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LIFEWAY FOODS, INC.
6431 W. OAKTON
MORTON GROVE, IL 60053
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS TO BE HELD JUNE 22, 2007
TO OUR SHAREHOLDERS:
You are invited to be present either in person or by proxy at the Annual Meeting of Shareholders of Lifeway Foods,
Inc., an Illinois corporation (the Company ), to be held at the Holiday Inn North Shore, 5300 West Touhy Avenue,
Skokie, Illinois 60077, on Friday, June 22, 2007 at 3:30 p.m. local time (the Meeting ), to consider and act upon the
following:
1. To elect six Directors to serve until the next meeting or until their successors are duly elected and qualified.

2. To ratify the appointment of Plante & Moran, PLLC, as independent auditors for the next fiscal year.

3. To transact such other business as may properly come before the Meeting or any adjournments thereof.
Only shareholders of Common Stock of record at the close of business on May 14, 2007 will be entitled to notice of
and to vote at the Meeting. The stock transfer books of the Company will remain open.

WE INVITE EACH OF YOU TO ATTEND THE MEETING. IF YOU CANNOT ATTEND, PLEASE MARK,
DATE AND SIGN THE ENCLOSED PROXY CARD AND MAIL IT PROMPTLY IN THE ENVELOPE
PROVIDED. NO STAMP IS NECESSARY IF MAILED IN THE UNITED STATES.

BY ORDER OF THE BOARD OF DIRECTORS

Ludmila Smolyansky

Chairperson of the Board

Skokie, Illinois

May 22, 2007
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LIFEWAY FOODS, INC.
PROXY STATEMENT

PROCEDURAL MATTERS
THIS PROXY STATEMENT IS FURNISHED TO THE SHAREHOLDERS OF LIFEWAY FOODS, INC., AN
ILLINOIS CORPORATION (THE COMPANY or LIFEWAY ), IN CONNECTION WITH THE SOLICITATION
OF PROXIES BY AND ON BEHALF OF THE BOARD OF DIRECTORS OF THE COMPANY TO BE VOTED
AT THE ANNUAL MEETING OF SHAREHOLDERS (THE MEETING ) TO BE HELD AT 3:30 P.M., LOCAL
TIME, ON FRIDAY, JUNE 22, 2007, OR AT ANY ADJOURNMENT OR POSTPONEMENT THEREOF.
Shareholders of record of Common Stock of the Company at the close of business on May 14, 2007 (the Record
Date ), will be entitled to notice of and to vote at the Meeting. The Meeting will be held at the Holiday Inn North
Shore, 5300 West Touhy Avenue, Skokie, Illinois 60077. Proxies received prior to the Meeting will be voted in
accordance with the instructions contained in the proxy and, if no choice is specified, will be voted in favor of each of
management s nominees for Director and in favor of each of management s proposals set forth in the Notice of Annual
Meeting of Shareholders. A shareholder who signs and returns the enclosed proxy may revoke it at any time before it
is voted by a written revocation delivered to any of the proxy holders named therein, by submitting another valid
proxy bearing a later date or by attending the Meeting and voting in person. Beneficial owners wishing to vote at the
Meeting who are not shareholders of record on the Company s books (e.g., persons holding in street name) must bring
to the Meeting a Power of Attorney or proxy in their favor signed by the holder of record in order to be able to vote.
SOLICITATION OF PROXIES
This Proxy Statement and the form of proxy are first being mailed to the shareholders beginning approximately
May 22, 2007. All of the costs and expenses in connection with the solicitation of proxies with respect to the matters
described herein will be borne by the Company. In addition to solicitation of proxies by mail, the directors, officers
and investor relations staff (who will receive no compensation therefor in addition to their regular remuneration) of
the Company named herein may solicit the return of proxies by telephone, telegram or personal interview. As of this
date, the Company has retained Computershare Investor Services ( Computershare ), an outside firm, to solicit proxies
solely from individual shareholders of record. The services provided by Computershare to the Company are expected
to cost approximately $500. The Company has also retained Automatic Data Processing, Inc. ( ADP ), at an
approximate cost of $2,000, to print all proxy statements and related materials and to contact banks, brokerage houses
and other custodians, nominees and fiduciaries with requests to forward copies of the proxy materials to their
respective principals and to request instructions for voting the proxies. The expenses of such banks, brokerage houses
and other custodians, nominees and fiduciaries in connection therewith are covered by the estimated fee to be paid by
the Company to ADP. Action may be taken on the business to be transacted at the Meeting on the date specified in the
Notice of Meeting or on any date or dates to which such Meeting may be adjourned.
VOTING OF PROXIES
A form of proxy is enclosed for use at the Meeting if a shareholder is unable to attend in person. Each proxy may be
revoked at any time thereafter by writing to the Secretary of the Company prior to the Meeting, by execution and
delivery of a subsequent proxy, or by attendance and voting in person at the Meeting, except as to any matter or
matters upon which, prior to such revocation, a vote shall have been cast pursuant to the authority conferred by such
proxy. Shares represented by a valid proxy which if received pursuant to this solicitation and not revoked before it is
exercised, will be voted as provided on the proxy at the Meeting or at any adjournment or adjournments thereof.
Management intends to vote on the 8,566,280 (approximately 50.7%) of Common Stock which it controls in favor of
the proposals to (i) elect six Directors to serve until the next Annual Meeting or until each of their successors is duly
elected and qualified and (ii) to ratify the appointment of Plante & Moran, PLLC as independent auditors for 2007.
VOTING SECURITIES AND VOTE REQUIRED
Only holders of the 16,889,237 shares of Common Stock, no par value per share, of record outstanding at the close of
business on May 14, 2007 (the Record Date ), will be entitled to vote at the Meeting. Each holder of Common Stock is
entitled to one vote for each share held by such holder. The presence, in person or by proxy, of the holders of a
majority of the outstanding shares of Common Stock is necessary to constitute a quorum at the Meeting. Under the
rules of the Securities and Exchange Commission (the SEC ), boxes and a designated blank space are provided on the
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proxy card for shareholders to mark if they wish to withhold authority to vote
3
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for one or more nominees for Director and for Proposal 2. Votes withheld in connection with the election of one or
more of the nominees for Director or Proposal 2 will be counted as votes cast against such individuals or Proposal 2
and will be counted toward the presence of a quorum for the transaction of business. If no direction is indicated, the
proxy will be voted for the election of the nominees for Director. The form of proxy provides for withholding of votes
with respect to the election of Directors and a shareholder present at the Meeting also may abstain with respect to such
election.

ANNUAL REPORT ON FORM 10-KSB

This Proxy Statement is accompanied by the Company s Annual Report on Form 10-KSB, for the fiscal year ended
December 31, 2006, as amended (the Annual Report ). Shareholders are referred to the Annual Report for information
concerning the Company s business and operations, but the Annual Report is not part of the proxy soliciting materials.
PROPOSAL 1: ELECTION OF DIRECTORS

Six Directors are to be elected at the Meeting. The Directors will be elected at the Meeting to serve until the next
annual meeting of shareholders of the Company or until each of their successors shall be duly elected and qualified.
As noted, unless otherwise indicated thereon, all proxies received will be voted in favor of the election of each of the
six nominees of the Board named below as Directors of the Company. Should any of the nominees not remain a
candidate for election at the date of the Meeting (which contingency is not now contemplated or foreseen by the
Company), proxies solicited thereunder will be voted in favor of those nominees who do remain candidates and may
be voted for substitute nominees elected by the Board. The six nominees receiving the highest number of affirmative
votes of the shares present or represented and entitled to be voted for them shall be elected as Directors. Votes
withheld from any Director are counted for purposes of determining the presence or absence of a quorum for the
transaction of business, but have no other legal effect under Illinois law. Each of the nominees currently is serving as a
Director of the Company.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE TO ELECT THE DIRECTORS NOMINATED HEREIN
TO SERVE AND PROXIES SOLICITED BY THE BOARD WILL BE VOTED IN FAVOR THEREOF UNLESS A
SHAREHOLDER HAS INDICATED OTHERWISE ON THE PROXY.

The names of the nominees and certain information with regard to each nominee follows:

NAME AGE TITLE

Ludmila Smolyansky 58 Director and Chairperson of the Board of Directors
Julie Smolyansky 31 CEOQ, President, and Director

Pol Sikar 58 Director

Renzo Bernardi 54 Director

Juan Carlos Dalto 43 Director

Julie Oberweis 32 Director

NOMINEES FOR ELECTION AS DIRECTORS

LUDMILA SMOLYANSKY was appointed as a Director by the Board to fill a vacancy created by an increase of the
maximum number of Directors up to seven and unanimously elected as the Chairperson of the Board in

November 2002. The Company has determined to intentionally keep one seat vacant at this time, for a total of six
directors. For more than 20 years, Mrs. Smolyansky has been the operator of several independent delicatessen,
gourmet food distributorship businesses and imported food distributorships. In 2002, prior to the commencement of
her tenure as a Director, she was hired by the Company as its General Manager. Mrs. Smolyansky devotes as much
time as necessary to the business of the Company and currently holds no other directorships in any other reporting
company. Mrs. Smolyansky is the mother of Julie Smolyansky (the President, Chief Executive Officer (CEO), and a
Director of the Company) and Edward P. Smolyansky (the Company Treasurer and Chief Financial and Accounting
Officer).

JULIE SMOLYANSKY was appointed as a Director, and elected President, CEO, CFO and Treasurer of the

Company by the Board of Directors to fill the vacancies in those positions created by the death of her father, Michael
Smolyansky, in June 2002. She is a graduate with a Bachelor s degree from the University of Illinois at Chicago. Prior
to her appointment, Ms. Smolyansky spent six years as the Company s Director of Sales and Marketing. She devotes as
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much time as necessary to the business of the Company and currently holds no other directorships in any other
reporting company. Ms. Smolyansky is the daughter of Ludmila Smolyansky, the Chairperson of the Board. In 2004,
Ms. Smolyansky resigned as CFO and Treasurer and Edward Smolyansky, Ms. Smolyansky s brother, was appointed
to such positions.

4
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POL SIKAR has been a Director of the Company since its inception in February 1986. He is a graduate with a
Master s degree from the Odessa State Institute of Civil Engineering in Russia. For more than 11 years, he has been
President and a major shareholder of Montrose Glass & Mirror Co., a company providing glass and mirror products to
the wholesale and retail trade in the greater Chicago area. Mr. Sikar devotes as much time as necessary to the business
of the Company. Mr. Sikar holds no other directorships in any other reporting company.
RENZO BERNARDI has been a Director of the Company since 1994. Mr. Bernardi is the president and founder of
Renzo & Sons, Inc., a Dairy and Food Service Company which has been in business since 1969 (formerly,
Renzo-Milk Distribution Systems). He has over 30 years of experience in the dairy distribution industry. Mr. Bernardi
is a graduate of Instituto Teonico E Commerciale of Macomer, Sardinia. Mr. Bernardi devotes as much time as
necessary to the business of the Company. Mr. Bernardi holds no other directorships in any other reporting company.
JUAN CARLOS DALTO has served as a director of the Company since July 2004. Juan Carlos Dalto is President and
CEO of The Dannon Company. He has extensive international background in the packaged goods industry and has
strategic and direct responsibilities for Dannon s dairy products in the United States and Canada. Mr. Dalto joined
Dannon s parent company, Groupe Danone, as Marketing VP for Danone Argentina, his native country, in
December 1997 after which he served as CEO for Danone Portugal in 2000. Mr. Dalto holds a Masters in Strategic
Marketing from Adam Smith Open University, Buenos Aires, Argentina and a Diploma for Business Executives in
Strategic Marketing Planning from University of Michigan. He also holds a degree in Industrial Engineering from the
Buenos Aires Institute of Technology. Mr. Dalto was nominated by Danone, as its nominee to the Lifeway Board of
Directors, due to the departure of Mr. Kunz from Danone and his resignation from the Lifeway Board. The Lifeway
Board of Directors subsequently appointed Mr. Dalto to fill the vacancy created by the resignation of Mr. Kunz as
provided by the By-laws of the Company.
JULE OBERWEIS has served as a director of the Company since June 2006. Ms. Oberweise is the co-founder and
CFO of Stratigent, LLC, a web analytics consulting company. Prior to Stratigent, she worked in investment consulting
at Cambridge Associates as well as at Ritchie Capital, a hedge fund. She currently sits on the board of Oberweis
Group, Inc., the holding company of Oberweis Dairy, and the DuPage Childrens Museum. Julie holds a degree in
finance from the University of Illinois and is a Chartered Financial Analyst (CFA) charterholder.
SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE
Section 16(a) of the Securities and Exchange Act of 1934 requires the Company s officers and Directors, and persons
who own more than 10% of a registered class of the Company s equity securities, to file reports of ownership and
changes in ownership with the Securities and Exchange Commission ( SEC ). Officers, directors, and greater than 10%
shareholders are required by SEC regulations to furnish the Company with copies of all Section 16(a) forms they file.
Based solely on its review of copies of such reports received or representations from certain reporting persons, the
Company believes that, during the year ended December 31, 2006, other than the filings listed below, all other Section
16(a) filing requirements applicable to its officers, Directors and 10% shareholders were timely met. Those filings
were:
Form 4 filed on behalf of Renzo Bernardi on June 13, 2006 for acquisition of shares on the earliest transaction date of
June 5, 2006.
Form 4 filed on behalf of Edward Smolyansky on September 6, 2006 for the sale of shares on the earliest transaction
date of September 1, 2006.
Form 4 filed on behalf of Ludmila Smolyansky on September 12, 2006 for sale of shares on the earliest transaction
date of September 6, 2006.
Form 4 filed on behalf of Ludmila Smolyansky on October 16, 2006 for sale of shares on the earliest transaction date
of October 12, 2006.
Form 3 for Julie Oberweis was not filed within 10 days of her becoming a director of the Company in June, 2006.
BOARD AND COMMITTEE MEETINGS
During 2006, the Company s Board of Directors held four regular meetings (the Company s annual meeting of
shareholders and Directors and three quarterly meetings) and one special meeting. In 2006, five of six Directors
attended the Company s annual
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meeting. Each director attended at least 75% of all meetings of our board of directors and committees on which he or
she served that were held during 2006. Shareholders of the Company may send communications to the Board of
Directors via the Company s Investor Relations department, which makes such communications available to the
Directors as appropriate, to LIFEWAY FOODS, INC., 6431 W. OAKTON, MORTON GROVE, IL 60053, telephone
(847) 967-1010, fax (847) 967-6558. The Investor Relations department can be reach via email at: info@lifeway.net.
Up until the death of Mr. Rick Salm in January 2006, the Board of Directors had an Audit Committee, which
consisted of Messrs. Sikar and Salm, each of whom were independent within the meaning of Rule 4200(a)(15) of the
Nasdaq National Market System ( Nasdaq ). Following the election of Ms. Oberweis to the Board of Directors in June
of 2006, Ms. Oberweis was appointed to the Audit Committee. Currently the Audit Committee consists of Mr. Sikar
and Ms. Oberweis, each of whom has an understanding of finance and accounting and is able to read and understand
fundamental financial statements. Audit Committee members are appointed by the full Board. The functions of the
Audit Committee are to review the Company s internal controls, accounting policies and financial reporting practices;
to review the financial statements, the arrangements for and scope of the independent audit, as well as the results of
the audit engagement; to review the services and fees of the independent auditors, including pre-approval of non-audit
services, the auditors independence; and recommend to the Board of Directors for its approval and for ratification by
the shareholders the engagement of the independent auditors to serve the following year in examining the accounts of
the Company. No member of the Audit Committee is a financial expert, as defined in Item 407 of Regulation S-B. The
Board examined the qualifications of its Audit Committee members and determined that the present members of the
Audit Committee were sufficiently capable of performing the duties of the Audit Committee in 2005 without being
financial experts within the definition provided in Item 407 of Regulation S-B promulgated by the SEC.
At its December 2003 meeting, the Audit Committee amended its Charter in order to comply with the requirements set
forth in Rule 4350(d) of the Nasdaq listing standards. Among the requirements of Rule 4350(d) is that the Audit
Committee must have three members. In order to comply with the NASD listing standards the Board is compiling
information on potential candidates to fill the necessary open seats. At present it is unknown whether the new member
of the Audit Committee shall be a financial expert, but potential candidates who satisfy the financial expert
requirements of Item 401 of Regulation S-B are among those being considered by the Board.
The Board of Directors does not have a standing nominating committee, compensation committee or any committees
performing similar functions. As there are only six Directors serving on the Board, it is the view of the Board that all
Directors should participate in the process for the nomination and review of potential Director candidates and for the
review of the Company s executive pay practices. Accordingly, Julie Smolyansky, Ludmila Smolyansky, Renzo
Bernardi, Pol Sikar, Julie Oberweis and Juan Carlos Dalto all participate in the nominating process, in the review of
executive employment contracts and in review of the Company s executive compensation practices. It is the view of
the Board that the participation of all Directors in the duties of nominating and compensation committees ensures not
only as comprehensive as possible a review of Director candidates and executive compensation, but also that the
views of independent, employee, and shareholder Directors are considered.
The Board does not have any formal policy regarding the consideration of director candidates recommended by
shareholders; any recommendation would be considered on an individual basis. The Board believes this is appropriate
due to the lack of such recommendations made in the past, and its ability to consider the establishment of such a
policy in the event of an increase of such recommendations. The Board welcomes properly submitted
recommendations from shareholders and would evaluate shareholder nominees in the same manner that it evaluates a
candidate recommended by other means. Shareholders may submit candidate recommendations by mail to LIFEWAY
FOODS, INC., 6431 W. OAKTON, MORTON GROVE, IL 60053. With respect to the evaluation of director nominee
candidates, the Board has no formal requirements or minimum standards for the individuals that it nominates. Rather,
the Board considers each candidate on his or her own merits. However, in evaluating candidates, there are a number of
factors that the Board generally views as relevant and is likely to consider, including the candidate s professional
experience, his or her understanding of the business issues affecting the Company, his or her experience in facing
issues generally of the level of sophistication that the Company faces, and his or her integrity and reputation. With
respect to the identification of nominee candidates, the Board has not developed a formalized process. Instead, its
members and the Company s senior management have recommended candidates whom they are aware of personally or
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by reputation.
CODE OF ETHICS
The Board expects the Directors, as well as officers and employees, to act ethically at all times and to acknowledge
their adherence to the policies comprising the Company s code of ethics set forth in Exhibit 14 to its Annual Report on
Form 10-KSB for the fiscal year ended December 31, 2006. Lifeway will not make any

6
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personal loans or extensions of credit to Directors or executive officers. No non-employee Director may provide
personal services for compensation to the Company, other than in connection with serving as a Lifeway Director. The
Board will not permit any waiver of any ethics policy for any Director or executive officer. If an actual or potential
conflict of interest arises for a Director, the Director shall promptly inform the CEO and the presiding Director. If a
significant conflict exists and cannot be resolved, the Director should resign. All Directors will recuse themselves
from any discussion or decision affecting their personal, business or professional interests. The board shall resolve any
conflict of interest question involving the CEO and other Directors or officers, and the CEO shall resolve any conflict
of interest issue involving any other officer of the company.
REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS
The Audit Committee assists the Board of Directors in fulfilling its responsibility for oversight of the quality and
integrity of the accounting, auditing, internal control and financial reporting practices of the Company. Currently, the
Audit Committee consists of Mr. Sikar and Ms. Oberwies, both of whom are independent directors in accordance with
the Securities and Exchange Act of 1934 and the Nasdagq listing standards. Each of the Audit Committee members has
an understanding of finance and accounting and is able to read and understand fundamental financial statements. To
the extent Company employees are aware of any financial irregularities, the Audit Committee has been designated to
receive such information in a confidential manner.

