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General

Unless otherwise indicated or the context otherwise requires, all references in this Annual Report on Form 10-K to
“we,” “us,” “our,” “Avatar,” or the “Company” refer to Avatar Holdings Inc. and its consolidated subsidiaries. Dollar amounts
specified herein are in thousands, except per share amounts or as otherwise indicated.

PART I

Item 1. Business

The following business description should be read in conjunction with our audited consolidated financial statements
and accompanying notes thereto appearing elsewhere in this Annual Report on Form 10-K.

Company Overview

Avatar Holdings Inc. was incorporated in the state of Delaware in 1970.  Our principal executive offices are located at
201 Alhambra Circle, Coral Gables, Florida 33134 (telephone (305) 442-7000).

We are engaged in the business of real estate operations in Florida and Arizona. Our residential community activities
have been adversely affected in both markets, bringing home sales to low levels. We also engage in other real estate
activities, such as the operation of amenities, the sale for third-party development of commercial and industrial land
and the operation of a title insurance agency, which activities have also been adversely affected by economic
conditions.

Our assets consist primarily of real estate in the states of Florida and Arizona. As of December 31, 2010, we own
more than 17,000 acres and through partnerships in several limited liability companies (“LLCs”) have a minority
ownership interest in an additional 830 acres of developed, partially developed or developable residential, commercial
and industrial property.  Avatar is required to consolidate these LLCs in accordance with authoritative accounting
guidance.  Some portion of these acres may be developed as roads, retention ponds, parks, school sites, community
amenities or for other similar uses.

Within Florida and Arizona we also own more than 15,000 acres of preserves, wetlands, open space and other areas
that at this time are not developable, permitable and/or economically feasible to develop, but may at some future date
have an economic value for preservation or conservation purposes.

We have federally registered trademarks and service marks or pending applications for federal registration for several
of our entities, operations and communities, including, but not limited to:  Avatar®, Stonegate®, Solivita™, CantaMia™,
The Younger Next Year Community™, YNY™, YNY by Avatar™, and two (2) design marks of a reverse clock face.

Business Strategy

Our primary business strategy is the development of active adult communities, and we remain opportunistic about the
development of primary residential communities.  We believe the demographics are good for active adult
development. Solivita and CantaMia, our active adult communities in Central Florida and Goodyear, Arizona,
respectively, will initially serve as our flagship communities as we pursue our active adult business strategy.  Our
business remains capital intensive and requires or may require expenditures for land and infrastructure development,
housing construction, funding of operating deficits and working capital, as well as potential new acquisitions of real
estate and real estate-related assets.  We continue to carefully manage our inventory levels through monitoring land
development and home starts.
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Item 1. Business – continued

Recent Developments

7.50% Convertible Notes Offering

On January 31, 2011, Avatar and Avatar Properties Inc. (“API”), entered into an Underwriting Agreement (the
“Underwriting Agreement”) with Barclays Capital Inc. (the “Underwriter”). Pursuant to the Underwriting Agreement,
Avatar agreed to issue and sell to the Underwriter, and the Underwriter agreed to purchase for sale in an underwritten
public offering, $100,000 aggregate principal amount of 7.50% Senior Convertible Notes due 2016 (the “7.50% Notes”).
The 7.50% Notes were sold to the Underwriter at 95.75% of the principal amount of the 7.50% Notes, and were sold
to the public at a purchase price of 100% of the principal amount of the 7.50% Notes, plus accrued interest, if any,
from February 4, 2011.

On February 4, 2011, Avatar completed the sale of the 7.50% Notes in accordance with the terms of the Underwriting
Agreement. The sale of the 7.50% Notes is registered pursuant to a Registration Statement on Form S-3 (No.
333-161498), filed by Avatar with the Securities and Exchange Commission (the “SEC”) on August 21, 2009 (the
“Registration Statement”). Net proceeds to Avatar from the sale of the 7.50% Notes is approximately $95,350 after
deducting the Underwriter’s discount of 4.25% and expenses estimated at approximately $400. Avatar intends to use
the proceeds from the sale of the 7.50% Notes for general corporate purposes, including, without limitation, the
repayment of debt, including Avatar’s 4.50% Convertible Senior Notes due 2024 (the “4.50% Notes”), which notes may
be put to Avatar pursuant to the terms thereof on each of April 1, 2011, April 1, 2014, and April 1, 2019, or called by
Avatar at any time on or after April 5, 2011, and potential new acquisitions of real estate and real estate-related assets.
On February 4, 2011, we purchased $17,765 principal amount of the 4.50% Notes, and as of March 16, 2011, $47,039
principal amount remains outstanding.

