest (whether a
partnership, joint venture, common or preferredlstar any comparable ownership interest in anyd®etisat is not a corporation), or any
subscriptions, options, warrants, rights, callsyeatible securities or other agreements or comanitsifor any interest in any Person.

3.3.9 Directors and Officer§he names of (i) each director and officer of @m@mpany and (i) each member, manager and offiter
each Subsidiary, in each case, along with his préspective position(s) in the Company or in aop<$diary, are set forth on Schedule 3.3.9
of the Disclosure Schedule.

3.3.10 Constituent Documents; Books aaddrds. True, correct and complete copies of the artioféacorporation and all
amendments thereto, the bylaws as amended andhttyiireforce, all stock records, and corporate uénbooks and records, of the Company
have been made available for inspection by Purch&seh stock records accurately reflect all Shamesactions, the current stock ownership
and a listing of all of the current shareholderghef Company. The corporate minute books and reaafrthe Company contain true, correct
and complete copies of all resolutions adoptechkydirectors and shareholders of the Company grdsent actual, bona fide transactions.
Such books and records have been maintained imdsome with sound business practices, includingrthimtenance of an adequate system
of internal controls. True, correct and completpies of articles of incorporation, articles of angaation, bylaws, operating agreements and
other organization documents, as the case mayf each of the Company’s Subsidiaries, as amendédamently in force, have been made
available for inspection by Purchaser.

3.3.11 CapitalizationThe authorized capital stock of the Company aissiolely of 100,000 shares of Common Stock. Ak@fate
hereof, only 1,429 shares (constituting all of 8ares) are issued and outstanding. There areanessbf capital stock of the Company of
other class authorized, issued or outstandingofthe issued and outstanding Shares have beafiwiisued, are fully paid and
nonassessable, and are solely owned beneficiallyparecord by the Sellers, free and clear of alainds of any kind, in the exact number
percentage interests as set forth in Schedule1l3d.the Disclosure Schedule. There are no outstgreiibscriptions, options, warrants, rig
(including preemptive rights), calls, convertibkearities, contractual obligations to repurchasdeem or otherwise acquire any capital stock
of the Company, voting trusts, shareholders’ agergmor other agreements or commitments of anyactenrelating to the issued or
unissued capital stock or other securities of then@any or obligating the Company to issue any séesiof any kind. With the exception of
the Amended and Restated Shareholders Agreemeed, Babruary 24, 2005, a true, correct and compleiéhich has been made available
for inspection by Purchaser, there
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are no other agreements, voting trusts, understgadir arrangements by and among the shareholfitrs Gompany.

3.3.12 Financial StatementSomplete and accurate copies of the Financiaé®tants are contained in Schedule 3.3.12 of the
Disclosure Schedule. The Financial Statements ptéaiely, in all material respects, the finangbalsition of the Company as of the dates
thereof and the results of operations and cashsfloithe Company for the periods covered by saitésients, except for, in the case of the
Interim Financial Statements, (a) normal year-ajdsiments, which adjustments will not be matdariamount or significance, and (b) the
omission of footnote disclosures. The books andrascof the Company and the Subsidiaries propeflgat all of the transactions entered
into by the Company and the Subsidiaries. The Compas furnished to Purchaser complete and cacomiés of any attorneg’responses !
audit inquiry letters with respect to the Compang all management letters from the Company Accaustsince its inception.

3.3.13 Conduct of BusinesSince the Interim Financial Statement Date,l{e)@ompany and each Subsidiary has conducted its
business only in the ordinary course, (b) thererfrddeen any Material Adverse Effect, (c) thers l@en no non-renewal or material
amendment of any of the Permits held by or gratdgtle Company or any Subsidiary, and the Companlita Subsidiaries have used
commercially reasonable efforts to maintain suchrifits, (d) there has been no physical damage,w#igin or other casualty loss (whethe
not covered by insurance) affecting any of the oggdersonal property or equipment of the Compargng Subsidiary in an amount
exceeding $10,000, individually or $50,000 in tiggr@gate; and (e) none of the Company, the Sulbisdiar the Sellers has taken or
permitted to be taken any of the following actiofisamend the Company'’s articles of incorporatorylaws or any organizational
documents of the Subsidiaries; (ii) split, combimeeclassify the Shares, or make any change i€tmpany’s or any Subsidiaries’
authorized capital stock or issue any shares ckstbany class or issue or become a party to ahgaiptions, warrants, rights, options,
convertible securities or other agreements or camarits of any character relating to the issuechgsued capital stock of the Company or
any Subsidiary, or to other equity securities & @ompany or any Subsidiary, or grant any stockeqgiation or similar rights; (iii) enter into
any Contract or commitment, or amend or otherwisdify any of the terms of any of the Contracts m#the ordinary course of business in
accordance with past practices that the Companydiadisclosed to Purchaser; (iv) increase the @msgtion payable to any employee,
except in the ordinary course of business congistéh past practices as described in the DisclvSghedule; (v) establish or modify any
targets, goals, bonuses, pools or similar provisiomder any Benefit Plan, employment Contract beroémployee compensation
arrangement, independent contractor Contract @ratbmpensation arrangement; (vi) incur or commihtur any capital expenditures not
set forth in the Disclosure Schedule in exces2gB@0 in any instance or $5,000 in the aggregai@;sgll, transfer or otherwise dispose of
any asset or property, including any Intellectuarty, other than transfers of cash in paymetith@Company’s or a Subsidiasyliabilities
in the ordinary course of business in accordantie past practices that the Company has previoustjased to Purchaser; (viii) acquire any
assets or properties from any other Person, dtiagr dcquisitions in the ordinary course of businesssistent with past practice; (ix) incur,
assume or guarantee any long-term or short-tergbtiediness, other than Indebtedness incurred iorttieary course of business in
accordance with past practices that the Companpteasously disclosed to Purchaser; (x)
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enter into any operating lease, other than in tb@ary course of business, consistent with pasttire, and any lease for real property;

(xi) pay, discharge or satisfy any claim, obligatwr Liability arising other than in the ordinargurse of business, other than the payment,
discharge or satisfaction of Liabilities reflectadreserved against in the Interim Financial Statetsy (xii) fail to pay or delay payment of ¢
Claim or other Indebtedness when due (unless lmintested in good faith); (xiii) commence a lawsuiter than for the routine collection of
bills; (xiv) acquire or agree to acquire by mergargconsolidating with, or by purchasing a subsshmortion of the assets of, or by any other
manner, any business or any corporation, partngraksociation or other business organizationwsidn thereof; (xv) make or change any
election in respect of Taxes, adopt or change angunting method in respect of Taxes, file any fiedyrn or any amendment to a Tax ret
enter into any closing agreement, settle any ctaimssessment in respect of Taxes, or consenytexdansion or waiver of the limitation
period applicable to any claim or assessment ipeetsof Taxes, or make any distribution of fundsibrer assets to the Sellers; (xvi) reduce
the amount of any insurance coverage provided istieg insurance policies, or fail to renew anytsutsurance policy; (xvii) do any act or
omit to do any act, or permit any act or omissimodcur, which will cause a breach by the Compangny Subsidiary, of any Contract to
which it is party; (xviii) institute or amend anynployee benefit program or fringe benefit prograithwespect to the employees of the
Company or any Subsidiary; (xix) enter into or nfpa@iny written employment Contract with any Perspx) fail to maintain or renew any
Permits or fail to comply with any applicable Lafxxi) make any change to the Company’s or any Sli#nsi's accounting methods,
principles or practices; (xxii) revalue any ofdssets, including writing off notes or Accounts &eable or writing down any other assets;
(xxiii) terminate or waive any right of substantialue; (xxiv) alter the conduct or operationstsfldusiness in any material respect; or

(xxv) take or agree in writing or otherwise to tam®y of the actions described in this Section 3.3.1

3.3.14 Liabilities Neither the Company nor any of the Subsidiargesdny Liabilities except for (a) Liabilities prded for or reserved
against in the Financial Statements and not digeltasubsequent to the dates of the Financial Sesttsnand (b) Liabilities which have been
incurred by the Company or the Subsidiaries subs#go the Interim Financial Statement Date indtdinary course of the Company’s
business and not discharged since the Interim Eiab8tatement Date. Neither the Company nor arth@Subsidiaries has any Liability that
relates to or has arisen out of a breach of Caontoagach of warranty, tort, or infringement byagrainst the Company or any claim or lawsuit
involving the Company or the Subsidiaries. With éxeeption of those specifically set forth on SaHes 2.2.1(b) and 2.2.1(c) of the
Disclosure Schedule, the Company does not havénaeptedness in the nature of borrowed money froynbank or other lender, or any
guarantee thereof.

3.3.15 Adequate Casfihe Company and the Subsidiaries have adequsiteocahand or borrowing power to satisfy all acdrsleort-
term liabilities and all trade payables of the Campand the Subsidiaries as of the date hereobdkhowings by the Company under
construction draw loans have been applied, in a@are with the Company’s use of funds represemstio the applicable lender, to trade
vendors and not for employee compensation or @feeeral obligations of the Company.

3.3.16 AssetsThe Company and the Subsidiaries have goodditleeir respective assets, free and clear of dayns, except for
Permitted Liens. Except as disclosed
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in Schedule 3.3.16 of the Disclosure Schedule,mrelaased mortgage, trust deed, chattel mortgagarity agreement, financing statement
or other instrument encumbering any of the asddatsecCompany or the Subsidiaries has been recofitied, executed or delivered. The
Company'’s and the Subsidiaries’ assets are adetpuatenduct their respective businesses as eguksently being conducted. The
Company'’s and the Subsidiaries’ respective assetstams of tangible personal property are in goperating condition and repair, normal
wear and tear excepted.

3.3.17 Accounts Receivablall of the Accounts Receivable reflected on theetim Financial Statements or incurred in the radrm
course of business since the Interim Financiak&tant Date have arisen from bona fide transactiotie ordinary course of business and, to
the extent not previously collected, are fully eotible, net of any allowance for doubtful accowsttewn on the Interim Financial Statements,
in the ordinary course of business in accordantle thieir terms and assuming that the methods ¢éa@n practices and procedures used in
collection of the Accounts Receivable are conststéth those historically used by the Company drm $ubsidiaries. None of the Accounts
Receivable is or will be at the Closing Date subjeany counterclaim or set-off. All reservespalinces and discounts with respect to the
Accounts Receivable were and are adequate andstemisin extent with reserves, allowances and distsopreviously maintained by the
Company and the Subsidiaries in the ordinary coof$gisiness.

3.3.18 InsuranceSchedule 3.3.18 of the Disclosure Schedule castitrue, correct and complete list and descrigiiecluding
insurer, coverages, annual premium, deductiblestdtions and expiration dates) of all insuranckcpes (including fire and casualty, general
liability, theft, life, workers’compensation, directors and officers, businessrimpéon, reinsurance and all other forms of insged which ar
owned by the Company and the Subsidiaries or widche the Company or the Subsidiaries as an ingarddss payee), including without
limitation those which pertain to the Company’s #mel Subsidiaries’ respective assets, employeepeanations. All such insurance policies
are in full force and effect, all premiums havereaid thereunder and none of the coverage provigtesich policies will terminate or lapse
by reason of any of the transactions contemplayettiis Agreement. In the three year period endimghe date hereof, neither the Company
nor the Subsidiaries has received any written rdtiem or on behalf of any insurance carrier isgwsach insurance policies to the effect that
insurance rates will thereafter be substantiallyeased, there will thereafter be no renewal abxasting policy, or that material alteration of
any owned or leased personal or real property hyase of additional equipment, or material modifmabf the Company’s or its Subsidiaries
methods of doing business, will be required owuiggested. With the exception of those set fortisomedule 3.3.18, there are no pending
claims that have been denied insurance coveragéndiéhe Company nor any of the Subsidiaries hésd to give any notice or present any
claim under any insurance policy in due and tinfakhion or as required by any insurance policy.e8ale 3.3.18 of the Disclosure Schedule
sets forth a list of all claims made under any iasage policies covering the Company and the Sudosédi in the last three years. Neither the
Company nor any of the Subsidiaries has receivéidenthat any insurer under any policy is denyiligputing or questioning liability with
respect to a claim thereunder or defending undeservation of rights clause.
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3.3.19 Bank AccountsSchedule 3.3.19 of the Disclosure Schedule castilist showing: (a) the name of each bank, depesit
company or other financial institution in which tBempany has an account, lock box or safe depoxit(b) the names of all Persons
authorized to draw thereon or to have access tharet the names of all Persons, if any, holdinggrewf attorney from the Company or any
Subsidiary, and (c) all instruments or agreemantgttich the Company or any Subsidiary is a partgraendorser, surety or guarantor, other
than checks endorsed for collection or deposithédrdinary course of business.

3.3.20 Taxes

(a) The Company and each Subsidiasyproperly completed and filed on a timely baBiReturns required to be filed. Such
Returns are accurate and complete in all materggeacts. As of the time of filing, the foregoingii®as correctly reflected the facts regarding
the income, business, assets, operations, activitiatus and other matters of or information r@iggrthe Company or the Subsidiaries
required to be shown thereon.

(b) With respect to all amountseéspect of Taxes imposed upon the Company or angi@aty or for which the Company or any
Subsidiary is or could be liable, whether to taxaughorities or to other Persons (as, for exampider tax allocation agreements), with
respect to all taxable periods or portions of gsiending on or before the Closing Date, all applie Laws have been complied with and all
amounts required to be paid by the Company or amgiliary to taxing authorities have been paid.

(c) To the Knowledge of the Compamy issues have been raised and are currently q@pbgtiany taxing authority in connection
with any of the Returns. No waivers of statutefiroitation with respect to the Returns have beefmgiby or requested from the Company or
any Subsidiary. All deficiencies asserted or agaes$s made as a result of any examinations of Refureviously filed by the Company or
any Subsidiary have been fully paid, or are fullftacted as a liability in the Financial Statemeantd the Interim Financial Statements, or are
being contested and an adequate reserve therefdrelem established and is fully reflected as diliain the Financial Statements and the
Interim Financial Statements.

(d) Neither Company nor any Subsidia a party to or bound by any tax indemnity, $&aring or tax allocation agreement.

(e) All material elections with resp to Taxes affecting the Company or the Subsatiare set forth in Schedule 3.3.20 of the
Disclosure Schedule.

(f) None of the assets of the Conypamany Subsidiary is “tax-exempt use propertythivi the meaning of Section 168(h) of the
Code.

(g) Neither the Company nor any $dibsy has entered into a reportable transactidh thie meaning of Section 6011 of the Coc
the regulations thereunder.

(h) Neither the Company nor any $dibsy has agreed to make, nor is required to makg,adjustment under Section 481(a) of the
Code by reason of a change in accounting methatherwise.
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i) None of the Sellers is a Person other than addrfstates person within the meaning of the Codetaamtransactions contempla
hereby are not subject to the withholding provisiof Section 3406 or subchapter A of Chapter 3iefGode.

(j) The Company and each Subsidmay disclosed on its Returns all positions takerein that could reasonably give rise to a
substantial understatement of Tax within the megaoinSection 6662 of the Code.

(k) Neither the Company nor any Sdibsy has had a permanent establishment in argigorcountry, as defined in any applicable
Tax treaty or convention between the United Statessuch foreign country.

() The unpaid Taxes of the Companyhe Subsidiaries do not exceed the reservedgii@bility (excluding any reserve for
deferred Taxes established to reflect timing diffexes between book and Tax income) set forth dwded in the Interim Financial
Statements, as adjusted for the passage of timeghrthe Closing Date, in accordance with the pesttices of the Company.

(m) The Company has duly electebddreated and has been qualified as an “S coipotatnder the Code (and for all pertinent
state tax purposes) for each taxable year sinéectsporation, and the Company does not have atsngial liability for Tax under
Section 1374 of the Code or comparable provisioreustate or local Law. Neither the Company nerSkllers have taken any action which
would cause a termination of the Company’s “S” #tex; or which would disqualify the Company as acdBporation.

3.3.21 ContractsSchedule 3.3.21 of the Disclosure Schedule cosititrue, correct and complete list of each uhdisged Contract
(including all amendments thereto) that is matddahe conduct of the Company’s or any Subsidibesinesses and to which the Company
or any Subsidiary is a party to, including withdiatitation, all agreements with (a) suppliers ongers; (b) independent contractors and
subcontractors; (c) developers; and (d) any Govemntah or Regulatory Authority. Furthermore, Sched®i3.21 of the Disclosure Schedule
contains a true, correct and complete list of @terial personal property and equipment leasesloymgnt Contracts, consulting Contracts,
all agreements of sale for the purchase of horreshtive not closed, all Contracts under which tbe@any or any Subsidiary has created,
incurred, assumed or guaranteed Indebtedness &f ttman $10,000, all Contracts that give the Comparany Subsidiary any right to
purchase land, including options, letters of inteights of first offer and other similar Contragcasd all written warranties, guaranties and/or
other similar undertaking with respect to contratperformance extended by the Company or any 8iangi Each Contract required to be
set forth on the Disclosure Schedule is in fulc®and effect and is valid and enforceable in atawee with its terms. The Company is in
compliance with all material terms and requiremaftsach such Contract and, to the Knowledge ofQbmpany, each other Person that is
party to any such Contract is in compliance with terms and requirements of such Contract. No éwesibccurred or circumstance exists
that (with or without notice or lapse of time) megntravene, conflict with or result in a violationbreach of, or give the Company, a
Subsidiary or any other Person the right to dedadefault or exercise any remedy under, or tolacate the maturity or performance of, o
cancel, terminate or modify any such Contract. €tse no
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renegotiations, attempts to renegotiate or outstgniights to negotiate any amount to be paid gapée to or by the Company or any
Subsidiary under any such Contract other than meispect to nommaterial amounts in the ordinary course of busin@sd no Person has mi
a written demand for such renegotiation. The Comparrany Subsidiary has not released or waivedadiitg rights under any such Contract.

3.3.22 Material Adverse Effedieither the Company or any Subsidiary has sufferdbeen threatened with, and no Seller has
knowledge of any facts which may cause or resulaiy Material Adverse Effect including, withouniting the generality of the foregoing,
the existence or threat of any labor dispute, aatooium or permit allocation scheme or any charijasmay have a Material Adverse Effect
on any relationship between the Company or a Sigrgidnd its respective customers, suppliers orleyeges or related to any Contract.

3.3.23 SuppliersSet forth in Schedule 3.3.23 of the DisclosurkeBile are the names and addresses of all thelegfpbm which th
Company or the Subsidiaries ordered homebuildipglses, or other goods or services with an aggeegatchase price of $5,000 or more
during the twelve-month period ended November 8052and the amount for which each such suppliesiced the Company or the
Subsidiaries during such period. The Company orSuhysidiary has not received any notice or haseagon to believe that any such
supplier will not sell supplies, merchandise arteogoods to the Company or to any Subsidiary watiare after the Closing Date on terms
and conditions substantially similar to those useits current sales to the Company or to the SUidsi, subject only to general and
customary price increases and decreases.

3.3.24 Related Parties Transactionsth the exception of those items set forth Scie@.3.24 of the Disclosure Schedule, neither
Company nor any Subsidiary has entered into anyr&cts, arrangements or other business relatioastiih any of the Related Parties other
than normal employment arrangements and BenefitsREl of which are disclosed in the Disclosurée&tule). With the exception of the
shareholder notes that are set forth in Sched@le8of the Disclosure Schedule, neither the Compan any Subsidiary is owed or owes
any amount from or to the Related Parties (exclydéasonable and customary employee compensatibather ordinary incidents of
employment). No property or interest in any propevhich relates to and is or will be necessarysaful in the present or currently
contemplated future operation of the business®fQbmpany or a Subsidiary, is presently owned Hgased by or to any Related Party.
Neither the Company nor any Related Party hasteneist, directly or indirectly, in any businessipmate or otherwise, which is
competition with the business of the Company or &ulgsidiary.

3.3.25 PermitsSchedule 3.3.25 of the Disclosure Schedule castairue, correct and complete list of, and then@any possesses, all
Permits which are required in order for the Compang each Subsidiary to conduct its business a&pitlg conducted or proposed to be
conducted. The Company, the Subsidiaries and Séikare delivered complete and accurate copieschf Barmit to Purchaser. The Comp.
and each Subsidiary has not received any citasiaspension, revocation, limitation, warning or $amnotice regarding the Permits. With the
exception of those jurisdictions set forth on Sehe®.3.25 of the Disclosure Schedule, neithelGbmpany nor any Subsidiary does not
any operations outside of the State of Georgia.
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3.3.26 Employee Benefit Pland/ith respect to the Benefit Plans of the Company:

(a) The Company does not maintadmiaister or contribute to any Benefit Plan ottrert those Benefit Plans set forth on
Schedule 3.3.26 of the Disclosure Schedule.

(b) The Company does not maintainantribute to any plan or arrangement providinglived or life insurance benefits to former
employees or their dependents, other than benebisded in the event of disability and conversioivileges.

(c) Each Benefit Plan complies,omf and operation, in all material respects, witlajpplicable Laws, including ERISA and the
Code.

(d) All reports and information reitey to each Benefit Plan required to be filed vatty Governmental or Regulatory Authority hi
been timely filed and are accurate in all mategapects. All reports and information relating éele Benefit Plan required to be disclosed or
provided to participants or their beneficiaries ééeen timely disclosed or provided. To the Knogkedf the Company, no fiduciary of any
Benefit Plan has committed a breach of any respditgior obligation imposed upon fiduciaries undeRISA with respect to such Benefit
Plan.

(e) There are no actions, suits¢pealings, investigations or hearings pending ahednowledge of the Company, overtly
threatened with respect to any Benefit Plan orfatuciary or assets thereof, other than claimsfemefits arising in the ordinary course of
Benefit Plan.

3.3.27 Employee Relationg/ith respect to the employees of the CompanyaarydSubsidiary:

(a) To the Knowledge of the Compamy employee of the Company or a Subsidiary isrty pp@, or is otherwise bound by, any
Contract, including any confidentiality, noncomgieti or proprietary rights agreement, between sroployee and any other Person that
materially adversely affects or will affect the fmemance of that employee’s duties as an employ#eseoCompany or any Subsidiary
following the Closing. To the Knowledge of the Casmnp, no officer or other key employee of the Conypana Subsidiary intends to
terminate employment with the Company or any Suasidgrior to or following the Closing.

