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PART |
ITEM 1. BUSINESS

The following business description should be re@acdanjunction with our audited consolidated finahstatements and accompanying
notes thereto appearing elsewhere in this AnnupbR®n Form 10-K. Unless otherwise indicated er¢hntext otherwise requires, all
references in this Annual Report on Form 10-K t@,;%fus,” “our,” “AV Homes,” or the “Company” refeto AV Homes, Inc. and its
consolidated subsidiaries. Dollar amounts spectiieetin are in thousands, except per share amouatsotherwise indicated.

Company Overview

AV Homes, Inc. was incorporated in the state ofddelre in 1970. On February 15, 2012, we changedame from Avatar Holding
Inc. to AV Homes, Inc. Our principal executive offs are located at 8601 N. Scottsdale Rd., SuieSttsdale, Arizona 85253, and our
telephone number is (480) 214-7400. Our websiteesdds www.avhomesinc.coninformation on our website does not constitute phthis
Annual Report on Form 10-K.

We are engaged in the business of homebuildingraamity development, and land sales in Florida aridoha. Our residential
community sales and development activities have belwersely affected by economic conditions in bo#rkets, and remain at low levels.
sales of commercial and industrial land for thiattg development have also been adversely affdntestonomic conditions. In addition, we
own certain amenities within our master planned aimities, which are now managed by third party ffers.

Our assets consist primarily of real estate insthges of Florida and Arizona, as more fully dethin the land holdings table locate
“Item 1 Our Operations”. As of December 31, 2012,awned 3,155 developed residential lots, 2,706gtlgrdeveloped residential lots,
11,295 undeveloped residential lots, and 9,940samirenixed use, commercial, and industrial land.

Business Strategy

Our primary business is the development of actdwdtacommunities, in conjunction with constructiand sales of residences within
those communities. Active adult communities are r@géricted or age targeted to the age 55+ dembigra@ye believe this demographic is
good for active adult development with the "boongeheration reaching the age 55 at this time. BaliVitalia at Tradition and CantaMia, ¢
active adult communities in Central Florida, Soltbrida and Goodyear, Arizona, respectively, saveur flagship communities in our active
adult business strategy. We also construct andegies in primary residential communities, targetethe broader market, some of which we
developed in prior years. Our business remaindalaptensive and requires or may require expenelitdior land and infrastructure
development, housing construction, homeowners &gsmt (“HOA”) subsidies, real estate taxes, ingtq@gayments, funding of operating
deficits and working capital, as well as potentialv acquisitions of real estate and real estataeglassets. We continue to carefully manage
our inventory levels through monitoring land deyet®nt and home starts.

Our Operations
Our operations include homebuilding, community depment, and land sales as summarized below. Fifrefiuinformation regardin
our financial condition and results of operatigulease see “ltem 7. Management’s Discussion andlysisaof Financial Condition and Results

of Operations”.

Active Adult Community Developmt

Our primary business is the development of actdwdtacommunities and the construction and salessiflences within those
communities. We intend to grow that business, amdicue to seek and evaluate opportunities to exjpam active adult operations both in
terms of assets and geography. Our current majwesadult assets include:
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Solivita.

Solivita comprises approximately 4,193 acres int@frlorida, south of the Orlando metropolitanaar8olivita offers its residents
numerous activities through the community’s Liféssyprogram and approximately 148,000 square feetcoeation facilities. These facilities
include two fitness centers, 14 heated swimmindgaestaurants, arts and crafts rooms, a caféptmeat meeting and ballroom facilities. We
also developed and own two 18-hole championshipagnirses. The community’s activity park housesidety of sports and games facilities,
including an official softball field, shuffleboaburts, pickle ball courts and tennis courts. Saisivities at Solivita include its 170 clubs,
including such diverse interests as photographybalhy theatre and motorcycle riding.

Solivita commenced active sales in 2000. From itiocepwe have closed 3,601 of the 5,887 planneideeses in Solivita and
approximately 6,000 individuals reside in the comityas of December 31, 2012.

CantaMia.

CantaMia is a 1,767-unit active adult communityelied on 541 acres in the Estrella Mountain Ranctenplanned community in
Goodyear, Arizona, west of Phoenix. CantaMia is posed of three phases, of which we own phasesraherm comprising 402 acres and we
have an option to purchase the 139 acres in phase in December 2013. Residents have excluswefuthe 30,000 square foot recreation
and lifestyle facility situated on the focal potah acre man-made lake system. Amenities incluadexarcise facility and swimming pools, a
demonstration kitchen, library, technology centeoms for arts/crafts and games, a movement stodigoga and aerobics, and a
café. CantaMia also has space for outdoor spoviamgies including swimming, softball, pickle baihcce ball, tennis and horseshoes.

