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Registration No. 333-134485

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Amendment No. 1
to the
Form S-3
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933

COMSTOCK HOMEBUILDING COMPANIES, INC.
(Exact Name of Registrant as Specified in its Charter)

Delaware 20-1164345
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification Number)

11465 Sunset Hills Road, Suite 510
Reston, Virginia 20190
(703) 883-1700
(Address, Including Zip Code, and Telephone Number, Including Area Code, of Registrant s Principal Executive
Offices)

Christopher Clemente
Chief Executive Officer
Comstock Homebuilding Companies, Inc.
11465 Sunset Hills Road, Suite 510
Reston, Virginia 20190
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(703) 883-1700
(Name, Address, Including Zip Code, and Telephone Number, Including Area Code, of Agent for Service)

Copies to:

Stephen A. Riddick, Esq.
Greenberg Traurig, LLP
800 Connecticut Avenue, N.W.
Suite 500
Washington, D.C. 20006
(202) 331-3100

Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective date
of this Registration Statement.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment
plans, please check the following box. o

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box. p

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. o

If this Form is a registration statement pursuant to General Instruction I.D. or a post-effective amendment thereto that
shall become effective upon the filing with the Commission pursuant to Rule 462(e) under the Securities Act, check
the following box. o

If this Form is a post-effective amendment to a registration statement pursuant to General Instruction L.D. filed to

register additional securities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check
the following box. o

CALCULATION OF REGISTRATION FEE
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Proposed Maximum  Proposed Maximum

Title of Each Class of Amount to be Offering Aggregate Amount of
Securities to be Registered Registered(1) Price per Unit(2) Offering Price(2) Registration Fee(3)
Class A common stock, par
value $0.01 per share 2,757,364 $5.78 $15,937,564 $1,706

(1) Includes the registration for resale of 2,121,048 shares of issued and outstanding Class A Common Stock and
636,316 shares of Class A common stock issuable upon exercise of outstanding warrants. In the event of a stock
split, stock dividend or similar transaction involving the amount of common stock of the registrant, in order to
prevent dilution, the number of shares of Class A common stock registered hereby shall be automatically
adjusted to cover the additional shares of Class A common stock in accordance with Rule 416 under the
Securities Act.

(2) Estimated in accordance with Rule 457(c) of the Securities Act of 1933, as amended, solely for the purpose of
computing the amount of the registration fee, based on the average of the high and low sales prices of the
Registrant s Class A Common Stock on the Nasdaq National Market on June 21, 2006.

(3) Previously paid.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933, as amended, or until this Registration Statement shall become effective on such date as the Commission,
acting pursuant to such Section 8(a), may determine.
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The information in this preliminary prospectus is not complete and may be changed. We may not sell these
securities until the registration statement filed with the Securities and Exchange Commission is effective. This
prospectus is not an offer to sell these securities and it is not an offer to buy these securities in any state where
the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED June 23, 2006.

2,757,364 Shares

Comstock Homebuilding Companies, Inc.
Class A Common Stock

This prospectus relates to shares of Comstock Homebuilding Companies, Inc. Class A common stock that may be
offered for resale by the selling stockholders named in this prospectus and the persons to whom such selling
stockholders may transfer their shares.

These shares of Class A common stock include the resale of:

2,121,048 shares of Class A common stock issued by us and sold in a private placement transaction to the
selling stockholders named herein; and

636,316 shares of Class A common stock issuable upon exercise of warrants to purchase such granted by us to
the selling stockholders named herein in connection with a private placement transaction.

We will not receive any of the proceeds from the resale of these shares by the selling stockholders. The selling
stockholders will receive all of the proceeds from the sale of the shares. We will, in the ordinary course of business,

receive proceeds from the issuance of shares upon exercise of the warrants described in this prospectus.

Our Class A common stock is quoted on the Nasdaq National Market under the symbol CHCI . The last reported sale
price of our Class A Common Stock on the Nasdaq National Market on June 21, 2006 was $5.84.

Investing in our common stock involves a high degree of risk. See Risk Factors beginning on page 6.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any representation
to the contrary is a criminal offense.

Table of Contents 5



Edgar Filing: Comstock Homebuilding Companies, Inc. - Form S-3/A

Prospectus dated , 2006.