(b) There is not presently pendingt@ the Knowledge of the Company, overtly threattany: (i) strike, slowdown, picketing, we
stoppage or employee grievance process; (ii) chagrigvance proceeding or other claim against faciihg the Company or any Subsidiary
relating to the alleged violation of any Law pemtag to labor relations or employment matters,udatg any charge or complaint filed by an
employee or union with the National Labor Relati®ward, the Equal Employment Opportunity Commissioany comparable
Governmental or Regulatory Authority; (i) unionganizational activity or other labor or employmdigpute against or affecting the
Company; or (iv) application for certification ofcallective bargaining agent.
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(c) To the Knowledge of the Compamy event has occurred or circumstances existthdt provide the basis for any work
stoppage or other labor dispute with respect tcCti@pany or any Subsidiary. There is no lockowdrof employees of the Company, and no
such action is contemplated by the Company or arsifiiary.

(d) No employee of the Company @uésidiary has any claim against the Company orSamsidiary (whether under Law, any
employment Contract or otherwise) on account dbar(i) overtime pay, other than overtime pay floe current payroll period, (ii) wages or
salaries, other than wages or salaries for thentigayroll period, or (iii) vacations, sick leatiee off or pay in lieu of vacation, sick leave
time off, other than vacation, sick leave or tinfie(or pay in lieu thereof) earned in the 12 mopériod immediately prior to the date of this
Agreement. The Company and each Subsidiary has albguired payments to the relevant unemploynienipensation reserve account
with the appropriate governmental departments wasipect to its respective employees and such atschame positive balances.

(e) Schedule 3.3.27 of the Disclesschedule contains a true, correct and compkttefliall employees of the Company and
Subsidiaries as of the date of this Agreement,thegewith their base salaries, bonuses and positibine Disclosure Schedule correctly states
the number of employees laid-off by Company or 8opsidiary in the 90 days preceding the date hereof

(f) To the Knowledge of the Compang,employee of the Company or any Subsidiary isrefocumented alien or has been hired in
violation of the immigration Laws.

(g9) The employees and former empdsyaf the Company and any Subsidiary who havedwe had) access to confidential or
proprietary information of the Company have exeduenfidentiality and assignment of inventions ferwhich, to the Knowledge of the
Company, are adequate to protect the Company’syoBabsidiaries’ proprietary interest therein.

(h) The employment of each of thenpany’s and Subsidiariesmployees, other than James B. Parker, Jr. andesnidr Chandlel
Jr., is terminable at will without cost to the Caanpy, except for payments required under the BeRédins and the payment of accrued sal
or wages and vacation pay.

3.3.28 Litigation and ClaimExcept as set forth on Schedule 3.3.28, theme igigation or proceeding, at law or in equitpdathere
are no proceedings or governmental investigati@fgrb any Governmental or Regulatory Authority, ¢iag or, to the Knowledge of the
Company, threatened against any Seller, the CompenyySubsidiary or the officers, directors or Adfies of the Company, with respect tc
affecting the Company’s or any Subsidiary’s operatj Contracts, business or assets, or with respdoe consummation of the transactions
contemplated hereby nor, to the Knowledge of then@any, is there any basis for any of the foregoing.
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3.3.29 Decrees, Orders or Arbitration Asga The Company and each Subsidiary is not a partyrtbound by, any decree, order or
arbitration award (or agreement entered into inadmyinistrative, judicial or arbitration proceediwgh any Governmental or Regulatory
Authority) with respect to or affecting the Compéangr the Subsidiary’s operations, business ortasse

3.3.30 Compliance with Law3he Company and each Subsidiary is not in viotatf, or delinquent in respect to, any decreeciood
arbitration award or Law of or agreement with, ny &ermit from, any Governmental or Regulatory Awity to which the property, assets,
personnel or business activities of the ComparangrSubsidiary are subject, including Laws relatmgqual employment opportunities, fair
employment practices, occupational health and wafetges and hours, and discrimination. Duringldiséthree years, the Company and each
Subsidiary has not received from any Government&egulatory Authority any written notification Wirespect to possible noncomplianc
any decree, order, writ, judgment or arbitratioraedvor any Law.

3.3.31 Environmental Matter$here is no Environmental Claim pending or, ® Kmowledge of the Company, threatened against the
Company or any Subsidiary. The Company and eachidaby (a) is in compliance with all applicablevilonmental Laws and
Environmental Permits, and (b) possesses all Enwiemtal Permits which are required for the openatibits business and operations, all of
which are set forth on Schedule 3.3.31 of the Dmale Schedule. The Company or each Subsidiargdtagceived any communication
alleging that it is not, or at any time has notrhée compliance with any applicable Environmentavs or Environmental Permits, nor has
the Company or any Subsidiary received any writtetice from any Person with respect to any Reapénty or Leased Real Estate of
potential or actual liability or a written requést information from any Person under or relatingERCLA or any comparable state or local
Law. No Real Property or Leased Real Estate isatiyr listed on the National Priorities List or tBemprehensive Environmental Response,
Compensation and Liability Information System, bptbmulgated under the CERCLA or any comparable dist. Since acquired or leased
by the Company, (i) there is not and has not begrHazardous Substances used, generated, tretest], Sransported, disposed of, handled
or otherwise existing on, under or about any Reapérty or Leased Real Estate in violation of Eominental Laws, (ii) there are no
underground or above-ground storage tanks locatexthy Real Property or Leased Real Estate, an@lliiinderground or above-ground
storage tanks previously located at any Real Ptpjpeieased Real Estate (and not presently theieaf the date hereof), were removed in
accordance with all Environmental Laws. There heenino Release or, to the Knowledge of the Compamythreat of Release, of any
Hazardous Substance at or from any Real Propeitgased Real Estate.

3.3.32 Real Property

(a) Schedule 3.3.32(a) of the Disate Schedule contains a true, correct and comigigté description, street address (to the extent
one exists) and tax parcel identification numbeeaxth tract, parcel and subdivided lot constitutih@f the Real Property owned by the
Company or Subsidiaries or which is the subje&rof Contract to which the Company or any Subsidggyparty, and the Disclosure
Schedule correctly identifies such Real Propertifly Developed and Buildable Land or Undevelopadd and states whether each
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such tract, parcel or lot is held as inventorysonsed for some other purpose. For Undeveloped,lthadisclosure Schedule shall identify
the zoning and/or permit approval status of eachgb@long with the number of subdividable lots mpehich homes are to be constructed.
For Fully Developed and Buildable Land, the DisalesSchedule shall identify all subdivided lots mpehich a home is fully constructed or
under construction. For lots upon which a homeursently under construction, a percentage of cotigpieshall be designated for each such
lot as of the Closing Date. For existing lots updrich a home has been fully constructed, the D&oi® Schedule shall designate whethel

a model, speculative or sold unit as of the Cloghage. Upon Closing, Purchaser will acquire alttaf right, title and interest of the Company
in the respective Real Property, including, butlimited to, any Improvements constructed theremsh @y Contracts related thereto. Except
as disclosed in the Disclosure Schedule, the Coyngsther itself or through its Subsidiaries) ovgmod and marketable title to its fee simple
estates in the Real Property, free and clear @lalims other than the Permitted Liens. True, cdra@d complete copies of (i) all deeds,
existing title insurance policies, plans of subsiion, all titte encumbrances and exceptions angessrof or pertaining to the Real Property
and (i) all instruments, agreements and other dwnis evidencing, creating or constituting any i@taon the Real Property have been
delivered to Purchaser.

(b) The use of the Real Propertytii@r various purposes for which it is presenthyngaised, or for which it is being planned to be
used, is permitted under all applicable Laws anmbissubject to “permitted nonconformingse or structure classifications. All Improveme
on the Real Property are in compliance with allli@pple Laws, including those pertaining to zonihgilding and the disabled, are in good
repair and in good condition, ordinary wear and &aepted, and are free from latent and patemttiefNo part of any improvement on the
Real Property encroaches on any real propertymehided in the Real Property, and there are nalimgis, structures, fixtures or other
Improvements primarily situated on adjoining prdpehat encroach on any part of the Real Property.

(c) With respect to the Real Propegach lot abuts on and has direct vehicular acimea public road or has access to a public road
via a permanent, irrevocable, appurtenant easebesefiting such lot, is supplied with public or gizaublic utilities to the boundaries of the
lot and other services appropriate for the openadicthe Improvements, if any, located thereon mmdbt for a home is located within any
flood plain or area subject to wetlands regulatioany similar restriction. All offsite easemengsjuired in connection with the development
and subsequent construction of homes upon anyitii the Real Property have been obtained and foiby the Company or a Subsidie
With respect to the Real Property, all water, sewierctric and telephone facilities and all oth#ities required for the normal use and
operation of the residences constructed or to bstoacted on the lots are installed within theets®r sidewalks of the lots and can be
connected for use by the residences without chexgept the normal and usual nondiscriminatory éss fand utilities charges. With respect
to the Real Property, there is no existing or psggioplan to modify or realign any street or highwagny existing or proposed eminent
domain proceeding that would result in the takihglbor any part of any lot or that would prevemthinder the continued use of any lot as
heretofore used in the conduct of the Companya $ubsidiary’s business.

(d) For each parcel of Real Prop#rat is subject to a recorded plat, Purchasebblas provided with a complete copy of such
recorded plat. For each Real Property
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or Contract which constitutes an option to purchasal Property that is not subject to a recordat] fhe Company and Sellers have no
knowledge of (i) any notification from any Governm& or Regulatory Authority indicating that suchdt or parcel is subject to any Law
outside of the ordinary course of business, omundiformly imposed on all similar properties witrinch Governmental or Regulatory
Authority’s jurisdiction or (ii) any notificationrbm any Governmental or Regulatory Authority indicg that any plans to develop such tract
or parcel may not be approved or may be approvédless density than the current zoning designaRiemits.

(e) Schedule 3.3.32(e) of the Disale Schedule contains a true, correct and comiets all street addresses and legal
descriptions of the Leased Real Estate. All Leddeal Estate is leased to the Company or a Subgidiasuant to written leases, complete
and accurate copies of which have been previowdlyated to Purchaser, and all of which are infloitte and effect. Except as set forth in
Schedule 3.3.32(e) of the Disclosure ScheduleCtirapany has not subleased any Leased Real Estatiee Knowledge of the Company,
Leased Real Estate is not subject to any leasemancies of any kind, except for the Comparigases. The Leased Real Estate constitut
of the real property and Improvements leased byCibrapany.

() The Leased Real Estate is nqtdasession of any adverse possessors, is usedanrger which is consistent and permitted by
applicable zoning ordinances and other Laws witlspetcial use approvals or permits, are servedllwyaaér, sewer, electrical, telephone,
drainage and other utilities required for normatigtions of the Company’s business, is in good itiemdand repair, and requires no work or
Improvements to bring it into compliance with ampkcable Law or to repair or maintenance the Invproents thereon. None of the utility
companies serving any of the Leased Real Estatthrestened the Company with any reduction in setvi

(g) To the Knowledge of the Compaiwgre are no challenges or appeals pending regptidé amount of the real estate Taxes on,
or the assessed valuation of, the Leased ReakEatad no special arrangements or agreementsattishtny Governmental or Regulatory
Authority with respect thereto. There are no condation proceedings pending or, to the KnowledgénefCompany, threatened with respect
to any portion of the Leased Real Estate. Then® ix assessment (in addition to the normal, drgrreeral real estate tax assessment)
pending or, to the Knowledge of the Company, tleead with respect to any portion of the Leased Estdte.

3.3.33 Intellectual Property

(a) Schedule 3.3.33 of the Disclesschedule sets forth a complete and accuratef lgsty and all U.S. and foreign copyright
registrations, copyright applications, patents patknt applications, trademark and service maristragjons (includingnternet domain narr
registrations), trademark and service mark apptinatand material unregistered trademarks andcenaarks included within the Intellectual
Property, owned, licensed or otherwise used byCibrapany or any Subsidiary (collectively, th€émpany Intellectual Property) and
identifies each as owned, licensed or otherwisd.use
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(b) Schedule 3.3.33 of the Discles8chedule sets forth a complete and accuratef ledt Proprietary Software and Software which
is licensed, leased or otherwise used by the Confmher than “off-the-shelf” Software), and iddigs which Software is owned, licensed,
leased or otherwise used, as the case may be.

(c) Schedule 3.3.33 of the Discles8chedule sets forth a complete and accuratef lét Intellectual Property Licenses.
(d) The Company is the owner ofhas exclusive rights to use, all of the Compangllettual Property.

(e) The conduct of the Company’sithess and the exercise of its rights relating ®o@ompany Intellectual Property do not infringe
upon or otherwise violate the intellectual propeights of any Person.

(f) To the Knowledge of the Compang,Person is infringing upon or otherwise violgtany of the Company Intellectual Property.

(g) The Company has not receivedtraif any claims, and, to the Knowledge of the @any, there are no pending claims, of any
Persons relating to the scope, ownership or us@ybf the Company Intellectual Property.

(h) The Company has not licensesluldlicensed its rights in any of the Company lettlial Property or received or granted any
such rights, other than pursuant to Intellectuap@rty Licenses.

(i) All Proprietary Software was @daped either by employees of the Company withinsttope of their employment or by
independent contractors who have assigned théit tagthe Company pursuant to written agreements.

3.3.34 Product LiabilityEach of the residential homes built, sold anivdetd by the Company or a Subsidiary was, atithe of
delivery, in compliance in all respects with alpfipable Laws and is, and at all relevant timeslieen, fit for the ordinary purposes for wh
it is intended to be used and conforms to any pgemor affirmations of fact made in connection wlith sale. There is no design defect or
construction defect or common element defect wapect to any of such homes and there is no presémaold or existing water intrusion
issues with respect to a home under constructidiuitirand sold by the Company or a Subsidiary agither the Company nor any Subsidi
has received any notice of same from any contrastgplier, vendor, contract purchaser or ownex lodme constructed by the Company
Subsidiary. To the Knowledge of the Company, tla#eeno claims, actions, suits, inquiries, procegslior investigations pending or
threatened against the Company or any Subsidiatyaty of such homes are defective or were imphpgesigned or constructed or
improperly labeled or otherwise improperly desatliti@ér use and there is no known basis for any efftlhegoing. Each of the homes
constructed, sold, and delivered by the Compargy ®ubsidiary has conformed in all material respets all basic plans and specifications
and applicable contractual commitments agreed tiwd®n the Company or the Subsidiary and the puectedsuch home, and the Company
or the Subsidiary has no Liabilities for replacettéereof or other Damages in connection therewsitlject only to the reserve for product
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warranty claims set forth on the face of the Finar8tatements, as adjusted for operations anddaions through the Closing Date in
accordance with the past custom and practice o€tmapany or the Subsidiary.

3.3.35 Commercial BriberyNone of the Company, Subsidiaries, Sellers,cothé Knowledge of the Company, any of the Company’
or any Subsidiary’s former or current officers editors, employees, agents or representatives, &ds, rdirectly or indirectly, with respect to
the business of the Company or any Subsidiary bailwes or kickbacks, illegal political contributi@rpayments from corporate funds not
recorded on the books and records of the Compayments from corporate funds to governmental @fiin their individual capacities, for
the purpose of affecting their action or the actibthe government they represent, to obtain faser&reatment in securing business or
licenses or to obtain special concessions, oradllpgyments from corporate funds to obtain or nebaisiness. Without limiting the generality
of the foregoing, neither Sellers nor the Compaay dlirectly or indirectly made or agreed to makbdiher or not said payment is lawful)
payment to obtain, or with respect to, sales atfien usual and regular compensation to the Compamgployees and sales representatives
with respect to such sales.

3.3.36 No Omissiond he representations and warranties of the ComphaySubsidiaries and each Seller in this Agreenaerd all
representations, warranties and statements of engp@ny, the Subsidiaries and each Seller contameady schedule, Financial Statement,
exhibit, list, certificate or other document deli@é pursuant hereto or in connection herewith, acomit to state a material fact necessary in
order to make the representations, warrantiesatersients contained herein or therein not misleading

3.3.37_BrokersWith the exception of BB&T Capital Markets, noofethe Company, the Sellers or any of their redpediffiliates has
dealt with any Person who is entitled to a brokeommission, finder’s fee, investment banker'sdesimilar payment from Purchaser, the
Company or the Sellers for arranging the transastmntemplated hereby or introducing the partie=ach other. The Sellers shall bear full
responsibility for any fee or commission that maydoe and payable to BB&T Capital Markets or ameobrokers or advisors retained on
their behalf in connection with the transactiore twe contemplated by this Agreement.

3.4 Representations and Warranties of theelEach Controlling Seller, jointly and severallyrespect of all Sellers, and each
Participating Seller individually and solely in pext of such Seller (and only such Seller) andaintly and severally in respect of all Sellers,
represents and warrants to Purchaser as follows:

3.4.1 Power and Authoritysuch Seller has full power and authority to execdeliver and perform this Agreement and eadhef
documents and instruments required to be entetegursuant to this Agreement, and to consummatéréimsactions contemplated hereby
and thereby.

3.4.2 EnforceabilityThis Agreement has been duly executed and deliMey such Seller and constitutes a legal, valdit@nding
agreement of such Seller, enforceable againstSaltér in accordance with its terms, except thas@@h enforcement may be subject
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to applicable bankruptcy, insolvency, reorganizatimoratorium or other similar Laws, now or hereafh effect, affecting creditors’ rights
generally; and (b) the remedy of specific perforogaand injunctive and other forms of equitableefelat may be subject to equitable
defenses and to the discretion of the court befdrieh any proceeding therefor may be brought.

3.4.3 ConsentdNo consent, authorization, order or approvabofiling or registration with, any GovernmentalRegulatory Authorit
is required for or in connection with the consuminraby such Seller of the transactions contemplatreby.

3.4.4 Conflicts With LawsNeither the execution and delivery of this Agresiby such Seller, nor the consummation by hirnesrof
the transactions contemplated hereby will confliith or constitute a breach of any of the terms\ditions or provisions of any statute or
administrative regulation or of any order, wriunction, judgment or decree of any Governmentd&egulatory Authority, court or of any
arbitration award, to which such Seller is a partypy which such Seller is bound.

3.4.5 Conflicts Under ContractSuch Seller is not a party to, or bound by, amgxpired, undischarged or unsatisfied written @t or
Contract, agreement, indenture, mortgage, debentate or other instruments under the terms of wthe execution, delivery and
performance by such Seller of this Agreement apdctimnsummation of the transactions contemplateeblydry such Seller will require a
consent, approval, or notice or result in a lientltenShares owned by such Seller.

3.4.6 Title to Sharegach Seller has good and marketable title ttieres which are to be transferred to the Purcligssuch Seller
pursuant to this Agreement, free and clear of antyal Claims (including covenants, conditionstriesons, voting trust arrangements,
encumbrances, security interests, options and sehadaims or rights whatsoever). No Seller is,witirhe be, required to give any notice to
or obtain any consent or approval from any Persaonnection with the execution and delivery of tAgreement or the consummation or
performance of any of the transactions contemplayeithis Agreement.

ARTICLE IV
[INTENTIONALLY OMITTED.]

ARTICLE V
[INTENTIONALLY OMITTED.]

ARTICLE VI
CLOSING

6.1 Closing DocumentsAt the Closing, the parties are delivering theutoents, and performing the acts, which are sét forthis
ARTICLE VI.
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6.2 Purchasks Deliveries Purchaser hereby executes and/or delivers terSelll of the following:

6.2.1 the Closing Payment;

6.2.2 a certificate of the secretary ofdhaser certifying as true, correct and completefollowing: (a) the incumbency and specimen
signature of each officer of Purchaser executiigAlgreement and any other document delivered Ineleruon behalf of Purchaser; (b) a c
of Purchaser’s certificate of incorporation andawys; and (c) a copy of the resolutions of Purchaserard of directors authorizing the
execution, delivery and performance of this Agreenamd any other documents delivered by Purchaseuhder;

6.2.3 a closing certificate executed byegecutive officer of Purchaser, on behalf of Raser, pursuant to which Purchaser certifies to
Sellers that: (a) all covenants required by thmsehereof to be performed by Purchaser on or béifier€losing Date, to the extent not wai
by Sellers in writing, have been so performed if@ny such covenant has not been so performedatidg that such covenant has not been
performed); and (b) all documents to be executeddmlivered by Purchaser at the Closing have brecuted by duly authorized officers of
Purchaser;

6.2.4 the Employment Agreement (includiigdocumentation relating to the grant of conéingrestricted stock of Purchaser) and a
Noncompetition Agreement, each to be entered iritio ®@ach of James B. Parker, Jr. and Andrew H. GleanJr., respectively, executed b
duly authorized officer of Purchaser; and

6.2.5 without limitation by specific enamation of the foregoing, all other documents reabty required from the Company and Sel
to consummate the transactions contemplated hereby.