We purchased phase one of the partially developethwnity in September 2010, and phase two in Deee@®11. We have been
selling in the previously developed sections of @@&tia until recently but have now begun developntenthe remaining sections of phase
I. Sales officially began in February 2010 anddhend opening of the recreation facility occurnedviarch 2011. As of December 31, 2012,
105 units have closed.

Vitalia at Tradition.

Vitalia at Tradition (“Tradition”) is comprised @60 developed lots, 365 partially developed lo approximately 400 undeveloped
master planned lots in a 452 acre active adult conityrlocated in St. Lucie County, Florida, locateztween Vero Beach and West Palm
Beach on Florida's east coast. We acquired tliggoty in 2009 in its partially developed conditiowe have now completed new model
homes and have begun to complete initial developwfadditional roadways and the recreation ceaeenity. Development commenced in
2005 and a total of 90 homes have closed as ofrbleee31, 2012.

Borgata and Eastmark

We have also recently purchased two propertiehenPthoenix metropolitan area which we intend toetlgy as age restricted or i
targeted communities. Eastmark consists of apprabdly 310 acres within a larger planned developmémnith will be developed as an act
adult community. The Borgata is a retail centeSoottsdale, Arizona which, following entitlementdarezoning, we intend to develop as
active adult condominium community.

Primary Residential Community Developm

Although our long term strategy focuses on thevactidult segment, we continue to search for primasidential community
development opportunitiesThe primary residential market has shown recentdwvgment and we believe continued investment smm¢bgmen
will provide for a balanced portfolio for the Commga We are currently building in our communitiegiie Phoenix market and at Bellapointe
and Bellalago in Central Florida. However, dueimdavorable market conditions in Rio Rico, Arizomg have curtailed our primary
residential homebuilding operations in this city.

Information relating to our backlog is incorporategtein by reference to Item 7 of Part 1l of thepart under the heading "Results of
Operations."

Poinciana Parkwa)

The population of the Poinciana community is apprately 70,000 and we expect the population to gimthe coming years. T
Company currently owns over 5,000 lots and neafly0Q0 acres of additional real estate in the conitywf Poinciana, Florida. Whi
Poinciana has adequately accommodated the growbpmulgtion with residential housing, including ounli8ita development, tt
accompanying traffic infrastructure is constraibgdPoinciana’s location in the midst of Reedy Creééétland System and DisneyVildernes
Preserve. Currently, there is only one ftarre arterial roadway connecting Poinciana to #ggonal road network. All other access road:
two-lane roads with limited capacity. The proposechBiana Parkway is approximately ten miles long,if@gg in Poinciana and connect
to the US17/US92 in Polk County. Once built, ttaadway will provide significant relief to the cantly constrained roadway infrastruct
that accommodates the daily commuter traffic ofnBigina. This relief will allow for continued growtin residential, commercial, a
employment in the Poinciana community, all of whith Company believes will aid its sales and laaldes in Poinciana.

In December 2006, we entered into agreements wstte@a County, Florida and Polk County, Floridaustto develop and construct
at our cost a 9.66 mile four-lane road in OscenthRolk Counties beginning in Poinciana and corngc¢b the US17/US92 in Polk County to
be known as the Poinciana Parkway (Poinciana Parkwe’). These agreements were amended in 2008. The Paireakway is to includ



a 4.15 mile segment to be operated as a toll rédd.have acquired right-afay and federal and state environmental permitesssr
to construct the Poinciana Parkway. One additipeainit is required for an interchange betweerPtbimciana Parkway and US17/US92 in
Polk County which must be accomplished prior to ptating construction on the road.
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On July 16, 2012, the Osceola County Commissiomaygal an agreement that is expected to facilitetedevelopment of the
Poinciana Parkway by Osceola County and its Exprag#\uthority. The agreement imposed a Decembg2312 deadline for the negotiat
and execution of a new public-private developmegnéament among one of our wholly owned subsidiafgatar Properties Inc. (“API"),
Osceola County, Polk County and the newly formede®k County Expressway Authority for constructéom operation of the Poinciana
Parkway as an Osceola County-owned toll road.