Table of Contents



Edgar Filing: Comstock Homebuilding Companies, Inc. - Form S-3/A

Table of Contents

OUR BUSINESS

The Securities and Exchange Commission (the SEC ) allows us to incorporate by reference certain information that we
file with it, which means that we can disclose important information to you by referring you to those documents. The
information incorporated by reference is considered to be part of this prospectus, and information that we file later
with the SEC will update automatically, supplement and/or supersede this information. Any statement contained in a
document incorporated or deemed to be incorporated by reference in this prospectus shall be deemed to be modified or
superseded for purposes of this prospectus to the extent that a statement contained in this prospectus or in any other
document which also is or is deemed to be incorporated by reference in this prospectus modifies or supersedes such
statement. Any such statement so modified or superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this prospectus. You should read the following summary together with the more detailed
information regarding our company, our common stock and our financial statements and notes to those statements
appearing elsewhere in this prospectus or incorporated herein by reference.

When we refer to

the Consolidation, we are referring to the restructuring of our corporate organization completed on
December 17, 2004;

the Company, we, us or our, for periods prior to the completion of the Consolidation, we are referring to
Comstock Holding Company, Inc., Comstock Homes, Inc., Sunset Investment Corp., Inc. and Comstock Service
Corp., Inc., and as of the completion of the Consolidation and thereafter, we are referring to Comstock
Homebuilding Companies, Inc., together in each case with our subsidiaries and any predecessor entities unless

the context suggests otherwise;

the Predecessor, we are referring to Comstock Holding Company, Inc., Comstock Homes, Inc. and Sunset
Investment Corp., Inc., in each case together with their respective subsidiaries as they existed prior to the
Consolidation;

Comstock Service, we are referring to Comstock Service, Inc. as it existed prior to the Consolidation;

homes, we are referring to single-family homes, townhouses and condominium units;

the Washington, D.C. market, we are referring to the Washington, D.C. Primary Metropolitan Statistical Area,
as defined by the U.S. Census Bureau;

the Raleigh, North Carolina market, we are referring to the six counties included in the Raleigh-Durham-Chapel
Hill, North Carolina Metropolitan Statistical Area, as defined by the U.S. Census Bureau;

the Atlanta, Georgia market, we are referring to the Atlanta, Georgia Metropolitan Statistical Area, as defined
by the U.S. Census Bureau;

the Myrtle Beach, South Carolina market, we are referring to the Myrtle Beach, South Carolina Metropolitan
Statistical Area, as defined by the U.S. Census Bureau;

the Charlotte, North Carolina market, we are referring to the Charlotte, North Carolina Metropolitan Statistical
Area, as defined by the U.S. Census Bureau;
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orders or sales, we are referring to fully executed contracts with buyers of our homes, excluding contracts that
were executed and cancelled;

settlements or deliveries, we are referring to the transfer of title of a home to a buyer; and

backlog, we are referring to orders for homes for which there has not yet been a settlement. Our backlog equals
total orders less total deliveries.

Table of Contents 8



Edgar Filing: Comstock Homebuilding Companies, Inc. - Form S-3/A

Table of Contents

Our Business

We are a residential real estate developer that has substantial experience building a diverse range of for-sale products
including single-family homes, townhouses, mid- and high-rise condominiums and mixed-use developments in
suburban communities and high density urban infill areas. We focus on geographic areas, products and price points
where we believe there is significant demand for new housing and potential for above average returns. We currently
develop and build in the Washington, D.C., Raleigh, North Carolina, Charlotte, North Carolina, Myrtle Beach, South
Carolina and Atlanta, Georgia markets where we target a diverse range of buyers, including first-time, early move-up,
secondary move-up, empty nester move-down and active adult home buyers. We believe that these buyers represent a
significant and stable segment of the home buyers in our markets. Since our founding in 1985, we have built and
delivered over 3,375 homes valued at over $866.0 million.

Over the past several years we have successfully expanded our business model to include the development of land for
our home building operations as a complement to the purchasing of finished building lots developed by others. Our
markets have generally been characterized by strong population and economic growth trends that have led to strong
demand for housing. In addition, we have recently expanded into the development, redevelopment and construction of
residential mid- and high-rise condominium complexes in our core market of the Washington, D.C. area. We believe
that these markets provide attractive long-term growth opportunities.

Our Markets

We operate in the Washington, D.C., Raleigh, North Carolina, Charlotte, North Carolina, Myrtle Beach, South
Carolina and Atlanta, Georgia markets. We believe that the new home markets in our markets are characterized by
consistent demand and a limited supply of available housing. Based on our experience, we believe that in the home
building industry, local economic trends and influences have a more significant impact on supply and demand, and
therefore on profitability, than national economic trends and influences. According to the National Association of
Home Builders, the Washington, D.C., Raleigh, North Carolina, Charlotte, North Carolina and Atlanta, Georgia
metropolitan areas are each ranked in the top 25 housing markets in the country based upon single-family residential
building permits issued in 2005. The Washington, D.C. metropolitan area is ranked in the top 10 housing markets in
the country based upon multi-family building permits issued in 2005 and the Atlanta, Georgia market was ranked first
in the country based upon residential building permits issued in 2004.