Real Estate Operations

We are engaged in real estate operations as summarized below.  For further information regarding our financial
condition and results of operations please see “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations.”

Active Adult Community Development

Our primary business strategy being development of active adult communities, we continue to seek and evaluate
opportunities to expand our active adult operations.

To further enhance the lifestyle and offer more choices at our active adult communities, we established an exclusive
partnership with Younger Next Year authors Chris Crowley and Dr. Henry Lodge, whose New York Times
best-selling book is based on a popular approach to living for those over 50.  The Younger Next Year (“YNY”) lifestyle
is based upon choices in living that will enhance the participants’ quality of life. The four key pillars of this lifestyle
are: community, exercise, nutrition, and finance.

Solivita

On February 1, 2011, we initiated our YNY program at Solivita and Solivita West, our Central Florida active adult
communities located within the master-planned community of Poinciana. The YNY pillars of community, exercise,
nutrition, and finance are reflected in the wealth of activities offered to Solivita residents through the community’s
Lifestyles program. Activities and clubs abound at Solivita, ranging from photography to softball to scrap-booking
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and motorcycle riding. Additionally, we have introduced new exercise equipment and programs, as well as added
YNY nutritional choices to our Grille menu.

Solivita and Solivita West incorporate the natural topography of the land, including more than 1,200 acres of wetlands
and an oak hammock. These communities currently include more than 148,000 square feet of recreation facilities, as
well as two 18-hole golf courses and an active park housing a variety of sporting and games facilities.

4

Edgar Filing: AVATAR HOLDINGS INC - Form 10-K

7



Table of Contents

Item 1. Business – continued

Real Estate Operations – continued

CantaMia

A 1,781-unit active adult community located in the Estrella Mountain Ranch Master Plan Community in Goodyear,
Arizona, CantaMia is composed of three phases. On October 25, 2010, we acquired phase 1 consisting of 593 partially
or fully developed lots, 29 houses under construction, a recreation center scheduled to open during March 2011 and a
fully finished sales center; and an option for phases 2 and 3 consisting of 1,138 undeveloped lots. The option price for
phases 2 and 3 approximates $9,600, of which $1,000 was paid during December 2010.

Seasons

On September 24, 2009, we acquired 87 completed and partially completed homes, 267 developed lots, 364 partially
developed lots and approximately 400 undeveloped master planned lots in an active adult community named Seasons
at Tradition located in St. Lucie County, Florida.  We are actively marketing the sale of the inventory homes in
Seasons, and are evaluating our opportunities regarding the build out of the remainder of the community.

Primary Residential Community Development

We continue to search for primary community development opportunities. We are currently building in our recently
acquired primary residential communities in Arizona and are developing new products to be introduced at the Isles of
Bellalago in Central Florida.  However, due to unfavorable market conditions, we have substantially curtailed our
primary residential homebuilding operations in Poinciana, Florida and Rio Rico, Arizona.

Information relating to our backlog is incorporated herein by reference to Item 7 of Part II of this Report under the
heading “Results of Operations.”

Poinciana Parkway and Toll Road

In December 2006, we entered into agreements with Osceola County, Florida and Polk County, Florida for us to
develop and construct at our cost a 9.66 mile four-lane road in Osceola and Polk Counties, to be known as the
Poinciana Parkway (the "Poinciana Parkway"). The Poinciana Parkway is to include a 4.15 mile segment to be
operated as a toll road. We have acquired right-of-way and federal and state environmental permits necessary to
construct the Poinciana Parkway.  We will need to permit an interchange between the Poinciana Parkway and U.S.
17/92 in Polk County prior to commencing construction of the road.  We have obtained an extension of our South
Florida Water Management District permit to February 14, 2018.  In July 2008 and August 2008, we entered into
amended and restated agreements with Osceola County and Polk County.  Pursuant to the amendments to our
agreements with Osceola County in December 2010 and the amendment to our agreement with Polk County in
October 2010, funding for the Poinciana Parkway is to be obtained by and construction of the Poinciana Parkway is to
be commenced by February 14, 2012.  Pursuant to the amendments to our agreements with both Counties,
construction of the Poinciana Parkway is to be completed by May 7, 2014, subject to extension for Force Majeure. 
We advised the Counties that the current economic downturn has resulted in our inability to: (i) conclude negotiations
with potential investors; or (ii) obtain financing for the construction of the Poinciana Parkway.