7
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The Audit Committee reviewed and discussed the audited financial statements for the fiscal year ended December 31,
2006 with Management and the independent auditors, Plante & Moran, PLLC ( Plante ). Additionally, the Audit
Committee discussed with Plante matters as required by the Statement of Auditing Standards No. 61, which included
Plante s judgments as to the quality not just the acceptability of the financial statements, changes in accounting policies
and sensitive accounting estimates.
Plante provided the Audit Committee with written disclosures and a letter required by Independence Standards Board
Standard No. 1 ( ISB Standards No. 1 ). ISB Standards No. 1 requires (i) Plante to disclose in writing all relationships
between Plante and related entities and the Company and its related entities, in Plante s professional judgment, that
may reasonably be thought to bear on independence; (ii) confirm that, in Plante s professional opinion, they are
independent of the Company within the meaning of the Securities Acts and (iii) discuss Plante s independence with the
Audit Committee. The Audit Committee discussed with Plante its independent status.
The Audit Committee amended and restated its written charter governing its actions effective December 17, 2003. The
charter of the Audit Committee appeared in its entirety as Appendix A to the Proxy Statement for 2004. The Audit
Committee reviews and reassesses the charter annually. The Company is required to attach the charter as an appendix
to the Company s proxy statement every three years.
Based on the Audit Committee s review of the year-end audited financial statements and the various discussions noted
above, the Audit Committee recommended to the Board of Directors that the audited financial statements be included
in the Company s Annual Report on Form 10-KSB, as amended, for the fiscal year ended December 31, 2006.
The Audit Committee:
Pol Sikar, Director
Julie Oberweis, Director
AUDIT COMMITTEE PRE-APPROVAL POLICIES AND PROCEDURES
The Lifeway Audit Committee (the Committee ), comprised of Mr. Pol Sikar and Ms. Julie Oberweis, pre-approved
Plante as the Company s independent auditor for the year-ended December 31, 2007 and has adopted the following
guidelines regarding the engagement of the Company s independent auditor to perform services for the Company:
For audit services (including statutory audit engagements as required under local country laws), the independent
auditor will provide the Committee with an engagement letter during the January-March quarter of each year outlining
the scope of the audit services proposed to be performed during the fiscal year. If agreed to by the Committee, this
engagement letter will be formally accepted by the Committee at its first or second quarter meeting.
The independent auditor will submit to the Committee for approval an audit services fee proposal after acceptance of
the engagement letter.
For non-audit services, company management will submit to the Committee for approval (during the second or third
quarter of each fiscal year) the list of non-audit services that it recommends the Committee engage the independent
auditor to provide for the fiscal year. Company management and the independent auditor will each confirm to the
Committee that each non-audit service on the list is permissible under all applicable legal requirements. In addition to
the list of planned non-audit services, a budget estimating non-audit service spending for the fiscal year will be
provided. The Committee will approve both the list of permissible non-audit services and the budget for such services.
The Committee will be informed routinely as to the non-audit services actually provided by the independent auditor
pursuant to this pre-approval process.
To ensure prompt handling of unexpected matters, the Committee delegates to either member thereof the authority to
amend or modify the list of approved permissible non-audit services and fees. Either member will report action taken
to the Committee at the next Committee meeting.
The independent auditor must ensure that all audit and non-audit services provided to the Company have been
approved by the Committee. The Controller or Chief Financial Officer will be responsible for tracking all independent
auditor fees against the budget for such services and report at least annually to the Committee.

8
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EXECUTIVE COMPENSATION
Summary Compensation Table

Stock All other
Name Year Salary Bonus Awards Comp. (5) Total
Julie Smolyansky CEO
and President(1) 2006 $147,692 $40,000 $12,500 $ 7,508 $207,700
Edward Smolyansky, CFO
Chief Accounting Officer
and Controller (2) 2006 $ 140,000 $30,000 $12,500 $ 6,800 $189,300
Ludmila Smolyansky,
Chairman (3) 2006 $ 99,000 $55,000 $ 5,200 $159,200

Val Nikolenko, Vice

President of Operations

and Secretary (4) 2006 $101,192 $22.741 $ 3,125 $ 4,704 $131,762
NOTES TO SUMMARY COMPENSATION TABLE

(1) The Board
appointed Julie
Smolyansky as
the CEO, CFO,
President and
Treasurer of the
Company on
June 10, 2002.
Until that date
and since
September 21,
1998 she had
been Director of
Sales and
Marketing of the
Company. Since
November 2004,
Ms. Smolyansky
has served solely
as CEO and
President.

(2) The Board
appointed
Edward
Smolyansky as
the CFO, Chief
Accounting
Officer and
Controller of the
Company in
November 2004.
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(3) The Company
approves, on an
annual basis, the
payment to
Ludmila
Smolyansky of
salary and bonus
as other
compensation for
continuing
advisory services
to the Company,
and in light of
her extensive
experience.
Ludmila
Smolyansky
devotes as much
time as necessary
to the business of
the Company.

(4) The Board
appointed Val
Nikolenko as the
Vice President of
Operations and
Secretary of the
Company in
December 1993.

(5) Represents the
Company s
portion of the
matching
contributions to
the Company s
401(k) plan on
behalf of the
Named
Executive
Officer.

Director Compensation

Fees Earned or Paid in

Name Cash Total
Pol Sikar $ 2,500 $2,500
Renzo Bernardi $ 2,500 $2,500

Julie Oberweis $ 2,500 $2,500
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During 2006, each outside (non-employee) director was compensated at the rate of $500 per meeting attended. Neither
any employee director (Ludmila Smolyansky and Julie Smolyansky) nor any Director serving as the nominee of
Danone (Juan Carlos Dalto) was compensated as a Director during 2006.
As other compensation for continuing advisory services to the Company, and in light of her extensive experience, the
Company approved the payment to Ludmila Smolyansky of a salary of $99,000 and a bonus of $55,000 in 2006.
Ludmila Smolyansky devotes as much time as necessary to the business of the Company.
EMPLOYMENT CONTRACTS AND TERMINATION OF EMPLOYMENT AND CHANGE-IN-CONTROL
ARRANGEMENTS

(1) EMPLOYMENT CONTRACTS
Julie Smolyansky has an employment agreement (the Employment Agreement ) with the Company pursuant to which
she serves as Chief Executive Officer. Pursuant to the Employment Agreement, Ms. Smolyansky is entitled to an
annual base salary and an annual bonus subject to such incentive bonus targets and plans which the Company may
adopt from time to time. The Company has not
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currently set any such targets in advance or adopted any such plans. In lieu thereof, the Board of Directors determines
Ms. Smolyansky s salary and bonus on an annual basis concurrently with determining amounts for other executive
officers. In the event that (a) Ms. Smolyansky is terminated other than for Cause (as defined therein) or
(b) Ms. Smolyansky terminates her employment for Good Reason (as defined therein) or death, then Ms. Smolyansky
is entitled to a lump sum payment consisting of (y) twice her then-current base salary and (z) the aggregate of the
annual bonus for which she is then eligible under the Employment Agreement and any such plans.

(2) EMPLOYEE, CONSULTANTS AND SERVICE PROVIDERS BENEFIT PLAN
On June 9, 1995, the Company filed a registration statement on Form S-8 with the Securities and Exchange
Commission in connection with the Lifeway Foods, Inc. Consulting and Services Compensation Plan (the Plan )
covering 600,000, as adjusted, shares of its Common Stock. The Plan was adopted by the Company on June 5, 1995.
Pursuant to the Plan, the Company may issue Common Stock and/or options to purchase Common Stock to certain
consultants, service providers and employees, including officers and directors, of the Company. The purpose of the
Plan is to promote the best interests of the Company and its shareholders by providing a means of non-cash
remuneration to eligible participants who contribute to operating progress and earning power of the Company. The
Plan is administered by the Company s Board of Directors or a committee consisting of three members which has the
discretion to determine from time to time the eligible participants to receive an award; the number of shares of stock
issuable directly or to be granted pursuant to option; the price at which the option may be exercised or the price per
share in cash or cancellation of fees or other payment which the Company is liable if a direct issue of stock and all
other terms on which each option shall be granted. As of December 31, 2006, a total of 131,400 shares had been
issued under the Plan and no options remain outstanding.
SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
The following table sets forth certain information known to the Company regarding the beneficial ownership of the
Company s Common Stock, the Company s only outstanding class of securities, as of May 18, 2007 by (a) each
shareholder known by the Company to be the beneficial owner of more than five percent of the Company s Common
Stock, (b) each of the Company s directors, (c) each of the Company s executive officers named in the Summary
Compensation Table above and (d) all executive officers and directors of the Company as a group. The shareholders
listed below have sole voting and investment power except as noted.

Amount and Nature of Percent Owned
Beneficial Beneficially
Ownership of Common
Name and Address of Beneficial Owner (1) Stock and of Record(2)
Ludmila Smolyansky(3,4) 7,605,554(3) 45.0%
Julie Smolyansky(4) 519,360 3.1%
Edward Smolyansky(4) 419,366 2.5%
Pol Sikar(4) 11,000 *
Renzo Bernardi(4) 6,000 *
Juan Carlos Dalto(4,5) 0 *
Julie Oberweis(4) 0 *
Val Nikolenko 5,000 *
All Directors and Officers of the Company as a Group
(Eight persons in total) 8,566,280 50.7%
DS Waters, LP 3,454,756 20.4%

NOTES TO BENEFICIAL OWNERSHIP TABLE

(1) With the
exception of Juan
Carlos Dalto and
DS Waters, LP,
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(@)

3)

(C))

the address for all
Directors and
shareholders
listed in this table
is 6431 Oakton
St., Morton
Grove, IL 60053.
The address for
Juan Carlos Dalto
and DS Waters,
LP is 120 White
Plains Road,
Tarrytown, NY
10591.

Based upon
16,889,237 shares
of Common Stock
outstanding as of
May 18, 2007.

On May 18, 2007,
Mrs. Smolyansky
directly owned
7,605,554 shares
of Common
Stock.
Additionally,
Mrs. Smolyansky
is deemed to be
the indirect
beneficial owner
of 2,719 shares of
Common Stock
held in the
Smolyansky
Family
Foundation, of
which

Mrs. Smolyansky
is the Trustee.

A Director or
Officer of the
Company.
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(5) Mr. Dalto is

also an officer

of The Dannon

Company, Inc.,

which is an

affiliate of DS

Waters, LP.
PROPOSAL 2: RATIFICATION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
The Board has designated the firm of Plante & Moran, PLLC, ( Plante ), as independent auditors of the Company for
the next fiscal year. The Audit Committee and the Company have been advised by Plante that neither it nor any
member or associate of such firm has any relationship with the Company or with any of its affiliates other than as
independent accountants and auditors.
During the two most recent fiscal years, there have been no disagreements with Plante on matters of accounting
principles or practices, financial statement disclosure, auditing scope or procedure, or any reportable event.
Representatives of Plante are not expected to be present at the Meeting.
In the event that ratification of the appointment of Plante as the independent public accountants for the Company is
not obtained at the Meeting, the Board of Directors will reconsider its appointment.

11
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AUDIT FEES
In 2005 and 2006, Plante & Moran, PLLC, billed Lifeway approximately $87,000 and $136,000, respectively, for
professional services rendered for the audit of Lifeway s annual financial statements and review of financial statements
included in Lifeway s Forms 10-QSB or services that are normally provided in connection with statutory and
regulatory filings or engagements in 2005 and 2006.
AUDIT-RELATED FEES
In 2005 and 2006, Lifeway s principal accountant billed Lifeway approximately $0 and $55,000, respectively, for
professional services rendered in connection with the audit of the consolidated financial statements of Helios
Nutrition, LTD. and subsidiary as of and for the year ended December 31, 2005 included in the Company s form
8-K/A dated October 19, 2006.
TAX FEES
No professional services were rendered by Plante to Lifeway regarding tax advice, tax compliance and tax planning
during 2005 and 2006.
ALL OTHER FEES
No other fees were billed to Lifeway by Plante during 2005 and 2006 other than those described in this report.
No hours expended by Plante in its engagement to audit Lifeway s financial statements for the most recent fiscal year
were attributable to work performed by persons other than Plante s full-time permanent employees. The Audit
Committee has approved 100% of all services performed by Plante for Lifeway and disclosed above.
REQUIRED VOTE
An affirmative vote of the holders of a majority of the shares of Common Stock issued and outstanding is required for
ratification of the appointment of Plante & Moran, PLLC. Abstentions and broker non-votes are considered shares of
stock present in person or represented by proxy at the Meeting and entitled to vote and are counted in determining the
number of votes necessary for a majority. An abstention will therefore have the practical effect of voting against
ratification of the appointment because it represents one fewer vote for ratification of the appointment.
THE BOARD OF DIRECTORS RECOMMENDS A VOTE TO APPROVE THE RATIFICATION OF THE
APPOINTMENT OF PLANTE & MORAN, PLLC AS THE INDEPENDENT AUDITORS FOR THE CURRENT
FISCAL YEAR (ENDING DECEMBER 31, 2007), AND PROXIES SOLICITED BY THE BOARD WILL BE
VOTED IN FAVOR THEREOF UNLESS A SHAREHOLDER HAS INDICATED OTHERWISE ON THE PROXY.
OTHER MATTERS
The Board of Directors knows of no other business to come before the meeting. If, however, other matters properly
come before the meeting, it is the intention of the persons named in the enclosed proxy to vote the shares represented
thereby in accordance with their best judgment.
SHAREHOLDER PROPOSALS
Any proposal that a shareholder may desire to present to the Company s 2008 Annual Meeting of Shareholders must
be received in writing by Val Nikolenko, the Secretary of the Company, on or before January 13, 2008, in order to be
considered for possible inclusion in the Company s proxy materials relating to such meeting.
UNTIMELY SHAREHOLDER PROPOSALS
Any shareholder proposals received by the Company after January 13, 2008 shall be considered an untimely proposal.
The Company, in its sole discretion, may consider untimely proposals for possible inclusion in its 2008 Annual
Meeting proxy materials if such untimely proposals were received on or before March 28, 2008. Any untimely
shareholder proposals received after March 28, 2008 shall not be considered for possible inclusion in the Company s
2008 Annual Meeting proxy materials.
BY ORDER OF THE BOARD OF DIRECTORS
Ludmila Smolyansky
Chairperson of the Board
May 22, 2007
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PROXY PROXY PROXY
LIFEWAY FOODS, INC. PROXY SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS FOR THE
ANNUAL MEETING OF SHAREHOLDERS TO BE HELD AT THE HOLIDAY INN NORTH SHORE, 5300
WEST TOUHY AVENUE, SKOKIE, ILLINOIS, FRIDAY, JUNE 22, 2007, AT 3:30 P.M. LOCAL TIME.

The undersigned hereby appoints Ludmila Smolyansky, with full power of substitution, as proxy to vote the Common
Stock of the undersigned in Lifeway Foods, Inc. at the above Annual Meeting and at any adjournment thereof.

THE SHARES REPRESENTED BY THIS PROXY WILL BE VOTED AS HEREIN SPECIFIED. IF A CHOICE IS
NOT SPECIFIED, SUCH SHARES WILL BE VOTED FOR PROPOSALS 1 and 2.

1. Election of Directors:

Nominees: Ludmila Smolyansky, Julie Smolyansky, Pol Sikar, Renzo Bernardi, Juan Carlos Dalto and Julie
Oberweis:

o FOR o WITHHELD
For, except vote withheld from the following nominees:
2. Ratification of Plante & Moran, PLLC, as independent auditors:

oFOR  0AGAINST o ABSTAIN
THIS PROXY WHEN PROPERLY EXECUTED WILL BE VOTED IN THE MANNER DIRECTED HEREIN BY
THE UNDERSIGNED SHAREHOLDER.
PLEASE MARK, SIGN, DATE AND RETURN THIS PROXY IN THE ENCLOSED ENVELOPE.

SIGNATURE DATED

SIGNATURE (IF JOINTLY OWNED) PRINT NAME

PRINT NAME (IF JOINTLY OWNED)
NOTE: This Proxy must be signed exactly as your name appears hereon. Executors, administrators, trustees, etc.
should give full title as such. If the signer is a corporation, please sign full corporate name by duly authorized officer.

d Certificate of Incorporation requires the affirmative vote of the holders of (1) a majority in voting power of all
outstanding Common Stock, voting together, (2) a majority in voting power of all outstanding Class A Common Stock
and (3) a majority in voting power of all outstanding Class B Common Stock.

Mr. K. Hovnanian and certain members of his family have informed the Company that they intend to vote in favor of this proposal.

Our Board of Directors recommends that shareholders vote FOR the approval of the proposed amendment to our amended Certificate
of Incorporation.
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(4) APPROVAL OF THE COMPANY S AMENDED AND RESTATED
SENIOR EXECUTIVE SHORT-TERM INCENTIVE PLAN

Shareholders are being asked to consider and approve proposals to amend the amended and restated Senior Executive Short-Term Incentive Plan
(the Bonus Plan ) to:

(1) increase the maximum amount of a Bonus Award (as defined below) that may be granted to any Participant (as defined below) in the
Bonus Plan with respect to any fiscal year of the Company from $10 million to a formula, pursuant to which the maximum amount of such
an Bonus Award cannot exceed the greater of (x) $15 million and (y) 2-1/2% of the Company s income before income taxes as reported in
the Company s audited consolidated financial statements prepared for the year in respect of which the Bonus Award is to be paid;

(2) increase the number of shares available for issuance under the Bonus Plan from 2,500,000 shares of our common stock to 5,000,000 shares
of our common stock;

(3) provide that the Bonus Plan will expire on March 5, 2009 (such that the Bonus Plan will only have a term of five years from the date of this
Annual Meeting of Shareholders), such that no new Bonus Awards may be granted after such expiration date (although Bonus Awards
granted prior to such expiration date will remain in effect and be subject to the terms of the Bonus Plan);

(4) clarify that the Bonus Plan may not be amended to increase the number of shares of our common stock available for issuance under the
Bonus Plan or to increase the maximum amount of a Bonus Award that may be granted to any Participant in the Bonus Plan with respect to
any fiscal year of the Company without shareholder approval of any such increases;

(5) clarify that the shares of our common stock that are available for issuance under the Bonus Plan and subject to issuance under any Bonus
Awards may be adjusted in number or kind to reflect the effects of any stock split, stock dividend, corporate transaction or change in the
capital structure of our Company, as well as to clarify the effects a change in control of our Company could have on any outstanding Bonus
Awards;

(6) change the jurisdiction under which the Bonus Plan and any Bonus Awards granted under the Bonus Plan will be governed from the State
of New York to the State of Delaware; and

(7) make certain other non-material conforming changes to the Bonus Plan in order to provide for the foregoing.