Our Growth Strategy

Our business strategy is to focus on geographic areas, products and price points where we believe there is a significant
demand for new housing and high profit potential. Our strategy has the following key elements:

Build in and expand with the strong growth markets within the Mid-Atlantic and Southeast regions. We believe there
are significant opportunities for growth in our existing markets. We plan to maintain our business in our current
markets to capitalize on the robust economies and continued population growth of these areas. We expect the growth
in these markets to continue. We plan to utilize our strong regional presence and our extensive experience in these
markets to expand our operations in both markets through acquisition of additional land, and we may acquire local
home builders whose operations would complement ours and enhance our competitive position in the marketplace.
We intend to continue to expand into selected new geographic markets in the Mid-Atlantic and Southeast United
States through acquisitions of other home builders that have strategic land positions, strong local management teams,
access to land and subcontractors and sound operating principles. We expect to target new markets that have favorable
demographic and economic trends where we believe we will be able to achieve sufficient scale to successfully
implement our business strategy. We are currently evaluating several expansion opportunities.
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Acquire and develop a land inventory with potential for above-average margins or returns. We believe that our
market knowledge and experience in land entitlement and development enable us to
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successfully identify attractive land acquisition opportunities, efficiently manage the process of obtaining
development rights and maximize land value. We have the expertise to acquire land positions in various stages of the
entitlement and development process, which we believe provides us more opportunities to build land inventory than
many of our competitors. We intend to continue to utilize our land acquisition and development process to further
develop an attractive land inventory. As a complement to our development strategy, we will continue to grow our land
inventory through acquisition of finished lots from other developers. We believe our network of relationships and
broad recognition in our core markets gives us an advantage over some of our competitors in acquiring finished lots.
In addition, since we can often acquire options on large numbers of finished lots with minimal deposits, this strategy
allows us to cost-effectively control significant land positions with reduced risk. As such, we intend to continue to
option land positions whenever possible.

Create opportunities in areas overlooked by our competitors. We believe there is a significant market opportunity for
well-designed, quality homes and condominiums in urban and suburban areas in close proximity to transportation
facilities. Local governments in our markets, especially the Washington, D.C. market, have modified zoning codes in
response to mounting traffic concerns to allow for high-density residential development near transportation
improvements. In our experience, buyers place a premium on new homes in developments within these areas. We
believe that our townhouse and condominium products, along with our substantial experience in dealing with both the
market and regulatory requirements of urban mixed-use developments, enable us to identify and create value in land
parcels often overlooked by larger production home builders. As a result, we believe we can achieve better returns on
our capital than larger production home builders who are only focused on volume. We plan to continue to focus on
developing and creating these opportunities within our core markets.

Focus on a broad segment of the home buying market. Our single-family homes, townhouses and condominiums are
designed and priced to appeal to a wide segment of the home buying market. We serve a broad customer base

including first-time, early move-up, secondary move-up, empty nester move-down and active adult home buyers. We
refer to this as middle market. We believe first-time and early move-up home buyers are a significant portion of home
buyers and have in the past, we believe, been more resistant to market downturns. We believe that the aging of the
American population makes it more likely that a significant percentage of the population will continue to be attracted

to secondary move-up, empty nester move-down and active adult products as well. We expect our diversified product
offerings to position us to benefit from the projected population growth in our core markets and provide a degree of
protection against market fluctuations.

Expand into the growing active adult market. Many localities are adopting zoning rules that encourage construction
of mixed-use and active adult developments. We expect the large and aging baby boom population in the United
States to fuel growth in the active adult market of the home building industry. As the baby boom generation ages, we
anticipate that housing developments focused on this population will capture a larger share of the market. We believe
this growing segment of the population will also likely be attracted to the urban convenience and activities available in
upscale urban active adult developments. Active adult developments are often favored by local governments because
they increase the tax base while requiring fewer government-funded services and infrastructure, such as schools and
summer programs, as compared to traditional developments that attract families. We believe that we are well
positioned to take advantage of this growing demand.

Maximize our economies of scale. We apply a production home builder approach to all of our product categories. In
many instances, we utilize plans we have built numerous times which allows us to minimize cost through value
engineering resulting from previous field experience. We are also able to coordinate labor and material purchasing
under bulk contracts thereby reducing unit costs. As a result, we are able to realize economies of scale in the purchase
of raw materials, supplies, manufactured inputs and
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labor. As we expand, we will seek to maximize these benefits through purchasing arrangements with national and
regional vendors.