On October 15, 2012, a Development Agreement beedi@etive among API, Osceola County, Polk Coumtst the Osceola County
Expressway Authority which provides for the pubiiiancing of the Poinciana Parkway by Osceola Cypantd the Osceola County
Expressway Authority (the “Development AgreementThe Development Agreement calls for us to asalgpermits and plans to Osceola
County and to donate certain right-of-way parcledt tvill accommodate both the arterial and soutltermector facilities and other lands to
Osceola and Polk counties. The Osceola Countyesspray Authority will be responsible for all desipodifications, construction
management and operation of that portion of PoiecRarkway that is a part of the Osceola County&sgway Authority System. Polk and
Osceola counties will own and operate all artenabdway segments. The final funding package fontiremum two lane Poinciana Parkway
will be determined and obtained by Osceola Countythe Osceola County Expressway Authority. Caasion is contingent on such fundi
Should the Osceola County Expressway Authoritydketd construct additional transportation capaci¢gy, four lanes, additional funding will
be identified and contributed by Osceola Countythig time, Osceola County and the Osceola Courpréssway Authority are proceding
with preliminary planning for a four-lane roadwall our obligations will cease once public fundirsgobtained, and the Osceola County
Expressway Authority completes.

If funding for the Poinciana Parkway is not obtairmad construction cannot be commenced by Febdsgrg014, the counties have
no right to obtain damages or seek specific peréorra from API. Polk County’s sole remedy undeagseement with API is to cancel its
agreement with API. With respect to Osceola Coufifynding and commencement of construction ismet, (i) a portion of APl s land in
Osceola County will become subject to Osceola Gotraffic concurrency requirements applicable geligto other home builders in the
county and (ii) API will be required to contribuapproximately $1,900 towards the construction cbsertain traffic improvements in Osceola
County that we otherwise might have been obligaddalild or fund if we had not agreed to constithet Poinciana Parkway.

Commercial / Industrial and Other Land Sales

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

For further description of the various communitesl the operations conducted therein, please saa 1. Management's Discussion
and Analysis of Financial Condition and Result©gpkrations.”
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The following is a breakdown of our land holdingscd December 31, 2012:

Estimated Planned Lots/Units (

Total
Closed Partially Remaining Gross Acres
Homes (2 Developec Developec Raw Lots/Units (3)
Principal Communities
Active Adult Communities
Florida
Solivita (4) 3,601 81C 56& 2,41( 3,78t -
Tradition 90 26C 36E 40C 1,02¢ -
3,691 1,07( 93C 2,81( 4,81( -
Arizona
CantaMia (5 10t 12t 40C 665 1,19C -
10t 12t 40C 665 1,19( -
Total Active Adult Communities 3,79¢ 1,19¢ 1,33( 3,47¢ 6,00( -
Primary Residential Communities
Florida
Bellalago 1,022 49(C 63t - 1,12¢ -
Bellapointe 94 12t - - 12t -
Isles of Bellalagc 191 12t - - 12t -
1,307 74C 63t - 1,37¢ -
Arizona
Phoenix 10€ 40 - - 40 -
10¢€ 40 - - 40 -
Total Primary
Residential Communities 1,41: 78C 63E - 1,41¢ -
Multi -Family Communities - - - 22C 22C -
Total Principal Communities 5,20¢ 1,97¢ 1,96¢ 3,69¢ 7,63E -
Not Actively Building or Developing
Scattered Lots (€ - 89C 74C 30 1,66( -
Joint Venture Lot - 23t - - 23t -
Scattered Mixe-Use Raw Lanc - - - - - 8,04(
Total Not Actively Building or
Developing - 1,12¢ 74C 30 1,89( 8,04(
Land Held for Salt - 55 - 7,57( 7,62¢ 28(
Total Land Held for Sale (7) - 55 - 7,57( 7,62¢ 28(
Commercial & Industrial - - - - - 1,62(
Total Commercial & Industrial (7) - - - - - 1,62(
Grand Total 5,20¢ 3,15¢ 2,70¢ 11,29¢ 17,15¢ 9,94(
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(1) Estimated planned lots/units are based owotiistl densities for our land. New projects maynuditely be developed into more or less than
the number of lots/units stated. Estimated pladoedunits are rounded to the nearest multiple.«

(2) Closed homes are only shown for communities wherere actively building

(3) Acres are reflected as gross acres and are nodiedeto represent net developable ac

(4) Included in the lot count for Solivita are 1,50@slave intend to develop in the future as an exjeni the existing Solivita Communit
(5) Total estimated planned lots at CantaMia excludepion to purchase an additional 475 raw |

(6) Included in scattered lots are 655 Poinciaits (15 developed and 640 partially developed)Ia@@5 Rio Rico lots (870 developed, 105
partially developed, and 30 rav

(7) Commercial and industrial land within this categizryeflected as gross acr
Business Segment Information

Our business segment information regarding revemasslts of operations and assets is incorpottategin by reference to Note P
"Business Segments" to the Consolidated Finantié®ents included in Part 1l of this Report.