6.3_Compar and SellefsDeliveries. The Company and Sellers, as applicable, herebguga and/or deliver to Purchaser all of the
following:

6.3.1 certificates representing all autsling Shares, duly endorsed in blank or with @éxigcuted stock powers attached,;

6.3.2 physical possession of all recorasgible assets, licenses, policies, Contracésgplleases or other instruments owned by or
pertaining to the Company which are in the possessi Sellers;

6.3.3 the minute books and stock recofdbe Company and each Subsidiary;

6.3.4 evidence demonstrating that the @y and the Subsidiaries have adequate cash dnohdorrowing power to satisfy all
accrued short-term liabilities and all trade pagalif the Company and the Subsidiaries as of tteetgaeof;

6.3.5 a certificate executed by eacheBetlertifying that each Seller is not a persoerdity subject to withholding under the Foreign
Investment in Real Property Tax Act, as amended,
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6.3.6 landlord waivers with respect toqpabperty of the Company located at the Leased Retate, such waivers to be in form and
substance reasonably satisfactory to Purchaser;

6.3.7 copies of all of the Required Cartsp
6.3.8 a Seller Release, in the form diiBit D attached hereto, duly executed by each Seller;

6.3.9 the written resignations effectigeof the Closing Date of such directors, officard managers of the Company and each
Subsidiary as requested by Purchaser to resign;

6.3.10 certified copies of (a) the Compararticles of incorporation issued by the Secretdi$tate of the State of Georgia and (b) ¢
Subsidiary’s articles of incorporation or artictfsorganization, as the case may be, issued byatietary of state of the applicable
jurisdiction;

6.3.11 certificates of good standingdach of the Company and its Subsidiaries issuedantier than fifteen days prior to the Closing
Date, by the secretaries of state of the applicialiedictions;

6.3.12 a certificate of the secretaryhef Company certifying as true, correct and conepile¢ following: (a) the incumbency and
specimen signature of each Seller and each offitdre Company executing this Agreement and angralbcument delivered hereunder on
behalf of the Company or Sellers; (b) a copy oftifilaws of the Company; (c) copies of the bylawsperating agreements of the
Subsidiaries; and (d) a copy of the resolutionthefCompany’s board of directors and shareholdgisazing the execution, delivery and
performance of this Agreement and any other doctsrdglivered by the Company hereunder;

6.3.13 a closing certificate duly execuity the President of the Company, on behalf oGbmpany, and by each Seller, pursuant to
which the Company and each Seller certifies to Rager that: (a) all covenants required by the tdrensof to be performed by either the
Company and each Seller on or before the Closirig,athe extent not waived in writing by Purchakave been so performed (or if any
such covenant has not been so performed, indictitatgsuch covenant has not been performed); grall(Bocuments to be executed by the
Company and each Seller and delivered at the @Jdsane been executed by duly authorized officeth®@Company and by each Seller, as
applicable;

6.3.14 the Employment Agreement (inclgdii documentation relating to the grant of cogéint restricted stock of Purchaser) and a
Noncompetition Agreement, each to be entered initio @ach of James B. Parker, Jr. and Andrew H. @leanJr., respectively, and each d
executed by James B. Parker, Jr. and Andrew H. @&grir., respectively;

6.3.15 confidentiality and noncompetitegreements to be entered into with employeeseo€bmpany as may be requested by
Purchaser;
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6.3.16 the written opinions of Schreetléheeler & Flint, LLP, counsel to the Company ane $ellers, dated as of the Closing Date, in
substantially the form of Exhibit &tached hereto; and

6.3.17 without limitation by specific @naration of the foregoing, all other documents seably required from Purchaser to
consummate the transactions contemplated hereby.

ARTICLE VII
POST-CLOSING AGREEMENTS

7.1 Postlosing AgreementsFrom and after the Closing, the parties shalkhthe respective rights and obligations which atdath in
the remainder of this ARTICLE VII.

7.2 Inspection of Record&ach Seller shall make his books and recordugiveg work papers in the possession of his ac@nis} with
respect to his investment in the Company availédiéenspection by Purchaser, or by Purchaser’s duljorized representatives, for
reasonable business purposes at all reasonable diamimg normal business hours, for a seven ya#dgafter the Closing Date, with respect
to all transactions of the Company occurring ptiothe Closing, and the historical financial coitdif assets, Liabilities, operations and cash
flows of the Company. As used in this Section %2, right of inspection includes the right to makkéracts or copies.

7.3_Use of Trademarkd$ach Seller shall not use, and shall not licemgeermit any third party to use, any name, slotgg or trademar
which is deceptively similar to any of the namesrademarks used in connection with the businesseo€ompany or any Subsidiary.

7.4 Payments of Accounts Receivallie the event any Seller shall receive any instrate of payment of any of the Accounts Receivable,
such Seller shall forthwith deliver such instrunsetat the Company or Purchaser, endorsed wheresagesiithout recourse, in favor of the
Company or Purchaser.

7.5_Third Party ClaimsThe parties hereon shall cooperate with eaclhr etttk respect to the defense of any Third PargifSé
subsequent to the Closing Date which are not stitgebe indemnification provisions contained in NRLE X, provided that the party
requesting cooperation shall reimburse the othey far the other party’s reasonable out-of-poatadts and expenses of furnishing such
cooperation.

7.6 Further AssuranceShe parties shall execute such further documents$ perform such further acts, as may be necess#mgnsfer
and convey the Shares to Purchaser, on the temam lwontained, and to otherwise comply with thengeof this Agreement and consummate
the transactions contemplated hereby.

7.7_Comparg Release The Company shall deliver to Sellers the CompaRelease, in the form of Exhibiteftached hereto and duly
executed by its authorized officer, immediateleaftlosing.
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ARTICLE VI
OTHER AGREEMENTS

8.1 Confidentiality Each of the parties hereto hereby agrees to theepxistence and terms of this Agreement (excethtet extent
contemplated hereby), and such information or kedgé obtained pursuant to the negotiation and ¢xecof this Agreement or the
effectuation of the transactions contemplated heretnfidential;_provided however, that the foregoing shall not apply to informatimm
knowledge which (a) a party can demonstrate wasdyr lawfully in its possession prior to the discige thereof by the other party, (b) is or
becomes generally known to the public and did mabime so known through any violation of Law, opafentiality agreement or other
contractual, legal or fiduciary obligation of caséntiality of the disclosing party or any othertgawith respect to such information, (c) is I
lawfully acquired by such party without confidelitiarestrictions from other sources not bound pplecable confidentiality restrictions,

(d) is required to be disclosed under applicable bathe rules of the Securities and Exchange Caion or any stock exchange, (e) is
required to be disclosed to satisfy a conditiothef Agreement and (f) is required to be discldsgdrder of court or Governmental or
Regulatory Authority with subpoena powers (provideat such party shall have provided the otherypaith prior notice of such order and
opportunity to object or seek a protective ordet take any other available action) or in connectigth any lawsuit or arbitration proceeding
between the parties hereto (and in such eventtorilye extent such disclosure is required).

8.2 Publicity. Except as otherwise required by Law or the rofabe Securities and Exchange Commission or asgkstxchange, press
releases and other publicity concerning this tretisa shall be made only with the prior agreemdrgeallers and Purchaser (and in any event,
the parties shall use all reasonable efforts t@elbmnd agree with each other with respect tatiment of any such required press release or
other publicity).

8.3 Certain Tax Matters

8.3.1 The Company and Sellers shallddadifor, duly prepare, or cause to be preparkd,di cause to be filed, and pay on a timely
basis, all tax returns for the Company for any dexgear or period ending on or before the Clofdage. The Company and Sellers shall
provide such tax returns to Purchaser for revielgagt 30 days prior to the applicable due datyding extensions where applicable) and
shall make such changes to the tax returns as magadsonably requested by Purchaser. No Selldrféhany amended tax returns with
respect to the Company without the prior writtensent of Purchaser.

8.3.2 Purchaser shall have the righbtdtrol any audit or examination of the Company’s@saby any Governmental or Regulatory
Authority, and have the right to initiate any clafion refund or amended return, and contest, resamtebdefend against any assessment, notice
of deficiency or other adjustment or proposed ddjesit of Taxes (collectively with any audits or eMaations, “Tax Proceeding$) for all
taxable periods of the Company. The Sellers slaalehhe right (but not the duty) to participateiity Tax Proceedings with respect to taxable
periods for which the Sellers are charged withpglgment of the Company’s Taxes, and to employ caluastheir own expense, separate
from the counsel employed by Purchaser. PurchagkSallers shall cooperate in the defense or pubisecof any Tax Proceeding.
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Purchaser and Sellers agree to retain or cause tetéined all books and records pertinent to i @any until the applicable period for
assessment under applicable Law (giving effechjoand all extensions or waivers) has expired,tarabide by or cause the abidance witl
record retention agreements entered into with amye@imental or Regulatory Authority. The Selleralsbxecute or cause to be executed
powers of attorney or other documents reasonabjyested by Purchaser to enable Purchaser to tgkananall actions it reasonably needs to
take with respect to any Tax Proceedings.

8.4 Employee MattersThe Company and each Seller will use their bfstte to retain, and will assist Purchaseefforts to retain, as m
be reasonably requested by Purchaser, key emplof¢es Company, and/or to find suitable replaceménthe event of the termination of
employment of any such key employees. At the Ctpdrurchaser will enter into Employment Agreememts Noncompetition Agreements
with each of James B. Parker, Jr. and Andrew Hn@lea, Jr., respectively.

8.5 _Personal Guaranted®urchaser shall either (a) at Closing assumeéhgonal guarantees previously made by any Seitbrraspect tc
any Assumed Institutional Debt, as such guarardgeeset forth on Schedule 8.5, to the extent thyabaiaranteed parties thereunder consent
to the substitution of Purchaser thereunder om@gmnify and hold harmless such Seller on accotiahy such personal guarantees, to the
extent that any guaranteed parties thereunder toomgent to the substitution of Purchaser thereund

8.6 SellersRepresentatives

8.6.1 Each of the Sellers hereby irrebbcaonstitutes and appoints the Controlling Ssllecting individually or collectively, as the
Sellers’ Representative to represent the inteddtse Sellers and to act as the attorneys-indadtagents for and on behalf of each Seller.
This power is irrevocable and coupled with an iesg¢rand shall not be affected by the death, irgigpallness, dissolution or other inability
to act of any of the Sellers. Each Seller heretgvocably grants each Sellers’ Representativepfuller and authority: (a) to execute and
deliver, on behalf of such Seller, and to accefiveley of, on behalf of such Seller, such documergtisnay be deemed by each Sellers’
Representative, in his sole discretion, to be gmate to consummate this Agreement and the othesactions contemplated hereby,
including without limitation, the Escrow Agreeme(tt) to endorse and to deliver on behalf of sudleGeertificates representing the Shares
to be surrendered by such Seller at the Closingp(acknowledge receipt at the Closing of the Dipfayment, and to certify, on behalf of
such Seller, as to the accuracy of the representatind warranties of such Seller under, or putdoahe terms of, this Agreement; (d) to
dispute or refrain from disputing, on behalf ofls\&eller, any claim made by Purchaser under thieément; (e) to negotiate and
compromise, on behalf of such Seller, any dispué¢ tnhay arise under, and to exercise or refraim feaercising any remedies available
under, this Agreement; (f) to execute, on behaBuwih Seller, any settlement agreement, releasther document; (g) to give or to agree to,
on behalf of such Seller, any and all consentsyevaj amendments or modifications, deemed by tHerSeRepresentative, in his sole
discretion, to be necessary or appropriate, udergreement, and, in each case, to execute divetidany documents that may be neces
or appropriate in connection therewith; (h) to eoéy on behalf of such Seller, any claim againstaser arising under this Agreement; (i
engage attorneys, accountants and agents at the
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expense of the Sellers; and (j) to give such isitvas and to take such action or refrain fromnglsuch action, on behalf of such Seller, as
the Sellers’ Representative deem, in his sole éligxr, necessary or appropriate to carry out teipions of this Agreement.

8.6.2 Each Seller hereby agrees thaP@aghaser shall be entitled to rely on any andalbn taken by one or both Sellers’
Representatives, under this Agreement or docunoamtemplated hereby without any liability to, odightion to inquire of, any of the Selle
or the other Sellers’ Representative; (b) noticary Sellers’ Representative, delivered in the reapnovided in Section 11.1, shall be
deemed to be notice to all Sellers for the purpo$disis Agreement; (c) the power and authoritgath Sellers’ Representative, as described
in this Agreement, shall continue in force untilrdhts and obligations of the Sellers under thiseement shall have terminated, expired or
been fully performed; and (d) if both of the SedldRepresentatives resign or are removed or otlseragase to function in their capacity as
such for any reason whatsoever, and no succesappisnted by the Sellers within thirty (30) daysen Purchaser shall have the right to
appoint one or more of the Sellers to act as thstiute Sellers’ Representative, to serve as destin this Agreement.

8.6.3 Each Seller, jointly and severadlyall indemnify the Purchaser Indemnitees agaamst,agree to hold the Purchaser Indemnitees
harmless from, any and all Damages incurred oesedf by any Purchaser Indemnitee arising out d@f méispect to or incident to the
operation of, or any breach of any covenant orexgent pursuant to, this Section 8.6, including authlimitation, with respect to (a) actions
taken by each Sellers’ Representative and (b)nedidoy any Purchaser Indemnitee on, and actiomes ik any Purchaser Indemnitee in
response to or in reliance on, the instructionsofice given by or any other action taken by eaehlers’ Representative.

8.6.4 The Sellers shall jointly and sellgrindemnify each Sellers’ Representative agaamst Damages (except such Damages as resu
from such Seller's Representative’s gross negligemowillful misconduct) that such Seller may suffe incur in connection with any action
or omission of such Sellers’ Representative. EadleSshall bear its pro-rata portion of such DassgadNo Sellers’ Representative shall be
liable to any Seller with respect to any actionjssion taken or omitted to be taken pursuant ® $wction 8.6, except for such Sellers’
Representative’s gross negligence or willful mishact.

ARTICLE IX
INDEMNIFICATION

9.1 The Companyg and Sellersindemnification Obligations Subject to the provisions of this Section 9.1 8edtions 9.4, 9.5, 9.6, 9.7
and 9.9, the Sellers shall indemnify, save and lessgh Purchaser Indemnitee harmless against amdalidamages sustained or incurred by
any Purchaser Indemnitee, as a result of, or grisin of or by virtue of:

9.1.1 any inaccuracy in or breach of eepresentation and warranty made by the Compa®glbers to Purchaser herein or in any
certificate or closing document delivered to Pusgian connection herewith;

-31 -




9.1.2 the breach by the Company or Setéror failure of the Company or Sellers to coynpith, any of the covenants or obligations
under this Agreement to be performed by the Compar8ellers (including their obligations under tARTICLE 1X);

9.1.3 Liabilities of the Company or arnybSidiary of the Company arising out of acts orssitins occurring before the Closing Date,
including the operation of the Company’s businesfete the Closing Date, or by virtue of the terntima of any employee prior to the
Closing Date, or in respect of any Indebtednedsefahan the Assumed Institutional Debt or the Assd Shareholder Debt) arising prior to
the Closing Date; or

9.1.4 Taxes which are unpaid as of thesi@iy Date and which are imposed on the Comparty ne@tpect to (a) any taxable period
ending on or before the Closing Date, or (b) tree@losing portion of any taxable period which bediefore, and ends after, the Closing
Date, to the extent the liability for such Taxeseaeds the accrual for Taxes contained on the Coyrghrterim Financial Statement and is
not a result of any filing election made by Pur@ragibsequent to Closing (including, without lirtida, any Liabilities arising from the
failure of the Company to qualify, or the forfeitunf the Company’s qualification, as an “S corpordtunder the Code at any time prior to
the Closing).

After the Closing, the Sellers shall not bétksd to contribution from, or recovery againstetCompany with respect to any liability of the
Sellers which may arise under or pursuant to tljeeAment, other than with respect to amounts reedvey the Company from third parties
or under insurance for the same Damages for whidbémnification shall have been obtained hereuratet Only to the extent of such
recovery). Each Purchaser Indemnitee acknowledgygsgrees that, other than claims for fraud, whkleims are specifically excluded from
the limitations of this Article 1X, the indemnifiian provided for in this Article 1X shall be thele and exclusive remedy against the Sellers
for any and all claims, injuries, demands, cosistributions, penalties, attorney’s fees, costitightion and causes of action of any kind
whatsoever, now or hereafter in existence, knowunémown, which are related to events, omissionsroumstances arising from this
Agreement or the transactions contemplated hereby.

9.2 Purchasks Indemnification ObligationsPurchaser shall indemnify, save and keep eadbr$etlemnitee harmless against and from
all Damages sustained or incurred by any Sellegrimutee, as a result of, or arising out of or byué of:

9.2.1 any inaccuracy in or breach of eepresentation and warranty made by PurchaserlerSkerein or in any certificate or closing
document delivered to Sellers in connection hetewit

9.2.2 any breach by Purchaser of, ouffaiby Purchaser to comply with, any of the covéman obligations under this Agreement to be
performed by Purchaser (including without limitatids obligations under this ARTICLE IX); or

9.2.3 Taxes which are imposed on the Gompvith respect to (a) any taxable period enditey ¢he Closing Date, excluding the pre-
Closing portion of any taxable period which beddesore, and ends after, the Closing Date.
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9.3 _CooperationSubject to the provisions of Section 9.4, theemdifying Party shall have the right, at its owperse, to participate in
the defense of any Third Party Claim, and if sajtitris exercised, the parties shall cooperatééninvestigation and defense of said Third
Party Claim.

9.4 Third Party ClaimsPromptly after the receipt of written notice oflaird Party Claim, the party receiving the notidehe Third Party
Claim shall notify the other party of its existersmgting forth with reasonable specificity the faahd circumstances of which such party has
received notice, and if the party giving such neigan Indemnified Party, specifying the basiebeder upon which the Indemnified Party’s
claim for indemnification is asserted; providdabwever, that the failure to provide such notice shall redéase the Indemnifying Party from
any of its obligations under this ARTICLE IX excdptthe extent the Indemnifying Party is materiglhgjudiced by such failure. The
Indemnified Party may, upon reasonable notice,detite defense of a Third Party Claim to the Indéymg Party. If

9.4.1 the defense of a Third Party Claso tendered and within 30 days thereafter seictiar is accepted without qualification by the
Indemnifying Party; or

9.4.2 within 30 days after the date onclvlwritten notice of a Third Party Claim has begren pursuant to this Section 9.4, the
Indemnifying Party shall acknowledge without quaétion its indemnification obligations as providedhis ARTICLE IX in writing to the
Indemnified Party and accept the defense thereof;

then, except as herein provided, the IndemnifietlyPsall not, and the Indemnifying Party shally&ahe right to contest, defend, litigate or
settle such Third Party Claim. In all other casles,Indemnified Party shall have the sole righthatindemnifying Partyg expense, to conte
defend, litigate or settle such Third Party Claithe Indemnified Party shall have the right to beresented by counsel at its own expense in
any contest, defense, litigation or settlement catetl by the Indemnifying Party, provided that tirdemnified Party shall be entitled to
reimbursement therefor if the Indemnifying Partalshot be entitled, or shall lose its right, tantest, defend, litigate and settle the Third
Party Claim as herein provided. The Indemnifyingty?ahall not be entitled, or shall lose its righs, applicable, to contest, defend, litigate
settle a Third Party Claim if (a) there exists®raasonably likely to exist a conflict of interésat would make it inappropriate in the
reasonable judgment of the Indemnified Party ferdame counsel to represent both the IndemnifyartyRnd the Indemnified Party, (b) the
Indemnifying Party shall fail to diligently contetste Third Party Claim, (c) such Third Party Clamaolves remedies or disputes other than
claims for monetary damages, or (d) such ThirdyR@kaim or the resolution thereof could impair omgpbusiness relationships with any
material customer, supplier, any Governmental qyuRaeory Authority, or any other Person doing basmwith the Indemnified Party or any
of its Affiliates. So long as the Indemnifying Rais entitled and has not lost its right and/origéion to contest, defend, litigate and settle as
herein provided, the Indemnifying Party shall h#tve exclusive right to contest, defend and litighe Third Party Claim and shall have the
exclusive right, in its discretion exercised in ddaith, and upon the advice of counsel, to setthe such matter, either before or after the
initiation of litigation, at such time and upon bBuerms as it deems fair and reasonable, proviugd(ij) at least ten days prior to any such
settlement, written notice of its intention to Eegthall be given to the Indemnified Party, (iipbisettlement includes as an unconditional term
thereof
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the giving by the claimant or the plaintiff to thelemnified Party of a release from all Liabilitiesrespect of such Third Party Claim,

(iii) such settlement does not impose any obligetiof any kind upon the Indemnified Party and éugh settlement does not otherwise im
ongoing business relationships with any materiat@mer, supplier, any Governmental or Regulatortharity, or any other Person doing
business with the Indemnified Party or any of iffiliates. All expenses (including without limitath attorneys’ fees) incurred by the
Indemnifying Party in connection with the foregoisigall be paid by the Indemnifying Party. No faddoy an Indemnifying Party to
acknowledge in writing its indemnification obligatis under this ARTICLE 1X shall relieve it of suchligations to the extent they exist. If an
Indemnified Party is entitled to indemnificationa@gst a Third Party Claim, and the IndemnifyingtP&ails to accept a tender of, or assume,
the defense of a Third Party Claim pursuant to $fsstion 9.4, or if, in accordance with the foregpithe Indemnifying Party shall not be
entitled or shall lose its right to contest, defditiyate and settle such a Third Party Claim, ltdemnified Party shall have the right, without
prejudice to its right of indemnification hereundierits discretion exercised in good faith and mpive advice of counsel, to contest, defend
and litigate such Third Party Claim, and may sedtieh Third Party Claim, either before or afterittigation of litigation, at such time and
upon such terms as the Indemnified Party deemsif@ireasonable. If, pursuant to this SectiontBet|ndemnified Party so contests, defe
litigates or settles a Third Party Claim for whitks entitled to indemnification hereunder, thelémnified Party shall be reimbursed by the
Indemnifying Party for the reasonable attorneyssfand other expenses of contesting, defendirggtiitg and/or settling the Third Party
Claim which are incurred from time to time, forthkfollowing the presentation to the Indemnifyingrfy of itemized bills for said attorneys’
fees and other expenses.

9.5 Assertion of ClaimsNo claim shall be brought under Section 9.1 hiewetess the Purchaser Indemnitees, or any of th¢amy time
prior to the applicable Survival Date (as definetblw), give the Sellers written notice of any set&im pursuant to Section 9.4. It is expre
understood and agreed that a claim may be broogimdemnification if facts have developed whichgenably may lead to Damages under
Section 9.1, regardless of whether actual Damages then occurred, provided that the written ngdifion of such claim is provided within
the appropriate timeframe as required herein.

9.6 Survival of Representations and Warrantfesbject to further provisions of this Section, 3tfe representations and warranties of the
Company and the Sellers contained in Article lidl &ne representations and warranties of Purchasgaioed in Article 1l shall survive the
Closing Date until the third year anniversary af thlosing Date. For Unlimited Claims (as definetbi®, the Survival Date shall be the date
on which the applicable statute of limitations wbbhlr such Claims. The covenants and other agrderagthe parties contained in this
Agreement shall survive the Closing Date until they otherwise terminated, whether by their termssca matter of applicable law. For
convenience of reference, the date upon which e@psesentation, warranty, covenant or other agreeowgrtained herein shall terminate, if
any, is referred to herein as th&urvival Date.” Any action for indemnification hereunder shadl brought by a Purchaser Indemnitee in any
event by the applicable Survival Date.