The Bonus Plan, as amended, is set forth in Appendix A hereto.

The Bonus Plan provides for annual bonus awards calculated using a pre-established formula, which is based on the Company s overall
performance. The Company has experienced increased profitability and growth for the year ended October 31, 2003 in comparison to previous
years. Therefore, the Company believes that the current limit on the maximum amount of any one Bonus Award (both in dollar value and
number of shares) is not sufficient to meet the purpose of the Bonus Plan, which is to promote the interests of the Company and its shareholders
by providing incentives in the form of periodic bonus awards ( Bonus Awards ) to certain senior executive employees of the Company and its
affiliates, thereby motivating such executives to attain corporate performance goals set forth in the Bonus Plan, while preserving for the benefit
of the Company and its subsidiaries the associated U.S. federal income tax deduction. In connection with preserving this benefit, the Company
has proposed to limit the term of the Bonus Plan to a period of five years from the date of this Annual Meeting of Shareholders, to ensure that
any extension of the term of the Bonus Plan will be approved by shareholders at a later date, therefore ensuring that the Company meets certain
requirements of Section 162(m) of the Internal Revenue Code of 1986, as amended (the Code ), which section governs the tax deductibility of
performance-based compensation, as the Bonus Awards granted under the Bonus Plan are intended to be.

The Company s Compensation Committee (the Committee ) has approved the amendments to the Bonus Plan.
For a discussion of the Bonus Plan, see Material Features of the Bonus Plan below and Annual Bonus Program below.

10
L]

MATERIAL FEATURES OF THE BONUS PLAN
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The following is a brief summary of the material features of the Bonus Plan. Because this is only a summary, it does not contain all the
information about the Bonus Plan that may be important to you and is qualified in its entirety to the full text of the amended and restated Bonus
Plan as set forth in Appendix A hereto.

PURPOSE

The purpose of the Bonus Plan is to promote the interests of the Company and its shareholders by providing incentives in the form of Bonus
Awards to certain senior executive employees of the Company and its affiliates, thereby motivating such executives to attain corporate
performance goals set forth in the Bonus Plan while preserving for the benefit of the Company and its subsidiaries the associated U.S. federal
income tax deduction under Section 162(m) of the Code.

ADMINISTRATION

The Bonus Plan is administered by a committee of two or more individuals who are each non-employee directors within the meaning of Rule
16b-3 under the Securities Exchange Act of 1934, as amended, or any successor thereto, outside directors as defined under Section 162(m) of the
Code and independent directors within the meaning of the applicable rules, if any, of any national securities exchange on which shares of
common stock of the Company are listed or admitted to trading, unless otherwise determined by the Company s Board of Directors to act as such

a committee. The Compensation Committee, or its delegate, may select senior executives of the Company and its affiliates who are covered
employees , as defined in Section 162(m) of the Code, or who the Company anticipates may be covered employees of the Company and its
subsidiaries (the Participants ), to be granted Bonus Awards under the Bonus Plan. For the fiscal year ended October 31, 2003, approximately
four covered employees were selected by the Committee to participate in the Bonus Plan.

BONUS AWARDS

A Participant s Bonus Award shall be determined based on the achievement of written performance goals approved by the Committee. Within 90
days after the start of a designated performance period (or, if less, the number of days which is equal to 25% of such performance period), the
Committee will establish the objective performance goals for each Participant. The performance goals will be based on one or more of the
following criteria: (i) earnings before or after taxes (including earnings before interest, taxes, depreciation and amortization); (ii) net income;

(iii) operating income; (iv) earnings per share; (v) book value per share; (vi) stock price; (vii) return on stockholders equity; (viii) expense
management; (ix) return on investment before or after the cost of capital; (x) improvements in capital structure; (xi) profitability of an

identifiable business unit or product; (xii) maintenance or improvements of profit margins; (xiii) market share; (xiv) revenues or sales; (xv) cost;
(xvi) cash flow; (xvii) working capital; (xviii) changes in net assets (whether or not multiplied by a constant percentage intended to represent

cost of capital); and (xix) return on assets.

Prior to the payment of any Bonus Award, the Committee, or its delegate, will certify that the applicable performance goals have been met. In
connection with such certification, the Committee, or its delegate, may decide to pay amounts, which are less than the Bonus Award otherwise
payable for achievement of the applicable performance goals. The Committee may base the decision to reduce the Bonus Award on any criteria
it deems relevant. Payment of a Bonus Award to a Participant will occur only after such certification and will be made as determined by the
Committee in its sole discretion after the end of such performance period. The Bonus Plan provides that the Committee shall determine, in its
discretion, whether a Bonus Award shall be payable in cash, common stock of the Company, or a combination thereof (which may include,
without limitation, permitting a Participant to elect, in the calendar year prior to the year in which a Bonus Award may otherwise become
payable to a Participant under the Bonus Plan, to defer receipt of all or any portion of such Bonus Award into a right to receive shares of
common stock of the Company at a future date (such right, a Deferred Share Unit ); provided, however, that the number of shares of common
stock of the Company that may be issued under the Bonus Plan, as amended, will be 5,000,000.

11
L]

EFFECT OF CERTAIN EVENTS ON BONUS PLAN AND BONUS AWARDS

As amended, in the event of any change in the outstanding shares of common stock by reason of any stock dividend or split, reorganization,
recapitalization, merger, consolidation, spin-off, combination or exchange of shares or other corporate exchange or change in capital structure,
any distribution to shareholders of common stock other than regular cash dividends or any similar event, the Committee in its sole discretion and
without liability to any person may make such substitution or adjustment, if any, as it deems to be equitable, as to (i) the number or kind of
common stock or other securities that may be issued as set forth in the Bonus Plan or pursuant to outstanding Bonus Awards and/or (ii) any other
affected terms of such Bonus Awards. Except as otherwise provided in a Bonus Award agreement, in the event of a Change in Control (as
defined in the 1999 Stock Incentive Plan (as amended and restated)), the Committee in its sole discretion and without liability to any person may
take such actions, if any, as it deems necessary or desirable with respect to any Bonus Award.
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LIMITATIONS

As amended, the Bonus Plan will provide that the maximum Bonus Award to any Participant with respect to any fiscal year shall be the greater
of (x) $15 million and (y) 2-1/2% of the Company s income before income taxes, as reported in the Company s audited consolidated financial
statements for the year in respect of which the Bonus Award is to be payable or distributed, as applicable.

AMENDMENT AND TERMINATION

The Committee may at any time amend, suspend or terminate the Bonus Plan in whole or in part. As amended, and notwithstanding the
foregoing, no amendment, suspension or termination of the Bonus Plan shall be made which (i) without the Participant s consent, impairs any of
the rights or obligations under any Bonus Award theretofore granted to a Participant under the Bonus Plan, (ii) without the approval of the
shareholders of the Company (except upon the occurrence of an event described above in  Effect of Certain Events on Bonus Plan and Bonus
Awards ) increases the total number of shares of common stock available for issuance under the Bonus Plan or changes the maximum amount of
any Bonus Award which may be payable or distributed to any Participant; provided, however, that the Committee may amend the Bonus Plan in
such manner as it deems necessary to permit the granting of Bonus Awards meeting the requirements of the Code or other applicable laws.

NONTRANSFERABILITY OF BONUS AWARDS
A Participant s rights and interest under the Bonus Plan generally may not be assigned, transferred, or encumbered, except in the event of a
Participant s death or as may be approved by the Committee. No Bonus Award under the Bonus Plan will be construed as giving any employee a

right to continued employment with the Company or its subsidiaries.

12

PARTICIPANTS OF THE BONUS PLAN

For the year ended October 31, 2003, the Committee granted the following Bonus Awards to the following Participants under the Bonus Plan:
(a) Bonus Awards for a total of 4 participants (4 participants in the Executive Officers Group, no participants in the Non-Executive Director
Group, and no participants in the Non-Executive Officer Employee Group). Additional information is provided in the chart below.

Senior Executive Short-Term Incentive Plan Bonus Awards
for the Fiscal Year ended October 31, 2003

Restricted Stock

Awards;

Cash Bonus Awards Dollar Value ($)
Name And Position Dollar Value® (Aggregate)®
Ara K. Hovnanian, CEO 6,989,600 2,566,080
Kevork S. Hovnanian, Chairman of the Board 6,128,000
Geaton A. DeCesaris, Jr., President of the Hovnanian Land Investment Group 2,144,800 1,103,040
J. Larry Sorsby, CFO 1,052,245 541,154
Peter S. Reinhart, General Counsel
Kevin C. Hake, V.P., Finance and Treasurer
Executive Officer Group 16,314,645 4,210,274
Non-Executive Director Group N/A N/A

Non-Executive Officer Employees Group

) Includes Bonus Awards not paid until after the end of fiscal year ended October 31, 2003.

(2 Represents the rights to receive common stock after vesting 25% per year ever four years. Any Participant who achieves either 20 years of
service or reaches the age of 58 becomes immediately 100% vested in such stock.
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VOTE REQUIRED

Approval of the amended and restated Senior Executive Short-Term Incentive Plan requires the affirmative vote of the holders of a majority in
voting power of all outstanding common stock, voting together.

Mr. K. Hovnanian and certain members of his family have informed the Company that they intend to vote in favor of this proposal. Because of
the voting power of Mr. K. Hovnanian and such members of his family, this proposal is assured passage.

Our Board of Directors recommends that shareholders vote FOR approval of the amended and restated Senior Executive Short-Term
Incentive Plan.

13

5. APPROVAL OF THE COMPANY S AMENDED AND
RESTATED 1999 STOCK INCENTIVE PLAN

Shareholders are being asked to consider and approve proposals to amend the amended and restated 1999 Stock Incentive Plan (the Stock Plan )
to:

(1) increase the number of shares available for issuance under the Stock Plan from 4,500,000 shares of common stock to 10,000,000 shares of
common stock;

(2) increase the maximum amount of a performance-based Award that may be granted to any Participant (as defined below) in the Stock Plan
with respect to any fiscal year of the Company from $2 million to a formula, pursuant to which the maximum amount of such a
performance-based Award cannot exceed the greater of (x) $15 million and (y) 2-1/2% of the Company s income before income taxes as
reported in the Company s audited consolidated financial statements prepared for the year in respect of which the performance-based
Award is to be paid;

(3) increase the number of shares of common stock for which stock options, stock appreciation rights, restricted stock and restricted stock unit
Awards can be granted during a calendar year to any Participant from 300,000 to 500,000;

(4) increase the number of shares of common stock for which Awards (as defined below) may be granted in each calendar year to Participants
who are (i) not subject to the rules promulgated under Section 16 of the Securities Exchange Act of 1934, as amended (or any successor
section thereto) or (ii) covered employees (or anticipated to become covered employees) as such term is defined in Section 162(m) of the
Internal Revenue Code of 1986, as amended (the Code ), from 300,000 to 500,000;

(5) provide that the compensation committee of the Company s Board of Directors (the Compensation Committee ) will have the power and
authority to amend, alter or discontinue the Stock Plan, in lieu of the Company s Board of Directors;

(6) update the performance criteria on which performance-based Awards may be granted to Participants to conform to the performance criteria
on which performance-based Bonus Awards may be granted under the Senior Executive Short-Term Incentive Plan, as amended and
restated;

(7) make certain editorial changes, such as (a) clarifying that the persons who are selected to participate in the Stock Plan must be employees,
directors or consultants of the Company or its affiliates, (b) clarifying that unless the Committee specifies otherwise, a Participant may
only elect to have the Company withhold any shares of common stock upon the exercise or vesting of any Award in respect of the
minimum amount of taxes that the Company may be required to withhold in connection with such exercise or vesting, and (c) clarifying
that the number, kind and exercise price (if applicable) of shares available for issuance under the Stock Plan and under Awards are subject
to adjustment to reflect the effects of any stock split, stock dividend, corporate transaction or change in the capital structure of our
Company; and

(8) make certain other non-material conforming changes to the Stock Plan in order to provide for the foregoing.

The Stock Plan, as amended, is set forth in Appendix B hereto.
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The number of shares currently available for distribution under the Stock Plan is not enough to meet the needs of the Company in order to
provide incentives to current and future participants in the Stock Plan. The Board of Directors determined that the continuance of the Stock Plan
is in the best interest of the Company in order to compensate officers, directors, and other managers of the Company and its subsidiaries and to
align the interests of the Company s executives and shareholders in the enhancement of shareholder value and therefore it believes the number of
shares available for issuance under the Stock Plan should be increased. In addition, the Company has experienced increased profitability and
growth for the year ended October 31, 2003 in comparison to previous years. Therefore, the Company believes that the current limit on the
maximum amount of any one Award (both in dollar value and number of shares) is not sufficient to meet the purpose of the Stock Plan, which is
to motivate those employees, directors or consultants to exert their best efforts on behalf of the Company and its affiliates by providing

incentives through the granting of Awards , which consist of options, stock appreciation rights or other stock-based Awards (including
performance-based Awards).
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For a further discussion of the Stock Plan, see Material Features of the Stock Plan below and Annual Bonus Program below.

The Company s Board of Directors has approved the amendments to the Stock Plan and recommends that shareholders vote for the approval of
the amendments to the Stock Plan.

MATERIAL FEATURES OF THE STOCK PLAN

The following is a brief summary of the material features of the Stock Plan. Because this is only a summary, it does not contain all the
information about the Stock Plan that may be important to you and is qualified in its entirety to the full text of the amended and restated Stock
Plan as set forth in Appendix B hereto.

PURPOSE

The purpose of the Stock Plan is to aid the Company and its affiliates in recruiting and retaining key employees, directors or consultants of
outstanding ability and to motivate those employees, directors or consultants to exert their best efforts on behalf of the Company and its affiliates
by providing incentives through the granting of Awards , which consist of options, stock appreciation rights or other stock-based Awards
(including performance-based Awards) granted pursuant to the Stock Plan. All employees, directors and consultants of the Company and its
affiliates are eligible to participate in the Stock Plan, if they are selected by the Compensation Committee of the Board of Directors (the

Committee ) to participate in the Stock Plan (any such individual, a Participant ). For the fiscal year ended October 31, 2003, approximately 198
employees, nine directors and zero consultants were selected by the Committee to participate in the Stock Plan.

ADMINISTRATION

The Stock Plan is administered by the Committee, which may delegate its duties and powers in whole or in part to any subcommittee thereof
consisting solely of at least two individuals who are each non-employee directors within the meaning of Rule 16b-3 under the Securities

Exchange Act of 1934, as amended, outside directors within the meaning of 162(m) of the Code and independent directors within the meaning of
the applicable rules, if any, of any national securities exchange on which shares of common stock of the Company are listed or admitted to

trading; provided, however, that any action permitted to be taken by the Committee may be taken by the Board of Directors in its discretion.

AWARDS

Awards are determined ( granted ) by the Committee and are subject to the terms and conditions stated in the Stock Plan and to such other terms
and conditions, not inconsistent therewith as the Committee shall determine. Any stock options granted must have a per share exercise price that
is not less than 100% of the fair market value of the Company s common stock on the date an option is granted.

In the event a performance-based Award is granted under the Stock Plan, as amended, it must be granted in a manner that would cause the
Award to be deductible by the Company under Section 162(m) of the Code. To that end, performance-based Awards must be based on the
attainment by the Company of written performance goals approved by the Committee for a specified performance period established by the
Committee, based on objective performance criteria including one or more of the following: (i) consolidated earnings before or after taxes
(including earnings before interest, taxes, depreciation and amortization); (ii) net income; (iii) operating income; (iv) earnings per share of
common stock of the Company; (v) book value per share; (vi) stock price; (vii) return on stockholders equity; (viii) expense management; (ix)
return on investment; (x) improvements in capital structure; (xi) profitability of an identifiable business unit or product; (xii) maintenance or
improvements of profit margins; (xiii) market share; (xiv) revenues or sales; (xv) costs; (xvi) cash flow; (xvii) working capital; (xviii) changes in
net assets (whether or not multiplied by a constant percentage intended to represent the cost of capital); and (xix) return on assets.
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EFFECT OF CERTAIN EVENTS ON STOCK PLAN AND AWARDS

In the event of any change in the outstanding shares of common stock by reason of any stock dividend or split, reorganization, recapitalization,
merger, consolidation, spin-off, combination or exchange of shares or other corporate exchange or change in capital structure, any distribution to
shareholders of common stock other

15

than regular cash dividends or any similar event, the Committee in its sole discretion and without liability to any person may make such
substitution or adjustment, if any, as it deems to be equitable, as to (i) the number or kind of common stock or other securities that may be issued
as set forth in the Stock Plan or pursuant to outstanding Awards, (ii) the option price and/or (iii) any other affected terms of such Awards. Except
as otherwise provided in an Award agreement, in the event of a Change in Control (as defined in the Stock Plan, as amended and restated), the
Committee in its sole discretion and without liability to any person may take such actions, if any, as it deems necessary or desirable with respect
to any Award.

LIMITATIONS

As amended, the Stock Plan will provide that the total number of shares of common stock of the Company that may be issued under the Stock
Plan is 10,000,000 and the maximum amount of performance-based Awards that may be granted during a calendar year to any Participant cannot
exceed the greater of (x) $15 million and (y) 2-1/2% of the Company s income before income taxes as reported in the Company s audited
consolidated financial statements prepared for the year in respect of which the performance-based Award is to be paid. Additionally, the
maximum number of shares of common stock of the Company for which options, stock appreciation rights, restricted stock and restricted stock
unit Awards may be granted during a calendar year to any Participant is 500,000.

No award may be granted under the Stock Plan after the tenth anniversary of the Effective Date, which is March 5, 1999, but awards theretofore
granted may be extended beyond that date.