Trademarks

We have federally registered trademarks and semod&s or pending applications for federal regtgirafor several of our entities,
operations and communities, including AV Homes™sepd Carl Homes™, Stonegate®, Solivita™, and Caiat&M
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Employees

At December 31, 2012, we employed 112 individualadull-time or part-time basis. Relations withr @nployees are satisfactory
and there have been no work stoppages.

Available Information

We are subject to the informational requirementthefSecurities Exchange Act of 1934, as amendied‘ixchange Act”).
Accordingly, we file annual, quarterly and curregports, proxy statements and other informatiot wie Securities and Exchange
Commission (the “SEC”). You may read and copy malgthat we have filed with the SEC at the PuRleference Room of the SEC at 100 F
Street, NE, Washington, D.C. 20549 or by calling 8EC at 1-800-SEC-0330. In addition, the SEC ra@iatan Internet site
(http:/lwww.sec.gov) that contains reports, prord information statements and other informatiorarding issuers that file electronically.

You can access financial and other information wnveebsite, at www.avhomesinc.corfihe information on or accessible through
website is not incorporated by reference in this&0-K. We make available, free of charge, copfesur annual reports on Form 10-K,
quarterly reports on Form 10-Q, current report&omm 8K and any amendments to those reports filed orisbied pursuant to Section 13(a
15(d) of the Exchange Act as soon as reasonabtyipasle after filing or furnishing such materiéeronically or otherwise with the SEC.

Regulation

Our business is subject to extensive federal, staddocal statutes, ordinances and regulationtisaffect every aspect of our business
such as environmental, hazardous waste and laneégsgements and can result in substantial expend® Homes.

Homes and residential communities that we buildtmamply with federal, state and local laws, retates, and ordinances relating
to, among other things, zoning, construction pesmitentittements, construction material requiretsietensity requirements, and requirement
relating to building design and property elevatibuilding codes and the handling of waste. Thess knd regulations are subject to frequent
change and often result in increased constructiantr costs related to our business. In somarngsss, we must comply with laws that req
commitments from us to provide roads and otheiiteffafrastructure to be in place prior to the coemmement of new construction. These |
and regulations may result in fees and assessniecitgling, without limitation, fees and assessmadat schools, parks, streets and highways
and other public improvements, the costs of whih lse substantial.

The residential homebuilding industry is also sabje a variety of federal, state and local statueedinances, rules and regulations
concerning the protection of human health and tivrenment. These environmental laws include suehsas storm water and surface water
management, soil, groundwater, endangered or itegdespecies, natural resources and wetlands pimteaind air quality protection and
enhancement. Complying with environmental lawsefdsting conditions may result in delays, may causéo incur substantial compliance
and other costs, and may prohibit or severelyit$tomebuilding activity in environmentally-serigé regions or areas.

Competition

The homebuilding industry is highly competitive oidebuilders compete not only for home buyers, Inat for desirable properties,
financing, raw materials and skilled labor. We pate with other local, regional and national honileleus, often within larger subdivisions,
designed, planned and developed by such homebsiild#e also compete with home sales by othersclfigeres and rental properties. In
addition, the consolidation of some homebuildinghpanies may create additional competitors that lgaeater financial, marketing and sales
resources than we do and thus are able to compmt affectively against us, and there may be nevaets in the markets in which we
currently conduct business. These competitive itiomd in the homebuilding industry can affect buisiness and financial results through
lower sales, lower selling prices, increased sglintentives, lower profit margins, impairmentgshe value of inventory and other assets,
difficulty in acquiring suitable land, raw matesabnd skilled labor at acceptable prices or teand,delays in construction of our homes.
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Seasonality

Our business is affected to some extent by theosadisy of home sales which are generally higherrduthe months of November
through April for active adult communities in theagraphic areas in which we conduct our business.

Warranty

Warranty reserves for houses are established ter@stimated costs for materials and labor witlarédo warranty-type claims to be
incurred subsequent to the closing of a houseemRes are determined based on historical data #ed elevant factors. We may have
recourse against subcontractors or manufacturekgdoranty claims relating to workmanship and mater
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Executive Officers of the Registrant

The following table includes information with regpéo all persons serving as executive officer&\éfHomes as of the date of this
Form 10-K. Officers of AV Homes have been eledtederve until the next annual election of officewich is expected to occur on June 5,
2013), when they are re-appointed or their suceesse elected or until their earlier resignatiomemmoval.