If funding for the Poinciana Parkway is not obtained and construction of the Poinciana Parkway cannot be
commenced by February 14, 2012, the Counties have no right to obtain damages or seek specific performance. Polk
County’s sole remedy under its agreement with Avatar is to cancel such agreement if Avatar does not construct the
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Poinciana Parkway. With respect to Osceola County, if funding and commencement of construction is not met, (i) a
portion of Avatar’s land in Osceola County will become subject to Osceola traffic concurrency requirements applicable
generally to other home builders in the County and (ii) Avatar will be required to contribute approximately $1,900
towards the construction cost of certain traffic improvements in Osceola County that we otherwise might have been
obligated to build or fund if we had not agreed to construct the Poinciana Parkway.
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Item 1. Business – continued

Real Estate Operations – continued

Osceola County and Avatar are still attempting to obtain federal and/or state funds for development of the Poinciana
Parkway, including highway tax bill monies, a newly announced federal transportation grant and a federal loan. We
cannot predict whether any federal or state funds will be available.

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

Our estimate of the right-of-way acquisition, development and construction costs for the Poinciana Parkway
approximates $175,000 to $200,000. However, no assurance of the ultimate costs can be given at this stage. As of
December 31, 2010, approximately $47,449 has been expended. During fiscal years 2009 and 2008, we recorded
impairment charges of $8,108 and $30,228, respectively, associated with the Poinciana Parkway.

We review the recoverability of the carrying value of the Poinciana Parkway on a quarterly basis in accordance with
authoritative accounting guidance. Based on our review during 2010, we determined the estimated future
undiscounted cash flows of the Poinciana Parkway were greater than its carrying value, therefore no impairment
losses were recorded during 2010. Non-capitalizable expenditures of $324 and $341 related to the Poinciana Parkway
were expensed during 2010 and 2009, respectively. At December 31, 2010, the carrying value of the Poinciana
Parkway is $8,452.

Commercial  / Industrial and Other Land Sales

We may generate revenues through the sale of commercial and industrial land for third-party development, primarily
in Poinciana, and other non-core residential land.

For further description of the various communities and the operations conducted therein, please see “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Real Estate Assets

Our assets consist primarily of real estate in the states of Florida and Arizona. As of December 31, 2010, we own
more than 17,000 acres and have a minority ownership interest in an additional 830 acres of developed, partially
developed or developable residential, commercial and industrial property.  Avatar is required to consolidate these
LLCs in accordance with authoritative accounting guidance.  Some portion of these acres may be developed as roads,
retention ponds, parks, school sites, community amenities or for other similar uses.

Within Florida and Arizona we also own more than 15,000 acres of preserves, wetlands, open space and other areas
that at this time are not developable, permitable and/or economically feasible to develop, but may at some future date
have an economic value for preservation or conservation purposes.
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Item 1. Business – continued

Real Estate Assets - continued

Following is a breakdown of our land holdings (not including our housing inventory) as of December 31, 2010
(dollars in thousands):

Estimated Planned Lots/Units (1)

Acquisition Date
Contract

Date Developed
Partially

Developed Raw (2) Total Book Value
Residential
Osceola County, Florida
Pre-1980 200 - 2,200 2,400 $ 5,206
1999-2001 500 700 - 1,200 45,085
2003 2002-2003 - - 1,000 1,000 7,880
2004 2002-2003 - - 1,400 1,400 19,307
2006 2002-2003 - - 1,600 1,600 19,044
2010 2010 400 - - 400 7,346
Total Osceola
County 1,100 700 6,200 8,000 103,868

Polk County, Florida
Pre-1980 900 1,000 2,400 4,300 20,686
2003 2002-2003 800 - 100 900 30,274
2004 2002-2003 - - 2,500 2,500 19,966
Total Polk County 1,700 1,000 5,000 7,700 70,926

Orange County, Florida
2010 2010 - 839 - 839 16,582

St. Lucie County, Florida
2009 2009 267 364 400 1,031 2,182

Hernando County, Florida
2004-2005 2003 - 5 - 5 31

Collier and Lee County, Florida
Pre-1980 50 - - 50 179

Highlands County, Florida
Pre-1980 40 - 40 80 102

Santa Cruz County,(Rio Rico), Arizona
Pre-1980 600 300 3,700 4,600 10,426

Maricopa, Arizona
2010 2010 290 398 - 688 37,048

Pinal County, Arizona
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2010 2010 - - 1,064 1,064 5,802

Pima County, Arizona
2009 2009 86 - - 86 3,897
Total Residential 4,133 3,606 16,404 24,143 $ 251,043