9.7 Limitation on Indemnification of the Comma the Sellers and Purchasers
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9.7.1 The provisions for indemnity fronetSellers under this Article IX shall be effectimaely when the aggregate amount of all
Damages for which indemnification is sought, eitfoera particular claim, a series of related claonstherwise, exceeds $150,000 (the “
Deductible”), in which case the Purchaser Indemnitees sleadérititled to indemnification of the Purchaser indéees’ aggregate Damages
under this Section exceeding the Deductible. Ndisténding the foregoing, the Deductible shall mpphato claims arising from the (a)
breach of Section 3.3.1 (Organization, Existenak@aood Standing), (b) breach of Section 3.3.3 (R@me Authority), (c) breach of
Section 3.3.4 (Enforceability), (d) breach of Sext8.3.11 (Capitalization), (e) breach of SectidhZ (Employee Benefit Plans), and
(f) breach of Section 3.4 (Representation and Witigs of the Sellers) (together the claims in alasu@)-(f) of this sub-Section are “
Unlimited Claims”). The indemnification obligations of the Sellestsall not exceed (x) $2,000,000 in respect of alinages (other than
Damages arising from the breach of Section 3.E83Vifonmental Matters) and any Unlimited Claimsg),i( the case of any Damages
relating to any breach of Section 3.3.31 (EnvirontakMatters), $5,000,000, and (z) in the casengf@amages relating to any of the
Unlimited Claims, the Purchase Price (collectivéhe limitations in clauses (x)-(z) of this sub-B@t are “Liability Caps”), provided,
however, that the indemnification obligations of Sellersr all Damages referenced in clauses (x)-(z) isfshb-Section shall not exceed
$10,000,000 in the aggregate. The indemnificatioiigations of each Participating Seller shall beividual and several, and not joint, and
shall be further limited in respect of the indenwafion obligations hereunder (other than in respéeach Participating Seller’s individual
representations and warranties in Section 3.4)i¢b Participating Seller's Percentage Intereshefdpplicable Damages recoverable
hereunder, and in respect of each ParticipatingiSeindividual representations and warrantieSéction 3.4, shall be limited to the portion
of the Purchase Price received by such Particiga&#iler. The indemnification obligations of then@olling Sellers hereunder shall be joint
and several, subject to the Liability Caps. Withlimitation to the primary, joint and several olatgpns of the Controlling Sellers hereunder,
the Purchaser will use commercially reasonableresfto cooperate with the Controlling Sellers inking demand upon and joining the
applicable Participating Sellers in any claims ey Purchaser hereunder, provided that Purchadanatibe required to exhaust remedies
against the Participating Sellers in order to n@mtlaims against the Controlling Sellers undes Atticle IX.

9.7.2 The provisions for indemnity fronetPurchaser under this Article 1X shall be effestbnly when the aggregate amount of all
losses for which indemnification is sought, eitf@ra particular claim, a series of related claon®therwise, exceeds the Deductible, in
which case the Seller Indemnitees shall be entiléddemnification of the Seller Indemnitees’ aggaite Damages under this Section
exceeding the Deductible. Further, the indemniiicabbligations of the Purchaser, in the aggregatder Section 9.2 shall not exceed
$2,000,000.

9.7.3 The parties hereto acknowledgeammde, for themselves and on behalf of their raspeéffiliates and representatives, that with
respect to each indemnification obligation in thgreement (i) all Damages shall be net of any tpadty insurance proceeds which have
been actually recovered by the Indemnified Pargg ¢f any premium increase directly relating torsDamages) in connection with the facts
giving rise to the right of indemnification; and) he amount of any Damages shall appropriatddg tato account any reduction in the
Indemnified Parties’ actual Tax liability as a riesi the event giving rise to such Damages, wispect to the year in which such Loss arose.
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9.8 Corporate Indemnification of Officers dbuectors. Notwithstanding any provision of this Agreememthie contrary, including the
delivery of any release contemplated herein, Pwehshall cause the Company to indemnify eachefiod director of the Company
pursuant to the indemnification policy of the Compas in existence prior to the Closing Date aal#ished in the Company’s organizational
documents or as provided by law; providdwwever, that in no event shall such indemnity exceedithgimum indemnification permitted
under applicable state law.

9.9 SeDff .

9.9.1 Without limiting any other rights @medies available to Purchaser, Purchaser ntagffsend recoup any Damages to which any
Purchaser Indemnitee may be entitled to be reingolypsirsuant to this ARTICLE IX against the Escromdunt and any other amount to
which the Sellers may be entitled to under thise®gnent, upon due notice from Purchaser to Escroandig accordance with the terms of
the Escrow Agreement. The good faith exercise ofisight of set-off by Purchaser and Escrow Ageilitvat constitute a breach of this
Agreement. If the Escrow Amount is insufficientset-off any Damages any Purchaser Indemnitee mawntitéed to under the exclusive
remedy afforded by Section 9.1, Purchaser maydalgeaction or exercise any remedy available tg éfpropriate legal proceedings to
collect the Damages, subject to the Liability Caps.

9.9.2 All set-offs and recoupments agatims Escrow Amount shall be treated as adjustnterttse Purchase Price.

ARTICLE X
[INTENTIONALLY OMITTED]

ARTICLE XI
MISCELLANEOUS

11.1 Notices All notices required or permitted to be givenéherder shall be in writing and may be deliveredagd, by facsimile, by
nationally recognized private courier, or by Unit&tétes mail. Notices delivered by mail shall berded given three Business Days after
being deposited in the United States mail, pospagpaid, registered or certified mail, return receequested. Notices delivered by hand, by
facsimile, or by nationally recognized private deushall be deemed given on the first Business idgwing receipt. All notices shall be
addressed as follows:

If to Sellers or the Company:

Parker-Chandler Homes, Inc.

5400 Laurel Springs Parkway

Suite 202

Suwanee, Georgia 30024

Attention: James B. Parker, Jr., President
Fax: (678) 636-3622
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with a copy to:

Schreeder, Wheeler & Flint, LLP
127 Peachtree Street, N.E.

Suite 1600

Atlanta, GA 30303

Attention: Chester J. Hosch, Esq.
Fax: (404) 681-1046

If to Purchaser:

Comstock Homebuilding Companies, Inc.

11465 Sunset Hills Road, Fifth Floor

Reston, Virginia 20190

Attention: Bruce J. Labovitz, Chief Financial Officand
Jubal R. Thompson, General Geln

Fax: (703) 760-1520

with a copy to:

Greenberg Traurig, LLP

800 Connecticut Avenue, N.W.
Suite 500

Washington, D.C. 20006
Attention: Stephen A. Riddick, Esq.
Fax: (202) 261-0149

and/or to such other respective addresses anddoesskes as may be designated by notice giverrémdsnce with the provisions of this
Section 11.1.

11.2 Expenses; Transfer Tax&ellers shall bear all fees and expenses inclmygdde Company and themselves in connection with,
relating to or arising out of the negotiation, pegiion, execution, delivery and performance of thgreement and the consummation of the
transactions contemplated hereby, including finalredvisors’, attorneys’, accountants’ and othefgssional fees and expenses. Purchaser
shall bear all fees and expenses incurred by Psectia connection with, relating to or arising ofithe negotiation, preparation, execution,
delivery and performance of this Agreement andctiieisummation of the transactions contemplated enetluding financial advisors’,
attorneys’, accountants’ and other professiona fa®@l expenses. Sellers shall pay the cost odlak suse, stamp, documentary, excise and
transfer Taxes which may be payable in connectiibim thie transactions contemplated hereby.

11.3 Entire AgreemenfThis Agreement, together with the instruments athér documents to be delivered by the partiesyant to the
provisions hereof constitute the entire agreemetwéen the parties with respect to the subjectanhtireof and shall be binding
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upon and inure to the benefit of the parties heaetbtheir respective legal representatives, ssoceand permitted assigns. Without limiting
the generality of the preceding sentence, therleftentent entered into as of October 28, 2005wken Purchaser, James B. Parker, Jr. and
Andrew H. Chandler, Jr. is hereby expressly sugledand of no further force or effect. Each exhsxhedule and the Disclosure Schedule,
shall be considered incorporated into this Agreem@&my amendments, or alternative or supplemerpaoyisions, to this Agreement, must
made in writing and duly executed by an authoriagesentative or agent of each of the partiesdere

11.4 Norwaiver. The failure in any one or more instances of ayp@arinsist upon performance of any of the teromsjenants or
conditions of this Agreement, to exercise any righprivilege in this Agreement conferred, or thaiwer by said party of any breach of any
the terms, covenants or conditions of this Agreenshall not be construed as a subsequent waivempguch terms, covenants, conditions,
rights or privileges, but the same shall continne gemain in full force and effect as if no suctbfarance or waiver had occurred. No waiver
shall be effective unless it is in writing and sgrby an authorized representative of the waivisrgyp

11.5 CounterpartsThis Agreement may be executed in multiple coyrads and by facsimile, each of which shall benteg to be an
original, and all such counterparts shall congtitutit one instrument.

11.6_Severability Whenever possible, each provision of this Agresnsball be interpreted in such manner as to lexgde and valid
under applicable Law, but if any provision of thigreement is held to be invalid, illegal or unecfmble in any respect under any applicable
Law or rule in any jurisdiction, such invalidityieigality or unenforceability shall not affect aather provision or any other jurisdiction, and,
for purposes of such jurisdiction, such provisiomportion thereof shall be struck from the remamafethis Agreement, which shall remain in
full force and effect. This Agreement shall be refed, construed and enforced in such jurisdictmasto best give effect to the intent of the
parties under this Agreement.

11.7 Applicable Law; Binding ArbitrationThis Agreement shall be governed and controletbavalidity, enforcement, interpretation,
construction, effect and in all other respectshweyinternal Laws of the Commonwealth of Virginigphgable to contracts made in that state,
without giving effect to any choice of law or canflof law provision or rule that would cause thpplication of the Laws of any jurisdiction
other than the Commonwealth of Virginia. All dispsitarising out of or in connection with this Agreamshall be finally resolved by means
of binding arbitration in accordance with the Rubéshe American Arbitration Association. Any ariitaward so rendered shall be final and
executory and can be enforced by either party bedoy competent court. The arbitrators shall usestiostantive Laws of the Commonwe
of Virginia in arriving at their decision and venfge the arbitration shall be in the city of Alexdia, Virginia.

11.8 Binding Effect; BenefitThis Agreement shall inure to the benefit of &edinding upon the parties hereto, and their ssmrs and
permitted assigns. Nothing in this Agreement, espi@ implied, shall confer on any Person othem tha parties hereto, and their
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respective successors and permitted assigns, gimg rremedies, obligations or Liabilities undebgreason of this Agreement, including
third party beneficiary rights.

11.9 Assignability This Agreement shall not be assignable by the fg&my or Sellers without the prior written conseinParchaser.
Purchaser may assign its rights under this Agreétoean Affiliate or a wholly-owned subsidiary ofifthaser.

11.10 Rule of Constructiarhe parties acknowledge and agree that eachdgtiated and reviewed the terms of this Agreensssiste:
by such legal and tax counsel as they desiredhasaontributed to its revisions. The parties rtigree that the rule of construction that
ambiguities are resolved against the drafting paitiybe subordinated to the principle that therisrand provisions of this Agreement will be
construed fairly as to all parties and not in fawbor against any party.

11.11 AmendmentsThis Agreement shall not be modified or amendezpt pursuant to an instrument in writing execuwed delivered
on behalf of each of the parties hereto.

11.12 HeadingsThe headings contained in this Agreement aredarwenience of reference only and shall not atfeetmeaning or
interpretation of this Agreement.
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IN WITNESS WHEREOF, the parties have exectitési Stock Purchase Agreement on the date firstakbaitten.
PURCHASER:
COMSTOCK HOMEBUILDING COMPANIES, INC

By:

Name

Title:

THE COMPANY:
PARKER-CHANDLER HOMES, INC.

By:

Name

Title:

[SIGNATURES CONTINUED ON FOLLOWING PAGE]

- 40 -




CONTROLLING SELLERS :

JAMES B. PARKER, JR

ANDREW H. CHANDLER, JR

PARTICIPATING SELLERS :

SUNDERRAJ M. KAMALESON

ROBERT A. FORSTEF

RICHARD DOBKIN

EUGENE E. PEARSO!

JOHN D. PEARSOM

DONALD SCHROELUCKE

JAMES SHIRAH




Exhibit A

Form of Employment Agreement

(See Attached)




Exhibit B

Form of Noncompetition Agreement

(See Attached)




Exhibit C

Form of Escrow Agreement

(See Attached)




Exhibit D
Form of Seller Release

(See Attached)




Exhibit E

Form of Company Release

(See Attached)




Exhibit F

Form of Legal Opinion

(See Attached)






EXHIBIT 10.39
Execution Copy

LOAN AGREEMENT

THIS LOAN AGREEMENT (this “Agreement”) is made as of this 31st dayariulary, 2006 by and between@PMSTOCK
CARTER LAKE, L.C. , a Virginia limited liability company (“Borrower"and (ii)BANK OF AMERICA, N.A. , a national banking
association (the “Lender”).

RECITALS:

WHEREAS, Lender has agreed to make a loarotcol/er as more particularly described herein {thean”) for the purpose of the
acquisition of an apartment complex in Reston,fBgi€County, Virginia containing in the aggregat® 2mits (each a “Unit” and collectively,
the “Units”), more fully described in ExhibiA” hereto.

WHEREAS, Lender acknowledges that Borrowegndf to renovate and convert the Units into condamis (the “Renovation”) during
the term of the Loan, such Renovation being sulifettie provisions of this Agreement;

WHEREAS, Comstock Homebuilding Companies, has executed and delivered to Lender a Guarastyggned herein); and

WHEREAS, Lender and Borrower have agreed axate this Agreement for the purpose of describiggther with the other Loan
Documents (as herein defined) some of the obligataf Borrower and the Lender.

WITNESSETH:

For and in consideration of these presentsjrafurther consideration of the mutual covenamd agreements herein set forth, and in
consideration of the sum of Ten and no/100 Do&i®.00) lawful money of the United States of Amarby each of the parties to the other
paid, receipt of which is hereby acknowledged,hdies hereto, intending to be legally bound, dieehy covenant and agree as follows:

ARTICLE | — DEFINITIONS

1.1 Definitions. Borrower and the Lender agree that, unless thiegbotherwise specifies or requires, the follayviarms shall have the
meanings herein specified, such definitions tofy@ieable equally to the singular and the plurahfe of such terms and to all genders:
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Execution Copy

(a)Appraised Value— The then current market value determined pursigatite most recent appraisal for the Property sAtdh
appraisals shall be ordered by the Lender, preparBdrrower’s expense by a certified appraiseeptable to the Lender and otherwise
satisfactory to the Lender in all respects. Thedezmmay order, if required by the Lendeinternal policies, reappraisals of the Propextyhe
Lender’s sole discretion and at Borrower's expense.

(b)Borrower — The entity hereinabove designated as such.

(c)Contract — A fully executed contract of sale for a Unit th@ has been accepted by Borrower and meets ¢neldr’s criteria for
acceptable contracts; (ii) is not subject to cdatieh without forfeiture of all deposits thereundexcept for cause in accordance with
applicable law and in the event the purchaser faitsbtain the necessary mortgage loan); (iii) abrst no contingencies (including, without
limitation, the sale of the purchasetiome) except ordinary financing contingencieg;i§ accompanied by a cash deposit or deposftsim,
content and amount acceptable to the Lender; grithigv either (A) provides for a cash sale (i.esale not contingent upon financing) by a
purchaser whose creditworthiness is satisfactotiiéd_ender in all respects, or (B) is accompabigd pre-qualification letter from a
permanent mortgage lender in form, amount and costisfactory to the Lender in all respectsign bf copies of Contracts, the Borrower
may elect to submit a “Unit Contract Summary Repaorform attached hereto as ExhibB” . At Lender’s option, no more than twice
monthly Lender shall verify the accuracy of theoimfiation on each Unit Contract Summary Report thhoa review of Borrower’s files.
Notwithstanding the foregoing, the Lender shalirethe right to request copies of Contracts attang during the term of the Loan. At t
time any Unit Contract Summary Report is submittethe Lender for its approval, Borrower shall speally identify to the Lender each
Contract wherein the purchaser is affiliated withredated to Borrower, Guarantor (hereinafter dadfinor any of their respective employees,
shareholders, partners, members or other principalapplicable “Related Party Contracts”). The benof Related Party Contracts shall not
exceed ten percent (10%) of the total Units witHaerider’s prior consent.

(d)Deed of Trust— Collectively, that certain Credit Line Deed oflit and Security Agreement of even date herewxibcuted and
delivered by Borrower to secure the Loan, as arth@same may from time to time be amended, matjifiepplemented or spread.

(e)Pefault — Any of the happenings, events, circumstancesoummences designated as such in this Agreement.
(HEnvironmental Regulations— “Environmental Regulations” as defined in the Beé Trust.

(g)Guarantor — Comstock Homebuilding Companies, Inc. and angiogarty that executes and delivers a Guarantyijtama their
respective successors, personal representativeseamitted assigns.
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(h)Guaranty — That certain (i) Guaranty Agreement of even datewih executed and delivered by Guarantor to sethe Loan an
all other indebtedness under the Loan Documentgiffadter defined), and (ii) any and all other gudy agreements executed for the benefit
of the Lender to secure the Loan, as any of theesaay from time to time be amended, modified, regdisor supplemented.

(i)Hazardous Materials— “Hazardous Materials” as defined in the Deed wfst.

(i Improvements— Any and all buildings, structures, improvemeuad$grations or appurtenances already existing anatime
hereafter constructed or placed upon the Landaagdeplacements thereof, additions thereto anstisutions therefor, including without
limitation, all equipment, apparatus, machinery &irtires of any kind or character forming a pasreof.

(k)Indebtedness— All amounts due or to become due to the Lendesyant to or on account of the Note (hereinafténdd), this
Agreement and each of the other Loan Documentidimg, without limitation, all principal (wheth@dvanced prior to, upon execution of
after the date of this Agreement), interest, ldt@rges, loan fees, extension fees, prepaymentdees)nts drawn under any letters of credit,
any letter of credit fees and all other paymengiired to be made by the Borrower pursuant to caaount of the Note, this Agreement and
any of the other Loan Documents, and including amy all amounts advanced by the Lender for thelwattaaf the Borrower pursuant to the
provisions of this Agreement and any of the othearh. Documents, whether or not such amounts arenadslgrom the proceeds of the Loan.

(DJurisdiction of Choice— The Commonwealth of Virginia, the jurisdictionder whose laws this Agreement shall be governed,
unless otherwise provided herein.

(m)Land — Any or all of the real property now owned or hadter acquired by the Borrower with Loan proceeuts more particularly
described in the Deed of Trust.

(n)Lender — The party hereinabove designated as such, itessors and assigns.

(o)Loan — That certain acquisition loan in the amount 06.$90,000.00, made pursuant to this Agreemeninamée the acquisition
of certain property, as evidenced by the Note aedied by the Deed of Trust and the other Loan Dwects.

(p)Loan Documents — This Agreement, the Note, the Deed of Trust, angr@noty and any other instrument or documents egddn
connection with the Loan, as any of the same mamy fiime to time be amended, modified or supplentente

(q)Maturity Date — July 31, 2006.
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(r)Note — That certain Deed of Trust Note of even date heteinithe original principal amount of $26,000,0@®.or so much there
as shall be advanced, made by the Borrower, payalttes order of the Lender, as the same may fiora to time be amended, modified,
replaced or supplemented.

(s)Obligations — Any and all of the covenants, warranties, repreg®ns, agreements, promises and other obliga(other than the
Indebtedness) made or owing by the Borrower, thar@or or others to the Lender pursuant to ottlasrwise set forth in the Loan
Documents.

(t)Progress Inspector— Such person or firm as the Lender may from timénbhe appoint or designate to inspect the progoésise
Renovation and conformity of construction with apable laws, and for such other purposes as may fime to time seem appropriate to the
Lender or as may be required by the terms of tigie@ment

(u)Project — Carter Lake Project (hereinafter defined).
(v)Property — The property described as such in the Deed oftThocluding, but not limited to, the Land and thgorovements.

(w)Title Company — Any title company approved by the Lender thatwjtes mortgagee title insurance covering the liethe Deed
of Trust in favor of the Lender thereon.

(x)Carter Lake Project — acquisition of an apartment complex in Restoriféa County, Virginia containing 259 apartment tnio
be converted into 258 condominium Units.

ARTICLE Il — CONDITIONS PRECEDENT TO CLOSING

In addition to any other conditions statedhiis Agreement, the following conditions must b&s$eed prior to Lender having any obligat
to advance funds hereunder:

2.1Loan DocumentsReceipt by Lender of appropriately completed dnlg executed originals of this Agreement and ttieolLoan
Documents. In addition, Borrower shall provide dtt@n opinion of counsel to the Borrower and theatamtor as to the authority of the
Borrower and the Guarantor to execute and delhetban Documents, as to the enforceability anidlitalof the Loan Documents, and as to
such other matters as the Lender may reasonahhjreeq

2.2. Organizational Document8Borrower shall supply, with respect to the Boresvand Guarantor: (i) a currently certified copytueé
Articles of Organization or Certificate of Incoradion and all amendments thereto, as applicab)es\(idence satisfactory to Lender and its
counsel that Borrower and Guarantor in good stanutinthe jurisdiction where

-
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organized and qualified to do business in evenggiction in which the nature of their businessetheir properties makes such qualification
necessary; (iii) resolutions of the Borrower anda@mtor authorizing the due execution and delivdéthe Loan Documents to which it is a
party, to the extent necessary; and (iv) certifie@ copies of the Operating Agreement or By-lang all amendments thereto, as applicable.

None of the documents pursuant to which the Borraw&uarantor is organized shall be amended oiifiaddn any respect without tf
prior written consent of the Lender, which may beeg or withheld in the reasonable discretion & tlender.