Name Age Office and Business Experien

Roger Cregg 56 Mr. Cregg has served as our President, Chief Exec@ifficer, and member of our Board of Directoirsce
December 2012. Prior to this, Mr. Cregg servedeamsor vice president of finance and chief finahofficer of
The ServiceMaster Company, a residential and cowialeservice company, from August 2011 through Noker
2012. He served as Executive Vice President deBubup, Inc. (formerly known as Pulte Homes, |n&.hatione
homebuilding company, from May 2003 to May 2011 @indef Financial Officer of PulteGroup, Inc. fromnluary
1998 to May 2011. He served as Senior Vice PrasiofePulteGroup, Inc. from January 1998 to May 206ie
has served as a director of Comerica Incorporate 2006. He was a director of the Federal ResBank of
Chicago, Detroit Branch, from January 2004 to Ddoen2009 and served as Chair from January to Deeemb
2006.

Joseph C. Mulac Il 51 Mr. Mulac has served as our Executive Vice Pregidad President of our wholly-owned subsidiary, tava
Properties Inc., since October 25, 2010. Sincel 2009, Mr. Mulac has served as Chief Executivédef of
Joseph Carl Homes, LLC (n/k/a Avatar PropertieAri#ona, LLC). From March 2003 to April 2009, Mvlulac
held various officer positions with Tousa, I

Dave M. Gomez 48 Mr. Gomez has served as our Executive Vice Presi@Gameral Counsel and Secretary since October. 2Bfdn
2010 to 2012 he served as the Senior Vice PresadehGeneral Counsel for StarTek, Inc., a busipessess
outsourcing provider, and from 2008 until 2009 &se€Legal Officer and Chief Compliance Officer twit
eTelecare Global Solutions, a Philippine-based PpR®ider with over 13,000 agents worldwide. Frod®2 until
2008, Mr. Gomez served as General Counsel for RkolHbldings Corp. and from 2004 to 2005 as Senibore)
at EaglePicher Incorporated. From 1996 to 2003ydean associate with the law firm of Quarles &adsr,
Streich Lang, LLP in Phoenix, Arizona. Prior t@ kegal career, Mr. Gomez was a Senior Design Eegiwith
Loral-Vought Systems and Rockwell International &p8ystems Division. Mr. Gomez holds a Bacheldegree
in Aeronautical Engineering Technology from Arizdtate University, an M.B.A. from Pepperdine Unsigr
and a Juris Doctorate from The University of TeSakool of Law

Tina M. Johnston 45 Ms. Johnston has served as our Senior Vice Prdsigancipal Financial Officer and Principal Accding Officer
since August 2011. From 2005 to 2011, Ms. Johnstman independent consultant focusing on findncia
modeling, strategic planning of land acquisitiond dispositions, budgeting and forecasting. MBndton also
served as Vice President of Finance for Richmona#Aean Homes (MDCH) from 2004 to 2005. Prior to 200
Ms. Johnston held various positions with Del Weldsg@ration and Pulte Homes (who acquired Del Wabb i
2001), including Director of Finance for the Del teGroup.
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No executive officer of AV Homes has any familyatgbnship with any other executive officer or dicroof AV Homes.
ITEM 1A. RISK FACTORS

Our business, financial condition, results of ofierss, cash flows and prospects, and the prevaitingket price and performance of
our common stock, may be adversely affected bynabmu of factors, including the matters discussddvbeCertain statements and informat
set forth in this Annual Report on Form 10-K, adlwas other written or oral statements made frametio time by us or by our authorized
officers on our behalf, constitute “forward-lookietatements” within the meaning of the Federal&®e\Securities Litigation Reform Act of
1995. We intend for our forward-looking statementbe covered by the safe harbor provisions fovéwd-looking statements contained in the
Private Securities Litigation Reform Act of 199%rwvard-looking statements in this document spedk as of the date of this Annual Report
on Form 10-K and we undertake no duty or obligatmnpdate or revise our forward-looking statementsether as a result of new
information, future events or otherwise, excepteagiired by law. Although we believe that the expteons, plans, intentions and projections
reflected in our forward-looking statements aresogable, such statements are subject to risksrtaimaées and other factors that may cause
our actual results, performance or achievemenie tmaterially different from any future resultsrfpemance or achievements expressed or
implied by the forward-looking statements.

The risks, uncertainties and other factors thatstackholders and prospective investors shouldidengclude the following.

The homebuilding industry, which is cyclical andfatcted by a variety of factors, has undergone anffigant downturn. Although certain
markets have begun to recover, including our prinyamarkets of Florida and Arizona, homebuilding rermes below historic levels and the
duration and ultimate speed of recovery remain untaén. Deterioration in industry conditions or in tbader economic conditions could
have additional material adverse effects on our mess and financial results.

The homebuilding industry is highly cyclical andsignificantly affected by changes in industry citiods, as well as in global and
local economic conditions, such as changes in:

. employment and income levels;

. availability of financing for homebuyers;

. interest rates;

. consumer confidence;

. levels of new and existing homes for sale;
. demographic trends; and

. housing demand.