Estimated Planned Lots/Units (1)

Acquisition Date
Contract

Date Developed
Partially

Developed Raw (2) Total Book Value
Consolidated LLCs (4)
Polk County, Florida
2005 2004 200 - 300 500 $ 1,774
Martin County, Florida
1981-1987 75 - 200 275 1,666
Total Consolidated LLCs 275 - 500 775 $ 3,440

7
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Item 1. Business – continued

Real Estate Assets - continued

Acquisition Date Contract Date
Estimated

Acres
Book
Value

Commercial/Industrial/Institutional
Florida
Pre-1980 1,300 $ 7,257
2004 (3) 2004 300 14,804
2005 (3) 2004 400 16,004
Total Florida 2,000 38,065

Arizona
Pre-1980 200 273

Total Commercial/Industrial/Institutional 2,200 $ 38,338

Other
Preserves, wetlands, open space
Pre-1980 - $ 3,238
Other - 4,857
Total Other - $ 8,095

(1)Estimated planned lots/units are based on historical densities for our land. New projects may ultimately be
developed into more or less than the number of lots/units stated.

(2)We anticipate that with respect to our inventory of undeveloped land, new lots developed over the next several
years are likely to be developed at greater density per acre than the density per acre we have undertaken over the
past several years. We anticipate evolving market demand for smaller and/or more affordable homes.
Accordingly, the number of lots we ultimately develop per acre from our inventory of raw land may exceed the
units set forth in this schedule.

(3)During the 4th quarter 2008, our plans for this property changed from developing it as single family housing to
permitting as commercial/industrial/institutional land.

(4)These landholdings were sold during 2009 to two newly formed LLCs in which we own a minority
interest.  These LLCs are consolidated for accounting purposes.  As a result, the transactions did not qualify as
sales for financial reporting purposes.

Title Insurance Agency

Prominent Title Insurance Agency, Inc., a subsidiary of Avatar Properties Inc., maintains operations in Poinciana,
Florida.  Services are offered to purchasers of homes from Avatar as well as unrelated parties.  Due to the substantial
reduction in real estate transactions, our title insurance agency operations in 2010 experienced a substantial decline in
revenues.

Business Segment Information

Edgar Filing: AVATAR HOLDINGS INC - Form 10-K

14



Our business segment information regarding revenues, results of operations and assets is incorporated herein by
reference to Note P to the Consolidated Financial Statements included in Item 8 of Part II of this Report.

Employees

As of December 31, 2010, we employed approximately 243 individuals (almost half of whom are support staff for
amenity operations and maintenance) on a full-time or part-time basis. Relations with our employees are satisfactory
and there have been no work stoppages.

8
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Item 1. Business – continued

Investor Information

We are subject to the informational requirements of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”).  Accordingly, we file annual, quarterly and current reports, proxy statements and other information with the
SEC. You may read and copy materials that we have filed with the SEC at the Public Reference Room of the SEC at
100 F Street, NE, Washington, D.C. 20549 or by calling the SEC at 1-800-SEC-0330.  In addition, the SEC maintains
an Internet site (http://www.sec.gov) that contains reports, proxy and information statements and other information
regarding issuers that file electronically.

You can access financial and other information on our website, at www.avatarholdings.com.  The information on or
accessible through our website is not incorporated by reference in this Form 10-K. We make available, free of charge,
copies of our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as
reasonably practicable after filing or furnishing such material electronically or otherwise with the SEC. You may
download this information from our website or may request us to mail specific information to you. Information
regarding equity transactions by our directors, officers and 10% holders may also be obtained on our website.

Regulation

Our business is subject to extensive federal, state and local statutes, ordinances and regulations that affect every aspect
of our business such as environmental, hazardous waste and land use requirements and can result in substantial
expense to Avatar.

Homes and residential communities that we build must comply with federal, state and local laws, regulations, and
ordinances relating to, among other things, zoning, construction permits or entitlements, construction material
requirements, density requirements, and requirements relating to building design and property elevation, building
codes and the handling of waste. These laws and regulations are subject to frequent change and often increase
construction costs. In some instances, we must comply with laws that require commitments from us to provide roads
and other offsite infrastructure to be in place prior to the commencement of new construction. These laws and
regulations may result in fees and assessments, including, without limitation, fees and assessments  for schools, parks,
streets and highways and other public improvements, the costs of which can be substantial.