AMENDMENT AND TERMINATION

As amended, the Committee may amend, alter or discontinue the Stock Plan, but no amendment, alteration or discontinuation shall be made
which, (a) without the approval of the shareholders of the Company, would (except as provided in the Stock Plan in connection with adjustments
in certain corporate events), increase the total number of shares of common stock of the Company reserved for the purposes of the Stock Plan or
change the maximum number of shares of common stock of the Company for which Awards may be granted to any Participant or (b) without the
consent of a Participant, would impair any of the rights or obligations under any Award theretofore granted to such Participant under the Stock
Plan; provided, however, that the Committee may amend the Stock Plan in such manner as it deems necessary to permit the granting of Awards
meeting the requirements of the Code or other applicable laws. The Committee may not amend, alter or discontinue the provisions relating to a
Change in Control (as defined in the Stock Plan) after the occurrence of a Change in Control.

NONTRANSFERABILITY OF AWARDS

Unless otherwise determined by the Committee, an Award shall not be transferable or assignable by the Participant otherwise than by will or by
the laws of descent and distribution. Notwithstanding the foregoing, and subject to the conditions stated in the Stock Plan, a Participant may
transfer an option (other than an option that is also an incentive stock option granted pursuant to the Stock Plan) in whole or in part by gift or
domestic relations order to a family member of the Participant.

16

PARTICIPANTS OF THE PLAN

During the year ended October 31, 2003, the Committee granted the following awards to the following individuals under the Plan: (a) option
Awards for a total of 18 Participants (3 Participants in the Executive Officers Group, 5 Participants in the Non-Executive Director Group, and 10
Participants in the Non-Executive Officer Employee Group) and (b) other stock-based Awards (rights to receive stock) for 198 Participants (3
participants in the Executive Officers Group, 5 participants in the Non-Executive Director Group, and 190 Participants in the Non-Executive
Officer Employee Group). During the year ending October 31, 2003, the Committee did not grant any Awards that were stock-appreciation
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rights. Additional information is provided in the tables below.

1999 Stock Incentive Plan
(Option Awards granted in the year ended October 31, 2003)

Dollar Value Number of
Name and Position per share ($) Options
Ara K. Hovnanian, CEO 31.80 300,000
Kevork S. Hovnanian, Chairman of the Board
Geaton A. DeCesaris, Jr., President of
Hovnanian Land Investment Group 31.90 50,000
J. Larry Sorsby, CFO 32.70 25,000
Peter S. Reinhart, General Counsel
Kevin C. Hake, V.P., Finance & Treasurer
Executive Officer Group 31.87 375,000
Non-Executive Director Group(1) 73.86 37,500
Non-Executive Officer Employees Group 32.65 105,500

() Stock Option Awards to Outside Directors were granted in January 2004.

1999 Stock Incentive Plan
(Other stock based Awards; Rights to receive stock for the year ended October 31, 2003)

Restricted Stock

Awards; Number of Shares

Dollar Value ($) of Common Stock
Name and Position (aggregate)) Subject to Awards
Ara K. Hovnanian, CEO
Kevork S. Hovnanian, Chairman of the Board
Geaton A. DeCesaris, Jr., President of
the Hovnanian Land Investment Group
J. Larry Sorsby, CFO
Peter S. Reinhart, General Counsel 70,051 1,476
Kevin C. Hake, V.P., Finance & Treasurer 88,088 1,856
Executive Officer Group 247,412 5,213
Non-Executive Director Group (2) 100,013 3,155
Non-Executive Officer Employees Group 7,492,877 157,501

() Represents the rights to receive common stock after vesting 25% per year every four years. Any Participant who achieves either 20 years of

service or reaches the age of 58 becomes immediately 100% vested in such stock.

2 Qutside Directors received 50% of their annual compensation in stock grants as of 12/31/02.

VOTE REQUIRED

Approval of the amended and restated 1999 Stock Incentive Plan requires the affirmative vote of the holders of a majority in voting power of all

outstanding common stock, voting together.

Mr. K. Hovnanian and certain members of his family have informed the Company that they intend to vote in favor of this proposal. Because of

the voting power of Mr. K. Hovnanian and such members of his family, this proposal is assured passage.
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Our Board of Directors recommends that shareholders vote FOR approval of the amended and restated 1999 Stock Incentive Plan.
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EXECUTIVE COMPENSATION
Summary Compensation Table

The following table summarizes the compensation paid or accrued by the Company for the chief executive officer and the other four most highly
compensated executive officers during the fiscal years ended October 31, 2003, 2002 and 2001. Disclosure is also provided for Geaton A.
DeCesaris, Jr. who was not an executive officer of the Company as of October 31, 2003, but for whom disclosure would have been required had
he been an executive officer at that time.

Annual Compensation Long-Term Compensation
Awards Payouts
Number of
Other Securities
Annual  Restricted  Underlying All Other
Year or Compen- Stock Options/ LTIP Compen-
me and Principal Position Period Salary Bonus® sation®  Awards® SARs®@ Payouts sation®
vork S. Hovnanian 2003 $1,101,782 $6,128,000 N/A $ 16,414
airman of the Board, 2002 $ 970,041 $4,354,000 N/A $ 15,664
| Director 2001 $ 917,807 $2,364,000 N/A $ 13,072
1 K. Hovnanian 2003 $1,063,145 $6,989,600 $89,571  $2,566,080 300,000 N/A $484,139
sident, Chief Executive 2002 $ 909,408 $3,747,800 $1,927,440 250,000 N/A $181,047
ficer and Director 2001 $ 860,772 $1,655,220 $ 851,256 125,000 N/A $110,209
aton A. DeCesaris, Jr 2003 $ 547,813 $2,144,800 $1,103,040 50,000 N/A $334,618
sident of the Hovnanian 2002 $ 519,802 $2,093,636 $1,076,727 50,000 N/A $267,251
1d Investment Group and Director 2001 $ 384,939 $1,244,617 $ 774,438 N/A $ 8,366
_arry Sorsby 2003 $ 321,283 $1,052,245 $ 541,154 25,000 N/A $102,759
ecutive Vice President 2002 $ 271,266 $ 731,003 $ 375,944 25,000 N/A $ 45,017
| Chief Financial Officer 2001 $ 262,184 $ 399,002 $ 205,201 25,000 N/A $ 33,092
| Director
er S. Reinhart 2003 $ 260,612 $ 136,211 $ 70,051 N/A $ 36,157
rior Vice President/ 2002 $ 219,077 $ 118,318 $ 60,849 7,500 N/A $ 28,018
neral Counsel 2001 $ 204,052 $ 91,626 $ 47,122 N/A $ 22,200
vin C. Hake 2003 $ 207,733 $ 171,283 $ 88,088 N/A $ 14,639
e President/ 2002 $ 181,730 $ 130,550 $ 67,140 N/A $ 8,101
ance & Treasurer 2001 $ 175,000 $ 87,728 $ 45,118 N/A $ 2,835
Notes:

M Includes awards not paid until after year end.
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@) Includes perquisites and other personal benefits unless the aggregate amount is less than either $50,000 or 10% of the total of annual
salary and bonus reported for the named executive officer. Perquisites for A. Hovnanian in 2003 includes $78,571 relating to personal use
of the Company s corporate aircraft.

() Represents the right to receive Class A Common Stock after vesting 25% a year for four years. Any executive with 20 years of service or
who reaches the age of 58 becomes immediately 100% vested. Awards of restricted stock during the year ended October 31, 2003 amounted
to 54,051 shares for A. Hovnanian, 23,234 shares for G. DeCecaris, 11,399 shares for
J. Sorsby, 1,476 shares for P. Reinhart, and 1,856 shares for K. Hake. The aggregate number of shares of restricted stock held as of
October 31, 2003, and the value thereof as of such date, were as follows: A. Hovnanian: 257,842 shares ($20,957,398); G. DeCecaris:
97,826 shares ($7,951,297); J. Sorsby: 62,201 shares ($5,055,697); P. Reinhart: 1,476 shares ($119,969); K. Hake: 7,336 shares
($596,230).

4 The Company has not granted any stock appreciation rights.
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©) " Includes accruals under the Company s savings and investment retirement plan (the Retirement Plan ), deferred compensation plan (the
Deferred Plan ) and term life insurance premiums for each of the named executive officers for the year ended October 31, 2003 as
follows:

Retirement Deferred Term
Plan Plan Insurance Total
Kevork S. Hovnanian $16,000 $414 $ 16,414
Ara K. Hovnanian $16,000 $467,234 $905 $484,139
Geaton A. DeCesaris, Jr. $16,000 $317,263 $905 $334,168
J. Larry Sorsby $16,000 $ 85,930 $829 $102,759
Peter S. Reinhart $16,000 $ 19,314 $843 $ 36,157
Kevin C. Hake $10,000 $ 4,034 $605 $ 14,639

Option Grants in Last Fiscal Year (V
The following table provides information on option grants in fiscal 2003 to the named executive officers.

Individual Grants Potential Realized
Value at Assumed
Annual Rates of

% of Total :
Number of Options Stocl.( P.rlce
Securities Granted to Exercise Appreciation for
Option Term @
Underlying Employees or Base p
Options in Fiscal Price Expiration
Name Granted 2003 Per Share Date 5% 10%
Kevork S. Hovnanian N/A N/A N/A N/A N/A N/A
Ara K. Hovnanian 300,000 62.4% $31.80 11/12/12 $5,999,655 $15,204,303
Geaton A. DeCesaris, Jr. 50,000 10.4% $31.90 1/22/13 $1,003,087 $ 2,542,019
J. Larry Sorsby 25,000 5.2% $32.70 11/7/12 $ 514,121 $ 1,302,884

Peter S. Reinhart
Kevin C. Hake

Notes:
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() The Company has not granted any stock appreciation rights.

2 The potential realizable value is reported net of the option exercise price, but before income taxes associated with exercise. These amounts
represent assumed annual compounded rates of appreciation of 5% and 10% only from the date of grant to the end of the option. Actual
gains, if any, on stock option exercises are dependent on the future performance of the Company s Class A Common Stock, overall stock
market conditions, and the optionee s continued employment through the vesting period. The amounts reflected in this table may not
necessarily be achieved.

Aggregated Option Exercises During the Year Ended
October 31, 2003 and Option Values at October 31, 2003

The following table provides information on option exercises during the year ended October 31, 2003 by the named executive officers and the
value of such officers unexercised options at October 31, 2003.

Number of Securities

Underlying Unexercised Value of Unexercised
Options at In-the-Money Options at
October 31, 20032 October 31, 2003
Shares
Acquired Value
Name On Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Kevork S. Hovnanian None None N/A N/A
Ara K. Hovnanian 295,000 $6,321,850 537,500 762,500 $40,286,828 $47,695,609
Geaton A. DeCesaris, Jr. 107,000 62,500 $ 8,118,213 $ 4,801,250
J. Larry Sorsby 8,915 $ 178,389 76,250 98,750 $ 5,642,038 $ 7,610,963
Peter S. Reinhart 7,500 $ 137,400 3,750 17,500 $ 274,878 $ 1,169,513
Kevin C. Hake 12,500 $ 908,519

Notes:

() The Company has not granted any stock appreciation rights.

2 The closing price of the Class A Common Stock on October 31, 2003, which was the last trading day of October 2003, on the New York
Stock Exchange was $81.28.

19

Ten-Year Option Repricings
For the year ended October 31, 2003, there were no adjustments or amendments to the exercise prices of stock options previously awarded.
Note:

() The Company has not granted any stock appreciation rights.

Employment Contracts and Arrangements

The Company has an agreement with Ara K. Hovnanian, Chief Executive Officer, that provides that in the event of his disability or death he (or
his legal representative or estate) will receive continued payment of his annual base salary and the annual bonus amount earned by him in
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respect of the three full preceding calendar years, payable in equal monthly installments through the third anniversary of his disability or death.
Equity Compensation Plans

The following table provides information as of October 31, 2003 with respect to compensation plans (including compensation arrangements)
under which the Company s equity securities are authorized for issuance and does not reflect the amendments proposed and described in this
Proxy Statement to the Company s amended and restated 1999 Stock Incentive Plan and amended and restated Senior Executive Short-Term
Incentive Plan.

Equity Compensation Plan Information

Number of
Securities
remaining
available for
Number of future issuance
securities under
to be issued Weighted equity
upon average compensation
exercise of exercise plans
outstanding price of (excluding
options, outstanding securities
warrants and options, reflected in
rights (in warrants column (a)
thousands)() and rights in thousands)®
Plan Category (a) (b) ©
Equity compensation plans approved by security holders 3,396 5.89 3,221
Equity compensation plans not approved by security holders
Total 3,396 5.89 3,221

Note:

() All securities underlying these options, warrants and rights are shares of Class A Common Stock.

) Under the Company s equity compensation plans, securities may be issued in either Class A Common Stock or Class B
Common Stock.
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REPORT OF THE COMPENSATION COMMITTEE

The Compensation Committee is charged with the responsibility of determining the cash and other incentive compensation, if any, to be paid to
the Company s executive officers and key management employees. The amount and nature of the compensation received by the Company s
executives during the year ended October 31, 2003 was determined in accordance with the compensation program and policies described below.

The executive compensation program is designed to attract, retain and reward highly qualified executives while maintaining a strong and direct
link between executive pay, the Company s financial performance and total shareholder return. The executive compensation program contains
three major components: base salaries, annual bonuses and stock options. In establishing the three major components for each executive, the
Compensation Committee reviews, as part of its criteria, the compensation received by other executives in the homebuilding industry. The
Compensation Committee engaged an outside compensation consultant to provide information with regard to compensation levels of chief
executive officers of comparable companies in the homebuilding industry.

Base Salary
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The Compensation Committee believes that, due to the Company s success in its principal markets, other companies seeking proven executives
may view members of the Company s highly experienced executive team as potential targets. The base salaries paid to the Company s executive
officers and key management employees during the year ended October 31, 2003 generally were believed to be necessary to retain their services.

Base salaries, including that of Mr. K. Hovnanian, the Company s Chairman of the Board, and Mr. Ara Hovnanian, Chief Executive Officer, are
reviewed annually and are adjusted based on the performance of the executive, any increased responsibilities assumed by the executive, average
salary increases or decreases in the industry and the going rate for similar positions at comparable companies. Base salaries for the Company s
executive officers for the year ended October 31, 2003 were set by Mr. A. Hovnanian. Each executive officer s base salary, including the base
salary of each of Mr. K. Hovnanian and Mr. A. Hovnanian, was reviewed by the Compensation Committee in accordance with the criteria
described above.

Annual Bonus Program

The Company maintains an annual bonus program under which executive officers and other key management employees have the opportunity to
earn bonuses. The annual bonus program consists of the amended and restated Senior Executive Short-Term Incentive Plan and the amended and
restated 1999 Stock Incentive Plan and is intended to motivate and reward executives for the achievement of individual performance objectives
and for the attainment by the Company of strategic and financial performance goals, including levels of return on equity. In addition, under the
amended and restated 1999 Stock Incentive Plan, the ultimate value received by option holders is directly tied to increases in the Company s
stock price, therefore, stock options serve to closely link the interests of management and shareholders and motivate executives to make
decisions that will serve to increase the long-term total return to shareholders. Additionally, grants under the amended and restated 1999 Stock
Incentive Plan include vesting and termination provisions which the Compensation Committee believes will encourage option holders to remain
employees of the Company.

Under the amended and restated Senior Executive Short-Term Incentive Plan, senior executives, including Mr. K. Hovnanian, Chairman of the
Board, and Mr. A. Hovnanian, President and Chief Executive Officer, receive a fixed amount bonus based on the Company s Return on Equity

( ROE ). All other executive officers participate in the amended and restated 1999 Stock Incentive Plan, which is based on ROE or on a Division s
Return on Investment ( ROI ) and they receive either a fixed amount or a percentage of their base salary. As the Company s ROE or a Division s
ROI reaches higher targeted levels, the fixed amount or bonus percentage of salary increases. The annual bonus payment is made 70% in cash

and 30% in the right to receive the Company s common stock. The 30% right to receive common stock is increased 20% and vests 25% a year
starting with the first anniversary after the cash bonus payment accrues. Any executive with 20 years of service or who reaches the age of 58

vests immediately.

The Company s annual bonus program is intended to allow the Company to make awards to executive officers and other key management
employees that are deductible under Section 162(m) of the Code. The Compensation Committee will continue to seek ways to limit the impact
of Section 162(m) of the Code.
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However, the Compensation Committee believes that the tax deduction limitation should not compromise the Company s ability to establish and
implement incentive programs that support the compensation objectives discussed above. Accordingly, achieving these objectives and
maintaining required flexibility in this regard may result in compensation that is not deductible for federal income tax purposes.

Both the amended and restated Senior Executive Short-Term Incentive Plan and the amended and restated 1999 Stock Incentive Plan are
administered by the Compensation Committee. No member of the Compensation Committee, while a member, is eligible to participate in either

the amended and restated 1999 Stock Incentive Plan or the amended and restated Senior Executive Short-Term Incentive Plan.

COMPENSATION COMMITTEE

Stephen D. Weinroth, Chair
Edward A. Kangas

REPORT OF THE AUDIT COMMITTEE
Membership, Independence, & Qualifications

Messrs. McDonald, as Chairman, Kangas, Robbins and Weinroth are the members of the Audit Committee. In the judgment of the Company s
Board of Directors, each member of the Audit Committee is independent as required by both the rules of the NYSE and SEC regulations, and a
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financial expert in accordance with SEC regulations. The most recent review by the Board of Directors of the Audit Committee qualifications
occurred on December 15, 2003 at a regularly scheduled Board Meeting.

Responsibilities of the Committee & Charter

The Audit Committee oversees the Company s financial reporting process on behalf of the Board of Directors and is governed by its Charter, as
set forth in Appendix C hereto, which was adopted in March 2000 and amended in December 2002, October 2003 and January 2004. The Audit
Committee Charter is available on the Company s public website, www.khov.com, under Investor Relations/Corporate Governance .

Management has the primary responsibility for the financial statements and the reporting process, including the systems of internal controls. In
fulfilling its oversight responsibilities, the Audit Committee reviewed the audited financial statements in the Annual Report with management,
including a discussion of the quality, not just the acceptability, of the accounting principles, the reasonableness of significant judgments, and the
clarity of disclosures in the financial statements.

The Audit Committee reviewed with the independent auditors, who are responsible for expressing an opinion on the conformity of those audited
financial statements with generally accepted accounting principles:

the overall scope and plans for their respective audits,
their judgments as to the quality, not just the acceptability, of the Company s accounting principles,

their independence from management and the Company, including matters in the written disclosures and the letter from the independent
accountants required by Independence Standards Board Standard No.1 and received by the Company, and

such matters as are required to be discussed with the committee under generally accepted auditing standards and under Statements on
Auditing Standards No. 61.