Changes in these conditions may occur on a natsm@dé, as is the case in the current downturmasdent recovery, or may acutely
affect some of the regions or markets in which werate more than others. When adverse conditidestaharkets, they could have a
proportionately greater impact on us than on ofleenebuilding companies with smaller presencesesdhocally affected markets. Our
operations are concentrated entirely in the mardieorida and Arizona, which had been more adsgraffected by the recent downturn and
as a result the downturn has, and could contintrate, a more substantial impact on our businesdiaancial results.
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An oversupply of alternatives to new homes can adeé/ impact our ability to sell new home

An oversupply of alternatives to new homes, inaligdioreclosed homes, homes held for sale by investod speculators, and other
existing homes and rental properties, can alsoradlyeimpact our ability to sell new homes and depress new home prices and reduce our
margins on the sales of new homes. High levelsm@dosures not only contribute to additional ineen available for sale, but also reduce
appraisal valuations for new homes, potentiallyitésy in lower sales prices. It is difficult tolcalate the total number of units at foreclosure
risk due to existing mortgagors’ reticence to magiesuch homes on a current basis creating ahditi“shadow” inventory.

The recent downturn in the homebuilding industrgwae of the most severe housing downturns in kisSry. The significant
decline in the demand for new homes, the signifioaersupply of homes in some markets and the fagni reductions in the availability of
financing for homebuyers that marked the downtuencantinuing and may continue for some time. Wegeelenced material reductions in our
home sales and homebuilding revenues, and we haueréd and may incur in the future material inegpimpairments and losses from our
joint venture interests and other w-offs. It is not clear when or if these trends wélerse or when we may return to profitability. Teeersa
of the nascent recovery or slower than anticipatg@tovements in the market would have a furtheremialt adverse effect on our business,
liquidity and results of operations.

Our ability to respond to these factors is limit€te significant number of home mortgage foreclesuras increased supply and
driven down prices, making the purchase of a fossd home an attractive alternative to purchasimgwahome, although this trend is
moderating in the Arizona market. However, duehjtidicial foreclosure process in Florida, we ®ati that foreclosed homes coming ontc
market in Florida will be an issue for the neanterThe judicial foreclosure process had delayedritiation of actions in Florida generally
and we have begun to experience an increase icldstge notifications on homes within our commuastwithin the last several months. We
believe this is a broader market trend. Homebusldieve responded to declining sales and increasexbiiation rates with significant
concessions, further adding to the price declimis. price declines, in some cases, may cause tinoereowners, particularly those in our
active adult demographic, to delay the resale @f turrent home, impacting potential purchasesunfnew homes. With the decline in the
values of homes and the inability of many homeowtemake their mortgage payments, the credit nisih@ve been significantly disrupted,
putting strains on many households and businebs#®e face of these conditions, the overall econbias weakened significantly, with high
unemployment levels and substantially reduced aoes$spending and confidence. As a result, demandei@ homes remains at historically
low levels.

We cannot predict the duration of the current recpv Nor can we provide assurance that our regsotasthe homebuilding recovery
or the government’s actions to specifically resdhve housing market’s issues and, more generbakycondition of the overall economy will be
successful.

Our ability to generate sufficient cash or accessrdimited other sources of liquidity in order toperate our business and service our debt
depends on many factors, some of which are beyoadomntrol.

Our ability in the future to make payments on outstanding indebtedness and to fund planned capifsnditures for construction
and development costs will depend on our abilitgeaerate sufficient cash flow and access otharceswf capital. On a pro forma basis, our
annualized interest incurred for the next twelventhe will be $7,740. For the years ended Decer@be2007 through 2012, our earnings v
insufficient to cover our fixed charge obligations.

To a large extent, our ability to generate casW il subject to general economic, financial, coritivet legislative and regulatory
factors, and other factors that are beyond ourrobrW/e cannot assure you that our business wilegate cash flow from operations in an
amount sufficient to enable us to pay principal amdrest on the debt or to fund our other liquidieeds. As a result, we may need to refin:
all or a portion of our debt on or before the migguthereof, or incur additional debt. We cannatas you that we will be able to refinance
such debt or incur additional debt. If we are undblrefinance our debt on a timely basis or atwa may need to dispose of certain assets,
reduce capital expenditures, or take other stegischuld be detrimental to our business. We caassdre you that any of these alternatives
would be available to us, if at all, on satisfagttearms or on terms that would not require us tmbh the terms and conditions of our existin
future debt agreements. Any inability to generat&cent cash flow or refinance our debt or ineudtditional debt could have a material adv
effect on our financial condition and could causdaibe unable to service our debt.