2.3Insurance Borrower shall provide Lender with a complete &ty paid up policy or policies of casualty aricefinsurance with
standard extended coverage in an amount not lasslie replacement cost of the improvements argbpatty located on the Property;
$2,000,000.00 covering all claims for bodily injusydeath and property damage arising out of desiogcurrence and $2,000,000.00 for the
aggregate of all occurrences during any given arnpulecy period, plus $5,000,000.00 of “umbrelladwverage; builder’s risk insurance with
on a completed value, nonreporting form with pesiis to complete and occupy; malicious mischiefifagce; business interruption
insurance and insurance against such other hazaddsnder may require, in amounts, with insuretswarder forms of policies containing
such provisions and endorsements as Lender maiyreedli policies of insurance (except employee éfgrand public liability insurance
which shall name Lender as an additional insurbé)l sontain a lender’s loss payable clause anttlstal mortgagee clause for the benefit of
Lender, and shall provide, in part, that: (a) ie @vent of a loss, all insurance proceeds shalbitto Lender and Lender shall be authorized
and empowered by Borrower to settle, adjust or comfse any claims for loss, damage or destructimteusuch policies of insurance;
(b) any loss covered by such insurance shall balgeyby the insurer in accordance with the termsuch policy notwithstanding any act or
negligence of Borrower, its agents or employeesndimed insured or any owner, tenant or occupathiedProperty which might otherwise
result in forfeiture of said insurance; (c) theures waives all rights of setoff, counterclaim @ddction against Borrower; and (d) should title
to and beneficial ownership of the Property becomsted in Lender, the insurance provided by sudiips shall continue for the term
thereof for the benefit of Lender. All requiredumance shall provide that (i) the insurance affdrdk parties named as insureds shall be
primary insurance and shall not participate witr, loe in excess over, any other valid and colléefifisurance available to Lender, (ii) any
other insurance obtained by any named insured sbabie called upon to contribute until the limdéfsthe policies required hereunder are
exhausted, and (iii) the insurance required hereuodnnot be canceled or materially amended orealtwithout at least thirty (30) days prior
written notification to Lender. All insurance recgd hereunder shall be issued by companies andamaunts in each company approved in
advance by Lender, in its sole discretion, and $astrance shall be in the form and on terms (diclg but not limited to deductibles, self-
insured retentions or similar provisions) approireddvance by Lender, in its sole discretion.

Borrower shall deliver all such policies (@riified copies thereof) to Lender, together withne-year’s paid receipt for each such policy.
In addition, Lender shall be furnished with
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satisfactory evidence indicating whether the Prgpierlocated within an area that has been idetifis a “special flood hazard area” as that
term is used in the Flood Disaster Protection A&y 3. If any insurable improvements on the Priypare located in any area so designated,
a flood insurance policy satisfactory to Lenderlidba deposited with Lender prior to the closingtba Loan and shall be maintained in full
force until the Loan is repaid in full.

2.4Financing StatementThe financing statement necessary to perfect &iemdecurity interest in the personal propertyjettito the
Deed of Trust shall be duly filed in all appropeiatffices and jurisdictions, all other financingtsiments covering any of such personal
property shall be terminated, and filing and recaydeceipts evidencing such filings and terminagishall be delivered to Lender, all in form
and substance satisfactory to Lender.

2.5Real Estate Document$ ender shall have received and approved, irois discretion, the following:

(a) Appraisal An appraisal of the Property, prepared by anappr acceptable to Lender, in form and conterg@tedle to Lender,
conforming to all regulatory and internal appragpaidelines applicable to or established by Leniteits sole, absolute, nonreviewable
discretion, reflecting an as-finished discounteldi@dor the Property satisfactory to Lender insitée, absolute nonreviewable discretion.
Lender acknowledges that the appraisal receivatibycceptable.

(b)_Title InsuranceAn irrevocable commitment to issue a full-coveragortgagee title insurance policy (the “Title egl) on the
ALTA 1992 form insuring the first lien of the Deedl Trust to Lender in a form and issued by a fitlurance company or companies
acceptable to Lender, said policy (i) containingydhose exceptions to title as shall be reasonapproved by Lender and Lender’s counsel,
and (i) showing the lien of the Deed of Trust s@uyithe Loan to be a first lien of record, on fae simple estate of Borrower in the Prope
together with true and complete copies of all doents or instruments identified therein as exceptiortitle. The title policy shall be
delivered to Lender promptly after recordationted Deed of Trust. Lender shall have the right &igleate such co-insurers orirsurers as
deems advisable in its sole discretion. Such palicyolicies shall be endorsable or assignablestuder’s successors and assigns, upon
request, without cost to Lender. Such policy oigies$ shall contain affirmative insurance agaiflstifand unfiled mechanic’s liens in form
acceptable to Lender. Lender shall receive sat@faevidence that there is no pending litigatiathwespect to the Property.

(c) Survey A current survey (or other documentation accdptablLender) and legal description of the Propedijsfactory to Lender
from a registered land surveyor of the Commonweatfiirginia, which survey shall show all easemenights of way and other matters of
record, shall locate all proposed improvementsherLiand and shall generally show a state of famtetable to Lender and contain a
surveyor’s certificate satisfactory to the Lender.
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(d)_Environmental AuditAn environmental audit of the Property prepargéb environmental consulting firm acceptable toder, in
its sole discretion, confirming that the Propesgyn compliance with all applicable environmentals.

(e) Evidence of Zoning Complianc8uch written evidence as the Lender may reqaithe effect that the Property has been zoned for
purposes consistent with the uses contemplatednoegioy possibility of appeal and to the effectiffar, that there are no pending
proceedings, either administrative, legislativéualicial which would in any manner adversely affda status of the zoning with respect to
such property or any part thereof.

(g)_Public Utilities Evidence to the effect that sanitary sewer, walectric, gas, telephone and other public w#itare available and
adequate to serve the Property.

(h)_Sale AgreemenA copy of the purchase contract for the Propesdyisfactory to the Lender and Lender’s counsé&im and
substance.

(i)_No Default No event shall have occurred and be continuiagj¢bnstitutes a Default (as defined below).

()_Representation\ll representations and warranties containedis Agreement shall be true and correct in everienad respect as
of the date of the first disbursement under thiseggnent and on the date of any future disbursenhen&inder.

(k)_Satisfactory Document#ll documents delivered pursuant to this Agreetmeast be in form and substance reasonably satisfac
to Lender and its counsel, and all legal matterglant to this Agreement must be reasonably satisfiato Lender’s counsel.

2.6 Equity RequirementAt or prior to Closing, Borrower shall providenger evidence that Borrower has contributed a mininof
$10,250,000.00 toward the purchase price of thpd?ty and the related closing costs (“Equity Cdmittion”).

2.7Loan Fee Upon the closing of the Loan, the Borrower spay Lender a non-refundable loan fee in the amoti8ixty-Five
Thousand and 00/100 Dollars ($65,000.00).
ARTICLE Il -CONDITIONS PRECEDENT FOR COMMENCEMENT OF RENOVATION

3.1In addition to any other conditions stated in thggeement, the following conditions must be sag@dfprior to commencement of the
Renovation. Borrower shall obtain and submit todem the following, as they pertain to the Renarati

(a) PermitsCopies of any and all building and similar pegmigquired in connection with the Renovation, tbhgetvith such evidence
as the Lender may require to the effect that &k fieor such permits have been paid. Satisfactddeage shall be submitted to Lender of the
receipt of all governmental approvals necessaryhieRenovation and
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condominium conversion of the Units have been okthi Lender shall also receive satisfactory evidehat all applicable safety, ecological
and environmental laws and any other codes or a¢éiguk affecting the Renovation and/or proposedofisiee Property have been complied
with.

(b)_General Contractofhe Borrower shall disclose to Lender the namiefgeneral contractor, who must maintain workers’
compensation and disability insurance in amourdsired by law, and employer’s liability insurantkeg “General Contractor”) and submit to
Lender the executed contract for the Renovation.

(c) List of Subcontractors and Materiatméf required by Lender, a list of the names ofsalbcontractors and materialmen intended by
the Borrower to perform work or supply material€onnection with the Renovation, and conformed espif executed contracts for such
work and materials.

(d) Builders Risk InsuranceEvidence that the insurance policy referred tparagraph 2.3 hereof contains builder’s risk cageron a
completed value, non-reporting form with permisdiorcomplete and occupy.

(e) BudgetBorrower shall submit to Lender a budget for Remnovation.

(f)_Plans and SpecificationBorrower shall submit to Lender the plans and#igations for the Renovation, as certified by an
architect.

ARTICLE IV — REQUIREMENTS FOR THE RENOVATION

4.1 The Renovation shall be performed by the Borrowestiict accordance with all applicable (whethergent or future) laws,
ordinances, rules, regulations, requirements addraf any governmental or regulatory authorityihg\wor claiming jurisdiction. The
Renovation shall be completed in a manner so awreicroach upon any easement or right-of-waypon the land of others. The
Renovation shall be wholly within all applicableilding restriction lines and set-backs or variancesle therefor, however established, and
shall be in strict accordance with all applicabde or other restrictions and the provisions of jigr declarations, covenants and zoning
ordinances and regulations.

4.2 Borrower shall submit to Lender or the Progrespéwesor, at Lender’s discretion, such informatiomeas be reasonably requested by
Lender or the Progress Inspector to verify the Ration costs which are to be incurred in connectiith the Renovation. On-site inspection
by an authorized officer of the Lender and the Rrsg Inspector shall be permitted at all timesrdytihe term of the Loan.

4.3 Borrower shall permit the Lender and its duly autred representatives (including, without limitatjahe Progress Inspector) to enter
upon the Property at all reasonable times and@asonable manner to inspect the Improvementsmandrad all materials and to examine all
detailed plans and shop drawings and similar neterélating to
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the Renovation. Borrower will at all times cooperahd request its subcontractors and materialmeodperate with the Lender and its duly
authorized representatives (including, without tation, the Progress Inspector) in connection witin aid of the performance of the
Lender’s functions under this Loan Agreement. Baroshall pay all inspection fees incurred by tleader in connection with the Loan;
however, so long as no Default exists, inspectgral be limited to two site inspection visits peonth to be performed by the Progress
Inspector at Borrower’s sole cost and expense.

4.4Borrower will furnish to the Lender, promptly onmdand, a computer generated report of job costsaoaunts payable for the
Renovation.

4.5Borrower will pay when due all bills for materiadapplied and for services or labor performed inngmtion with the Renovation.

4.6 Borrower will promptly correct or cause the correctof any structural defects in the Improvememts any substantial departures or
deviations from the plans and specifications fer Renovation.

4.7 Lender may also require an endorsement to thdrglerance policy theretofore delivered, indicatihgt there has been no change in
the status of title and no title exceptions notehafore approved by the Lender.

4.8Lender may require the Borrower to obtain from @eneral Contractor, acknowledgments of paymenteleadses of liens and rights
to claim liens, if applicable. All such acknowledgnts and releases shall be in the form and sulestatisfactory to the Lender.

4.9Lender may require (i) evidence satisfactory thatt all work requiring inspection by governmerdategulatory authorities having or
claiming jurisdiction has been duly inspected apdraved by such authorities and by any rating spéttion organization, bureau,
association, or office having or claiming jurisdact, and (i) evidence satisfactory to it that risife certificates of occupancy for permanent
occupancy have been validly issued and that theWwion has occurred free and clear of all mectzawicmaterialmens’ liens and any bills
or claims for labor, materials and services in @mion with the Renovation. All fees and costshaf Progress Inspector incurred by the
Lender shall be paid by the Borrower at its solgemse.
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ARTICLE V — REPRESENTATIONS AND WARRANTIES
Borrower hereby represents and warrants th.éineler, as of the date hereof and at all timesdfaar, that:

5.10rganization, Power, Etqa) Borrower is a duly organized, validly exigtitimited liability company, in good standing undee laws
of the jurisdiction of its organization; (b) Guatanis a duly organized, validly existing corpocetiunder the laws of the jurisdiction of its
organization (c) each of the Borrower and Guarahniésrthe power and authority to own its propewies to carry on its business as now b
conducted; (c) each of the Borrower and Guarastduly qualified to do business in the jurisdictishere the Property is located and in e
jurisdiction in which the nature of its businesstemproperties makes such qualification necesgdjyeach of the Borrower and Guarantc
in compliance with all laws, regulations, ordinasiead orders of public authorities applicable tarid (e) each of the Borrower and
Guarantor has the full power, authority and leggitrto execute, deliver and perform the covenantsobligations set forth in this Agreem
and the other Loan Documents and to carry outdimag hereof and thereof.

5.2Validity of Loan Documents The execution, delivery and performance by Boaowf the Note, and the other Loan Documents:
(a) are within the legal powers of Borrower; (byd@deen duly authorized by all requisite partngrsimd/or membership action, as applica
(c) have received all necessary governmental apspgd) will not violate any provision of law, aayder of any court or other agency of
government or any articles of organization, menttiprand/or operating agreement, partnership agregnmelenture, agreement or other
instrument to which Borrower is a party or by whitbr any of its property is bound, or be in cactflvith, result in a breach of or constitute
(with due notice or lapse of time or both) a deffamlder any such indenture, agreement or othenuimetnt, or result in the creation or
imposition of any lien, charge or encumbrance of @ature whatsoever upon any of its property oeasexcept as contemplated by the
provisions of the Loan Documents; and (e) when eteztand delivered by Borrower, will constitute tbgal, valid and binding obligations
the Borrower and other obligors named thereinnyf, @ accordance with their respective terms.

5.3Financial StatementsAll financial statements delivered to the Lendes true and correct in all respects, have begraped in
accordance with generally accepted accounting ipesctonsistently applied (other than with respeédividual Guarantors), and fairly
present the financial condition of the Borrower atider parties named therein as of the dates théMeamaterial adverse change has
occurred in the financial condition reflected thergince the dates thereof and no material additibabilities have been incurred since the
most recent date thereof other than the borrowamdemnplated in the Commitment and this Agreement.

5.4 Other Information All other information, reports, papers and dateeqg to the Lender with respect to Borrower or athabligated
under the terms of the Loan Documents
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and the Property are accurate and correct in dkmahrespects and complete insofar as complesemay be necessary to give the Lender a
true and accurate knowledge of the subject matter.

5.5 Utilities and Access All utility services and access necessary fordetinued operation of the Property are availablduding,
without limitation, roads, telephone service, watgpply, storm and sanitary sewer facilities, aatliral gas or electric facilities.

5.6 Defaults. There is no Default on the part of the Borroweder the Note or any of the other Loan Documendsremevent has
occurred that may give rise to a Default.

5.7Use of ProceedsThe proceeds of the Loan shall be used solelfhfoacquisition of the Property. None of the peatseof the Loan
shall be applied toward the costs of the Renovation
ARTICLE VI — AFFIRMATIVE COVENANTS

Until the Indebtedness has been paid in full the Loan has been terminated, Borrower herdbynatively covenants and agrees as
follows:

6.1 Financial StatementsBorrower shall provide the following with respéctthe Guarantor:

(a) as soon as available, but in no elagat than ninety (90) days after the close ofigisal year (but in no event earlier than the date
such financial statements must be submitted to mowvental authorities), financial statements (alvbich financial statements may include,
as requested by the Lender, a balance sheet, instateenent, sources and uses of funds for suchl fisal/or calendar year, projected sources
and uses of funds for the coming year, detaildthisand description of all contingent liabilitigax returns, written verification of liquidity
and such other supporting schedules and documamtatiich the Lender may request). All such finahsiatements shall be audited by a
certified public accountant acceptable to the Lenell respects; and

(b) if requested by the Lender, withintyefive (45) days after the close of its quartdslysiness period (but in no event earlier than the
date such financial statements must be submittgdwernmental authorities), the financial statera¢atbe filed with applicable governmer
authorities.

6.2 Approval and PermitsNo work associated with the Renovation shallmamenced by Borrower unless and until all necessary
approvals by all governmental authorities havinglaiming jurisdiction and by the beneficiary ofyaapplicable restrictive covenant have
been obtained, and unless and until all requiréldibg and other permits have been validly issued all required fees and bonds have been
paid or posted, as the circumstances may require.
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6.3 Free and Clear of Lien€Except as may be otherwise specifically permitteder the Loan Documents, Borrower shall not neake
contract or arrangement of any kind which wouldegiige to a lien on any portion of the Propertye Renovation shall be completed by
Borrower free and clear of all mechanics’ and maberen’s liens.

6.4 Insurance Borrower will comply with all insurance requirents set forth in the Deed of Trust.

6.5 Hazardous MaterialsBorrower will comply with the provisions of theeed of Trust regarding Hazardous Materials anddlicable
Environmental Regulations.

6.6 Compliance with Laws Borrower, at its own cost and expense, will prdmpully and faithfully comply with, conform toral obey
all present and future applicable federal, statelacal statutes, laws, ordinances, rules, reguiatirequirements, determinations, judgments,
decrees and orders of any governmental authoyemmental agency (including, without limitatia@ny Board of Fire Underwriters) or
court having or claiming jurisdiction over the Borrer or the Property or any part thereof.

6.7 Equity Contribution At or prior to closing, Borrower shall make thguity Contribution.

6.8 Condominium ConversionThe Borrower shall take all steps necessary lidlyaand legally convert the Property into a condoium
regime with approximately 258 residential UnitseTdondominium documents, including without limitettj the condominium declaration ¢
by-laws, shall be acceptable to the Lender inigsrdtion. From time to time, upon the Lender’'suest, the Borrower shall provide Lender
with evidence that Borrower has complied with appleable requirements of the condominium documantsany applicable laws.
Borrower shall, within 150 days of the closing loét_oan, provide Lender with all condominium docuatseincluding without limitation, the
public offering statement.

6.9 Condominium SalesBorrower will provide Lender with copies of anydaall Contracts within two (2) business days a@iion.

ARTICLE VIl — NEGATIVE COVENANTS
Until the Indebtedness has been paid in full the Loan has been terminated, Borrower herebgrants and agrees as follows:

7.1Restrictions on Subordinate Financinghroughout the term of the Loan, Borrower shall place any subordinate financing on the
Property.
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7.2 Changes to Plans and Specificatiolgithout the prior written consent of the Lendgorrower will not permit any substantial chan
in the plans and specifications for the Renovation.

7.3 Prohibition on Transfer of Asset®Vithout the prior written consent of the Lend@orrower will not transfer any of its assets, excep
for transfers in the ordinary course of businegbstaansfers for which Borrower receives consideratubstantially equivalent to the fair
market value of the transferred asset.

7.4 Assignments Without the prior written consent of Lender, Bawer will not transfer, assign, pledge or hypottie@my of its rights to
advances, or any of its rights or obligations urtier Agreement. Any assignment made or attempyeBlidsrower without the prior written
consent of the Lender shall be void. No conserthbyLender to an assignment by Borrower shall eifherelease Borrower as the party
primarily obligated and liable under the termsto$ tAgreement unless Borrower shall be releasecifegaly by the Lender in writing, or
(b) be deemed to be a waiver of the requiremeptiof written consent by the Lender with respeatdch and every further assignment.

7.5 Amendments to Purchase Agreement or Holdback Eségneement Without the prior consent of Lender, Borrowerlwibt amend,
restate, or otherwise modify the Purchase Agreelasndefined in the Deed of Trust) or that certdidback Escrow Agreement by and
between ER Carter,L.L.C. and Borrower dated Jaryakhbr2006.

ARTICLE VIl — DEFAULT
Each of the following events shall constitattbefault” under this Agreement and each of tHeoLoan Documents:

8.1Payment of Indebtednes#ny failure by the Borrower to pay when due ang all amounts payable by the Borrower under thage
of the Note or any of the other Loan Documents ciiiailure to pay remains uncured for a periodivé {5) calendar days after the date such
payment is due (or five (5) calendar days afteicedrom Lender in the case of amounts due thahateegular monthly payments),
including, without limitation, any principal paymiginterest payment, letter of credit reimbursemkxan fee, extension fee, letter of credit
or late charge, and including any advances madbéeji,ender from the proceeds of the Loan or othexwind interest thereon at the
applicable rate set forth in the Loan Documents.

8.2 Performance of ObligationsAny default by the Borrower or Guarantor in theeadbservance or performance of any of the Obtiga
and such default, if other than in payment of tidebtedness, shall remain uncured thirty (30) déigs the receipt by
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Borrower of written notice from Lender identifyirsgich default. If Borrower receives such notice,rBaer shall diligently pursue a cure of
such default.

8.30ther Defaults The occurrence of any Default under the Deedroéflor the Note or any of the other Loan Documents

8.4 Representations and Warrantiesny determination by the Lender that any repres@n or warranty contained in any of the Loan
Documents or in any certificate, opinion, finandrgbrmation or any other form delivered to the Henin connection with the Loan, is
incorrect or misleading in any material respecrat time.

8.5Mechani¢s Lien. The establishment of any mechanics’ or materialmken against any portion of the Property, uslé®e same is
insured over by the Title Company, satisfied, andexd off to the satisfaction of the Lender withiirtly (30) days.

8.6 Adverse Action or Insolvency(a) the entry of a final judgment for the paymefhimoney in excess of $50,000.00 against the Baer
or the Guarantor that is not discharged or bondédmthirty (30) days after the date of entry, {hg institution of any proceeding by or
against the Borrower or the Guarantor in bankrupdcyor a reorganization or an arrangement witgiditors under any insolvency or debtor
relief law which is not dismissed or stayed witthirty (30) days of the date of filing, (c) the ajptment of any receiver, liquidator, assignee,
custodian or similar official for the Borrower dret Guarantor or any portion of the Property, ottli@)issuance of any writ or order of
attachment, levy or garnishment against the Borramx¢he Guarantor which is not discharged to thader’s satisfaction within thirty
(30) days after the date of such issuance.

8.7 Financial Condition Any reasonable determination by the Lender thatterial adverse change has occurred in the fiaboenditior
of the Borrower or Guarantor, including without iiation, the failure of Guarantor to meet the fio@hcovenants of set forth in Section 4 of
the Guaranty.

8.8 Hazardous MaterialsViolations of any applicable Environmental Regiglas or requirements of the Deed of Trust pertajnd
Hazardous Materials.

8.9Death and DissolutionThe death, legal incompetence, dissolution, digtion or termination of Borrower or Guarantorpbany
general partner of Borrower or Guarantor, subjethé provisions of the Guaranty.

8.10Cross Defaults The occurrence of any Default or Event of Defamller any other loan or credit facility from Lende (or
guaranteed by) Borrower or Guarantor.