The residential homebuilding industry is also subject to a variety of federal, state and local statutes, ordinances, rules
and regulations concerning the protection of human health and the environment. These environmental laws include
such areas as storm water and surface water management, soil, groundwater, endangered or imperiled species, natural
resources and wetlands protection, and air quality protection and enhancement.  Complying with environmental laws
for existing conditions may result in delays, may cause us to incur substantial compliance and other costs, and may
prohibit or severely restrict homebuilding activity in environmentally-sensitive regions or areas.

Competition

Our active adult and primary residential homebuilding, planned community development and other real estate
operations are subject to significant competition from distressed sellers. We currently compete with foreclosure sales
as well as resales by investors, speculators, foreclosing lenders and residents in our communities. For the sales of new
housing units, we compete, as to price and product, with several national and regional homebuilding companies.

Seasonality
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Our business is affected to some extent by the seasonality of home sales which are generally higher during the months
of November through April in the geographic areas in which we conduct our business.

Warranty

Warranty reserves for houses are established to cover estimated costs for materials and labor with regard to
warranty-type claims to be incurred subsequent to the closing of a house. Reserves are determined based on historical
data and other relevant factors. We may have recourse against subcontractors for claims relating to workmanship and
materials.
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Item 1. Business – continued

Executive Officers of the Registrant

Pursuant to General Instruction G(3) to Form 10-K, the following list is included as an unnumbered item in Part I of
this report in lieu of being included in the Proxy Statement for the Annual Meeting of Stockholders to be held on June
2, 2011.

The following is a list of names and ages of all of the executive officers of Avatar, indicating principal positions and
offices with Avatar or a subsidiary held by each such person and each such person's principal occupation(s) or
employment during the past five years unless otherwise indicated.  Officers of Avatar have been elected to serve until
the next annual election of officers (which is expected to occur on June 2, 2011), when they are re-appointed or their
successors are elected or until their earlier resignation or removal.

Name Age Office and Business Experience

Jon M. Donnell 51 Chief Executive Officer and President and member of our Board of
Directors since November 15, 2010; and holds various positions with
subsidiaries; from 2007 to November 2010, Co-Founder and Principal
of the Monticello Group, LLC; from 1995 to 2004, various executive
positions, including President and Chief Operating Officer and
member of the Board of Directors of Dominion Homes, Inc.

Joseph Carl Mulac III 49 Executive Vice President and President of our wholly-owned
subsidiary, Avatar Properties Inc., since October 25, 2010; since April
2009, Chief Executive Officer of  Joseph Carl Homes, LLC (n/k/a
Avatar Properties of Arizona, LLC); from March 2003 to April 2009,
held various officer positions with Tousa, Inc.

Michael P. Rama 44 Principal Financial Officer since January 1, 2011 and Principal
Accounting Officer and Controller since June 1998.

Patricia Kimball Fletcher 53 Executive Vice President and General Counsel since January 2007;
formerly Partner and Chair of Florida Real Estate and Finance
Department, Duane Morris LLP, from January 2002 to December
2006; and holds various positions with subsidiaries.

Juanita I. Kerrigan 64 Vice President and Secretary since September 1980; and holds various
positions with subsidiaries.

The above executive officers have held their present positions with Avatar for more than five years, except as
otherwise noted.  No executive officer of Avatar has any family relationship with any other executive officer or
director of Avatar.

10
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Item 1A. Risk Factors

Our business, financial condition, results of operations, cash flows and prospects, and the prevailing market price and
performance of our common stock, may be adversely affected by a number of factors, including the matters discussed
below. Certain statements and information set forth in this Annual Report on Form 10-K, as well as other written or
oral statements made from time to time by us or by our authorized officers on our behalf, constitute “forward-looking
statements” within the meaning of the Federal Private Securities Litigation Reform Act of 1995. We intend for our
forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in
the Private Securities Litigation Reform Act of 1995. You should note that forward-looking statements in this
document speak only as of the date of this Annual Report on Form 10-K and we undertake no duty or obligation to
update or revise our forward-looking statements, whether as a result of new information, future events or otherwise.
Although we believe that the expectations, plans, intentions and projections reflected in our forward-looking
statements are reasonable, such statements are subject to risks, uncertainties and other factors that may cause our
actual results, performance or achievements to be materially different from any future results, performance or
achievements expressed or implied by the forward-looking statements. The risks, uncertainties and other factors that
our stockholders and prospective investors should consider include the following:

Our industry is highly cyclical and is affected by general economic conditions and other factors beyond our control.