Our Company

We were incorporated in May 2004. Our business was started in 1985 by Christopher Clemente, our Chairman and
Chief Executive Officer, as a residential land developer and home builder focused on the upscale home market in the
Northern Virginia suburbs of Washington, D.C. Prior to our initial public offering in December 2004, we operated our
business through four primary holding companies. In connection with our initial public offering, these primary
holding companies were consolidated and merged into Comstock Homebuilding Companies, Inc.

Our principal executive offices are located at 11465 Sunset Hills Road, 5th Floor, Reston, Virginia 20190, and our
telephone number is (703) 883-1700. Our Web site is www.comstockhomebuilding.com. Information contained on our
Web site does not constitute a part of this prospectus.
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RISK FACTORS
This offering and an investment in our Class A common stock involve a high degree of risk. You should carefully
consider the following risks and all other information contained in this prospectus before purchasing our Class A
common stock. If any of the following risks actually occur, our business, financial condition and results of operations
could be materially and adversely affected, the value of our stock could decline, and you may lose all or part of your
investment. The risks and uncertainties described below are those that we currently believe may materially affect us.
Additional risks and uncertainties not presently known to us or that we currently deem immaterial also may impair
our business operations.
Risks Relating to Our Business

We engage in construction and real estate activities which are speculative and involve a high degree of risk.

The home building industry is speculative and is significantly affected by changes in economic and other conditions,
such as:

employment levels;
availability of financing;
interest rates; and
consumer confidence.

These factors can negatively affect the demand for and pricing of our homes and our margin on sale. We are also
subject to a number of risks, many of which are beyond our control, including:

delays in construction schedules;

cost overruns;

changes in governmental regulations (such as slow- or no-growth initiatives);
increases in real estate taxes and other local government fees;

labor strikes;

transportation costs for delivery of materials; and

increases and/or shortages in raw materials and labor costs.

Fluctuations in market conditions may affect our ability to sell our land and home inventories at expected prices, if
at all, which could adversely affect our revenues, earnings and cash flows.

We are subject to the potential for significant fluctuations in the market value of our land and home inventories. We
must constantly locate and acquire new tracts of undeveloped and developed land to support our home building
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operations. There is a lag between the time we acquire control of undeveloped land or developed home sites and the
time that we can bring the communities built on that land to market and deliver our homes. This lag time varies from
site to site as it is impossible to determine in advance the length of time it will take to obtain governmental approvals
and building permits. The risk of owning undeveloped land, developed land and homes can be substantial. The market
value of undeveloped land, buildable lots and housing inventories can fluctuate significantly as a result of changing
economic and market conditions. Inventory carrying costs can be significant and can result in losses in a poorly
performing development or market. Material write-downs of the estimated value of our land and home inventories
could occur if market conditions deteriorate or if we purchase land or build home inventories at higher prices during
stronger economic periods and the value of those land or home inventories subsequently declines during weaker
economic periods. We could also be forced to sell homes, land or lots for prices that generate lower profit than we
anticipate, or at a loss, and may not be able to dispose of an investment in a timely manner when we find dispositions
advantageous or necessary. Furthermore, a decline in the market value of our land or home

6
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inventories may give rise to a breach of financial covenants contained in one or more of our credit facilities, which
could cause a default under those credit facilities.

Home prices and sales activities in the Washington, D.C., Raleigh, North Carolina and Atlanta, Georgia
geographic markets have a large impact on our profitability because we conduct substantially all of our business in
these markets.

Home prices and sales activities in the Washington, D.C., Raleigh, North Carolina and Atlanta, Georgia geographic
markets have a large impact on our profitability because we conduct substantially all of our business in these markets.
Recently these markets have begun to exhibit signs of decreasing consumer demand. Although demand in these
geographic areas historically has been strong, increased rates of home price appreciation may reduce the likelihood of
consumers seeking to purchase new homes which would likely have a negative impact on the pace at which we
receive orders for new homes. This could adversely affect our results of operations and cash flows.

Because our business depends on the acquisition of new land, the potential limitations on the supply of land could
reduce our revenues or negatively impact our results of operations and cash flows.

Due to increased demand for new homes, we have experienced an increase in competition for available land and
developed home sites in the Washington, D.C., Raleigh, North Carolina and Atlanta, Georgia markets. In these
markets, we have experienced competition for home sites from other, sometimes better capitalized, home builders. In
the Raleigh, North Carolina market, we have recently experienced competition from large, national home builders
entering the market. Our ability to continue our home building activities over the long term depends upon our ability
to locate and acquire suitable parcels of land or developed home sites to support our home building operations. As
competition for land increases, the cost of acquiring it may rise, and the availability of suitable parcels at acceptable
prices may decline. The increased cost of land requires us to increase the prices of our homes. This increased pricing
could reduce demand for our homes and, consequently, reduce the number of homes we sell and lead to a decrease in
our revenues, earnings and cash flows.