The Audit Committee, as part of its Charter, reviews quarterly with management the Company s financial statements prior to their being filed
with the SEC. In addition, the Audit Committee, in reliance on the reviews and discussions referred to above, has recommended to the Board of
Directors that the audited financial statements be included in the Company s Annual Report on Form 10-K for the year ended October 31, 2003.

Policies & Procedures Established By Audit Committee

In fiscal 2003, the Audit Committee established whistleblowing procedures as required by Section 301 of the Sarbanes-Oxley Act and NYSE
Rule 303(A)(7)(c)(iii). These procedures are discussed in the Company s Code of Ethics (Section IV.G.) which is available on the Company s
public website at www.khov.com under Investor Relations/Corporate Governance .
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In accordance with SEC regulation, the Audit Committee has established procedures for the appointment, compensation, retention and oversight
of any accounting firm engaged to prepare or issue an audit report or other audit, review, or attest services. In addition, the Audit Committee has
established procedures for the pre-approval of audit and non-audit services provided by auditors. This accounting firm will rep regarding
financial reporting.

Audit Committee

Desmond P. McDonald, Chair

John J. Robbins

Stephen D. Weinroth

Edward A. Kangas

FEES PAID TO PRINCIPAL ACCOUNTANT

Audit Fees
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The Company was billed a total of $797,592 by Ernst & Young LLP for services rendered in connection with the audit of Hovnanian
Enterprises, Inc. and its consolidated subsidiaries financial statements for the fiscal year ended October 31, 2003 and $39,054 for the reviews of
the interim financial statements. The Company was billed a total of $480,000 by Ernst & Young LLP for services rendered in connection with
the audit of Hovnanian Enterprises, Inc. and its consolidated subsidiaries financial statements for the fiscal year ended October 31, 2002 and
$31,500 for the reviews of the interim financial statements.

Financial Information Systems Design and Implementation Fees

There were no fees billed by Ernst & Young LLP for services rendered in connection with financial information systems design and
implementation during either the fiscal year ended October 31, 2003 or the fiscal year ended October 31, 2002.

All Other Fees

The total of all other fees billed for services rendered by Ernst & Young LLP, other than those services discussed above, for the fiscal years
ended October 31, 2003 and October 31, 2002 were $541,130 and $504,768, respectively.

PRINCIPAL ACCOUNTANT INDEPENDENCE

The Audit Committee has determined that the provision of all non-audit services performed by the principal accountant were compatible with
maintaining their independence.

CORPORATE GOVERNANCE

The Company has adopted a Code of Ethics that applies to its principal executive officer, principal financial officer, controller and all other
associates of the Company, including its directors and other officers. The Company has also adopted Corporate Governance Guidelines.

The Company makes available to the public various corporate governance related information on its public website (www.khov.com) under
Investor Relations/Governance . Information on the Company s public website includes the Company s Code of Ethics, Corporate Governance
Guidelines and Committee Charters, including the Audit Committee Charter and the Compensation Committee Charter.

Shareholders, associates of the Company and other interested parties may communicate directly with the Board of Directors by corresponding to
the address below. Correspondence will be discussed at the next scheduled meeting of the Board of Directors, or as indicated by the urgency of
the matter.
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Attn: Board of Directors of Hovnanian Enterprises, Inc.
c/o Mr. Desmond McDonald, Director

Privileged & Confidential

Hovnanian Enterprises, Inc.

10 Highway 35

P.O. Box 500

Red Bank, N.J. 07701

The Company s non-management directors meet without management after each regularly scheduled meeting of the Board of Directors. The
presiding director of such meetings is selected at each meeting. Shareholders, associates of the Company and other interested parties may
communicate directly with non-management directors as a group by corresponding to the address below. Members of the non-management
group include: Messrs. Greenbaum, Kangas, McDonald, Robbins, and Weinroth. All non-management directors, with the exception of Mr.
Greenbaum, are independent in accordance with NYSE rules. Mr. McDonald will report to all non-management directors any correspondence
which is received by him as indicated by the urgency of the matter, or at the next scheduled meeting of non-management directors.

Attn: Non-Management Directors of Hovnanian Enterprises, Inc.
c/o Mr. Desmond McDonald, Director
Privileged & Confidential
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Hovnanian Enterprises, Inc.
10 Highway 35

P.O. Box 500

Red Bank, N.J. 07701

In addition, associates of the Company may anonymously report concerns or complaints via the K. Hovnanian Corporate Governance Hotline or
following procedures as discussed in the Company s Code of Ethics.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

Mr. Weinroth is Chairman of the Compensation Committee. During the fiscal year ended October 31, 2003, the members of the Compensation
Committee were Messrs. Weinroth and Kangas. Each of Messrs. Weinroth and Kangas are non-employee directors and were never officers or
employees of the Company or any of its subsidiaries.

See Certain Relationships and Related Transactions below for more information concerning Mr. Greenbaum s business relationship with the
Company.
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PERFORMANCE GRAPH

The following graphs compare on a cumulative basis the yearly percentage change over the five and three year periods ending October 31, 2003
in (i) the total shareholder return on the Class A Common Stock of the Company with (ii) the total return on the Standard & Poor s 500 Index and
with (iii) the total return on the S & P Homebuilding Index. Such yearly percentage change has been measured by dividing (i) the sum of (a) the
cumulative amount of dividends for the measurement period, assuming dividend reinvestment, and (b) the price per share at the end of the
measurement period less the price per share at the beginning of the measurement period, by (ii) the price per share at the beginning of the
measurement period. The price of each unit has been set at $100 on October 31, 1998 and 2000 for the preparation of the five and three years
graphs, respectively.

Note: The stock price performance shown on the following graph is not necessarily indicative of future price performance.

Comparison of the Five-Year Cumulative Total Return of Hovnanian Enterprises, Inc.,
the S&P 500 Index and the S&P Homebuilding Index.
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Comparison of the Three-Year Cumulative Total Return of Hovnanian Enterprises, Inc.,
the S&P 500 Index and the S&P Homebuilding Index.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Mr. K. Hovnanian, the chairman of Company s Board of Directors, is the father of Mr. A. Hovnanian, the Chief Executive Officer and a member
of the Board of Directors.
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Prior to the enactment of Sarbanes-Oxley Act of 2002 (the Act ), our Board of Directors adopted a general policy providing that it would not
make loans to our officers or directors or their relatives at an interest rate less than the interest rate at the date of the loan on six month U.S.
Treasury Bills, that the aggregate of such loans would not exceed $3 million at any one time, and that such loans would be made only with the
approval of the members of our Board of Directors who had no interest in the transaction. At October 31, 2003 and 2002 related party
receivables from officers and directors amounted to zero dollars. Interest income from these loans for the years ended October 31, 2003, 2002,
and 2001 amounted to zero dollars, $18,000, and $84,000, respectively. At October 31, 2003, there was one loan amounting to $140,000 to an
executive officer, who is not a member of the Board of Directors. This loan was extended for relocation purposes, and is forgivable after five
years. The related party receivables and loan were extended prior to the enactment of the Act, and have not been materially modified.

The Company provides property management services to various limited partnerships including one partnership in which our Chief Executive
Officer is a general partner, and in which members of his family and certain officers and directors are limited partners. During each of the years
ended October 31, 2003, 2002, and 2001 we received $0.1 million in fees for such management services. At October 31, 2003 and 2002, no
amounts were due us by these partnerships.

During the year ended October 31, 2003, we entered into an agreement to purchase land in California for approximately $33.4 million from an
entity that is owned by a family relative of our Chairman of the Board and our Chief Executive Officer. As of October 31, 2003, we have an
option deposit of $3.9 million related to this land acquisition agreement. In connection with this agreement, we also have consolidated $29.5
million in accordance with Financial Accounting Standards Board Interpretation No. 46, Consolidation of Variable Interest Entities , under
Consolidated Inventory Not Owned in our Consolidated Balance Sheet for the fiscal year ended October 31, 2003. Neither the Company, the
Chairman of the Board nor the Chief Executive Officer has a financial interest in the relative s company from whom the land was optioned.

During the year ended October 31, 2001, we entered into an agreement to purchase land from an entity that is owned by a family relative of our
Chairman of the Board and our Chief Executive Officer, totaling $26.9 million. As of October 31, 2003 and 2002, land aggregating $18.4
million and $10.3 million, respectively, had
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been purchased. Neither the Company, the Chairman of the Board nor the Chief Executive Officer has a financial interest in the relative s
company from whom the land was purchased.

Mr. Greenbaum is a partner in Greenbaum, Rowe, Smith, Ravin, Davis & Himmel, a law firm retained by the Company during the fiscal year
ended October 31, 2003, that provided services to the Company during the fiscal year ended October 31, 2003.

GENERAL

The expense of this solicitation is to be borne by the Company. The Company may also reimburse persons holding shares in their names or in
the names of their nominees for their expenses in sending proxies and proxy material to their principals.

Unless otherwise directed, the persons named in the accompanying form of proxy intend to vote all proxies received by them in favor of the
election of nominees to the Board of Directors of the Company named herein, in favor of the ratification of selected independent accountants, in
favor of an amendment to the Company s amended Certificate of Incorporation, in favor of the Company s amended and restated 1999 Stock
Incentive Plan and in favor of the Company s amended and restated Senior Executive Short-Term Incentive Plan. All proxies will be voted as
specified.

Each share of Class A Common Stock entitles the holder thereof to one vote and each share of Class B Common Stock entitles the holder thereof
to ten votes. Votes of Class A Common Stock and Class B Common Stock will be counted together without regard to class for proposals that
require the affirmative vote of the holders of a majority in voting power of all outstanding common stock, voting together. All votes will be
certified by the Inspectors of Election, who are employees of the Company.

Abstentions will have the effect of votes against a proposal and broker non-votes will have no effect on the vote. Under NYSE rules, brokers
may not vote shares on the proposal to approve the Company s amended and restated 1999 Stock Incentive Plan or the proposal to approve the
Company s amended and restated Senior Executive Short-Term Incentive Plan without specific instructions on these proposals from their
customers.

Notwithstanding the foregoing, the Company s amended Certificate of Incorporation provides that each share of Class B Common Stock held, to
the extent of the Company s knowledge, in nominee name by a stockbroker, bank or otherwise will be entitled to only one vote per share unless
the Company is satisfied that such shares have been held continuous, since the date of issuance, for the benefit or account of the same beneficial
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owner of such shares or any permitted transferee. Beneficial owners of shares of Class B Common Stock held in nominee name wishing to cast
ten votes for each share of such stock must obtain from their nominee a proxy card designed for beneficial owners of Class B Common Stock.
The Company has also supplied nominee holders of Class B Common Stock with specially designed proxy cards to accommodate the voting of
the Class B Common Stock. In accordance with the Company s amended Certificate of Incorporation, shares of Class B Common Stock held in
nominee name will be entitled to ten votes per share only if the beneficial owner proxy card or the nominee proxy card relating to such shares is
either (i) properly completed, mailed, and received by ADP, the Company s proxy service facilitator, or (ii) registered via the Internet pursuant to
the instructions on the beneficial owner proxy card or the nominee proxy card, or (iii) registered by calling the toll-free number on the beneficial
owner proxy card or the nominee proxy card, and, in each case, not less than 3 nor more than 20 business days prior to March 5, 2004. Proxy
cards returned by mail should be sent to Hovnanian Enterprises, Inc., c/o ADP, 51 Mercedes Way, Edgewood, N.Y., 11717.

Management does not intend to present any business at the meeting other than that set forth in the accompanying Notice of Annual Meeting of
Shareholders, and it has no information that others will do so. If other matters requiring the vote of the shareholders properly come before the
meeting and any adjournments thereof, it is the intention of the persons named in the accompanying form of proxy to vote the proxies held by
them in accordance with their judgment on such matters.
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SHAREHOLDER PROPOSALS FOR THE 2005 ANNUAL MEETING

Shareholder proposals for inclusion in the proxy materials related to the 2005 Annual Meeting of Shareholders must be received by the
Company no later than October __, 2004.

By Order of the Board of Directors
HOVNANIAN ENTERPRISES, INC.

Red Bank, New Jersey
February __, 2004
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APPENDIX A

HOVNANIAN ENTERPRISES, INC.
SENIOR EXECUTIVE SHORT-TERM INCENTIVE PLAN
(AS AMENDED AND RESTATED)

1. PURPOSE.

The purpose of the Senior Executive Short-Term Incentive Plan (the Plan ) is to advance the interests of K. Hovnanian (the Company ), and its
shareholders by providing incentives in the form of periodic bonus awards ( Awards ) to certain senior executive employees of the Company and
its affiliates, thereby motivating such executives to attain corporate performance goals articulated under the Plan.

2. ADMINISTRATION.

(a) The Plan shall be administered by two or more individuals who are each non-employee directors within the meaning of Rule 16b-3 under the
Securities Exchange Act of 1934, as amended or any successor thereto, outside directors as defined under Section 162(m) of the Internal
Revenue Code of 1986, as amended (the Code ), and independent directors within the meaning of the applicable rules, if any, of any national
securities exchange on which shares of common stock of the Company are listed or admitted to trading, unless otherwise determined by the
Company s Board of Directors to act as the committee (the Committee ).

(b) The Committee shall have the exclusive authority to select the senior executives to be granted Awards under the Plan, to determine the size
and terms of the Award (subject to the limitations imposed on Awards in Section 4 below), to modify the terms of any of the Award that has
been granted (except for any modification that would increase the amount of the Award payable to an executive), to determine the time when
Awards will be made and the performance period to which they relate, to establish performance objectives in respect of such performance
periods, and to certify that such performance objectives were attained; provided, however, that any such action shall be consistent with the
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applicable provisions of Section 162(m) of the Code. The Committee is authorized to interpret the plan, to establish, amend and rescind any
rules and regulations relating to the Plan, and to make any other determinations that it deems necessary or desirable for the administration of the
Plan. The Committee may correct any defect or supply any omission or reconcile any inconsistency in the Plan in the manner and to the extent
the Committee deems necessary or desirable. Any decision of the Committee in the interpretation and administration of the Plan, as described
herein, shall be final, conclusive and binding on all parties concerned.

3. PARTICIPATION.

Awards may be granted to senior executives of the Company and its affiliates who are covered employees , as defined in Section 162(m) of the
Code, or who the Committee anticipates may become covered employees. An Executive to whom an Award is granted shall be a Participant .

4. AWARDS UNDER THE PLAN.

(a) A Participant s Award shall be determined based on the attainment of written performance goals approved by the Committee in respect of a
specified period of service (a performance period ), which is established by the Committee (i) while the outcome for that performance period is
substantially uncertain and (ii) not more than 90 days after the commencement of that performance period or, if less, the number of days which

is equal to 25 percent of that performance period. The performance goals shall be based upon one or more of the following criteria: (i) earnings
before or after taxes (including earnings before interest, taxes, depreciation and amortization); (ii) net income; (iii) operating income; (iv)
earnings per share; (v) book value per share; (vi) return on stockholders equity; (vii) expense management; (viii) return on investment before or
after the cost of capital; (ix) improvements in capital structure; (x) profitability of an identifiable business unit or product; (xi) maintenance or
improvement of profit margins; (xii) stock price; (xiii) market share; (xiv) revenues or
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sales; (xv) costs; (xvi) cash flow; (xvii) working capital; (xviii) changes in net assets (whether or not multiplied by a constant percentage
intended to represent the cost of capital); and (xix) return on assets. The foregoing criteria may relate to the Company, one or more of its
affiliates or one or more of its divisions or units, or any combination of the foregoing, and may be applied on an absolute basis and/or be relative
to one or more peer group companies or other indices, or any combination thereof, all as the Committee shall determine. In addition, to the
degree consistent with Section 162(m) of the Code, the performance goals may be calculated without regard to extraordinary items. In any event,
the performance goals shall be based on an objective formula or standard. The maximum amount of an Award to any Participant with respect to

a fiscal year of the Company shall be to the greater of (x) $15,000,000 and (y) 2.5 percent (2.5%) of the Company s income before income taxes,
as reported in the Company s audited consolidated financial statements for the year in respect of which the Award is to be payable or distributed,
as applicable.

(b) The Committee shall determine whether the specified performance goals have been met with respect to any Participant and, if such goals
have been met, shall so certify and shall ascertain the amount of the applicable Award. No Awards will be paid for any performance period until
such applicable certification is made by the Committee. The amount of the Award actually paid to any Participant may, at the discretion of the
Committee, be less than the amount determined by the applicable performance goal formula. The amount of the Award determined by the
Committee in respect of a performance period shall be paid to the Participant at such time after the end of such performance period as shall be
determined by the Committee in its sole discretion; provided, however, that a Participant may, if and to the extent permitted by the Committee,
elect to defer receipt of an Award.

(c) The provisions of this Section 4 shall be administered and interpreted in accordance with Section 162(m) of the Code and all supporting
regulations to ensure the deductibility by the Company or any of its affiliates of the payment of Awards.

(d) The Committee shall determine, in its discretion, whether an Award shall be payable in cash, common stock of the Company, or a
combination thereof, which may include, without limitation, permitting a Participant to elect, in the calendar year prior to the year in which an
Award may otherwise become payable to a Participant under the Plan, to defer receipt of all or any portion of such Award into a right to receive
shares of common stock of the Company at a future date; provided, however, that the total number of shares of common stock of the Company

(' Shares ) that may be issued under the Plan is 5,000,000. In the event of any change in the outstanding Shares by reason of any Share dividend or
split, reorganization, recapitalization, merger, consolidation, spin-off, combination or exchange of Shares or other corporate exchange or change
in capital structure, any distribution to shareholders of Shares other than regular cash dividends or any similar event, the Committee in its sole
discretion and without liability to any person may make such substitution or adjustment, if any, as it deems to be equitable, as to (i) the number
or kind of Shares or other securities that may be issued as set forth in this Section 4(d) or pursuant to outstanding Awards and/or (ii) any other
affected terms of such Awards. Except as otherwise provided in an Award agreement, in the event of a Change in Control (as defined in the
1999 Hovnanian Enterprises, Inc. Stock Incentive Plan (as amended and restated), the Committee in its sole discretion and without liability to
any person may take such actions, if any, as it deems necessary or desirable with respect to any Award.
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5. AMENDMENT AND TERMINATION OF THE PLAN.

(a) The Committee may at any time, or from time to time, suspend or terminate the Plan in whole or in part or amend it in such respects as the
Committee may deem appropriate.

(b) Notwithstanding the foregoing, no amendment, suspension or termination of the Plan shall be made which (i) without the Participant s
consent, impairs any of the rights or obligations under any Award theretofore granted to a Participant under the Plan, (ii) without the approval of
the shareholders of the Company (except as provided in Section 4(d) of the Plan) increases the total number of Shares available for issuance
under the Plan or changes the maximum amount of any Award which may be payable or distributed to any Participant; provided, however, that
the Committee may amend the Plan in such manner as it deems necessary to permit the granting of Awards meeting the requirements of the
Code or other applicable laws.