The real estate industry is highly cyclical and is affected by changes in national, global and local economic conditions
and events, such as employment and income levels, availability of financing, interest rates, consumer confidence and
demand. We are subject to various risks, many of which are outside our control, including real estate market
conditions (both where our communities and homebuilding operations are located and in areas where potential
customers reside), changing demographic conditions, adverse weather conditions and natural disasters, such as
hurricanes, tornadoes and wildfires, delays in construction schedules, cost overruns, changes in government
regulations or requirements, and increases in real estate taxes and other local government fees.

The economic downturn we have been experiencing may continue, has created greater uncertainty in our ability to
forecast our business needs, and has adversely affected our business and results of operations.

Since 2008, the market for homes in the geographic areas in which our developments are located have been severely
and negatively impacted by the economic downturn. In the geographic areas in which we conduct our real estate
operations, there has been a significant increase in the number of homes for sale or available for purchase or rent
through foreclosures or otherwise. The price points at which these homes are available have put downward pressure
on our margins. We cannot predict when the markets in the geographic areas in which we conduct our real estate
operations may demonstrate significant improvements.

The current economic environment has increased our deficit funding obligations for club and homeowner association
obligations.

Because we fund homeowners association operating deficits and we operate our club amenities, defaults in payments
of club dues and homeowner association assessments by home owners have caused us to expend additional cash to
maintain the homeowner association and club operations at their current levels. Further, due to lower than anticipated
sales of homes in certain of our master planned communities, our obligations to fund our club and homeowner
association operating deficits are greater than projected as there are fewer new home sales in these communities to
absorb these obligations.

Further declines in real estate values could result in impairment write-downs.
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Further declines in the real estate market could result in future impairments (as defined by FASB authoritative
accounting guidance) to certain of our land and other inventories and of our investments in unconsolidated entities.
The value of our land and other inventory and land owned by unconsolidated entities depends on market conditions,
including estimates of future demand for, and the revenues that can be generated from, such inventory. The downturn
in the real estate market has caused the fair value of certain of our inventory to fall below its carrying value. Because
of our assessments of fair value, we have written down the carrying value of certain of our inventory, and taken
corresponding non-cash charges against our earnings to reflect the impaired value. If the real estate market declines
further, we may need to take charges against our earnings for inventory impairments and/or a write-down of our
investments in unconsolidated entities and other assets. Any such non-cash charges could have an adverse effect on
our consolidated results of operations.
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Item 1A. Risk Factors (dollars in thousands except share and per share data) – continued

We are concentrated geographically, which could adversely affect our business.

Our land and development activities are located in Florida and Arizona, which are among the states most adversely
affected by the downturn in the residential real estate market. Development activities depend to a significant degree on
the levels of immigration to Florida and Arizona from outside the United States, migration to Florida and Arizona
from within the United States and purchases in Florida and Arizona of second and/or vacation homes. Our
understanding is that recently there has been substantially less migration into Florida and Arizona from within the
United States than there had been in previous years.

Our indebtedness could adversely affect our business, financial condition and results of operations and our ability to
meet our payment obligations under our debt.

Our debt and debt service obligations increased significantly as a result of the issuance of the 7.50% Notes. As of
December 31, 2010, total consolidated indebtedness was $77,057, including $64,445 carrying amount of our 4.50%
Notes, $12,000 in obligations from the JEN Transaction and borrowings of $612 of secured notes obligations. As of
December 31, 2010, as adjusted for the 7.50% Notes and payment of the 4.50% Notes which holders may require us
to repurchase as of April 1, 2011, we would have had approximately $112,253 of outstanding unsecured and secured
note obligations. Cash and cash equivalents at December 31, 2010, adjusted for the 7.50% Notes and payment of the
4.50% Notes which holders may require us to repurchase as of April 1, 2011, would have been approximately
$146,048. This level of debt could affect our future operations, including, among others:

•an event of default if we fail to comply with the financial and other restrictive covenants contained in our debt
agreements, which event of default could result in all of our debt becoming immediately due and payable;

•reducing the availability of our cash flow to fund working capital, capital expenditures, acquisitions and other
general corporate purposes, and limiting our ability to obtain additional financing for these purposes;

•subjecting us to the risk of increased sensitivity to interest rate increases on our indebtedness with variable interest
rates;

• limiting our flexibility in planning for, or reacting to, and increasing our vulnerability to, changes in our business,
the industry in which we operate and the general economy; and

• placing us at a competitive disadvantage compared to our competitors that have less debt or are less leveraged.

Any of the above-listed factors could have a material adverse effect on our business, financial condition and results of
operations and our ability to meet our payment obligations under the 7.50% Notes, the 4.50% Notes and our other
debt.