Our business is subject to governmental regulations that may delay, increase the cost of, prohibit or severely
restrict our development and home building projects and reduce our revenues and cash flows.

We are subject to extensive and complex laws and regulations that affect the land development and home building
process, including laws and regulations related to zoning, permitted land uses, levels of density (number of dwelling
units per acre), building design, access to water and other utilities, water and waste disposal and use of open spaces. In
addition, we and our subcontractors are subject to laws and regulations relating to worker health and safety. We also
are subject to a variety of local, state and federal laws and regulations concerning the protection of health and the
environment. In some of our markets, we are required to pay environmental impact fees, use energy saving
construction materials and give commitments to provide certain infrastructure such as roads and sewage systems. We
must also obtain permits and approvals from local authorities to complete residential development or home
construction. The laws and regulations under which we and our subcontractors operate, and our and their obligations
to comply with them, may result in delays in construction and development, cause us to incur substantial compliance
and other increased costs, and prohibit or severely restrict development and home building activity in certain areas in
which we operate. If we are unable to continue to develop communities and build and deliver homes as a result of
these restrictions or if our compliance costs increase substantially, our revenues, earnings and cash flows may be
reduced.

Cities and counties in which we operate have adopted, or may adopt, slow or no-growth initiatives that would

reduce our ability to build and sell homes in these areas and could adversely affect our revenues, earnings and
cash flows.
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From time to time, certain cities and counties in which we operate have approved, and others in which we operate may
approve, various slow-growth or no-growth initiatives and other similar ballot measures. Such initiatives restrict
development within localities by, for example, limiting the number of building permits
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available in a given year. Approval of slow- or no-growth measures could reduce our ability to acquire land, obtain
building permits and build and sell homes in the affected markets and could create additional costs and administration
requirements, which in turn could have an adverse effect on our revenues, earnings and cash flows.

Increased regulation in the housing industry increases the time required to obtain the necessary approvals to begin
construction and has prolonged the time between the initial acquisition of land or land options and the commencement
and completion of construction. These delays increase our costs, decrease our profitability and increase the risks
associated with the land inventories we maintain.

Municipalities may restrict or place moratoriums on the availability of utilities, such as water and sewer taps. If
municipalities in which we operate take actions like these, it could have an adverse effect on our business by causing
delays, increasing our costs or limiting our ability to build in those municipalities. This, in turn, could reduce the
number of homes we sell and decrease our revenues, earnings and cash flows.

Our ability to sell homes, and, accordingly, our results of operations, will be affected by the availability of
financing to potential home buyers.

Most home buyers finance their purchases through third-party mortgage financing. Real estate demand is generally
adversely affected by:

increases in interest rates and/or related fees;
increases in real estate transaction closing costs;
decreases in the availability of mortgage financing;
increasing housing costs;

unemployment; and

changes in federally sponsored financing programs.

Increases in interest rates or decreases in the availability of mortgage financing could depress the market for new
homes because of the increased monthly mortgage costs or the unavailability of financing to potential home buyers.
Even if potential home buyers do not need financing, increases in interest rates and decreased mortgage availability
could make it harder for them to sell their homes. This could adversely affect our operating results and financial
condition.

The competitive conditions in the home building industry could increase our costs, reduce our revenues and
earnings and otherwise adversely affect our results of operations and cash flows.

The home building industry is highly competitive and fragmented. We compete in each of our markets with a number
of national, regional and local builders for customers, undeveloped land and home sites, raw materials and labor. For
example, in the Washington, D.C. market, we compete against approximately 15 to 20 publicly-traded national home
builders, approximately 10 to 15 privately-owned regional home builders, and many local home builders, some of
whom are very small and may build as few as five to 25 homes per year. We do not compete against all of the builders
in our geographic markets in all of our product types or submarkets, as some builders focus on particular types of
projects within those markets, such as large estate homes, that are not in competition with our projects.
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We compete primarily on the basis of price, location, design, quality, service and reputation. Some of our competitors
have greater financial resources, more established market positions and better opportunities for land and home site

acquisitions than we do and have lower costs of capital, labor and material than us. The competitive conditions in the
home building industry could, among other things:

make it difficult for us to acquire suitable land or home sites in desirable locations at acceptable prices and
terms, which could adversely affect our ability to build homes;

require us to increase selling commissions and other incentives, which could reduce our profit margins;
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result in delays in construction if we experience delays in procuring materials or hiring trades people or
laborers;
result in lower sales volume and revenues; and
increase our costs and reduce our earnings.

We also compete with resales of existing homes and condominiums and available rental housing. An oversupply of
competitively priced resale or rental homes in our markets could adversely affect our ability to sell homes profitably.