ARTICLE IX — DEFAULT — REMEDIES
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9.1Remedies on DefaultUpon the happening of any Default, the Lendel sivd be obligated to advance any additional Lpasceeds,
and, in addition to any other rights or remediesilable to it under this Section, the Deed of Tausd other Loan Documents, the Lender may
enter into possession of the Property or any pottiereof.

All sums expended by the Lender for spigiposes shall be deemed to have been paid toatmevigr or for its benefit and shall
constitute part of the Indebtedness secured bip#esl of Trust. Borrower hereby constitutes and aytpdhe Lender as its true and lawful
attorney-in-fact with full power of substitution éxecute, acknowledge and deliver such documergsuments and certificates, and to take
such other actions, in the name and on behalf ofd@er and at the sole cost and expense of Borraagethe Lender, in its sole discretion,
deems necessary, desirable or appropriate to effiscthe provisions of this section.

It is understood and agreed that this powexttoirney shall be deemed to be a power couplddanmitinterest which cannot be revoked.

The Lender shall also have the right, uporhigepening of any Default, to do any one or moréheffollowing, at its election, but without
any obligation to do so:

(a) to declare the Indebtedness immegidige and payable;

(b) to terminate the Loan;

(c) to decline to make any further Loawances and/or readvances;
(d) to reduce any claim to judgment;

(e) to exercise any and all rights andedies afforded by this Agreement and the othenlacuments, as well as any and all legal or
equitable rights and remedies afforded under amytst or otherwise; and

(f) to set off and apply against the Ioideiness any and all deposits, funds or assety/dinae held, and any and all indebtedness at
time owed, by the Lender to or for the credit ac@mt of Borrower.

9.2No Conditions Precedent to Exercise of Remedisither Borrower nor Guarantor shall be relieeédny obligation by reason of the
failure of the Lender to comply with any requesBafirower or of any other person to take actiofoteclose on the Deed of Trust or
otherwise to enforce any provisions of the Notéherother Loan Documents, or by reason of the sele@gardless of consideration, of all or
any part of the Property, or by reason of any ages# of stipulation between any subsequent ownanwgfportion of the Property and the
Lender extending the time of payment or modifyihg terms of the Note or the other Loan Documentisowi first having obtained the
consent of Borrower or Guarantor; and in the lagtgant, Borrower and Guarantor shall continue ttidi#e to make payments
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according to the terms of any such extension orification agreement, unless expressly releasedd@utharged in writing by the Lender.

9.3Remedies Cumulative and ConcurreNto remedy herein conferred upon or reserveded #nder is intended to be exclusive of any
other remedies provided for in the Note or in theeo Loan Documents, and each and every such resfedybe cumulative, and shall be in
addition to every other remedy given hereundeuynater the Note, the Deed of Trust or the other LDaouments, or now or hereafter
existing at law or in equity or by statute. Eveight, power and remedy given by the Note and th@nLbocuments to the Lender shall be
concurrent and may be pursued separately, sucegssivtogether against the Borrower, GuarantotherProperty or any part thereof, or any
one or more of them; and every right, power andeayrgiven by the Note or the other Loan Documerdg be exercised from time to time
often as may be deemed expedient by the Lender.

9.4 Strict PerformanceNo delay or omission of the Lender in exercisimg right, power or remedy accruing upon the hajgeof a
Default shall impair any such right, power or remed shall be construed to be a waiver of any ddefault or any acquiescence therein. No
delay or omission on the part of the Lender in eis@ng any option for acceleration of the matudfythe Indebtedness, or for foreclosure
under the Deed of Trust following any Default agra$aid, or any other option granted to the Lehé@egunder in any one or more instances,
or the acceptance by the Lender of any partial magran account of the Indebtedness, shall constitwtaiver of any such Default and each
such option shall remain continuously in full foramed effect.

9.5Dispute Resolution

(a) Arbitration. Except to the extent exprggsiovided below, any Dispute shall, upon the retjoé either party, be determined by binding
arbitration in accordance with the Federal ArbitnatAct, Title 9, United States Code (or if not &pable, the applicable state law), the then-
current rules for arbitration of financial serviaisputes of the American Arbitration Associationany successor thereof (“AAA”) and the
“Special Rules” set forth below. “Dispute” meany @ontroversy, claim or dispute between or amomgpiirties to this Note, Agreement, or
Guaranty, as applicable, including any controvecim or dispute arising out of or relating to {als Agreement, (b) any other Loan
Documents, (c) any related agreements or instrisnen{d) the transaction contemplated herein ereth (including any claim based on or
arising from an alleged personal injury or businesy. In the event of any inconsistency, the $gdRules shall control. The filing of a court
action is not intended to constitute a waiver &f tight of Borrower or Lender, including the suipayty, thereafter to require submittal of the
Dispute to arbitration. Any party to this Agreemerdy bring an action, including a summary or exggetlproceeding, to compel arbitratior
any Dispute in any court having jurisdiction ovacks action. For the purposes of this Dispute ReéwwmiiBection only, the terms “party” and
“parties” shall include any parent corporation, sidtary or affiliate of Lender involved in the s@iwng, management or administration of any
obligation described in or evidenced by this Agreamtogether with the officers, employees, suamssand assigns of each of the foregoing.
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(b) Special Rules.

(i) The arbitration shall be conducted in &h. state where real or tangible personal propmtiateral is located, or if there is no such
collateral, in the City and County where Lenddbitsated pursuant to its address for notice purpivstigs Agreement.

(ii) The arbitration shall be administeredA%A, who will appoint an arbitrator. If AAA is undling or unable to administer or legally
precluded from administering the arbitration, oA&A is unwilling or unable to enforce or legallygeluded from enforcing any and all
provisions of this Dispute Resolution Section, ding party to this Agreement, may substitute anadhieitration organization that has simi
procedures to AAA and that will observe and enfaog and all provisions of this Dispute Resolut®attion. All Disputes shall be
determined by one arbitrator; however, if the antamicontroversy in a Dispute exceeds Five MillDallars ($5,000,000), upon the request
of any party, the Dispute shall be decided by tlambérators (for purposes of this Agreement, meféto collectively as the “arbitrator”).

(iii) All arbitration hearings will be commeed within ninety (90) days of the demand for adiibtn and completed within ninety
(90) days from the date of commencement; provitlediever, that upon a showing of good cause, thi&ratidr shall be permitted to extend
the commencement of such hearing for up to aniadditsixty (60) days.

(iv) The judgment and the award, if any, af #rbitrator shall be issued within thirty (30) daf the close of the hearing. The arbitrator
shall provide a concise written statement settorthfthe reasons for the judgment and for the awhedhy. The arbitration award, if any,
may be submitted to any court having jurisdictiorbé confirmed and enforced, and such confirmadiuhenforcement shall not be subject
to arbitration.

(v) The arbitrator will give effect to statatef limitations and any waivers thereof in deterimg the disposition of any Dispute and may
dismiss one or more claims in the arbitration anlihsis that such claim or claims is or are baffedpurposes of the application of the
statute of limitations, the service on AAA undepbgable AAA rules of a notice of Dispute is theudgalent of the filing of a lawsuit.

(vi) Any dispute concerning this arbitratioropision, including any such dispute as to thediglior enforceability of this provision, or
whether a Dispute is arbitrable, shall be deterchimgthe arbitrator; provided, however, that thitesitor shall not be permitted to vary the
express provisions of these Special Rules or tlseRations of Rights in subsection (c) below.
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(vii) The arbitrator shall have the power teaad legal fees and costs pursuant to the termtiofgreement.

(viii) The arbitration will take place on amdividual basis without reference to, resort tocansideration of any form of class or class
action.

(c) Reservations of Rights. Nothing in thisrgment shall be deemed to (i) limit the appligabdf any otherwise applicable statutes of
limitation and any waivers contained in this Agres or (ii) apply to or limit the right of LendéA) to exercise self help remedies such as
(but not limited to) setoff, or (B) to foreclosedjaially or nonjudicially against any real or pensbproperty collateral, or to exercise judicial
or nonjudicial power of sale rights, (C) to obt&iom a court provisional or ancillary remedies sash(but not limited to) injunctive relief,
writ of possession, prejudgment attachment, oafmintment of a receiver, or (D) to pursue rigtgainst a party to this Agreement, in a
third-party proceeding in any action brought agaliehder in a state, federal or international cauittunal or hearing body (including actions
in specialty courts, such as bankruptcy and pateumtts). Lender may exercise the rights set farttlauses (A) through (D), inclusive, befc
during or after the pendency of any arbitrationceeding brought pursuant to this Agreement, asagipe. Neither the exercise of self help
remedies nor the institution or maintenance of&ioa for foreclosure or provisional or ancillagmedies shall constitute a waiver of the
right of any party, including the claimant in anych action, to arbitrate the merits of the Dispateasioning resort to such remedies. No
provision in the Loan Documents regarding submissigurisdiction and/or venue in any court is imded or shall be construed to be in
derogation of the provisions in any Loan Documentgirbitration of any Dispute.

(d) Conflicting Provisions for Dispute Resadut If there is any conflict between the termsditions and provisions of this Section and
those of any other provision or agreement for eabi@n or dispute resolution, the terms, conditiand provisions of this Section shall prevail
as to any Dispute arising out of or relating taliis Agreement, (ii) any other Loan Document) @iny related agreements or instruments, or
(iv) the transaction contemplated herein or the(igicluding any claim based on or arising from deged personal injury or business tort). In
any other situation, if the resolution of a giveisjiute is specifically governed by another prowisio agreement for arbitration or dispute
resolution, the other provision or agreement ghraVail with respect to said Dispute.

(e) Jury Trial Waiver in Arbitration. By agiieg to this Section, the parties irrevocably antlatarily waive any right they may have to a
trial by jury in respect of any Dispute.
ARTICLE X — MISCELLANEOUS

10.1No Warranty by LenderBy accepting or approving anything required tabserved, performed or fulfilled by Borrower or
Guarantor pursuant to this Agreement or any otlb@nlLDocuments, including, without limitation, artans, specifications, certificate,
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financial information, survey, receipt, appraisalrsurance policy, the Lender shall not be deetodthve warranted or represented the
sufficiency, legality, effectiveness or legal effe€ the same, or of any term, provision or comxditthereof. Any such acceptance or approval
thereof shall not be or constitute any warrantyepresentation with respect thereto by the Lender.

10.2Liability of Lender. The Lender shall not be liable for any act orgsidn by it pursuant to the provisions of this Agrent in the
absence of fraud or gross negligence. The Lendagfislour no liability to Borrower or any other pgin connection with the acts or
omissions of the Lender in reliance upon any dediié or other paper believed by the Lender todrigne or with respect to any other thing
which the Lender may do or refrain from doing, @slsuch act or omission amounts to fraud or greggence.

10.3Madification— Waiver. None of the terms or provisions of this Agreentaay be changed, waived, modified, discharged or
terminated except as provided in the Deed of Trust.

10.4Third Parties— Benefit. All conditions set forth herein with respect b tobligations of the Lender to make Loan advaaces
imposed solely and exclusively for the benefittaf t ender, and no other person shall either harelsig to require satisfaction of such
condition in accordance with its terms, be entitiedssume that the Lender will refuse to make acksin the absence of strict compliance
with any or all of such conditions, or be deemetadeneficiary of such conditions under any cirstamces, any or all of which may be
freely waived in whole or in part by the Lenderay time in the sole and absolute exercise ofistsrdtion. The Lender shall in no event be
responsible or liable to any person other tharBitveower for the disbursement of or failure to diste any of the proceeds of the Loan, and
no contractor, subcontractor, laborer or matetialpdier or other person shall have any right oinelagainst the Lender with respect to this
Agreement. The terms and provisions of this Agregraee for the benefit of the parties hereto amdept as herein specifically provided, no
other person shall have any right or cause of acimaccount thereof.

10.5Captions and Headings he captions and headings contained in this Ageze are included herein for convenience of refegemly
and shall not be considered a part hereof.

10.6Counterparts This Agreement may be executed in any numbeoohierparts, each of which shall be consideredriginal for all
purposes; provided, however, that all such couattsshall together constitute one and the santeiinent.

10.7Signs; Publicity. At the request and expense of the Lender (sutgyemgpplicable law and compliance with governmergglirement:
and subject to Borrower’s approval of the desigad lacation of said sign, which consent shall nouheeasonably withheld), Borrower shall
install a sign or signs at a location or locationghe Property satisfactory to the Lender, regjtaamong other things, that the Lender is
financing the acquisition of the Property. Borrowhall (at the expense of Lender) obtain all pesntitenses and approvals from the
appropriate governmental agency or associationafgahecessary for the erection and
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existence of any such signs. Borrower expresslyaires the Lender to prepare and to furnish tanthves media for publication from time to
time news releases with respect to any portiomefroperty detailing the Lender’s involvement with financing.

10.8Applicable Law. This Agreement shall be governed by and constinéstpreted and enforced in accordance withalaes lof the
Jurisdiction of Choice, unless the “choice of lawles of the Jurisdiction of Choice can be constroeinterpreted to require the laws of
another jurisdiction to govern, in which case thbdice of law” rules of the Jurisdiction of Chowleall not apply.

10.9Time of EssenceTime shall be of the essence of each and everjigion of this Agreement of which time is an eleme

10.10Conflicts. The terms and conditions of the Note and therdtban Documents are incorporated into this Agredraed made a pe
hereof as if specifically set forth herein. In #heent any provision of this Agreement conflictshwihe terms of any other Loan Document, the
terms of this Agreement shall prevail. For purpasfahis Section the absence of a provision from laman Documents shall not constitute a
conflict.

10.11Quality of Documents and Other ItemBach document, item or other evidence requirdzktdelivered to the Lender in connection
with this Agreement shall be satisfactory in fornd@ubstance to the Lender in its sole discretipaddition, all surveys, appraisals,
environmental site assessments, inspections, eaigiws, subcontracts, leases, bonds, insurancgigmbnd all other documents required or
contemplated by this Agreement and the other Loacuhents shall be satisfactory to the Lender dndquired by the Lender, Borrower
shall provide the Lender and its counsel with ceikany or all of such documents. All contractsrg)contractors, sureties, insurers and any
other party responsible for the execution and pedjmm of the foregoing documents shall also bisfattory to the Lender.

10.12Professional Servicedf requested by Lender, Borrower shall: (a) narenfrequently than annually, cause an inspectimhveritten
appraisal of the Property (or such parts of itrasdesignated in the Lender’s request) to be madeeovided to Lender by an appraiser
approved and engaged by the Lender in its soleadiea; and (b) cause to be conducted or prepargatoer written report, summary,
opinion, inspection, review, survey, audit or othesfessional service relating to the Propertyror @perations in connection with it (all as
designated in Lender’s request) as Lender may nadprequest, including, without limitation, angcaunting, auctioneering, architectural,
consulting, engineering, design, legal, managenperst, control, surveying, title abstracting or otteehnical, managerial or professional
service relating to the Property or its operatidii®e Lender may elect to deliver any such requeg$atsimile, by mail or by hand delivery
addressed to the Borrower as provided herein @nyyother legally effective method, and it may beg at any time and from time to time.

10.13Further AssurancesAt the request of the Lender, Borrower shall talg action or execute any additional documentoreasly
required by the Lender to secure the
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Indebtedness, confirm the lien of the Deed of Taudurther the intent of any of the Loan Documents

10.14Costs and Expensedhe Borrower shall pay all out-of-pocket feesargfes and expenses incurred by or on behalf dfehder in
connection with the Loan and the making, closind administration of the Loan, including, withounltation (a) fees and expenses for the
examination of title to the Property; (b) recordemy filing fees, recordation taxes and transfeesa(c) Title Company premiums, fees and
charges; (d) surveyor charges; (e) appraisal {fesispection fees; (g) the fees and expensekef.ender’'s counsel; (h) all amounts due the
Progress Inspector; (i) the payment, satisfactistharge and release of any encumbrance, taxssaseat or other charge or lien upon any
portion of the Property; (j) any syndication orti@pation fees, if applicable, and (k) the constion, maintenance and protection of the
Improvements and every portion thereof. Furthey,ltlnder may (but shall be under no obligationd®d) advance for the account of
Borrower as part of or in addition to the Loan amyount or amounts as the Lender may deem necessadyisable in order to fulfill the
obligations of Borrower hereunder, which amoundmounts may be disbursed by the Lender directlyttard party in order to protect its
interests, and any amount so applied by the Lestut constitute a portion of the Indebtednessnelieugh the aggregate of the amounts so
applied, together with the other advances undeNtite, may exceed the principal amount of the Note.

10.15Fees and Expenses Indemnity. Borrower will hold the Lender harmless and indégnthe Lender from all claims of brokers and
“finders” arising by reason of the Loan, the exemutand delivery of this Agreement or the makindhaf Loan. Borrower shall protect,
indemnify and save harmless the Lender and itetdirg, officers, agents, and employees, the Deddusit trustees, and all independent
contractors from and against all liabilities, obligns, claims, damages, fines, penalties, causadion, costs and expenses (including,
without limitation, attorneys’ fees and disbursemsgnimposed upon or incurred by or asserted agamsof them in connection with the
Loan.

10.16Sale/Assignment of LoanLender may sell or offer to sell the Loan or iet#s therein to one or more assignees or panitspa
Borrower shall execute, acknowledge and deliveranall instruments reasonably requested by Leindannection therewith, and to the
extent, if any, specified in any such assignmenasticipation, such assignee(s) or participars)l have the same rights and benefits with
respect to the Loan Documents as such person(d@ivaaue if such person(s) were Lender hereunderdéemay disseminate any
information it now has or hereafter obtains peitajrto the Loan, including any security for the hpany credit or other information on the
Property (including environmental reports and assesits), Borrower, any of Borrower’s principalsaoy Guarantor, to any actual or
prospective assignee or participant, to Lendefiiaés, including Banc of America Securities LL{©,any regulatory body having
jurisdiction over Lender, to any actual or prospectounterparty (or its advisors) to any swap enivdtive transaction relating to Borrow
and the Loan, or to any other party as necessaapfmopriate in Lender’s reasonable judgment.
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10.17Seal. If any Borrower is a corporation, the designati@EAL)” on this Agreement shall be effective ag taffixing of such
Borrower’s corporate seal physically to this Agresn

10.18 WAIVER OF JURY TRIAL . WITHOUT INTENDING IN ANY WAY TO LIMIT THE PARTIES’ AGREEMENT TO
ARBITRATE ANY “DISPUTE” (FOR PURPOSES OF THIS SECTI ON, AS DEFINED IN THE “DISPUTE RESOLUTION”"
SECTION) AS SET FORTH IN THIS AGREEMENT, TO THE EXT ENT ANY “DISPUTE” IS NOT SUBMITTED TO
ARBITRATION OR IS DEEMED BY THE ARBITRATOR OR BY AN Y COURT WITH JURISDICTION TO BE NOT
ARBITRABLE OR NOT REQUIRED TO BE ARBITRATED, BORROW ER AND LENDER WAIVE TRIAL BY JURY IN
RESPECT OF ANY SUCH “DISPUTE” AND ANY ACTION ON SUC H “DISPUTE.” THIS WAIVER IS KNOWINGLY,
WILLINGLY AND VOLUNTARILY MADE BY BORROWER AND LEND ER, AND BORROWER AND LENDER HEREBY
REPRESENT THAT NO REPRESENTATIONS OF FACT OR OPINIO N HAVE BEEN MADE BY ANY PERSON OR ENTITY TO
INDUCE THIS WAIVER OF TRIAL BY JURY OR TO IN ANY WA Y MODIFY OR NULLIFY ITS EFFECT. THIS PROVISION IS
A MATERIAL INDUCEMENT FOR THE PARTIES ENTERING INTO THE LOAN DOCUMENTS. BORROWER AND LENDER
ARE EACH HEREBY AUTHORIZED TO FILE A COPY OF THIS S ECTION IN ANY PROCEEDING AS CONCLUSIVE
EVIDENCE OF THIS WAIVER OF JURY TRIAL. BORROWER FUR THER REPRESENTS AND WARRANTS THAT IT HAS
BEEN REPRESENTED IN THE SIGNING OF THIS AGREEMENT, AND IN THE MAKING OF THIS WAIVER BY
INDEPENDENT LEGAL COUNSEL, OR HAS HAD THE OPPORTUNI TY TO BE REPRESENTED BY INDEPENDENT LEGAL
COUNSEL SELECTED OF ITS OWN FREE WILL, AND THAT IT HAS HAD THE OPPORTUNITY TO DISCUSS THIS
WAIVER WITH COUNSEL .

10.19Electronic Transmission of Datd ender and Borrower agree that certain datagélat the Loan (including confidential
information, documents, applications and reportay ime transmitted electronically, including transsion over the Internet. This data may be
transmitted to, received from or circulated amoggras and representatives of Borrower and/or Leadeértheir affiliates and other persons
involved with the subject matter of this Agreemdurrower acknowledges and agrees that (a) theresks associated with the use of
electronic transmission and that Lender does noitrabthe method of transmittal or service provgldb) Lender has no obligation or
responsibility whatsoever and assumes no duty ligaiton for the security, receipt or third partyérception of any such transmission, ex
for Lender’s fraud or gross negligence, and (c)r@oer will release, hold harmless and indemnify demfrom any claim, damage or loss,
including that arising in whole or part from Len@estrict liability or sole, comparative or contuifory negligence, but excluding that arising
from Lender’s fraud or gross negligence, whichelsted to the electronic transmission of data.

10.20USA Patriot Act Notice Lender hereby notifies Borrower that pursuanthtmrequirements of the USA Patriot Act (Title dfi Pub.
L. 107-56 (signed into law October 26, 2001)) (tAet”), Lender is required to obtain, verify andcard information that identifies.
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Borrower, which information includes the name addrass of Borrower and other information that wilbw Lender to identify Borrower in
accordance with the Act.

[SIGNATURES APPEAR ON THE NEXT PAGE]
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IN WITNESS WHEREOF, the Borrower and the Lemd@ending to be executed and delivered unddr base executed and delivered
these presents or caused these presents to be¢ezkaoudl delivered under seal as of the year andidagbove written.