A-2

6. MISCELLANEOUS PROVISIONS.

(a) Determination made by the Committee under the Plan need not be uniform and may be made selectively among eligible individuals under
the Plan, whether or not such eligible individuals are similarly situated. Neither the Plan nor any action taken hereunder shall be construed as
giving any right to be retained as an employee of the Company or any affiliate thereof.

(b) A Participant s rights or interest under the Plan may not be assigned or transferred, hypothecated or encumbered in whole or in part either
directly or by operation of law or otherwise (except in the event of a Participant s death) including, but not by way of limitation, execution, levy,
garnishment, attachment, pledge, bankruptcy or in any other manner; provided, however, that, subject to applicable law, any amounts payable to
any Participant hereunder are subject to reduction to satisfy any liabilities owed to the Company or any of its affiliates by the Participant. Any
attempted assignment or transfer, hypothecation or encumbrance shall be void and of no effect.

(c¢) The Company and its affiliates shall have the right to deduct from any payment made under the Plan any federal, state, local or foreign
income and other taxes required by law to be withheld with respect to such payment.

(d) Each person who is or at any time serves as a member of the Committee or the Company s Board of Directors shall be indemnified and held
harmless by the Company against and from: (i) any loss, cost, liability or expense that may be imposed upon or reasonably incurred by such
person in connection with or resulting from any claim, action, suit or proceeding to which such person may be a party or in which such person
may be involved by reason of any action or failure to act under the Plan; and (ii) any and all amounts paid by such person in satisfaction of
judgment in any such action, suit or proceeding relating to the Plan. Each person covered by this indemnification shall give the Company an
opportunity, at its own expense, to handle and defend the same before such person undertakes to handle and defend it on such person s own
behalf. The foregoing right of indemnification shall not be exclusive of any other rights of indemnification to which such persons may be
entitled under the bylaws of the Company as a matter of law, or otherwise, or any power that the Company may have to indemnify such person
or hold such person harmless.

(e) Each member of the Committee and the Company s Board of Directors shall be fully justified in relying or acting in good faith upon any
report made to independent public accountants of, or counsel for, the Company and upon any other information furnished in connection with the
Plan. In no event shall any person who is or shall have been a member of the Committee or the Company s Board of Directors be liable for any
determination made or other action taken or any failure to act in reliance upon any such report or information or for any action taken, including
without limitation the furnishing of information, or failure to act, if in good faith.

(f) All matters relating to the Plan or to Awards granted hereunder shall be governed by and construed in accordance with the laws of the State
of Delaware.

(g) The Plan was originally effective as of November 1, 1999, as approved by the affirmative vote of holders of a majority of the shares of the
Company then present or represented by proxy without payment therefor and entitled to vote. Subject to Section 4(d) of the Plan, no Award may
be granted under the Plan after March 5, 2009, but Awards theretofore granted may extend beyond that date.
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APPENDIX B

1999 HOVNANIAN ENTERPRISES, INC.
STOCK INCENTIVE PLAN
(AS AMENDED AND RESTATED)

1. PURPOSE OF THE PLAN

The purpose of the Plan is to aid the Company and its Affiliates in recruiting and retaining key employees, directors or consultants of
outstanding ability and to motivate such employees, directors or consultants to exert their best efforts on behalf of the Company and its Affiliates
by providing incentives through the granting of Awards. The Company expects that it will benefit from the added interest which such key
employees, directors or consultants will have in the welfare of the Company as a result of their proprietary interest in the Company s success.

2. DEFINITIONS
The following capitalized terms used in the Plan have the respective meanings set forth in this Section:
(a) Act: The Securities Exchange Act of 1934, as amended, or any successor thereto.

(b) Affiliate: With respect to the Company, any entity directly or indirectly controlling, controlled by, or under common control with, the
Company or any other entity designated by the Board in which the Company or an Affiliate has an interest.

(c) Award: An Option, Stock Appreciation Right or Other Stock-Based Award granted pursuant to the Plan.

(d) Beneficial Owner: A beneficial owner , as such term is defined in Rule 13d-3 under the Act (or any successor rule thereto).
(e) Board: The Board of Directors of the Company.

(f) Change in Control:

The occurrence of any of the following events:

(i) any Person (other than a Person holding securities representing 10% or more of the combined voting power of the Company s
outstanding securities as of the Effective Date, or any Family Member of such a Person, the Company, any trustee or other fiduciary holding
securities under an employee benefit plan of the Company, or any company owned, directly or indirectly, by the shareholders of the
Company in substantially the same proportions as their ownership of stock of the Company), becomes the Beneficial Owner, directly or
indirectly, of securities of the Company, representing 50% or more of the combined voting power of the Company s then-outstanding
securities;

(ii) during any period of twenty-four consecutive months (not including any period prior to the Effective Date), individuals who at the
beginning of such period constitute the Board, and any new director (other than (A) a director nominated by a Person who has entered into
an agreement with the Company to effect a transaction described in Sections 2(f)(i), (iii) or (iv) of the Plan or (B) a director nominated by
any Person (including the Company) who publicly announces an intention to take or to consider taking actions (including, but not limited to,
an actual or threatened proxy contest) which if consummated would constitute a Change in Control) whose election by the Board or
nomination for election by the Company s shareholders was approved in advance by a vote of at least two-thirds (-2/3) of the directors then
still in office who either were directors at the beginning of the period or whose election or nomination for election was previously so
approved, cease for any reason to constitute at least a majority thereof;

(iii) the consummation of any transaction or series of transactions under which the Company is merged or consolidated with any other
company, other than a merger or consolidation which would result in the shareholders of the Company immediately prior thereto continuing
to own (either by remaining outstand
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ing or by being converted into voting securities of the surviving entity) more than 65% of the combined voting power of the voting
securities of the Company or such surviving entity outstanding immediately after such merger or consolidation; or

(iv) the Company undergoes a complete liquidation of the Company or an agreement for the sale or disposition by the Company of all or
substantially all of the Company s assets, other than a liquidation of the Company into a wholly-owned subsidiary.

(g) Code: The Internal Revenue Code of 1986, as amended, or any successor thereto.

(h) Committee: The Compensation Committee of the Board.

(1) Company: Hovnanian Enterprises, Inc., a Delaware corporation, and any successors thereto.

(j) Disability: Inability of a Participant to perform in all material respects his duties and responsibilities to the Company, or any Subsidiary of
the Company, by reason of a physical or mental disability or infirmity which inability is reasonably expected to be permanent and has continued
(1) for a period of six consecutive months or (ii) such shorter period as the Board may reasonably determine in good faith. The Disability
determination shall be in the sole discretion of the Board and a Participant (or his representative) shall furnish the Board with medical evidence
documenting the Participant s disability or infirmity which is satisfactory to the Board.

(k) Effective Date: March 5,1999

(1) Fair Market Value: On a given date, the arithmetic mean of the high and low prices of the Shares as reported on such date on the Composite
Tape of the principal national securities exchange on which such Shares are listed or admitted to trading, or, if no Composite Tape exists for
such national securities exchange on such date, then on the principal national securities exchange on which such Shares are listed or admitted to
trading, or, if the Shares are not listed or admitted on a national securities exchange, the arithmetic mean of the per Share closing bid price and
per Share closing asked price on such date as quoted on the National Association of Securities Dealers Automated Quotation System (or such
market in which such prices are regularly quoted), or, if there is no market on which the Shares are regularly quoted, the Fair Market Value shall
be the value established by the Committee in good faith. If no sale of Shares shall have been reported on such Composite Tape or such national
securities exchange on such date or quoted on the National Association of Securities Dealer Automated Quotation System on such date, then the
immediately preceding date on which sales of the Shares have been so reported or quoted shall be used.

(m) Family Member:

(i) any Person holding securities representing 10% or more of the combined voting power of the Company s outstanding securities as of the
Effective Date;

(i) any spouse of such a person;
(iii) any descendant of such a person;
(iv) any spouse of any descendant of such a person; or

(v) any trust for the benefit of any of the aforementioned persons.

(n) ISO: An Option that is also an incentive stock option granted pursuant to Section 6(d) of the Plan.
(o) LSAR: A limited stock appreciation right granted pursuant to Section 7(d) of the Plan.

(p) Other Stock-Based Awards: Awards granted pursuant to Section 8 of the Plan.

(q) Option: A stock option granted pursuant to Section 6 of the Plan.

(r) Option Price: The purchase price per Share of an Option, as determined pursuant to Section 6(a) of the Plan.

43



Edgar Filing: LIFEWAY FOODS INC - Form DEF 14A

(s) Participant: An employee, director or consultant of the Company or any of its Affiliates who is selected by the Committee to participate in
the Plan.

(t) Performance-Based Awards: Certain Other Stock-Based Awards granted pursuant to Section 8(b) of the Plan.

(u) Person: A person , as such term is used for purposes of Section 13(d) or 14(d) of the Act (or any successor section thereto).
(v) Plan: The 1999 Hovnanian Enterprises, Inc. Stock Incentive Plan.

(w) Shares: Shares of common stock of the Company.

(x) Stock Appreciation Right: A stock appreciation right granted pursuant to Section 7 of the Plan.

(y) Subsidiary: A subsidiary corporation, as defined in Section 424(f) of the Code (or any successor section thereto).

3. SHARES SUBJECT TO THE PLAN

Subject to Section 9 of the Plan, the total number of Shares which may be issued under the Plan is 10,000,000. The maximum number of Shares
for which Options, Stock Appreciation Rights, restricted Shares or restricted Share units may be granted during a calendar year to any
Participant shall be 500,000. The Shares may consist, in whole or in part, of unissued Shares or treasury Shares. The issuance of Shares or the
payment of cash upon the exercise of an Award shall reduce the total number of Shares available under the Plan, as applicable. Shares which are
subject to Awards which terminate or lapse may be granted again under the Plan.

4. ADMINISTRATION

The Plan shall be administered by the Committee, which may delegate its duties and powers in whole or in part to any subcommittee thereof
consisting solely of at least two individuals who are each non-employee directors within the meaning of Rule 16b-3 under the Act (or any
successor rule thereto), outside directors within the meaning of Section 162(m) of the Code (or any successor section thereto) and independent
directors within the meaning of the applicable rules, if any, of any national securities exchange on which Shares are listed or admitted to trading;
provided, however, that any action permitted to be taken by the Committee may be taken by the Board, in its discretion. The Committee is
authorized to interpret the Plan, to establish, amend and rescind any rules and regulations relating to the Plan, and to make any other
determinations that it deems necessary or desirable for the administration of the Plan. The Committee may correct any defect or omission or
reconcile any inconsistency in the Plan in the manner and to the extent the Committee deems necessary or desirable. Any decision of the
Committee in the interpretation and administrations of the Plan, as described herein, shall lie within its sole and absolute discretion and shall be
final, conclusive and binding on all parties concerned (including, but not limited to Participants and their beneficiaries or successors).
Determinations made by the Committee under the Plan need not be uniform and may be made selectively among Participants, whether or not
such Participants are similarly situated. The Committee shall require payment of any minimum amount it may determine to be necessary to
withhold for federal, state, local or other, taxes as a result of the exercise or vesting of an Award. Unless the Committee specifies otherwise, the
Participant may elect to pay a portion or all of such minimum withholding taxes by (a) delivery in Shares or (b) having Shares withheld by the
Company from any Shares that would have otherwise been received by the Participant. The number of Shares so delivered or withheld shall
have an aggregate Fair Market Value sufficient to satisfy the applicable minimum withholding taxes. If the chief executive officer of the
Company is a member of the Board, the Board by specific resolution may constitute such chief executive officer as a committee of one which
shall have the authority to grant Awards of up to an aggregate of 500,000 Shares (subject to the provisions of Section 9 of the Plan) in each
calendar year to Participants who are (i) not subject to the rules promulgated under Section 16 of the Act (or any successor section thereto) or (ii)
covered employees (or anticipated to become covered employees) as such term is defined in Section 162(m) of the Code; provided, however,
that such chief executive officer shall notify the Committee of any such grants made pursuant to this Section 4.

5. LIMITATIONS

No Award may be granted under the Plan after the tenth anniversary of the Effective Date, but Awards theretofore granted may extend beyond
that date.
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6. TERMS AND CONDITIONS OF OPTIONS

Options granted under the Plan shall be, as determined by the Committee, non-qualified or incentive stock options for federal income tax
purposes, as evidenced by the related Award agreements, and shall be subject to the foregoing and the following terms and conditions and to
such other terms and conditions, not inconsistent therewith, as the Committee shall determine:

(a) Option Price. The Option Price per Share shall be determined by the Committee, but shall not be less than 100% of the Fair Market Value of
the Shares on the date an Option is granted.

(b) Exercisability. Options granted under the Plan shall be exercisable at such time and upon such terms and conditions as may be determined
by the Committee, but in no event shall an Option be exercisable more than ten years after the date it is granted. The Committee may, in its
discretion, accelerate the date after which Options may be exercised in whole or in part. If the chief executive officer of the Company is a
member of the Board, the Board by specific resolution may constitute such chief executive officer as a committee of one which shall have the
authority to accelerate the date after which Options may be exercised in whole or in part.

(c) Exercise of Options. Except as otherwise provided in the Plan or in an Award agreement, an Option may be exercised for all, or from time to
time any part, of the Shares for which it is then exercisable. For purposes of Section 6 of the plan, the exercise date of an Option shall be the
later of the date a notice of exercise is received by the Company and, if applicable, the date payment is received by the Company pursuant to
clauses (i), (ii), (iii) or (iv) in the following sentence. The purchase price for the Shares as to which an Option is exercised shall be paid to the
Company in full not later than at the time that the Shares being purchased are delivered to or at the direction of the Participant, in each case at
the election of the Participant to the extent permitted by law, (i) in cash, (ii) in Shares having a Fair Market Value equal to the aggregate Option
Price for the Shares being purchased and satisfying such other requirements as may be imposed by the Committee; provided, that such Shares
have been held by the Participant for no less than six months, (iii) partly in cash and partly in such Shares or (iv) through the delivery of
irrevocable instruments to a broker to deliver promptly to the Company an amount equal to the aggregate Option Price for the shares being
purchased. No Participant shall have any rights to dividends or other rights of a shareholder with respect to Shares subject to an Option until the
Participant has given written notice of exercise of the Option, paid in full for such Shares and, if applicable, has satisfied any other conditions
imposed by the Committee pursuant to the Plan.

(d) ISOs. The Committee may grant Options under the Plan that are intended to be ISOs. Such ISOs shall comply with the requirements of
Section 422 of the Code (or any successor section thereto). No ISO may be granted to any Participant who at the time of such grant, owns more
than 10% of the total combined voting power of all classes of stock of the Company or of any Subsidiary, unless (i) the Option Price for such
ISO is at least 110% of the Fair Market Value of a Share on the date the ISO is granted and (ii) the date on which such ISO terminates is a date
not later than the day preceding the fifth anniversary of the date on which the ISO is granted. Any Participant who disposes of Shares acquired
upon the exercise of an ISO either (i) within two years after the date of grant of such ISO or (ii) within one year after the transfer of such Shares
to the Participant, shall notify the Company of such disposition and of the amount realized upon such disposition.

7. TERMS AND CONDITIONS OF STOCK APPRECIATION RIGHTS

(a) Grants. The Committee also may grant (i) a Stock Appreciation Right independent of an Option or (ii) a Stock Appreciation Right in
connection with an Option, or a portion thereof. A Stock Appreciation Right granted pursuant to clause (ii) of the preceding sentence (A) may be
granted at the time the related Option is granted or at any time prior to the exercise or cancellation of the related Option, (B) shall cover the same
Shares covered by an Option (or such lesser number of Shares as the Committee may determine) and (C) shall be subject to the same terms and
conditions as such Option except for such additional limitations as are contemplated by this Section 7 (or such additional limitations as may be
included in an Award agreement).

(b) Terms. The exercise price per Share of a Stock Appreciation Right shall be an amount determined by the Committee but in no event shall
such amount be less than the greater of (i) the Fair Market Value of a Share on the date the Stock Appreciation Right is granted or, in the case of
a Stock Appreciation Right granted in

conjunction with an Option, or a portion thereof, the Option Price of the related Option and (ii) an amount permitted by applicable laws, rules,
restated By-laws or policies of regulatory authorities or stock exchanges. Each Stock Appreciation Right granted independent of an Option shall
entitle a Participant upon exercise to an amount equal to (i) the excess of (A) the Fair Market Value on the exercise date of one Share over (B)
the exercise price per Share, times (ii) the number of Shares covered by the Stock Appreciation Right. Each Stock Appreciation Right granted in
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conjunction with an Option, or a portion thereof, shall entitle a Participant to surrender to the Company the unexercised Option, or any portion
thereof, and to receive from the Company in exchange therefor an amount equal to (i) the excess of (A) the Fair Market Value on the exercise
date of one Share over (B) the Option Price per Share, times (ii) the number of Shares covered by the Option, or portion thereof, which is
surrendered. The date a notice of exercise is received by the Company shall be the exercise date. Payment shall be made in Shares or in cash, or
partly in Shares and partly in cash (any such Shares valued at such Fair Market Value), all as shall be determined by the Committee. Stock
Appreciation Rights may be exercised from time to time upon actual receipt by the Company of written notice of exercise stating the number of
Shares with respect to which the Stock Appreciation Right is being exercised. No fractional Shares will be issued in payment for Stock
Appreciation Rights, but instead cash will be paid for a fraction or, if the Committee should so determine, the number of Shares will be rounded
downward to the next whole Share.

(c) Limitations. The Committee may impose, in its discretion, such conditions upon the exercisability or transferability of Stock Appreciation
Rights as it may deem fit.

(d) Limited Stock Appreciation Rights. The Committee may grant LSARs that are exercisable upon the occurrence of specified contingent
events. Such LSARs may provide for a different method of determining appreciation, may specify that payment will be made only in cash and
may provide that any related Awards are not exercisable while such LSARS are exercisable. Unless the context otherwise requires, whenever the
term Stock Appreciation Right is used in the Plan, such term shall include LSARs.

8. OTHER STOCK-BASED AWARDS

(a) Generally. The Committee, in its sole discretion, may grant Awards of Shares, Awards of restricted Shares and Awards that are valued in
whole or in part by reference to, or are otherwise based on the Fair Market Value of, Shares ( Other Stock-Based Awards ). Such Other
Stock-Based Awards shall be in such form, and dependent on such conditions, as the Committee shall determine, including, without limitation,
the right to receive one or more Shares (or the equivalent cash value of such Shares) upon the completion of a specified period of service, the
occurrence of an event and/or the attainment of performance objectives. Other Stock-Based Awards may be granted alone or in addition to any
other Awards granted under the Plan. Subject to the provisions of the Plan, the Committee shall determine to whom and when Other
Stock-Based Awards will be made, the number of Shares to be awarded under (or otherwise related to) such Other Stock-Based Awards;
whether such Other Stock-Based Awards shall be settled in cash, Shares or a combination of cash and Shares; and all other terms and conditions
of such Awards (including, without limitation, the vesting provisions thereof and provisions ensuring that all Shares so awarded and issued shall
be fully paid and non-assessable).