Our business is concentrated in a few geographic areas which increases our exposure to localized risks.
We currently develop and sell homes principally in the Washington, D.C., Raleigh, North Carolina and Atlanta,
Georgia. Our limited geographic diversity means that adverse general economic, weather or other conditions in either
of these markets could adversely affect our results of operations and cash flows or our ability to grow our business.
Our growth strategy to expand into new geographic areas poses risks.
We may expand our business into new geographic areas outside of the Washington, D.C., Raleigh, North Carolina and
Atlanta, Georgia markets. We will face additional risks if we develop communities in geographic areas or climates in
which we do not have experience or if we develop a different size or style of community than those currently being
developed, including:

adjusting our construction methods to different geographies and climates;

obtaining the necessary construction materials and labor in sufficient amounts and on acceptable terms;

obtaining necessary entitlements and permits under unfamiliar regulatory regimes;

attracting potential customers in a market in which we do not have significant experience; and

the cost of hiring new employees and increased infrastructure costs.

We may not be able to successfully manage the risks of such an expansion, which could have a material adverse effect
on our revenues, earnings, cash flows and financial condition.

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

As part of our business strategy, we expect to continue to review acquisition prospects in our existing markets and in
new markets in the Mid-Atlantic region or elsewhere that would complement our existing business, or that might
otherwise offer growth opportunities. The identification, underwriting and negotiation of such deals is an ongoing
process. We recently completed the acquisitions of Parker Chandler Homes, Inc. and Capitol Homes, Inc. and we are
currently engaged in either discussions, negotiation or due diligence with several other homebuilders but we have not
yet entered into any binding obligations to acquire any of those operations. To the extent we complete acquisitions, we
may be unable to realize the anticipated benefits because of operational factors or difficulties in integrating the
acquisitions with our existing business. Acquisitions entail numerous risks, including, but not limited to:

difficulties in assimilating acquired management and operations;
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risks associated with investing the necessary resources in order to achieve profitability;

the incurrence of significant due diligence expenses relating to acquisitions that are not completed;
unforeseen expenses and liabilities;

risks associated with entering new markets or sub-markets in which we have limited or no prior experience;
the diversion of our management s attention from our current business;
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the potential loss of key employees, including senior executives, of acquired organizations; and
risks associated with transferred assets and liabilities.

We may not be able to acquire or manage profitably additional businesses, or to integrate successfully any acquired
businesses, properties or personnel into our business, without substantial costs, delays or other operational or financial
difficulties. Our failure to do so could have a material adverse effect on our business, financial condition, results of
operations and cash flows.

We are dependent on the services of certain key employees and the loss of their services could harm our business.

Our success largely depends on the continuing services of certain key employees, including our Chairman and Chief
Executive Officer, Christopher Clemente, Gregory Benson, our President and Chief Operating Officer, and Bruce
Labovitz, our Chief Financial Officer. Our continued success also depends on our ability to attract and retain qualified
personnel. We believe that Messrs. Clemente, Benson and Labovitz each possesses valuable industry knowledge,
experience and leadership abilities that would be difficult in the short term to replicate. The loss of these or other key
employees could harm our operations, business plans and cash flows.

Our growth requires additional capital, which may not be available.

The real estate development industry is capital intensive and requires significant expenditures for land purchases, land
development and construction as well as potential acquisitions of other homebuilders. In order to execute our growth
strategy, we anticipate that we will need to obtain additional financing as we expand our operations. These funds may
be obtained through public or private debt or equity financings, additional bank borrowings or from strategic alliances
or joint ventures. We may not be successful in obtaining additional funds in a timely manner, on favorable terms or at
all. Moreover, certain of our bank financing agreements contain provisions that limit the type and amount of debt we
may incur in the future without our lenders consent. In addition, the availability of borrowed funds, especially for land
acquisition and construction financing, may be greatly reduced, and lenders may require us to invest increased
amounts of equity in a project in connection with both new loans and the extension of existing loans. If we do not
have access to additional capital, we may be required to delay, scale back or abandon some or all of our acquisition
plans or growth strategies or reduce capital expenditures and the size of our operations and as a result may experience
a material adverse affect on our business, results of operations and cash flows.

Our growth depends on the availability of construction, acquisition and development loans.

Currently, we have multiple construction, acquisition and development loans. We are considering replacing these
credit facilities with one or more larger facilities, which may reduce our aggregate debt financing costs. If we are
unable to obtain a larger facility, we will need to continue to rely on our smaller credit facilities. These smaller credit
facilities generally have higher costs and require significant management time to administer them. Additionally, if
financial institutions decide to discontinue providing these facilities to us, we would lose our primary source of
financing our operations or the cost of retaining or replacing these credit facilities could increase dramatically.
Further, this type of financing is typically characterized by short-term loans which are subject to call. If our primary
financing becomes unavailable or accelerated repayment is demanded, we may not be able to meet our obligations.