WITNESS/ATTEST:

By:

Name:
Title:

(Seal)

WITNESS

Name:
Title:

BORROWER :

COMSTOCK CARTER LAKE, L.C.,
a Virginia limited liability compan

By: Comstock Homebuilding Companies, Ir
Its manage

By:

Christopher Clement
its Chief Executive Office

Address: 11465 Sunset Hills Roe

5 th Floor
Reston, Virginia 2019

LENDER :
BANK OF AMERICA, N.A.

By:

John M. DeZinnc
Senior Vice Presidel

Address8300 Greensboro Drive

Suite 300
McLean, Va. 2210-3604
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EXHIBIT “A”
Property Description
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EXHIBIT “B”

Unit Contract Summary Report
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GUARANTY AGREEMENT

THIS GUARANTY AGREEMENT (this “Guaranty”) is made as of the Stlay of January, 2006, lWOMSTOCK
HOMEBUILDING COMPANIES, INC. , a Delaware corporation (the “ Guarantor”) in faegdBANK OF AMERICA, N.A. , a national
banking association (the “Lender”), and its sucoesand assigns.

RECITALS:

WHEREAS, Lender has made an acquisition loan to Comstocte€Chake, L.C. (“Borrower”) in the maximum princip@amount of
$26,000,000.00 (or so much thereof as shall beraxd} (such extensions of credit being herein sionestcalled individually and/or
collectively the “Loan”);

WHEREAS, as a condition precedent to making the Loan, theleehas required, among other things, the exacatidl delivery of this
Guaranty by Guarantor;

WHEREAS, the Loan shall be made in accordance with the temmdsconditions of a Loan Agreement of even datevi¢h, between the
Lender and Borrower (as amended, modified or supgteéed from time to time, the “Loan Agreement”);

WHEREAS, the Loan shall be evidenced by certain notes, egitins or agreements for the issuance of a lettkatters of credit,
including, without limitation, that certain Deed Bfust Note of even date herewith, from Borroweyaide to the order of the Lender in the
maximum principal amount of $26,000,000.00, or sximthereof as shall be advanced, and any otheuimsnt or agreement executed from
time to time by the Borrower in favor of the Lendas any of the same may from time to time be am@nohodified, replaced or
supplemented (the “Note”);

WHEREAS, the Guaranty is or shall be secured by one or i@oedit Line Deed(s) of Trust and Security Agreeraertw or hereafter
executed and delivered by the Borrower to certaistées for the benefit of the Lender, includinghwut limitation, that certain Credit Line
Deed of Trust and Security Agreement of even datewith, from Borrower as grantor, to certain teest for the benefit of the Lender (as
amended, modified or supplemented from time to ticodlectively, the “Deeds of Trust”), covering tan real property as more particularly
described therein, as well as all improvementstétthereon;

WHEREAS, it is intended that this Guaranty extend to therLaad all other amounts owing under any of the fLoa
Documents” (hereinafter defined), without any n&srdany notice to the Guarantor of the making @f tloan or advances thereunder and
without any need for any supplements or amendnteritds Guaranty or any other documentation toxeeeted by the Guarantor; and

WHEREAS, unless otherwise defined herein, all capitalizethseused herein shall have the meanings assigrteédnoin the Loan
Agreement.
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WITNESSETH:

For good and valuable consideration, the pe@#id adequacy of which are hereby acknowledgetiaa a material inducement to the
Lender to extend credit to the Borrower from tirneite, the Guarantor hereby guarantees to thedrehd prompt and full payment and
performance of the Indebtedness and the otheraildigs in connection with the Loan as defined aestdbed below in this Guaranty
(hereinafter sometimes collectively called the “i@ations”), upon the following terms and conditions

1. Guaranty of Payment. The Guarantor hereby unconditionally and irrevogajlarantees to the Lender the punctual paymentwhe
due, whether by scheduled payment date, upon rhatlapse of time, by acceleration of maturity otiherwise, and at all times thereafter, of
all principal, interest (including interest accryiafter the commencement of any bankruptcy or wesaly proceeding by or against the
Borrower, whether or not allowed in such proceeljifegs, late charges, costs, expenses, indentivficamdebtedness (including, without
limitation, indemnification for environmental matsg, and other sums of money now or hereafter ddeoaving pursuant to (a) the terms of
the Note, the Loan Agreement, the Deed(s) of Tarsd,any and all other documents executed by the®er in connection with the Loan
(the “Loan Documents™), now or hereafter existiagd specifically including any and all advances enlag the Lender under the Loan
Documents from sources other than the Loan, aedest on such advances, and (b) all renewals, €gt&s) increases, refinancings,
modifications, supplements or amendments to subdbitedness, or any of the Loan Documents, or aniythmreof (such indebtedness being
hereinafter collectively called the “Indebtednes¥his Guaranty covers the Indebtedness, whetheeptlgsoutstanding or arising subsequ
to the date hereof, whether or not presently coptated by the Guarantor, the Borrower or the Lended whether or not the same shall be
incurred after satisfaction, payment or reductibamy previous Indebtedness, including all amoantiganced and/or readvanced by the
Lender in stages or installments. The guaranthefGuarantor as set forth in this Section is ainaimg guaranty of payment and not a
guaranty of collection.

2. Guaranty of Performance. The Guarantor additionally hereby unconditionathg arrevocably guarantees to the Lender the timely
performance of all other obligations of the Borrowader all of the Loan Documents, including withbenitation, compliance with all
covenants regarding environmental matters.

3. Primary Liability of the Guarantor . This Guaranty is an absolute, irrevocable and uditional guaranty of payment and
performance. The Guarantor shall be liable forpgagment and performance of the Obligations, afostt in this Guaranty, as a primary
obligor. This Guaranty shall be effective as a waiof, and the Guarantor hereby expressly waivgsaad all rights to which the Guarantor
may otherwise have been entitled under any sungtyaivs in effect from time to time, including anght or privilege, whether existing unc
statute, at law or in equity, to require the Lentetake prior recourse or proceedings againstcaligteral, security or Person (hereinafter
defined) whatsoever. Upon the occurrence of: () @afault under the Loan, (ii) any reasonable debeation by the Lender that a material
adverse
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change has occurred in the financial conditiorhefGuarantor, (jii) the dissolution or insolvendyGuarantor, subject to the provisions of
Section 4 below, or (iv) any transfer of asset&oérantor without receiving fair value in exchatlgerefor, the Indebtedness shall be deemed
immediately due and payable at the election ot #eder, and the Guarantor shall, on demand andulifhresentment, protest, any notice
whatsoever, pay the amount due thereon to the lremdeerform or observe the agreement, covenami, & condition, as the case may be,
and it shall not be necessary for the Lender, deoto enforce such payment or performance by Gtarafirst to institute suit or pursue or
exhaust any rights or remedies against the Borrowethers liable on the Obligations or for suchH@@nance, or to institute suit or pursue or
exhaust any rights or remedies against the Borrow&uarantor or other sureties of the Obligatiam&ontemplated by applicable law or to
enforce any rights against any security that shadl have been given to secure the Obligationt jmin the Borrower or any others liable for
the payment or performance of the Obligations gr@art thereof in any action to enforce this Guaraor to resort to any other means of
obtaining payment or performance of the Obligatidrie term “Person” as used herein shall meanf #fileoBorrower and the Guarantor.

4. Representations, Warranties, and Covenants ofi¢ Guarantor . Guarantor hereby represents, warrants, and covetteatt
(a) Guarantor will derive substantial benefit, dthg or indirectly, from the making of the Loanttee Borrower and from the making of this
Guaranty by the Guarantor; (b) this Guaranty iy @uithorized and valid, and is binding upon andeable against the Guarantor; (c) the
Guarantor is not, and the execution, delivery agrdigpmance by the Guarantor of this Guaranty will cause the Guarantor to be, in viola
of or in default with respect to any law or in dgfgor at risk of acceleration of indebtednessjemany agreement or restriction by which the
Guarantor is bound or affected; (d) Guarantordsilg organized, validly existing limited liabilitpompany in good standing under the laws of
the Commonwealth of Virginia, is lawfully doing bosss in the jurisdiction where it operates, ansifiodl power and authority to enter into
and perform this Guaranty; (e) except as may haea lisclosed to the Lender in writing, there ismaw pending against or affecting the
Guarantor, nor, to the knowledge of the Guarangdhere threatened, any action, investigationt, ayproceeding by or before any
administrative agency which if adversely determinedild materially impair or affect the Guarantditgancial condition (f) all financial
statements and information heretofore furnishettiéd_ender by the Guarantor do, and all finand&tesnents and information hereafter
furnished to the Lender by the Guarantor will, yudihd accurately present the financial conditiothef Guarantor as of their dates and the
results of the Guarantor’s operations for the pkyitherein specified, and, since the date of thet mezent financial statements of the
Guarantor heretofore furnished to the Lender, nteried adverse change has occurred in the finagoiadiition of the Guarantor, nor, except
as heretofore disclosed in writing to the Lendas the Guarantor incurred any material liabiliyedt or indirect, fixed or contingent;
(g) after giving effect to this Guaranty, the Gudoaa is solvent, is not engaged or about to engradesiness or a transaction for which the
property of the Guarantor is an unreasonably saagdital, and does not intend to incur or believd it will incur debts that will be beyond
its ability to pay as such debts mature; (h) thedsx has no duty at any time to investigate orrmfthe Guarantor of the financial or business
condition or affairs of the Borrower or any change
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therein, and the Guarantor will keep fully appreiséthe Borrower’s financial and business conditi() the Guarantor acknowledges and
agrees that the Guarantor may be required to payariorm the Obligations in full without assistarar support from the Borrower or any
other Person; and (j) the Guarantor has read dlyduftderstand the provisions contained in the LAgreement, the Deed(s) of Trust, and
other Loan Documents, each of which may be modiiatended, supplemented or extended from timen® without notice to or consent
from the Guarantor and without affecting the oliigas of the Guarantor under this Guaranty.

In addition, during the term of the Loan, Lendhust be satisfied that Guarantor’s financialdibon meets the following requirements:

(i) Adjusted Tangible Net Worth (ATNW) shall belatist $65,000,000 for fiscal year 2005, increabin0% of consolidated after
tax net earnings for each year thereafter. Adjuttyible Net Worth is defined as GAAP net worthgpubordinated debt approved
by Agent less any goodwill, organizational costaskehold improvements and Affiliate and/or stoctoteceivables and
investments in joint ventures; and

(if) Debt to Tangible Net Worth (“Leverage Raticghall be 3.50:1. Leverage Ratio is the total Adjddtiabilities to Adjusted
Tangible Net Worth (ATNW). Adjusted Liabilities defined as GAAP total liabilities less Variabledrast Entities, less subordina
debt due to related parties and investments ificaés and joint ventures that are not co-borrovféRelated Venturer Subordinated
Debt"), less subordinated debt (“Direct Subordidadebt”), plus any other debt guaranteed by Borrower purposes hereof, a
“Variable Interest Entity'ls either: (A) an entity that is consolidated fimaincial statement purposes when (1) the equitgstmaent ¢
risk is not sufficient to permit the entity frorméincing its activities without additional subordidfinancial support from other
parties or (2) equity holders either (a) lack dirgcindirect ability to make decisions about tinéity (b) are not obligated to absorb
expected losses of the entity or (¢) do not haeeitiht to receive expected residual returns oktftdy if they occur or (B) a
“variable interest entity” as defined in GuaransoBEC-filed financial statements and as the deimivf such term is amended from
time to time based upon guidance from the Finagiabunting Standards Board. For purposes of glatie primary beneficiary of
a Variable Interest Entity is the party that absahmajority of the Variable Interest Entity’s egfe losses, receives a majority of
the entity’s expected residual returns, or botha essult of ownership, contractual or other finahimterests in the entity.

The Guarantor’s representations, warrantigscanenants are a material inducement to the Letodemter into the other Loan Documents
and shall survive the execution hereof and any tantky, foreclosure, transfer of security or oteeent affecting the Borrower, the
Guarantor, any other party, or any security fooalany part of the Obligations.

-
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5. Financial Information . The Guarantor shall furnish or cause to be furrgbehe Lender upon request any financial statésfen
Guarantor and any entity related to the Guarardotaining such information and in such form as lexnday from time to time reasonably
determine, provided the obligations of the Guanah&yeunder have not already terminated.

Without limiting the generality of therégoing, the Guarantor shall furnish to the Lerfademncial statements as follows:

(a) as soon as available, but in no elagat than ninety (90) days after the close ofigisal year (but in no event earlier than the date
such financial statements must be submitted to mowvental authorities), financial statements (alvbich financial statements may include,
as requested by the Lender, a balance sheet, instateenent, sources and uses of funds for suchl fiedl/or calendar year, projected sources
and uses of funds for the coming year, detaildthisand description of all contingent liabilitigax returns, written verification of liquidity
and such other supporting schedules and documamtatiich the Lender may request). All such finahsiatements shall be audited by a
certified public accountant acceptable to the Lenell respects; and

(b) if requested by the Lender, withintyefive (45) days after the close of its quartdslysiness period (but in no event earlier than the
date such financial statements must be submittgdwernmental authorities), the financial statera¢atoe filed with applicable governmer
authorities.

6. Certain Agreements and Waivers by the Guarantor

(a) The Guarantor hereby waives the benef Va. Code Ann. § 49-25 and § 49-26 as amelaedagrees that neither the Lender’s
rights or remedies nor the Obligations shall beaséd, diminished, impaired, reduced or affectedryyone or more of the following events,
actions, facts, or circumstances, and the liabdftthe Guarantor under this Guaranty shall be labs@and unconditional irrespective of:

(i) any limitation of liability or recose in any other Loan Document or arising underlawy

(ii) any claim or defense that this Gurlyavas made without consideration or is not sufgubby adequate consideration;

(i) the taking or accepting of any otfsecurity or guaranty for, or right of recoursehwiespect to, any or all of the Obligations;
(iv) any homestead exemption or othemgxon under applicable law;

(v) any release, surrender, abandonnegntiange, alteration, sale or other dispositiohpadination, deterioration, waste, failure to
protect or preserve, impairment, or loss of, or failyre to create or perfect any lien or
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security interest with respect to, or any othetidga with, any collateral or security at any tisdsting or purported, believed or
expected to exist in connection with any or althef Obligations, including any impairment of theaBantor’ s recourse against any
Person or collateral;

(vi) whether express or by any operation of, lany full or partial release of the liability tife Guarantor, the Borrower or any other
party hereunder or under any of the other Loan Dwnits;

(vii) the death, insolvency, bankruptcy, difiah dissolution, liquidation, termination, res@rship, reorganization, merger,
consolidation, change of form, structure or ownigrsbale of all assets, or lack of corporate, gaship or other power of the Borrower,
the Guarantor or any other party at any time lidbtehe payment or performance of any or all & @bligations;

(viii) either with or without notice to or ceant of the Guarantor, any renewal, extension, fitagion or rearrangement of the terms
any or all of the Obligations and/or any of the hddocuments, including, without limitation, matémdterations of the terms of payment
(including changes in maturity date(s), interes#(s) and amortization) or performance or any otbens thereof, or any waiver,
termination, or release of, or consent to depafftara, any of the Loan Documents or any other guigraf any or all of the Obligations,
or any adjustment, indulgence, forbearance, or comjze that may be granted from time to time byltbeder to the Borrower, the
Guarantor, and/or any other Person at any timéelifav the payment or performance of any or alihaf Obligations;

(ix) any neglect, lack of diligence, delay,ission, failure, or refusal of the Lender to takgmsecute (or in taking or prosecuting)
action for the collection or enforcement of anytle# Obligations, or to foreclose or take or proseeuny action to foreclose (or in
foreclosing or taking or prosecuting any actioridi@close) upon any security therefor, or to exsar¢or in exercising) any other right or
power with respect to any security therefor, otakee or prosecute (or in taking or prosecuting) actjon in connection with any Loan
Document, or any failure to sell or otherwise dspof in a commercially reasonable manner anytesdhsecuring any or all of the
Obligations;

(x) any failure of the Lender to notify the &antor of any creation, renewal, extension, regeement, modification, supplement,
subordination, or assignment of the Obligationamy part thereof, or of any Loan Document, or of selease of or change in any
security, or of any other action taken or refraifredn being taken by the Lender against the Borraweany security or other recourse
of any new agreement between the Lender and th@W®er, it being understood that the Lender shailogorequired to give the
Guarantor any notice of any kind under any circamsés with respect to or in connection with theigaitions, any and all rights to not
that the Guarantor may have otherwise had beingblyewvaived by the Guarantor;
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(xi) any refund of any payment by the Borroweany other party liable for the payment or perfance of any or all of the
Obligations;

(xii) the existence of any claim, set-off,ather right that the Guarantor may at any time regyeinst the Borrower, the Lender (other
than pursuant to a final judgment), or any othes&e whether or not arising in connection witts tBiuaranty or any other Loan
Document;

(xiii) the unenforceability of all or any paot the Obligations against the Borrower, whethezduse the Obligations exceed the am
permitted by law or violate any usury law, or bez@the act of creating the Obligations, or any treateof, is beyond the scope of pow
granted, or because the officers or Persons cgesdéime acted in excess of their authority, or beeatia lack of validity or enforceabili
of or defect or deficiency in any of the Loan Do@nts, or because the Borrower has any valid defetam or offset with respect
thereto, or because the Borrower’s obligation ce#sexist by operation of law, or because of agoreason or circumstance, it being
agreed that the Guarantor shall remain liable heteuregardless of whether the Borrower or anyrd@eeson are found not liable on the
Obligations, or any part thereof, for any reasard(eegardless of any joinder of the Borrower or ather party in any action to obtain
payment or performance of any or all of the Oblimyad);

(xiv) any order, ruling or plan of reorganinait emanating from proceedings under Title 11 eflthnited States Code with respect to
the Borrower or any other Person, including angesion, reduction, composition, or other alteratibthe Obligations, whether or not
consented to by the Lender; or

(xv) any failure to notify the Guarantor of,abtain the Guarantor’s consent to, the makinthefLoan or any advances thereunder.

(b) In the event that any paymenthsy Borrower or any other Person to the Lender I teeconstitute a preference, fraudulent

transfer or other voidable payment under any bastkyy insolvency or similar law, or if for any otheeason the Lender is required to refund
such payment or pay the amount thereof to any qthey, such payment by the Borrower or any otltypto the Lender shall not constitute
a release of the Guarantor from any liability heer, and this Guaranty shall continue to be dffeair shall be reinstated (notwithstanding
any prior release, surrender or discharge by tmeléeof this Guaranty or of the Guarantor), ascéee may be, with respect to, and this
Guaranty shall apply to, any and all amounts sondéd by the Lender or paid by the Lender to amd®eeson (which amounts shall
constitute part of the Obligations), and any indepaid by the Lender and any reasonable attorriegs, costs and expenses paid or incurred
by the Lender in connection with any such everis the intent of the Guarantor and the Lender ttibbligations and liabilities of the
Guarantor hereunder are absolute and unconditioradr any and all circumstances and that untiCthlgations are fully and finally paid

and performed, and not subject to refund or disgment, the obligations and liabilities of the Gudwoa hereunder shall not be discharged or
released, in whole or in part, by any act or oare that might, but for the provisions of this Gunly, be deemed a
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legal or equitable discharge or release of anh@fGuarantor except as otherwise set forth heféia.Lender shall be entitled to continue to
hold this Guaranty in its possession for a peribdne year from the date the Obligations are paitlgerformed in full and for so long
thereafter as may be necessary to enforce anyatioiigof the Guarantor hereunder and/or to exemugeright or remedy of the Lender
hereunder.

(c) If acceleration of the time for paymhef any amount payable by the Borrower undeibte or any other Loan Document is stayed
or delayed by any law or tribunal, all such amouwttsll nonetheless be payable by the Guarantoenradd by the Lender.

7. Waiver of Trial by Jury; Consent to Jurisdiction . WITHOUT INTENDING IN ANY WAY TO LIMIT THE PARTIES
AGREEMENT TO ARBITRATE ANY “DISPUTE” (FOR PURPOSES OF THIS SECTION, AS DEFINED IN THE “DISPUTE
RESOLUTION” SECTION) AS SET FORTH IN THIS NOTE, AGR EEMENT, OR GUARANTY, AS APPLICABLE, TO THE
EXTENT ANY “DISPUTE” IS NOT SUBMITTED TO ARBITRATIO N OR IS DEEMED BY THE ARBITRATOR OR BY ANY
COURT WITH JURISDICTION TO BE NOT ARBITRABLE OR NOT REQUIRED TO BE ARBITRATED, BORROWER AND
LENDER WAIVE TRIAL BY JURY IN RESPECT OF ANY SUCH “ DISPUTE” AND ANY ACTION ON SUCH “DISPUTE.” THIS
WAIVER IS KNOWINGLY, WILLINGLY AND VOLUNTARILY MADE BY BORROWER AND LENDER, AND BORROWER
AND LENDER HEREBY REPRESENT THAT NO REPRESENTATIONS OF FACT OR OPINION HAVE BEEN MADE BY ANY
PERSON OR ENTITY TO INDUCE THIS WAIVER OF TRIAL BY JURY OR TO IN ANY WAY MODIFY OR NULLIFY ITS
EFFECT. THIS PROVISION IS A MATERIAL INDUCEMENT FOR THE PARTIES ENTERING INTO THE LOAN
DOCUMENTS. BORROWER AND LENDER ARE EACH HEREBY AUTH ORIZED TO FILE A COPY OF THIS SECTION IN
ANY PROCEEDING AS CONCLUSIVE EVIDENCE OF THIS WAIVE R OF JURY TRIAL. BORROWER FURTHER
REPRESENTS AND WARRANTS THAT IT HAS BEEN REPRESENTED IN THE SIGNING OF THIS NOTE, AGREEMENT, OR
GUARANTY, AS APPLICABLE, AND IN THE MAKING OF THIS WAIVER BY INDEPENDENT LEGAL COUNSEL, OR HAS
HAD THE OPPORTUNITY TO BE REPRESENTED BY INDEPENDEN T LEGAL COUNSEL SELECTED OF ITS OWN FREE
WILL, AND THAT IT HAS HAD THE OPPORTUNITY TO DISCUS S THIS WAIVER WITH COUNSEL.