(b) Performance-Based Awards. Notwithstanding anything to the contrary herein, certain Other Stock-Based Awards granted under this Section
8 may be granted in a manner which is deductible by the Company under Section 162(m) of the Code (or any successor section thereto)

( Performance-Based Awards ). A Participant s Performance-Based Award shall be determined based on the attainment of written performance
goals approved by the Committee for a performance period established by the Committee (i) while the outcome for that performance period is
substantially uncertain and (ii) no more than 90 days after the commencement of the performance period to which the performance goal relates
or, if less, the number of days which is equal to 25 percent of the relevant performance period. The performance goals, which must be objective,
shall be based upon one or more of the following criteria: (i) earnings before or after taxes (including earnings before interest, taxes, depreciation
and amortization); (ii) net income; (iii) operating income; (iv) earnings per Share; (v) book value per Share; (vi) return on shareholders equity;
(vii) expense management; (viii) return on investment; (ix) improvements in capital structure; (x) profitability of an identifiable business unit or
product; (xi) maintenance or improvement of profit margins; (xii) stock price; (xiii) market share; (xiv) revenues or sales; (xv) costs; (xvi)
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cash flow; (xvii) working capital; (xviii) changes in net assets (whether or not multiplied by a constant percentage intended to represent the cost
of capital); and (xix) return on assets. The foregoing criteria may relate to the Company, one or more of its Subsidiaries or one or more of its
divisions or units, or any combination of the foregoing, and may be applied on an absolute basis and/or be relative to one or more peer group
companies or indices, or any combination thereof, all as the Committee shall determine. In addition, to the degree consistent with Section
162(m) of the Code (or any successor section thereto), the performance goals may be calculated without regard to extraordinary items. The
maximum amount of a Performance-Based Award during a calendar year to any Participant shall be equal to the greater of (x) $15,000,000 and
(y) 2.5 percent (2.5%) of the Company s income before income taxes, as reported in the Company s audited consolidated financial statements for
the year in respect of which the Performance-Based Award is to be payable or distributed, as applicable. The Committee shall determine
whether, with respect to a performance period, the applicable performance goals have been met with respect to a given Participant and, if they
have, to so certify and ascertain the amount of the applicable Performance-Based Award. No Performance-Based Awards will be paid for such
performance period until such certification is made by the Committee. The amount of the Performance-Based Award actually paid to a given
Participant may be less than the amount determined by the applicable performance goal formula, at the discretion of the Committee. The amount
of the Performance-Based Award determined by the Committee for a performance period shall be paid to the Participant at such time as
determined by the Committee in its sole discretion after the end of such performance period; provided, however, that a Participant may, if and to
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the extent permitted by the Committee and consistent with the provisions of Section 162(m) of the Code, elect to defer payment of a
Performance-Based Award.

9. ADJUSTMENTS UPON CERTAIN EVENTS
Notwithstanding any other provisions in the Plan to the contrary, the following provisions shall apply to all Awards granted under the Plan:

(a) Generally. In the event of any change in the outstanding Shares after the Effective Date by reason of any Share dividend or split,
reorganization, recapitalization, merger, consolidation, spin-off, combination or exchange of Shares or other corporate exchange or change in
capital structure, any distribution to shareholders of Shares other than regular cash dividends or any similar event, the Committee in its sole
discretion and without liability to any person may make such substitution or adjustment, if any, as it deems to be equitable, as to (i) the number
or kind of Shares or other securities issued or reserved for issuance as set forth in Section 3 of the Plan or pursuant to outstanding Awards, (ii)
the Option Price and/or (iii) any other affected terms of such Awards.

(b) Change in Control. Except as otherwise provided in an Award agreement, in the event of a Change in Control, the Committee in its sole
discretion and without liability to any person may take such actions, if any, as it deems necessary or desirable with respect to any Award
(including, without limitation, (i) the acceleration of an Award, (ii) the payment of a cash amount in exchange for the cancellation of an Award
and/or (iii) the requiring of the issuance of substitute Awards that will substantially preserve the value, rights and benefits of any affected
Awards previously granted hereunder) as of the date of the consummation of the Change in Control.

10. NO RIGHT TO EMPLOYMENT

The granting of an Award under the Plan shall impose no obligation on the Company or any Subsidiary to continue the employment of a
Participant and shall not lessen or affect the Company s or Subsidiary s right to terminate the employment of such Participant.

11. SUCCESSORS AND ASSIGNS

The Plan shall be binding on all successors and assigns of the Company and a Participant; including without limitation, the estate of such
Participant and the executor, administrator or trustee of such estate, or any receiver or trustee in bankruptcy or representative of the Participant s
creditors.
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12. NONTRANSFERABILITY OF AWARDS

Unless otherwise determined by the Committee, an Award shall not be transferable or assignable by the Participant otherwise than by will or by
the laws of descent and distribution. Notwithstanding the foregoing, a Participant may transfer an Option (other than an ISO) in whole or in
party by gift or domestic relations order to a family member of the Participant (a Permitted Transferee ) and, following any such transfer such
Option or portion thereof shall be exercisable only by the Permitted Transferee, provided that no such Option or portion thereof is transferred for
value, and provided further that, following any such transfer, neither such Option or any portion thereof nor any right hereunder shall be
transferable other than to the Participant or otherwise than by will or the laws of descent and distribution or be subject to attachment, execution
or other similar process. For purposes of this Section 12, family member includes any child, stepchild, grandchild, parent, stepparent,
grandparent, spouse, former spouse, sibling, niece, nephew, mother-in-law, father-in-law, son-in-law, daughter-in-law, brother-in-law or
sister-in-law, including adoptive relationships, any person sharing the Participant s household (other than a tenant or employee), trust in which
these persons have more than 50% of the beneficial interest, a foundation in which these persons (or the Participant) control the management of
assets and any other entity in which these persons (or the Participant) own more than 50% of the voting interests. An Award exercisable after the
death of a Participant may be exercised by the legatees, personal representatives or distributees of the Participant.

13. AMENDMENTS OR TERMINATION

The Committee may amend, alter or discontinue the Plan, but no amendment, alteration or discontinuation shall be made which, (a) without the
approval of the shareholders of the Company, would (except as is provided in the Plan for adjustments in certain events), increase the total
number of Shares reserved for the purposes of the Plan or change the maximum number of Shares for which Awards may be granted to any
Participant or (b) without the consent of a Participant, would impair any of the rights or obligations under any Award theretofore granted to such
Participant under the Plan; provided, however, that the Committee may amend the Plan in such manner as it deems necessary to permit the
granting of Awards meeting the requirements of the Code or other applicable laws. Notwithstanding anything to the contrary herein, the
Committee may not amend, alter or discontinue the provisions relating to Section 9(b) of the Plan after the occurrence of a Change in Control.
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14. INTERNATIONAL PARTICIPANTS

With respect to Participants who reside or work outside the United States of America and who are not (and who are not expected to be) ‘covered
employees within the meaning of Section 162(m) of the Code, the Committee may, in its sole discretion, amend the terms of the Plan or Awards
with respect to such Participants in order to conform such terms with the requirements of local law.

15. CHOICE OF LAW
The Plan shall be governed by and construed in accordance with the laws of the State of Delaware.
16. EFFECTIVENESS OF THE PLAN

The Plan shall be effective as of the Effective Date. If the Plan is not approved by the shareholders of the Company prior to the first anniversary
of the Effective Date, no Awards may be granted thereafter.

APPENDIX C

HOVNANIAN ENTERPRISES, INC
AUDIT COMMITTEE OF THE BOARD OF DIRECTORS
CHARTER

1. PURPOSE
The Audit Committee (the Committee ) shall:

A. Provide assistance to the Board of Directors in fulfilling its responsibility to the shareholders, potential shareholders and investment
community with respect to its oversight of:

(1) The quality and integrity of the corporation s financial statements;

(i) The corporation s compliance with legal and regulatory requirements;

(iii) The independent auditor s qualifications and independence; and

(iv) The performance of the corporation s internal audit function and independent auditors.

B. Prepare the Audit Committee report that SEC rules require be included in the corporation s annual proxy statement.

II. STRUCTURE AND OPERATIONS
Composition and Qualifications

The Committee shall be comprised of three or more members of the Board of Directors, each of whom is determined by the Board of Directors
tobe independent under the rules of the New York Stock Exchange, Inc. and the Sarbanes-Oxley Act. No member of the Committee may serve
on the audit committee of more than three public companies, including the corporation, unless the Board of Directors (i) determines that such
simultaneous service would not impair the ability of such member to effectively serve on the Committee and (ii) discloses such determination in
the annual proxy statement.

All members of the Committee shall have a working familiarity with basic finance and accounting practices and at least one member must be a
financial expert under the requirements of the Sarbanes-Oxley Act. Committee members may enhance their familiarity with finance and
accounting by participating in educational programs conducted by the corporation or by an outside consultant.
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No member of the Committee shall receive compensation other than (i) director s fees for service as a director of the corporation, including
reasonable compensation for serving on the Committee and regular benefits that other directors receive and (ii) a pension or similar
compensation for past performance, provided that such compensation is not conditioned on continued or future service to the corporation.

Appointment and Removal

The members of the Committee shall be appointed by the Board of Directors and shall serve until such member s successor is duly elected and
qualified or until such member s earlier resignation or removal. The members of the Committee may be removed, with or without cause, by a
majority vote of the Board of Directors.

Chairman

Unless a Chairman is elected by the full Board of Directors, the members of the Committee shall designate a Chairman by the majority vote of
the full Committee membership. The Chairman shall be entitled to cast a vote to resolve any ties. The Chairman will chair all regular sessions of
the Committee and set the agendas for Committee meetings.
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III. MEETINGS

The Committee shall meet at least quarterly, or more frequently as circumstances dictate. As part of its goal to foster open communication, the
Committee shall periodically meet separately with each of management, the director of the internal auditing department and the independent
auditors to discuss any matters that the Committee or each of these groups believe would be appropriate to discuss privately. In addition, the
Committee should meet with the independent auditors and management quarterly to review the corporation s financial statements in a manner
consistent with that outlined in Section IV of this Charter. The Chairman of the Board or any member of the Committee may call meetings of the
Committee. All meetings of the Committee may be held telephonically.

All non-management directors that are not members of the Committee may attend meetings of the Committee but may not vote. Additionally,
the Committee may invite to its meetings any director, management of the corporation and such other persons as it deems appropriate in order to
carry out its responsibilities. The Committee may also exclude from its meetings any persons it deems appropriate in order to carry out its
responsibilities.

IV. RESPONSIBILITIES AND DUTIES

The following functions shall be the common recurring activities of the Committee in carrying out its responsibilities outlined in Section I of this
Charter. These functions should serve as a guide with the understanding that the Committee may carry out additional functions and adopt
additional policies and procedures as may be appropriate in light of changing business, legislative, regulatory, legal or other conditions. The
Committee shall also carry out any other responsibilities and duties delegated to it by the Board of Directors from time to time related to the
purposes of the Committee outlined in Section I of this Charter.

The Committee, in discharging its oversight role, is empowered to study or investigate any matter of interest or concern that the Committee
deems appropriate. In this regard, the Committee shall have the authority to retain outside legal, accounting or other advisors for this purpose,
including the authority to approve the fees payable to such advisors and any other terms of retention. The Committee shall be given full access to
the corporation s internal audit group, Board of Directors, corporate executives and independent accountants as necessary to carry out these
responsibilities. While acting within the scope of its stated purpose, the Committee shall have all the authority of the Board of Directors.

Notwithstanding the foregoing, the Committee is not responsible for certifying the corporation s financial statements or guaranteeing the auditor s
report. The fundamental responsibility for the corporation s financial statements and disclosures rests with management and the independent
auditors.

Documents/Reports Review

1. Review with management and the independent auditors prior to public dissemination the corporation s annual audited financial statements and
quarterly financial statements, including the corporation s disclosures under Management s Discussion and Analysis of Financial Condition and
Results of Operations and a discussion with the independent auditors of the matters required to be discussed by Statement of Auditing Standards
No. 61.
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2. Review and discuss with management and the independent auditors the corporation s earnings press releases (paying particular attention to the

use of any pro forma or adjusted non-GAAP information), as well as financial information and earnings guidance provided to analysts and rating
agencies. The Committee s discussion in this regard may be general in nature (i.e., discussion of the types of information to be disclosed and the

type of presentation to be made) and need not take place in advance of each earnings release or each instance in which the corporation may

provide earnings guidance.

3. Perform any functions required to be performed by it or otherwise appropriate under applicable law, rules or regulations, the corporation s
by-laws and the resolutions or other directives of the Board, including review of any certification required to be reviewed in accordance with
applicable law or regulations of the SEC.

Independent Auditors
4. Retain and terminate independent auditors and approve all audit engagement fees and terms.

5. Inform each registered public accounting firm performing auditing work for the corporation that such firm shall report directly to the
Committee.

6. Oversee the work of any registered public accounting firm employed by the corporation, including the resolution of any disagreement between
management and the auditor regarding financial reporting, for the purpose of preparing or issuing an audit report or related work.

7. Approve in advance any significant audit or non-audit engagement or relationship between the corporation and the independent auditors, other
than prohibited non-auditing services.

The following shall be prohibited non-auditing services : (i) bookkeeping or other services related to the accounting records or financial
statements of the audit client; (ii) financial information systems design and implementation; (iii) appraisal or valuation services, providing
fairness opinions or preparing contribution-in-kind reports; (iv) actuarial services; (v) internal audit outsourcing services; (vi) management
functions or human resources; (vii) broker or dealer, investment adviser or investment banking services; (viii) legal services and expert services
unrelated to the audit; and (ix) any other service that the Public Company Accounting Oversight Board prohibits through regulation.

Notwithstanding the foregoing, pre-approval is not necessary for minor audit services if: (i) the aggregate amount of all such non-audit
services provided to the corporation constitutes not more than five percent of the total amount of revenues paid by the corporation to its
auditor during the fiscal year in which the non-audit services are provided; (ii) such services were not recognized by the corporation at the
time of the engagement to be non-audit services; and (iii) such services are promptly brought to the attention of the Committee and
approved prior to the completion of the audit by the Committee or by one or more members of the Committee who are members of the
Board to whom authority to grant such approvals has been delegated by the Committee. The Committee may delegate to one or more of its
members the authority to approve in advance all significant audit or non-audit services to be provided by the independent auditors so long as
it is presented to the full Committee at a later time.

8. Review, at least annually, the qualifications, performance and independence of the independent auditors. In conducting its review and
evaluation, the Committee should:

(a) Obtain and review a report by the corporation s independent auditor describing: (i) the auditing firm s internal quality-control procedures;
(ii) any material issues raised by the most recent internal quality-control review, or peer review, of the auditing firm, or by any inquiry or
investigation by governmental or professional authorities, within the preceding five years, respecting one or more independent audits carried
out by the auditing firm, and any steps taken to deal with any such issues; and (iii) to assess the auditor s independence, all relationships
between the independent auditor and the corporation;

(b) Ensure the rotation of the lead audit partner at least every five years, and consider whether there should be regular rotation of the audit
firm itself.

(c) Confirm with any independent auditor retained to provide audit services for any fiscal year that the lead (or coordinating) audit partner
(having primary responsibility for the audit), or the audit partner responsible for reviewing the audit, has not performed audit services for the
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corporation in each of the five previous fiscal years of that corporation.

(d) Take into account the opinions of management and the corporation s internal auditors.

Financial Reporting Process

9. In consultation with the independent auditors, management and the internal auditors, review the integrity of the corporation s financial
reporting processes, both internal and external. In that connection, the Committee should obtain and discuss with management and the
independent auditor reports from management and the independent auditor regarding:
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(i) all critical accounting policies and practices to be used by the corporation;

(ii) analyses prepared by management and/or the independent auditor setting forth significant financial reporting issues and judgments made
in connection with the preparation of the financial statements, including all alternative treatments of financial information within generally
accepted accounting principles that have been discussed with the corporation s management, the ramifications of the use of the alternative
disclosures and treatments, and the treatment preferred by the independent auditor;

(iii) major issues regarding accounting principles and financial statement presentations, including any significant changes in the corporation s
selection or application of accounting principles;

(iv) major issues as to the adequacy of the corporation s internal controls and any specific audit steps adopted in light of material control
deficiencies; and

(v) any other material written communications between the independent auditor and the corporation s management.

10. Review periodically the effect of regulatory and accounting initiatives, as well as off-balance sheet structures, on the financial statements of
the corporation.

11. Review with the independent auditor (i) any audit problems or other difficulties encountered by the auditor in the course of the audit process,
including any restrictions on the scope of the independent auditor s activities or on access to requested information, and any significant
disagreements with management and (ii) management s responses to such matters. Without excluding other possibilities, the Committee may
wish to review with the independent auditor (i) any accounting adjustments that were noted or proposed by the auditor but were passed (as
immaterial or otherwise), (ii) any communications between the audit team and the audit firm s national office respecting auditing or accounting
issues presented by the engagement and (iii) any management or internal control letter issued, or proposed to be issued, by the independent
auditor to the corporation.

Legal Compliance/General

12. Review periodically, with the corporation s counsel, any legal matter that could have a significant impact on the corporation s financial
statements.

13. Discuss with management and the independent auditors the corporation s guidelines and policies with respect to risk assessment and risk
management. The Committee should discuss the corporation s major financial risk exposures and the steps management has taken to monitor and
control such exposures.

14. Set clear hiring policies for employees or former employees of the independent auditors. At a minimum, these policies should provide that
any registered public accounting firm may not provided audit services to the corporation if the CEO, controller, CFO, chief accounting officer or
any person serving in an equivalent capacity for the corporation was employed by the registered public accounting firm and participated in the
audit of the corporation within one year of the initiation of the current audit.

15. Establish procedures for: (i) the receipt, retention and treatment of complaints received by the corporation regarding accounting, internal
accounting controls, or auditing matters; and (ii) the confidential, anonymous submission by employees of the corporation of concerns regarding
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questionable accounting or auditing matters.
Reports

16. Prepare all Audit Committee reports required to be included in the corporation s proxy statement, pursuant to and in accordance with
applicable rules and regulations of the SEC.

17. Report regularly to the full Board of Directors including:

(i) with respect to any issues that arise with respect to the quality or integrity of the corporation s financial statements, the corporation s
compliance with legal or regulatory requirements, the performance and independence of the corporation s independent auditors or the
performance of the internal audit function;
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(ii) reporting all meetings of the Committee; and

(iii) with respect to such other matters as are relevant to the Committee s discharge of its responsibilities.