A higher level of indebtedness increases the risk that we may default on our debt obligations. We cannot assure that
we will be able to generate sufficient cash flow to pay the interest on our debt or that future working capital,
borrowings or equity financing will be available to pay or refinance such debt and to fund potential future acquisitions
of real estate and real-estate related assets.
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Item 1A. Risk Factors (dollars in thousands except share and per share data) - continued

Our access to financing may be limited.

Our business is still capital intensive and requires or may require expenditures for land and infrastructure
development, housing construction, funding of operating deficits and working capital, as well as potential new
acquisitions of real estate and real estate-related assets.

We anticipate, but cannot assure, that the amounts available from internally generated funds, cash on hand, the sale of
non-core assets, and existing and future financing will be sufficient to fund our anticipated operating deficit and our
operations, meet debt service and working capital requirements, and provide sufficient liquidity. We may seek
additional capital in the form of equity or debt financing from a variety of potential sources, including additional bank
financing and future sales of debt or equity securities. However, we cannot assure that such financing will be available
or, if available, will be on favorable terms.

Limited credit availability to purchasers of our homes could have a further adverse effect on our business.

A significant majority of the purchasers of our homes finance their purchases through third-party lenders providing
mortgage financing or, to some extent, rely upon investment income. In general, housing demand is dependent on
home equity, consumer savings and third-party financing and has been adversely affected by less favorable mortgage
terms, including requirements for higher deposits and higher credit scores, the tightening of underwriting standards,
and declining employment. Certain lenders are imposing more stringent credit requirements.

Our success depends on our key personnel and our ability to retain personnel.

We had recent changes in management personnel, including key members of the management team and the recent
employment of key senior management members with many years of active adult development and homebuilding
experience. Our business strategy requires, among other things, the retention of experienced management personnel
and other employees. The loss of additional experienced management personnel and other employees could adversely
affect our operations.

Our joint ventures and equity partnerships may not achieve anticipated results.

We may seek additional joint venture or equity partnership arrangements. A joint venture or equity partnership may
involve special risks associated with the possibility that a partner or partnership at any time (i) may have economic or
business interests or goals that are inconsistent with ours, (ii) may take actions contrary to our instructions or requests
or contrary to our policies or objectives with respect to our real estate investments or (iii) could experience financial
difficulties. Actions by a partner may have the result of subjecting property owned by the joint venture or equity
partnership to liabilities in excess of those contemplated by the terms of the joint venture or equity partnership
agreement or have other adverse consequences. We cannot assure that any joint venture or equity partnership
arrangements will achieve the results anticipated or otherwise prove successful.

Our business is subject to substantial competition.

The active adult and primary residential homebuilding industry is competitive and other national, regional and local
home builders compete with us in markets where we are selling homes. Further, our residential homebuilding, planned
community development and other real estate operations are subject to significant competition from distressed sellers.
We currently compete with foreclosure sales as well as resales by investors, speculators, foreclosing lenders and
residents in our communities. For sales of new housing units, we compete, as to price and product, with several
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national and regional homebuilding companies.

We continue to be opportunistic for potential new acquisitions of real estate and real estate-related assets as well as to
explore the possibility of investment in or acquisitions of various businesses.  We compete for opportunities to acquire
real estate or real estate-related assets with investors, other residential land developers and home builders, and real
estate funds, and there can be no assurance that we will identify and be able to acquire appropriate assets or that any
such assets we were to acquire would result in a desirable return on our investment.

13

Edgar Filing: AVATAR HOLDINGS INC - Form 10-K

23



Table of Contents

Item 1A. Risk Factors (dollars in thousands except share and per share data) - continued

We are subject to extensive governmental regulation and environmental considerations.

Our business is subject to extensive federal, state and local statutes, ordinances and regulations. The broad discretion
that governmental agencies have in administering those requirements and “no growth” or “slow growth” policies, can
prevent, delay, make uneconomic or significantly increase the costs of development. Various governmental approvals
and permits are required throughout the development process, and no assurance can be given as to the receipt (or
timing of receipt) of these approvals or permits. Furthermore, governmental approvals may be affected by changes in
the policies of government entities or modifications to policies to address current economic conditions. The incurrence
of substantial compliance costs and the imposition of delays and other regulatory burdens could have a material
adverse effect on our operations. In addition, various federal, state and local laws subject property owners or operators
to liability for the costs of removal or remediation of certain hazardous substances located or released on a property.
Such laws often impose liability without regard to whether the owner knew of, or was responsible for, the hazardous
substances. The presence of such hazardous substances at one or more properties, and the requirement to remove or
remediate such substances, may result in significant cost.