The Guarantor irrevocably submits tortbeexclusive jurisdiction of any state or fedemlit sitting in the Jurisdiction of Choice over
any suit, action or proceeding arising out of,aating to, this Guaranty, and irrevocably agrées &ll claims in respect of such action or
proceeding may be heard and determined in suoh atdederal court. The Guarantor irrevocably wajie the fullest extent permitted by
law, any objection that the Guarantor may now aeafter have to the laying of venue of any such agtion or proceeding brought in any
such court, and any claims that any such suitpadi proceeding is brought in an inconvenientror&inal judgment in any such suit, action
or proceeding brought in any such court shall be

-8-




Execution Copy

conclusive and binding upon the Guarantor and neagriforced in any court in which the Guarantorsafgject to jurisdiction, by a suit upon
such judgment provided that service of procesffésted upon the Guarantor as provided in the LIdaouments or as otherwise permitted
applicable law.

8. Dispute Resolution

(a) _Arbitration. Except to the extent expressly provided below, Rispute shall, upon the request of either pdrgydetermined by
binding arbitration in accordance with the Fedéndditration Act, Title 9, United States Code (onifit applicable, the applicable state law),
the then-current rules for arbitration of finanaatvices disputes of the American Arbitration Asation, or any successor thereof (“AAA”)
and the “Special Rules” set forth below. “Disputeéans any controversy, claim or dispute betweenmmamg the parties to this Note,
Agreement, or Guaranty, as applicable, including @ntroversy, claim or dispute arising out of elating to (a) this Note, Agreement, or
Guaranty, as applicable, (b) any other Loan Docus€o) any related agreements or instrumentsj)ahg transaction contemplated herei
therein (including any claim based on or arisirggrfran alleged personal injury or business tort)hénevent of any inconsistency, the Special
Rules shall control. The filing of a court acti@niot intended to constitute a waiver of the rigfBorrower or Lender, including the suing
party, thereafter to require submittal of the Digpto arbitration. Any party to this Note, Agreemhear Guaranty, as applicable, may bring an
action, including a summary or expedited proceedimgompel arbitration of any Dispute in any ccwaving jurisdiction over such action.
For the purposes of this Dispute Resolution Seatidy, the terms “party” and “parties” shall inclidny parent corporation, subsidiary or
affiliate of Lender involved in the servicing, ma@eanent or administration of any obligation desatibeor evidenced by this Note,
Agreement, or Guaranty, as applicable, togethdr thi¢ officers, employees, successors and assigresch of the foregoing.

(b) _Special Rules

(i) The arbitration shall be conducted in &h$. state where real or tangible personal propmtiateral is located, or if there is no
such collateral, in the City and County where Leridéocated pursuant to its address for noticeppses in this Note, Agreement, or
Guaranty, as applicable.

(ii) The arbitration shall be administeredA%A, who will appoint an arbitrator. If AAA is unvling or unable to administer or lega
precluded from administering the arbitration, oAH&A is unwilling or unable to enforce or legallygeluded from enforcing any and all
provisions of this Dispute Resolution Section, &ing party to this Note, Agreement, or Guarantyg@gdicable, may substitute another
arbitration organization that has similar procedureAAA and that will observe and enforce any atighrovisions of this Dispute
Resolution Section. All Disputes shall be deterrdibg one arbitrator; however, if the amount in com¢rsy in a Dispute exceeds Five
Million Dollars ($5,000,000), upon the request of garty, the Dispute shall be decided by threératbrs (for purposes of this Note,
Agreement, or Guaranty, as applicable, referrezbtiectively as the “arbitrator”).
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(iii) All arbitration hearings will be commeed within ninety (90) days of the demand for adiibn and completed within ninety
(90) days from the date of commencement; provitlediever, that upon a showing of good cause, thi&ratdr shall be permitted to
extend the commencement of such hearing for up edditional sixty (60) days.

(iv) The judgment and the award, if any, af Hrbitrator shall be issued within thirty (30) dayf the close of the hearing. The
arbitrator shall provide a concise written statetrsetting forth the reasons for the judgment amdHe award, if any. The arbitration
award, if any, may be submitted to any court hayimigdiction to be confirmed and enforced, andhscenfirmation and enforcement
shall not be subject to arbitration.

(v) The arbitrator will give effect to statatef limitations and any waivers thereof in deterimg the disposition of any Dispute and
may dismiss one or more claims in the arbitrationttee basis that such claim or claims is or arecolafFor purposes of the application of
the statute of limitations, the service on AAA undpplicable AAA rules of a notice of Dispute igthquivalent of the filing of a lawsuit.

(vi) Any dispute concerning this arbitratioropision, including any such dispute as to thediglior enforceability of this provision,
whether a Dispute is arbitrable, shall be deterthimgthe arbitrator; provided, however, that thaiteaitor shall not be permitted to vary
the express provisions of these Special RuleseoR#servations of Rights in subsection (c) below.

(vii) The arbitrator shall have the power teaad legal fees and costs pursuant to the terrttioNote, Agreement, or Guaranty, as
applicable.

(viii) The arbitration will take place on amdividual basis without reference to, resort tocansideration of any form of class or class
action.

(c) Reservations of Right&Nothing in this Note, Agreement, or Guarantyapplicable, shall be deemed to (i) limit the apgdbidity of
any otherwise applicable statutes of limitation angt waivers contained in this Note, Agreementoaranty, as applicable, or (ii) apply tc
limit the right of Lender (A) to exercise self hefpmedies such as (but not limited to) setoff,Byrtp foreclose judicially or nonjudicially
against any real or personal property collateralp @xercise judicial or nonjudicial power of salghts, (C) to obtain from a court provisional
or ancillary remedies such as (but not limitedimgynctive relief, writ of possession, prejudgmattachment, or the appointment of a rece
or (D) to pursue rights against a party to thisdNdtgreement, or Guaranty, as applicable, in @tparty proceeding in any action brought
against Lender in a state, federal or internatiopatt, tribunal or hearing body (including actionspecialty courts, such as bankruptcy and
patent courts). Lender may exercise the rightéos#t in clauses (A) through (D), inclusive, befodeiring or after the pendency of any
arbitration proceeding brought pursuant to thise\ldigreement, or Guaranty, as applicable. Neitheekercise of self help remedies nor the
institution or maintenance of an action for forestlce or provisional or ancillary
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remedies shall constitute a waiver of the righay party, including the claimant in any such attio arbitrate the merits of the Dispute
occasioning resort to such remedies. No provigiahé Loan Documents regarding submission to jigtiesh and/or venue in any court is
intended or shall be construed to be in derogatfahe provisions in any Loan Document for arbitratof any Dispute.

(d) Conflicting Provisions for Dispute Residu . If there is any conflict between the terms, ctinds and provisions of this Section and
those of any other provision or agreement for eabd@n or dispute resolution, the terms, conditiand provisions of this Section shall prevail
as to any Dispute arising out of or relating taliis Note, Agreement, or Guaranty, as applicdlijeany other Loan Document, (iii) any
related agreements or instruments, or (iv) thestation contemplated herein or therein (including elaim based on or arising from an
alleged personal injury or business tort). In atheosituation, if the resolution of a given Dispig specifically governed by another
provision or agreement for arbitration or dispugsalution, the other provision or agreement shralvail with respect to said Dispute.

(e) Jury Trial Waiver in ArbitrationBy agreeing to this Section, the parties irrebbgand voluntarily waive any right they may haweat
trial by jury in respect of any Dispute.

9. Attorneys Fees and Costs of CollectionThe Guarantor shall pay on demand all attorneyes nd all other costs and expenses
incurred by the Lender in the enforcement of ospreation of the Lender’s rights under this Guarafihe Guarantor’s obligations and
liabilities under this Section 9 shall survive grayment or discharge in full of the Obligations.

10. Term of Guaranty. This Guaranty shall continue in effect until suithe as the Obligations have been fully and finplyd and
performed, except that, and notwithstanding anyrneof this Guaranty to the Guarantor, this Guarahgll continue in effect (a) with respect
to any of the Obligations that survive after expa or termination of the Loan, (b) with respeztll obligations and liabilities of the
Guarantor for indemnification and for the paymefnalbcosts and expenses, as provided herein, @ras(provided herein with respect to
preferential, fraudulent or other voidable paymemtsther transfers.

11. Subordination. If, for any reason whatsoever, the Borrower is moereafter becomes indebted to the Guarantor:

(a) such indebtedness and all interesetin and all liens, security interests and rigbts or hereafter existing with respect to property
of the Borrower securing same shall, at all tinbessubordinate in all respects to the Obligationsta all liens, security interests and rights
now or hereafter existing to secure the Obligatiamsl

(b) The Guarantor shall not be entitie@nforce or receive payment, directly or indingotif any such indebtedness of the Borrower to
the Guarantor until the Obligations have been fatig finally paid and performed. Notwithstanding tbregoing, the Guarantor may receive
payments upon close-out of any Project with regaildans made by the Guarantor to the owner ofsaigh Project, or with
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regard to loans made to Borrower on behalf of theey of any such Project. Notwithstanding the foiag, the Guarantor may receive
payments from Borrower in the form of salarieswrgholder or member dividends.

12. Subrogation. Notwithstanding anything to the contrary contaihedein (a) the Guarantor shall not have any ridisubrogation in
or under any of the Loan Documents or to partigpatany way therein, or in any right, title orérgst in and to any security or right of
recourse for the Indebtedness, until the latehefdate on which the Indebtedness has been fullfimally paid, or the Loan has expired or
been terminated, and (b) if the Guarantor is oplrexs an “insider” (as defined in Section 101 ofltméted States Bankruptcy Code) with
respect to the Borrower, then the Guarantor heirebyocably and absolutely waives any and all sghftcontribution, indemnification,
reimbursement or any similar rights against ther®eer with respect to this Guaranty (including aight of subrogation, except to the extent
of collateral held by the Lender), whether suchitsgarise under an express or implied contracyaperation of law. It is the intention of the
parties that the Guarantor shall not be deemee @ foreditor” (as defined in Section 101 of theteah States Bankruptcy Code) of the
Borrower by reason of the existence of this Gugramthe event that the Borrower or the Guarantardmes a debtor in any proceeding ui
the United States Bankruptcy code.

13. Notices Unless specifically provided otherwise, any nofmepurposes of this Guaranty shall be given irtimgi or by telecopier
transmission and shall be addressed or deliverdtetoespective addresses set forth at the erdsoGuaranty, or to such other address as
may have been previously designated by the interefggient by notice given in accordance with ®éction. If sent by prepaid, registerec
certified mail (return receipt requested), the cmshall be deemed effective when the receipgizesi or when the attempted initial deliver
refused or cannot be made because of a changeiiessdof which the sending party has not beeniedfiind if transmitted by telecopier or
personal delivery, the notice shall be effectiveewheceived. No notice of change of address shadffective except upon actual receipt.

14. Cumulative Rights. The exercise by the Lender of any right or remeelgtinder or under any other Loan Document, onvablain
equity, shall not preclude the concurrent or subsatiexercise of any other right or remedy. Thedegrshall have all rights, remedies and
recourses afforded to the Lender by reason ofGhigranty or any other Loan Document or by law aitgcr otherwise, and the same shall
be cumulative and concurrent and are intended tarxeshall be, nonexclusive. No waiver of any digfan the part of the Guarantor or of
any breach of any of the provisions of this Guaramtof any other document shall be consideredigevaf any other or subsequent default
or breach, and no delay or omission in exercisingnforcing the rights and powers granted hereiim @any other document shall be constr
as a waiver of such rights and powers, and no eseeor enforcement of any rights or powers hereundeander any other document shall be
held to exhaust such rights and powers, and ewsty sght and power may be exercised from timénb@t No provision of this Guaranty or
any right, remedy or recourse of the Lender wigpeet hereto, or any default or breach, can beeaglaivor can this Guaranty or the
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Guarantor be released or discharged in any way any extent, except specifically in each case Wyiting intended for that purpose (and
which refers specifically to this Guaranty) exedjtend delivered to the Guarantor, by the Lendarept as otherwise provided herein.

15. Disclosure of Information. The Lender may sell or offer to sell the Loan oiirgarest in the Loan to one or more assignees or
participants and may disclose to any such assignparticipant or prospective assignee or partitigeny information the Lender has
pertaining to the Loan, the Obligations, this Ga&yaor the Guarantor. The Lender also may discémgesuch information to any regulatory
body having jurisdiction over the Lender and to aggnt or attorney of the Lender and in such atlreumstances and to such other partie
necessary or appropriate in the Lender’s reasoijatidgnent.

16. Governing Law; Forum. This Guaranty is an agreement executed underasaits validity, enforcement, and interpretatismall
for all purposes be governed by and construeddordance with the laws of the Jurisdiction of Clecdmd applicable United States federal
law, and is intended to be performed in accordavitte and only to the extent permitted by, suchdaifithe Guarantor is a corporation, the
designation “(SEAL)” on this Guaranty shall be effee as the affixing of Guarantor’s corporate ggalsically to this Guaranty. All
obligations of the Guarantor hereunder are payafteperformable at the place or places where thig&@ions are payable and performable.
The Guarantor hereby irrevocably submits genegaily unconditionally for the Guarantor and in respéthe Guarantor’ respective property
to the jurisdiction of any state court, or any @ditStates federal court, sitting in the state iictvlany of the Land is located, over any suit,
action or proceeding arising out of or relatingtis Guaranty or the Obligations. The Guarantoehgiirrevocably waives, to the fullest
extent permitted by law, any objection that the @aosor may now or hereafter have to the layingefue in any such court and any claim
any such court is an inconvenient forum.

17. Counterparts. This Guaranty may be executed in multiple countespaach of which, for all purposes, shall be degian original,
and all of which together shall constitute one Hralsame agreement.

18. Miscellaneous This Guaranty embodies the entire agreement bettheebender and the Guarantor with respect to tteganty by
the Guarantor of the Obligations. This Guarantyessides all prior agreements and understandingsyjfwith respect to guaranty by the
Guarantor of the Obligations. This Guaranty maybemodified, amended or superseded except intengvgigned by the Lender and the
Guarantor referencing this Guaranty by its datespetifically identifying the portions hereof tleae to be modified, amended or superseded
This Guaranty is binding not only on the Guaranbart, also on the Guarantor’s heirs, personal reptasives, successors and assigns. If any
provision of this Guaranty or the application tltér® any Person or circumstance shall, for angoaand to any extent, be declared to be
invalid or unenforceable, neither the remainingvpsions of this Guaranty nor the application oflspeovision to any other Person or
circumstance shall be affected thereby, and thairgng provisions of this Guaranty, or the
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applicability of such provision to other Persongiocumstances, as applicable, shall remain irceiad be enforceable to the maximum
extent permitted by applicable law.

[SIGNATURES ON THE FOLLOWING PAGE]
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IN WITNESS WHEREOF, the Guarantor duly executed and delivered this &ugr intending that it be an instrument under,sesbf

the date first written above.

WITNESS GUARANTOR :
COMSTOCK HOMEBUILDING COMPANIES
INC., a Delaware corporatic
By: By:
Name: Christopher Clement:
Title: Chief Executive Office
(Seal) Address: 11465 Sunset Hills Roe

ADDRESS OF LENDER:

BANK OF AMERICA, N.A.
8300 Greensboro Drive

Suite 300

McLean, Virginia 22102-3604
Attention: Homebuilder Division
Fax No: (703) 761-8160

5t Floor
Reston, Virginia 2019
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List of Subsidiaries

Name

Exhibit 21.1

State of Incorporation
or Organization

O©CoO~NO U, WNE

. Buckhead Overlook, LL¢

. Comstock Acquisitions, L.C

. Comstock Airmont, L.C

. Comstock Aldie, L.C

. Comstock Barrington Park, L.
. Comstock Bellemeade, L.

. Comstock Belmont Bay 5, L.
. Comstock Belmont Bay 89, L.!
. Comstock Blair Mill, L.L.C.

. Comstock Blooms Mill Il, L.C

. Comstock Brandy Station, L.

. Comstock Carter Lake, L.!

. Comstock Cascades, L.

. Comstock Communities, L.

. Comstock Countryside, L.!

. Comstock Culpeper, L.t

. Comstock Delta Ridge I, L.L.(

. Comstock Emerald Farm, L.

. Comstock Fairfax I, L.C

. Comstock Flyr's Crossing, L.C

. Comstock Hamlets of Blue Ridge, L
. Comstock Holland Road, L.L.

. Comstock Homes of North Carolina, L.L
. Comstock Homes of Raleigh, L.L.
. Comstock Homes of Washington, L
. Comstock Investors lll, L.I

. Comstock Investors V, L.(

. Comstock Investors VI, L.

. Comstock Kelton Il, L.C

. Comstock Lake Pelham, L.

. Comstock Landing, L.L.C

. Comstock Loudoun Condos 1, L

. Comstock North Carolina, L.L.t

. Comstock Penderbrook, L.

. Comstock Potomac Yard, L.

. Comstock Ryan Park, L.

. Comstock Sherbrooke, L.

. Comstock Summerland, L.

. Comstock Wakefield, L.L.C

. Comstock Wakefield II, L.L.C

Georgia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
North Caroline
North Caroling
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
North Caroling
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia




Exhibit 21.1

State of Incorporation

Name or Organization
41. Highland Avenue Properties, LL Georgia
42. Highland Station Partners, L1 Georgia
43. Mathis Partners, LL! Georgia
44. North Shore Investors, L.L. Virginia
45. North Shore Raleigh, L.L.( Virginia
46. North Shore Raleigh Il, L.L.(C Virginia
47. Parke-Chandler Homes, Ini Georgia
48. Parker Chandler Homes/Florida, L Florida
49. Parker Chandler Homes/North Carolina, L North Caroline

50.
51.
52.
53.
54,
55.
56.
57.
58.
59.

Parker Chandler Homes/South Carolina, |
Parker Chandler Realty, LL

PCH Development, LL!

PCH James Road, LL

Post Preserve, LL

Raleigh Resolution, L.L.(

Settlement Title Services, L.L.

TCG Debt Fund II, L.C

TCG Fund I, L.C

Tribble Road Development, LL

South Caroling
Georgia
Georgia
Georgia
Georgia
Virginia
Virginia
Virginia
Virginia
Georgia






Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statement on Form S-8 (No-3833709) of Comstock Homebuilding
Companies, Inc. our report dated March 15, 2004ire) to the financial statements, managementasassent of the effectiveness of internal
control over financial reporting and the effectiesa of internal control over financial reportindjigh appears in this Form 10-K.

/sIPricewaterhouseCoopers LLP

McLean, Virginia
March 15, 2006






EXHIBIT 31.1

CERTIFICATION
I, Christopher Clemente, certify that:
1. | have reviewed this annual reporform 10-K of Comstock Homebuilding Companies,;Inc.

2. Based on my knowledge, this annuabriedoes not contain any untrue statement of @mahfact or omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the finansfatements, and other financial information inctidethis report, fairly present in all material
respects the financial condition, results of opere, and cash flows of the registrant as of, amdthe periods presented in this report;

4. The registrant’s other certifyingioffr and | are responsible for establishing anchta@iing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure costaold procedures, or caused such disclosure comindl procedures to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this annual report is being preg;

b) Designed such internal contrarafinancial reporting, or caused such internaltaal over financial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

C) Evaluated the effectivenesshefregistrant’s disclosure controls and procedanespresented in this report our conclusions
about the effectiveness of the disclosure contintsprocedures as of the end of the period cousyehis report based on such evaluation;
and

d) Disclosed in this report any mfpa in the registrant’s internal control over fingh reporting that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifyingio#fr and | have disclosed, based on our most resattiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies anthterial weaknesses in the design or operatiamtefmal control over financial reporting whi
are reasonably likely to adversely affect the regrg’s ability to record, process, summarize, embrt financial information; and

b) Any fraud, whether or not madérthat involves management or other employeeshvave a significant role in the registrant’
internal control over financial reporting.

/sl Christopher Clemen

Christopher Clemente
Chairman and Chief Executive Offic

Date: March 16, 200






EXHIBIT 31.2

CERTIFICATION
[, Bruce J. Labovitz, certify that:
1. | have reviewed this annual reporform 10-K of Comstock Homebuilding Companies,;Inc.

2. Based on my knowledge, this annuabriedoes not contain any untrue statement of @mahfact or omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the finansfatements, and other financial information inctidethis report, fairly present in all material
respects the financial condition, results of opere, and cash flows of the registrant as of, amdthe periods presented in this report;

4. The registrant’s other certifyingioffr and | are responsible for establishing anchta@iing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure costaold procedures, or caused such disclosure comindl procedures to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this annual report is being preg;

b) Designed such internal contrarafinancial reporting, or caused such internaltaal over financial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

C) Evaluated the effectivenesshefregistrant’s disclosure controls and procedanespresented in this report our conclusions
about the effectiveness of the disclosure contintsprocedures as of the end of the period cousyehis report based on such evaluation;
and

d) Disclosed in this report any mfpa in the registrant’s internal control over fingh reporting that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifyingio#fr and | have disclosed, based on our most resattiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies anthterial weaknesses in the design or operatiamtefmal control over financial reporting whi
are reasonably likely to adversely affect the regrg’s ability to record, process, summarize, embrt financial information; and

b) Any fraud, whether or not madérthat involves management or other employeeshvave a significant role in the registrant’
internal control over financial reporting.

/s/ Bruce J. Labovit

Bruce J. Labovitz
Chief Financial Officel

Date: March 16, 200






EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on For@aKL of Comstock Homebuilding Companies, Inc. (t@mpany”) for the year ended
December 31, 2005, as filed with the SecuritiesExcthange Commission on the date hereof (the “R8p@hristopher Clemente, Chairman
and Chief Executive Officer of the Company and Bruabovitz, Chief Financial Officer of the Compangytify, to our best knowledge and
belief, pursuant to 18 U.S.C. § 1350, as adoptesuaunt to § 906 of the Sarbanes-Oxley Act of 200&t;

(1) The Report fully complies with the requiremts of Section 13(a) or 15(d) of the Securitiestaxge Act of 1934 (15 U.S.C. 78m(a)
or 780(d)); anc

(2) The information contained in the Reportljapresents, in all material respects, the finahcondition and results of operations of the
Company

/sl Christopher Clemen

Christopher Clemente
Chairman and Chief Executive Offic

/s/ Bruce J. Labovit

Bruce J. Labovitz
Chief Financial Officel

March 16, 200¢