A significant portion of our business plan involves construction of mixed-use developments and high-rise projects
with which we have less experience.
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We expect to increase our construction and development of mixed-use and high-rise residential projects. Our
experience is largely based on smaller wood-framed structures that are less complex than high-rise construction or the
development of mixed-use projects. A mixed-use project is one that integrates residential and non-residential uses in
the same structure or in close proximity to each other, on the same land. As we expand into these new product types,
we expect to encounter operating, marketing, customer service, warranty and management challenges with which we
have less familiarity. Although we have expanded our management
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team to include individuals with significant experience in this type of real estate development, we have not completed
any projects managed by these persons. If we are unable to successfully manage the challenges of this portion of our
business, we may incur additional costs and our results of operations and cash flows could be adversely affected.

If we experience shortages of labor or supplies or other circumstances beyond our control, there could be delays or
increased costs in developing our projects, which would adversely affect our operating results and cash flows.

We and the home building industry from time to time may be affected by circumstances beyond our control,
including:

work stoppages, labor disputes and shortages of qualified trades people, such as carpenters, roofers, electricians
and plumbers;

lack of availability of adequate utility infrastructure and services;

transportation cost increases;

our need to rely on local subcontractors who may not be adequately capitalized or insured; and
shortages or fluctuations in prices of building materials.

These difficulties have caused and likely will cause unexpected construction delays and short-term increases in
construction costs. In an attempt to protect the margins on our projects, we often purchase certain building materials
with commitments that lock in the prices of these materials for 90 to 120 days or more. However, once the supply of
building materials subject to these commitments is exhausted, we are again subject to market fluctuations and
shortages. We may not be able to recover unexpected increases in construction or materials costs by raising our home
prices because, typically, the price of each home is established at the time a customer executes a home sale contract.
Furthermore, sustained increases in construction costs may, over time, erode our profit margins and may adversely
affect our results of operations and cash flows.

We depend on the availability and skill of subcontractors.

Substantially all of our construction work is done by subcontractors with us acting as the general contractor or by
subcontractors working for a general contractor we select for a particular project. Accordingly, the timing and quality
of our construction depends on the availability and skill of those subcontractors. We do not have long-term contractual
commitments with subcontractors or suppliers. Although we believe that our relationships with our suppliers and
subcontractors are good, we cannot assure that skilled subcontractors will continue to be available at reasonable rates
and in the areas in which we conduct our operations. The inability to contract with skilled subcontractors or general
contractors at reasonable costs on a timely basis could limit our ability to build and deliver homes and could erode our
profit margins and adversely affect our results of operations and cash flows.

Product liability litigation and claims that arise in the ordinary course of business may be costly or negatively
impact sales, which could adversely affect our results of operations and cash flows.

Our home building business is subject to construction defect and product liability claims arising in the ordinary course
of business. These claims are common in the home building industry and can be costly. Among the claims for which
developers and builders have financial exposure are property damage, environmental claims and bodily injury claims.
Damages awarded under these suits may include the costs of remediation, loss of property and health-related bodily
injury. In response to increased litigation, insurance underwriters have attempted to limit their risk by excluding
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coverage for certain claims associated with environmental conditions, pollution and product and workmanship defects.
As a developer and a home builder, we may be at risk of loss for mold-related property, bodily injury and other claims
in amounts that exceed available limits on our comprehensive general liability policies. In addition, the costs of
insuring against
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construction defect and product liability claims are high and the amount of coverage offered by insurance companies
is limited. Uninsured product liability and similar claims, claims in excess of the limits under our insurance policies
and the costs of obtaining insurance to cover such claims could have a material adverse effect on our revenues,
earnings and cash flows.

Increased insurance risk could negatively affect our business, results of operations and cash flows.

Insurance and surety companies have reassessed many aspects of their business and, as a result, may take actions that
could negatively affect our business. These actions could include increasing insurance premiums, requiring higher
self-insured retentions and deductibles, requiring additional collateral on surety bonds, reducing limits, restricting
coverages, imposing exclusions, and refusing to underwrite certain risks and classes of business. Any of these actions
may adversely affect our ability to obtain appropriate insurance coverage at reasonable costs, which could have a
material adverse effect on our business. Additionally, coverage for certain types of claims, such as claims relating to
mold, is generally unavailable. Further, we rely on surety bonds, typically provided by insurance companies, as a
means of limiting the amount of capital utilized in connection with the public improvement sureties that we are
required to post with governmental authorities in connection with land development and construction activities. The
cost of obtaining these surety bonds is, from time to time, unpredictable and on occasion these surety bonds are
unavailable. These factors can delay commencement of development projects and adversely affect revenue, earnings
and cash flows.