10




Table of Content

In addition, we use letters of credit and suretgdsoto secure our performance under various caritruand land development
agreements, escrow agreements, financial guaraameesther arrangements. Should our future perfoceaar economic conditions continue
make such letters of credit and surety bonds caostdifficult to obtain or lead to us being requir® collateralize such instruments to a greate
extent than previously, our business and finarreisdilts could be adversely affected.

We could be adversely affected by negative chamgesir creditworthiness.

Our ability to access capital in the future is & f&ctor in our ability to service our indebtedn&sgover our operating expenses an
fund our other liquidity needs. Deterioration r @reditworthiness will require significant managnt time and effort in addition
to management's primary task of running our honidimgj business and make it difficult and costly fierto access debt capital or engage in
other ordinary course financing transactions, iditlg the provision of credit support to communit§rastructure financing transactions rela
to our new developments.

Our indebtedness could adversely affect our busBjdgiancial condition and results of operations drour ability to meet our payment
obligations under our debt.

Our debt and debt service obligations increaseadfgigntly as a result of the issuance of the 7.308fvertible Notes due 2016 (the
“7.50% Notes”). During the three months ended Smjpier 30, 2012, the Company entered into exchagig@ements under which it retired
$44,500 in aggregate principal amount of the Comisan50% Notes, in exchange for its issuance & 3d0 in aggregate principal of new
7.50% Senior Exchange Convertible Notes due 201.6(% Exchange Notes”). Following these transasti®55,500 in aggregate principal
amount of the 7.50% Notes remained outstanding fotal indebtedness under the 7.50% Notes and.H086 Exchange Notes of $100,000.

Unlike the 7.50% Notes, the 7.50% Exchange Notasadgrovide that the holder may require the Comparrepurchase them on
February 15, 2014. The cancellation of the exgsfint right extends the effective maturity datehaf 7.50% Exchange Notes to February 15,
2016.

As of December 31, 2012, total consolidated indéss was $105,402. Cash and cash equivalentsatriber 31, 2012 was
approximately $79,815. This level of debt coulfitef our future operations in a number of waysluding, among others:

. exposing us to the risks of an event of defaultéffail to comply with the financial and other mgtive covenants contained
in our debt agreements, which event of defaultdoesult in all of our debt becoming immediatelyedand payable

. reducing the availability of our cash flow to fumdrking capital, capital expenditures, acquisitians! other general
corporate purposes, and limiting our ability toabtadditional financing for these purpos

. subjecting us to the risk of increased interegsrain our indebtedness upon maturity;

. limiting our flexibility in planning for, or reaatig to, and increasing our vulnerability to, chanigesur business, the industry
in which we operate and the general economy;

. placing us at a competitive disadvantage comparedit competitors that have less debt or are &szdged.
Any of the above-listed factors could have a materilverse effect on our business, financial candind results of operations and

our ability to meet our payment obligations under 7.50% Notes, the 7.50% Exchange Notes, the 4G@8ertible Senior Notes due 2024
(the “4.50% Notes”) and our other debt.
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A higher level of indebtedness increases the Hakwe may default on our debt obligations. We chmassure that we will be able to
generate sufficient cash flow to pay the interesbor debt or that future working capital, borrogsror equity financing will be available to |
or refinance such debt and to fund potential fuaoguisitions of real estate and real-estate klassets.

On February 4, 2013, the 7.50% Notes became cuttebitas the put feature would require paymentiwit® months of that date.

The indentures governing our 7.50% Notes, the 7.5B%change Notes, and any future indebtedness, canta may contain financial and
operating restrictions that may affect our abilitp operate our business.

The indentures governing the 7.50% Notes and %182 Exchange Notes contain various covenantsdhaing other things, limit o
ability to grant certain liens to support indebtest) invest in joint venture transactions, mergeetirassets. In addition, the indentures
governing these notes contain, and any future iedigless may contain, restrictions on our abilitintur indebtedness, enter into certain
affiliate transactions and make certain distribugioThese covenants could adversely affect ouityatnl finance our future operations or capital
needs, engage in, expand or pursue our businggi@stand prevent us from engaging in certainsections that might otherwise be
considered beneficial to us. In particular, retitsits on our ability to incur additional indebtedsemay limit our ability to undertake new large
scale master-planned development opportunitiespamdthereby adversely affect our future growth essilts of operations.

We may be unable to purchase the notes upon a cleaofycontrol.