The Committee shall provide such recommendations as the Committee may deem appropriate. The report to the Board of Directors may take the
form of an oral report by the Chairman or any other member of the Committee designated by the Committee to make such report.

18. Maintain minutes or other records of meetings and activities of the Committee.
V. ANNUAL PERFORMANCE EVALUATION

The Committee shall perform a review and evaluation, at least annually, of the performance of the Committee and its members, including by
reviewing the compliance of the Committee with this Charter. In addition, the Committee shall review and reassess, at least annually, the
adequacy of this Charter and recommend to the Board of Directors any improvements to this Charter that the Committee considers necessary or
valuable. The Committee shall conduct such evaluations and reviews in such manner as it deems appropriate.
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PROXY
HOVNANIAN ENTERPRISES, INC.
Class A Common Stock
This Proxy is Solicited on Behalf of the Board of Directors

The undersigned hereby constitutes and appoints Peter S. Reinhart and Paul W. Buchanan, and each of them, his true and lawful
agents and proxies with full power of substitution in each, to represent the undersigned at the Annual Meeting of Shareholders
of HOVNANIAN ENTERPRISES, INC. to be held in the Boardroom of Simpson Thacher & Bartlett LLP, 425 Lexington Ave.,
30th floor, New York, N.Y. 10017, at 10:30 a.m. on March 5, 2004, and at any adjournments thereof, upon the matters set forth
in the notice of meeting and Proxy Statement dated February __, 2004 and upon all other matters properly coming before said
meeting.

This proxy when properly executed will be voted (1) for the election of the nominees of the Board of Directors; (2) for
the ratification of the selection of Ernst & Young LLP as independent accountants; (3) for the approval of an
amendment to the amended Certificate of Incorporation, which would increase the number of authorized shares of
common stock; (4) for the approval of the Company s amended and restated Senior Executive Short-Term Incentive
Plan; (5) for the approval of the Company s amended and restated 1999 Stock Incentive Plan; and (6) on any other
matters in accordance with the discretion of the named attorneys and agents, if no instructions to the contrary are
indicated in items (1), (2), (3), (4) and (5).
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(If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.)

SEE IS{E:IYEF RSE CONTINUED AND TO BE SIGNED ON REVERSE SIDE SEE IS{IEDVE]:E RSE

VOTE BY INTERNET - www.proxyvote.com

10 HIGHWAY 35 Use the Inte.rnet tp transmlt your v_otlng 1nstr_uct10ns and
P.O. BOX 500 for electronic delivery of information up until 11:59 P.M.
RED BANK, NJ 07701 Eastern Time the day before the meeting date. Have your

proxy card in hand when you access the web site and
follow the instructions to obtain your records and to
create an electronic voting instruction form.

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting
instructions up until 11:59 P.M. Eastern Time the day
before the meeting date. Have your proxy card in hand
when you call and then follow the instructions.

VOTE BY MAIL -

Mark, sign and date your proxy card and return it in the
postage-paid envelope we ve provided or return to
Hovnanian Enterprises, Inc., c/o ADP, 51 Mercedes Way,
Edgewood, NY 11717.

If you vote over the Internet or by telephone,
please do not mail your card.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:
HOVENB KEEP THIS PORTION FOR YOUR RECORDS
DETACH AND RETURN THIS PORTION ONLY
THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED.

HOVNANIAN ENTERPRISES, INC.
Vote On Directors

1. Election of Directors.
Nominees: For Withhold For All To withhold authority to vote, mark For
(01) K. Hovnanian (06) J. Robbins All All Except All Except and write the nominee s number
(02) A. Hovnanian (07) J. Sorsby on the line below.
(03) G. DeCesaris, (08) S. Weinroth
Jr. i i i
(04) A. (09) E. Kangas
Greenbaum
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(05) D. McDonald

Vote On Proposals For Against Abstain

2. Ratification of the selection
of Ernst & Young LLP as
independent accountants for i i i
the year ended October 31,
2004.

3. For the approval of an
amendment to the amended
Certificate of Incorporation,
which would increase the
number of authorized shares
of common stock.

For Against Abstain

4.  For the approval of the
Company s amended and restated | A .
Senior Executive Short-Term ! ! !
Incentive Plan.

5. For the approval of the
Company s amended and restated
1999 Stock Incentive Plan. i i i

6. On any other matters in accordance with the discretion of the
named attorneys and agents, if no instructions to the contrary
are indicated in items (1), (2), (3), (4) and (5).

Please mark, sign, date and return the proxy card promptly using the enclosed envelope. This Proxy must be signed exactly as name
appears hereon. Executors, administrators, trustees, etc., should give full title as such. If the signer is a corporation, please sign full

corporate name by duly authorized officer.

For address changes and/or

comments, please check this box and

write them on the back where

indicated Yes No

Please indicate if you plan to attend
this meeting i i

HOUSEHOLDING ELECTION -

Please indicate if you consent to

receive certain future investor

communications in a single package

per household i i

Signature [PLEASE SIGN WITHIN Hoxxe|

Signature (Joint Owners) Date

PROXY

HOVNANIAN ENTERPRISES, INC.

Class B Common Stock

This Proxy is Solicited on Behalf of the Board of Directors

The undersigned hereby constitutes and appoints Peter S. Reinhart and Paul W. Buchanan, and each of them, his true and lawful
agents and proxies with full power of substitution in each, to represent the undersigned at the Annual Meeting of Shareholders
of HOVNANIAN ENTERPRISES, INC. to be held in the Boardroom of Simpson Thacher & Bartlett LLP, 425 Lexington Ave.,
30th floor, New York, N.Y. 10017, at 10:30 a.m. on March 5, 2004, and at any adjournments thereof, upon the matters set forth
in the notice of meeting and Proxy Statement dated February __, 2004 and upon all other matters properly coming before said

meeting.
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This proxy when properly executed will be voted (1) for the election of the nominees of the Board of Directors; (2) for
the ratification of the selection of Ernst & Young LLP as independent accountants; (3) for the approval of an
amendment to the amended Certificate of Incorporation, which would increase the number of authorized shares of
common stock; (4) for the approval of the Company s amended and restated Senior Executive Short-Term Incentive
Plan; (5) for the approval of the Company s amended and restated 1999 Stock Incentive Plan; and (6) on any other
matters in accordance with the discretion of the named attorneys and agents, if no instructions to the contrary are
indicated in items (1), (2), (3), (4) and (5).

(If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.)

SEE l;ﬁ:;f RSE CONTINUED AND TO BE SIGNED ON REVERSE SIDE SEE I;IEDVE]:E RSE

VOTE BY INTERNET - www.proxyvote.com

10 HIGHWAY 35 Use the Intgrnet tp transmlt your v_otlng 1nstr_uct10ns and
P.O. BOX 500 for electronic delivery of information up until 11:59 P.M.
RED BANK, NJ 07701 Eastern Time the day before the meeting date. Have your

proxy card in hand when you access the web site and
follow the instructions to obtain your records and to
create an electronic voting instruction form.

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting
instructions up until 11:59 P.M. Eastern Time the day
before the meeting date. Have your proxy card in hand
when you call and then follow the instructions.

VOTE BY MAIL -

Mark, sign and date your proxy card and return it in the
postage-paid envelope we ve provided or return to
Hovnanian Enterprises, Inc., c/o ADP, 51 Mercedes Way,
Edgewood, NY 11717.

If you vote over the Internet or by telephone,
please do not mail your card.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:
HOVENC KEEP THIS PORTION FOR YOUR RECORDS
DETACH AND RETURN THIS PORTION ONLY
THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED.

HOVNANIAN ENTERPRISES, INC.
Vote On Directors

1. Election of Directors.
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Nominees:

(01) K. Hovnanian (06) J. Robbins
(02) A. Hovnanian (07) J. Sorsby
(03) G. DeCesaris, (08) S. Weinroth
Jr.

(04) A. (09) E. Kangas
Greenbaum

(05) D. McDonald

Vote On Proposals For Against Abstain

2. Ratification of the selection
of Ernst & Young LLP as
independent accountants for i i i
the year ended October 31,
2004.

3. For the approval of an
amendment to the amended
Certificate of Incorporation,
which would increase the
number of authorized shares
of common stock.

Withhold For All To withhold authority to vote, mark For
All Except All Except and write the nominee s number
on the line below.

For Against Abstain

For the approval of the

Company s amended and restated | A .
Senior Executive Short-Term ! ! !
Incentive Plan.

For the approval of the
Company s amended and restated
1999 Stock Incentive Plan. i i i

On any other matters in accordance with the discretion of the
named attorneys and agents, if no instructions to the contrary
are indicated in items (1), (2), (3), (4) and (5).

Please mark, sign, date and return the proxy card promptly using the enclosed envelope. This Proxy must be signed exactly as name
appears hereon. Executors, administrators, trustees, etc., should give full title as such. If the signer is a corporation, please sign full

corporate name by duly authorized officer.

For address changes and/or

comments, please check this box and

write them on the back where

indicated Yes No

Please indicate if you plan to attend
this meeting i i

HOUSEHOLDING ELECTION -

Please indicate if you consent to

receive certain future investor

communications in a single package

per household i i

Signature [PLEASE SIGN WITHIN Hoxxe|

Signature (Joint Owners)

Date

This Proxy is Solicited on Behalf of the Board of Directors

PROXY
HOVNANIAN ENTERPRISES, INC.

Beneficial Owner of Class B Common Stock
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The undersigned hereby constitutes and appoints Peter S. Reinhart and Paul W. Buchanan, and each of them, his true and lawful
agents and proxies with full power of substitution in each, to represent the undersigned at the Annual Meeting of Shareholders
of HOVNANIAN ENTERPRISES, INC. to be held in the Boardroom of Simpson Thacher & Bartlett LLP, 425 Lexington Ave.,
30th floor, New York, N.Y. 10017, at 10:30 a.m. on March 5, 2004, and at any adjournments thereof, upon the matters set forth
in the notice of meeting and Proxy Statement dated February __, 2004 and upon all other matters properly coming before said
meeting.

This proxy when properly executed will be voted (1) for the election of the nominees of the Board of Directors; (2) for
the ratification of the selection of Ernst & Young LLP as independent accountants; (3) for the approval of an
amendment to the amended Certificate of Incorporation, which would increase the number of authorized shares of
common stock; (4) for the approval of the Company s amended and restated Senior Executive Short-Term Incentive
Plan; (5) for the approval of the Company s amended and restated 1999 Stock Incentive Plan; and (6) on any other
matters in accordance with the discretion of the named attorneys and agents, if no instructions to the contrary are
indicated in items (1), (2), (3), (4) and (5).

By signing on the reverse hereof, the undersigned certifies that (A) with respect to of the shares represented
by this proxy, the undersigned has been the beneficial owner of such shares continuously since the date of their issuance
or is a Permitted Transferee (as defined in paragraph 4(A)(i) of Article FOURTH of the Company s amended Certificate
of Incorporation) of any such beneficial owner and (B) with respect to the remaining shares represented by
this proxy, the undersigned has not been the beneficial owner of such shares continuously since the date of their issuance
nor is the undersigned a Permitted Transferee of any such beneficial owner.

If no certification is made, it will be deemed that all shares of Class B common stock represented by this proxy have not

been held continuously, since the date of issuance, for the benefit or account of the same beneficial owner of such shares
or any Permitted Transferee.

(If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.)

SEE l;ﬁ:;f RSE CONTINUED AND TO BE SIGNED ON REVERSE SIDE SEE I;IEDVE]:E RSE

VOTE BY INTERNET - www.proxyvote.com
Use the Internet to transmit your voting instructions and

10 HIGHWAY 35 for electronic delivery of information. Voting instructions
P.0. BOX 500 must be received not less than 3 nor more than 20
RED BANK, NJ 07701

business days prior to the meeting date. Have your proxy
card in hand when you access the web site and follow the
instructions to obtain your records and to create an
electronic voting instruction form.

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting
instructions. Voting instructions must be received not less
than 3 nor more than 20 business days prior to the
meeting date. Have your proxy card in hand when you
call and then follow the instructions.

VOTE BY MAIL -
Mark, sign and date your proxy card and return it in the
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TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:

postage-paid envelope we ve provided or return to
Hovnanian Enterprises, Inc., c/o ADP, 51 Mercedes Way,
Edgewood, NY 11717. Voting instructions must be
received not less than 3 nor more than 20 business days
prior to the meeting date.

If you vote over the Internet or by telephone,
please do not mail your card.

HOVEND KEEP THIS PORTION FOR YOUR RECORDS

DETACH AND RETURN THIS PORTION ONLY

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED.

HOVNANIAN ENTERPRISES, INC.

Vote On Directors

1.

Election of Directors.

Nominees:

(01) K. Hovnanian (06) J. Robbins
(02) A. Hovnanian (07) J. Sorsby
(03) G. DeCesaris, (08) S. Weinroth
Jr.

04) A.
Greenbaum

(05) D. McDonald

(09) E. Kangas

Vote On Proposals For

2.

Ratification of the selection

of Ernst & Young LLP as
independent accountants for i
the year ended October 31,

2004.

For the approval of an
amendment to the amended
Certificate of Incorporation,
which would increase the
number of authorized shares
of common stock.

Against Abstain

For
All

Withhold For All To withhold authority to vote, mark For
All Except All Except and write the nominee s number
on the line below.
i i
For Against Abstain
For the approval of the

Company s amended and restated | A .
Senior Executive Short-Term ! ! !
Incentive Plan.

For the approval of the
Company s amended and restated
1999 Stock Incentive Plan. i i i

On any other matters in accordance with the discretion of the
named attorneys and agents, if no instructions to the contrary
are indicated in items (1), (2), (3), (4) and (5).

Please mark, sign, date and return the proxy card promptly using the enclosed envelope. This Proxy must be signed exactly as name
appears hereon. Executors, administrators, trustees, etc., should give full title as such. If the signer is a corporation, please sign full
corporate name by duly authorized officer.

For address changes and/or

comments, please check this box and

write them on the back where

indicated Yes

Please indicate if you plan to attend
this meeting i

HOUSEHOLDING ELECTION - i
Please indicate if you consent to
receive certain future investor

No
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communications in a single package
per household

Signature [PLEASE SIGN WITHIN HOxx| Signature (Joint Owners) Date

PROXY
HOVNANIAN ENTERPRISES, INC.
Nominee Holder of Class B Common Stock
This Proxy is Solicited on Behalf of the Board of Directors

The undersigned hereby constitutes and appoints Peter S. Reinhart and Paul W. Buchanan, and each of them, his true and lawful
agents and proxies with full power of substitution in each, to represent the undersigned at the Annual Meeting of Shareholders
of HOVNANIAN ENTERPRISES, INC. to be held in the Boardroom of Simpson Thacher & Bartlett LLP, 425 Lexington Ave.,
30th floor, New York, N.Y. 10017, at 10:30 a.m. on March 5, 2004, and at any adjournments thereof, upon the matters set forth
in the notice of meeting and Proxy Statement dated February __, 2004 and upon all other matters properly coming before said
meeting.

This proxy when properly executed will be voted (1) for the election of the nominees of the Board of Directors; (2) for
the ratification of the selection of Ernst & Young LLP as independent accountants; (3) for the approval of an
amendment to the amended Certificate of Incorporation, which would increase the number of authorized shares of
common stock; (4) for the approval of the Company s amended and restated Senior Executive Short-Term Incentive
Plan; (5) for the approval of the Company s amended and restated 1999 Stock Incentive Plan; and (6) on any other
matters in accordance with the discretion of the named attorneys and agents, if no instructions to the contrary are
indicated in items (1), (2), (3), (4) and (5).

(If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.)

SEE l;ﬁ:;f RSE CONTINUED AND TO BE SIGNED ON REVERSE SIDE SEE IS{IEDVE]:E RSE

VOTE BY INTERNET - www.proxyvote.com
Use the Internet to transmit your voting instructions and

10 HIGHWAY 35 . . . . . .
P.O. BOX 500 for electronic delivery of information. Voting instructions
RED BANK. NJ 07701 must be received not less than 3 nor more than 20

business days prior to the meeting date. Have your proxy
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TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:

card in hand when you access the web site and follow the
instructions to obtain your records and to create an
electronic voting instruction form.

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting
instructions. Voting instructions must be received not less
than 3 nor more than 20 business days prior to the
meeting date. Have your proxy card in hand when you
call and then follow the instructions.

VOTE BY MAIL -

Mark, sign and date your proxy card and return it in the
postage-paid envelope we ve provided or return to
Hovnanian Enterprises, Inc., c/o ADP, 51 Mercedes Way,
Edgewood, NY 11717. Voting instructions must be
received not less than 3 nor more than 20 business days
prior to the meeting date.

If you vote over the Internet or by telephone,
please do not mail your card.

HOVENA KEEP THIS PORTION FOR YOUR RECORDS

DETACH AND RETURN THIS PORTION ONLY

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED.

HOVNANIAN ENTERPRISES, INC.

Vote On Directors

1.

Vote On Proposals For

2.

Election of Directors.

Nominees: For
(01) K. Hovnanian (06) J. Robbins All
(02) A. Hovnanian (07) J. Sorsby

(03) G. DeCesaris, (08) S. Weinroth

Jr. i
(04) A. (09) E. Kangas

Greenbaum

(05) D. McDonald

Against Abstain

Ratification of the selection 5.
of Ernst & Young LLP as

independent accountants for i i i

the year ended October 31,

2004.

For the approval of an 6.
amendment to the amended
Certificate of Incorporation,
which would increase the
number of authorized shares
of common stock.

Withhold For All To withhold authority to vote, mark For
All Except All Except and write the nominee s number
on the line below.
i i
For Against Abstain
For the approval of the

Company s amended and restated | A .
Senior Executive Short-Term ! ! !
Incentive Plan.

For the approval of the
Company s amended and restated
1999 Stock Incentive Plan. i i i

On any other matters in accordance with the discretion of the
named attorneys and agents, if no instructions to the contrary
are indicated in items (1), (2), (3), (4) and (5).
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Please mark, sign, date and return the proxy card promptly using the enclosed envelope. This Proxy must be signed exactly as name
appears hereon. Executors, administrators, trustees, etc., should give full title as such. If the signer is a corporation, please sign full
corporate name by duly authorized officer.

For address changes and/or

comments, please check this box and

write them on the back where

indicated Yes No

Please indicate if you plan to attend
this meeting i i

HOUSEHOLDING ELECTION -

Please indicate if you consent to

receive certain future investor

communications in a single package

per household i i

Signature [PLEASE SIGN WITHIN HOxx| Signature (Joint Owners) Date