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

We provide service warranties on our homes for a period of one year or more post closing and a structural warranty
for five years post closing. We self-insure all of our warranties and reserve an amount we believe will be sufficient to
satisfy any warranty claims on homes we sell. We also attempt to pass much of the risk associated with potential
defects in materials and workmanship on to the subcontractors performing the work and the suppliers and
manufacturers of the materials. In such cases, we still may incur unanticipated costs if a subcontractor, supplier or
manufacturer fails to honor its obligations regarding the work or materials it supplies to our projects. If the amount of
actual claims materially exceeds our aggregate warranty reserves and/or the amounts we can recover from our
subcontractors and suppliers, our operating results and cash flows would be adversely affected.

Our business, revenues, earnings and cash flows may be adversely affected by adverse weather conditions or
natural disasters.

Adverse weather conditions, such as extended periods of rain, snow or cold temperatures, and natural disasters, such
as hurricanes, tornadoes, floods and fires, can delay completion and sale of homes, damage partially complete or other
unsold homes in our inventory and/or decrease the demand for homes or increase the cost of building homes. To the
extent that natural disasters or adverse weather events occur, our business and results may be adversely affected. To
the extent our insurance is not adequate to cover business interruption losses or repair costs resulting from these
events, our revenues, earnings and cash flows may be adversely affected.

We are subject to certain environmental laws and the cost of compliance could adversely affect our business,
results of operations and cash flows.

As a current or previous owner or operator of real property, we may be liable under federal, state, and local
environmental laws, ordinances and regulations for the costs of removal or remediation of hazardous or toxic
substances on, under or in the properties or in the proximity of the properties we develop. These laws often impose
liability whether or not we knew of, or were responsible for, the presence of such hazardous or toxic substances. The
cost of investigating, remediating or removing such hazardous or toxic substances may be substantial. The presence of
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any such substance, or the failure promptly to remediate any such substance, may adversely affect our ability to sell
the property, to use the property for our intended purpose, or to borrow funds using the property as collateral. In
addition, the construction process involves the use of hazardous and toxic materials. We could be held liable under
environmental laws for the costs of removal or remediation of
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such materials. In addition, our existing credit facilities also restrict our access to the loan proceeds if the properties
that are used to collateralize the loans are contaminated by hazardous substances and require us to indemnify the bank
against losses resulting from such occurrence for significant periods of time, even after the loan is fully repaid.

Our Eclipse project is part of a larger development located at Potomac Yard in northern Virginia. Potomac Yard was
formerly part of a railroad switching yard contaminated by rail-related activities. Remediation of the property was
conducted under supervision of the U.S. Environmental Protection Agency, or EPA, in coordination with state and
local authorities. In 1998, federal, state and local government agencies authorized redevelopment of the property. Our
plans for development of our portion of the project are consistent with those authorizations. Although concentrations
of contaminants remain on the property under the EPA-approved remediation work plan, the EPA has determined that
they do not present an unacceptable risk to human health or the environment. However, it is possible that we could
incur some costs to defend against any claims that might be brought in the future relating to any such contaminants.

If we are not able to develop our communities successfully, our earnings and cash flows could be diminished.
Before a community generates any revenues, material expenditures are required to acquire land, to obtain
development approvals and to construct significant portions of project infrastructure, amenities, model homes and
sales facilities. It can take a year or more for a community development to achieve cumulative positive cash flow. Our
inability to develop and market our communities successfully and to generate positive cash flows from these
operations in a timely manner would have a material adverse effect on our ability to service our debt and to meet our
working capital requirements.

Our operating results may vary.

We expect to experience variability in our revenues and net income. Factors expected to contribute to this variability
include, among other things:

the uncertain timing of real estate closings;

our ability to continue to acquire additional land or options thereon on acceptable terms and the timing of all
necessary regulatory approvals required for development;

the condition of the real estate market and the general economy in the markets in which we operate;

the cyclical nature of the home building industry;

the changing regulatory environment concerning real estate development and home building;

changes in prevailing interests rates and the availability of mortgage financing; and

costs of material and labor and delays in construction schedules.
The volume of sales contracts and closings typically varies from month to month and from quarter to quarter
depending on several factors, including the stages of development of our projects, weather and other factors beyond
our control. In the early stages of a project s development, we incur significant start-up costs associated with, among

other things, project design, land acquisition and development, construction and marketing expenses. Since revenues
from sales of proper
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