Further, some laws require us to provide roads and other off-site improvements concurrent with new construction. In
some cases, counties and municipalities will also charge us impact or other similar fees and assessments to pay for
concurrent infrastructure to serve new development. Development projects may also be subject to assessments for
schools, parks, highways and other public improvements, the costs of which can be substantial. These laws are subject
to frequent change and frequently result in higher construction costs.

Both Florida and Arizona have laws respecting statutory disclosures and requirements that must be complied with in
the marketing and selling of new homes. Other states require us to register our Florida and Arizona projects with such
states before we can locally market our homes to residents of such states. There are also Federal laws and regulations
that we must comply with in order to allow our home buyers to obtain federally insured mortgages. If certain Federal
and state laws are not complied with, home buyers may have a right to cancel their contracts and to a return of their
deposit.

Failure to purchase qualified replacement property could result in a reduction in available cash.

In 2006, we closed on substantially all of the land sold under the threat of condemnation, and in 2007 we closed on the
remainder. We believe these transactions entitled us to defer the payment of income taxes of $24,355 from the gain on
these sales. During October 2009, we received from the Internal Revenue Service a final extension until December 31,
2010 to obtain replacement property to defer the entire payment of income taxes. As a result of the property
acquisitions during 2009 and 2010, including the JEN Transaction, we believe the properties acquired will satisfy the
required replacement property; however, we are uncertain as to the final determination. If it is determined that we
have not acquired a sufficient amount of replacement property, we may be required to make an income tax payment
plus interest on the portion determined not to have been replaced as of December 31, 2010.

We are subject to construction defect and home warranty claims arising in the ordinary course of business, which may
lead to additional reserves or expenses.

Despite our commitment to quality, from time to time we discover construction defects in our homes either as a result
of our own inspections or in response to customer service requests. To address possible defects that may occur during
construction, we set aside a warranty reserve in connection with every home closing. We also maintain general
liability insurance and require our subcontractors and professional service providers to maintain insurance coverage
and indemnify us for liabilities in connection with their services. Historically, our home warranty reserves have been
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sufficient to cover all claims for construction defects. Nonetheless, it is possible that our warranty reserves, insurance
and/or indemnities will not be adequate to cover all construction defects and home warranty claims for which we may
be held liable in the future.
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Item 1A. Risk Factors (dollars in thousands except share and per share data) - continued

Since 2009, we determined that five of our homes, constructed in Central Florida, contained reactive drywall
manufactured in China (“Chinese drywall”). The Chinese drywall was provided to our drywall contractor by a secondary
supplier of such drywall contractor. We reached a settlement with the secondary supplier who reimbursed Avatar for a
substantial portion of the cost to repair the three homes that have been remediated and extends the same financial
reimbursement to the remaining two homes containing reactive drywall from such secondary supplier.  In Seasons at
Tradition we completed construction of the substantially and partially completed homes we acquired, including
replacement of Chinese drywall that was placed in such homes during the time they were owned by the original
builder.  If and to the extent the scope of the Chinese drywall issues prove to be significantly greater than we currently
believe, and our existing warranty reserves together with our insurance and any recovery from the secondary supplier
is not sufficient to cover claims, losses or other issues related to the reactive drywall, we could incur costs or liabilities
related to this issue that could have a material adverse effect on our results of operations, financial position and cash
flows.

If we do not secure funding for our Poinciana Parkway project on commercially acceptable terms and commence
construction by February 14, 2012, we will be in default under our agreements with Polk and Osceola Counties
regarding the Poinciana Parkway, and we may not recover our investment in the Poinciana Parkway, which has
already been substantially impaired.

In December 2006, we entered into agreements with Osceola County, Florida and Polk County, Florida for us to
develop and construct at our cost a 9.66 mile four-lane road in Osceola and Polk Counties, to be known as the
Poinciana Parkway (the "Poinciana Parkway"). The Poinciana Parkway is to include a 4.15 mile segment to be
operated as a toll road. We have acquired right-of-way and federal and state environmental permits necessary to
construct the Poinciana Parkway.  We will need to permit an interchange between the Poinciana Parkway and U.S.
17/92 in Polk County prior to commencing construction of the road.  We have obtained an extension of our South
Florida Water Management District permit to February 14, 2018.  In July 2008 and August 2008, we entered into
amended and restated agreements with Osceola County and Polk County.  Pursuant to the amendments to our
agreements with Osceola County in December 2010 and th
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