We may not have the ability to raise the funds ssasy to fulfill our obligations under the 7.50%tB® or the 7.50% Exchange Notes
following a “change of controlas defined in these indenture governing the nateder the indentures, upon the occurrence of aeéfthang
of control, which definition includes an involunyachange of control, we will be required to offerrepurchase all outstanding notes at 100
the principal amount thereof, plus accrued and ighipéerest to the date of repurchase. Howevennag not have sufficient funds at the time
of the change of control to make the required refpase of the notes. Our failure to make or coragethange of control offer would place us
in default under the indentures governing the notesaddition, upon a sale of less than all of assets, the ability of a holder of the 7.50%
Notes and the 7.50% Exchange Notes to require teptorchase such notes may be uncer

We could enter into significant transactions thatowld not constitute a change of control requiringsuto repurchase the notes, but that co
adversely affect our risk profile.

We could, in the future, enter into certain trai®as, including certain recapitalizations, thatulgbnot result in a change of control,
but would increase the amount of indebtednessandstg at such time or otherwise affect our cagitialcture or credit ratings. Such
restrictions in the indentures governing the notesbe waived with the consent of the holdersmggority in principal amount of the notes
then outstanding. Except for the limitations coméai in such covenants, however, the indenturestioamtain any covenants or provisions
may afford holders of the notes protection in therg of a highly leveraged transaction.

We have contingent liabilities, and if any of sudiabilities are called upon, it could have a matatiadverse effect on our liquidity and
results of operations.

In December 2006, we entered into agreements wstte@a County, Florida and Polk County, Floridaustto develop and construct
at our cost a 9.66 mile four-lane road in OscenthRolk Counties beginning in Poinciana and corngc¢b the US17/US92 in Polk County to
be known as the Poinciana Parkway (the “Poinciar&way”). Once completed, the roadway will provadgnificant relief to the currently
constrained roadway infrastructure that accomodatesaily commuter traffic of Poinciana. This eélwill allow for continued growth in
residential, commercial, and employment in the Biaima community, all of which the Company beliewd$aid its sales and land values in
Poinciana. The Poinciana Parkway is to includela #mile segment to be operated as a toll road.h&ve acquired right-of-way and federal
and state environmental permits necessary to aarghre Poinciana Parkway. One additional persniequired for an interchange between th
Poinciana Parkway and US17/US92 in Polk County Wwhieist be obtained prior to completing constructiarthe road.
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On July 16, 2012, the Osceola County Commissiomaygal an agreement that is expected to facilitetedevelopment of the
Poinciana Parkway by Osceola County and its Exprag#\uthority. The agreement imposed a Decembg2312 deadline for the negotiat
and execution of a new public-private developmegnéament among one of our wholly owned subsidiaA®3, Osceola County, Polk County
and the newly formed Osceola County Expressway @iithfor construction and operation of the Poimeid&arkway as an Osceola County-
owned toll road.

On October 15, 2012, a Development Agreement beedi@etive among API, Osceola County, Polk Coumtst the Osceola County
Expressway Authority which provides for the pubiiiancing of the Poinciana Parkway by Osceola Cypantd the Osceola County
Expressway Authority (the “Development AgreementThe Development Agreement calls for us to asalgpermits and plans to Osceola
County and to donate certain right-of-way parcledt tvill accommodate both the arterial and soutltermector facilities and other lands to
Osceola and Polk counties. The Osceola Countyesspray Authority will be responsible for all desipodifications, construction
management and operation of that portion of PoiacRarkway that is a part of the Osceola County&sgway Authority System. Polk and
Osceola counties will own and operate all artenabdway segments. The final funding package fontiremum two lane Poinciana Parkway
will be determined by Osceola County and the Osc€alunty Expressway Authority. Construction istaogent on such funding. Should the
decision be made to construct additional transgortaapacity, i.e., four lanes, additional fundinidj be identified and contributed by Osceola
County.

If funding for the Poinciana Parkway is not obtairmad construction cannot be commenced by Febdsgrg014, the counties have
no right to obtain damages or seek specific peréorre from API ’ s. Polk County’s sole remedy unitieagreement with API is to cancel its
agreement with API. With respect to Osceola Coufifunding and commencement of construction ismet, (i) a portion of APl ’ s land in
Osceola County will become subject to Osceola Gotraffic concurrency requirements applicable gatigto other home builders in the
county and (ii) API will be required to contribuapproximately $1,900 towards the construction cbsertain traffic improvements in Osceola
County that we otherwise might have been obligaddaliild or fund if we had not agreed to constithet Poinciana Parkway.

In addition, certain of our communities have HOAsl ave plan to have HOAs at most of our future comities. In most of our
existing communities, HOA dues paid by residengsimsufficient to pay for all operating expensed e subsidize those HOAs. We expect
that to be the case in new communities as welénearly stages of selling out those communitfgsuant to these arrangements, we may
become obligated to make greater payments, if sssads levied on and paid by homeowners are iseifti to cover such operating expense:
when due.

In the event that we are called upon to satisfyartiiese contingent liabilities, or any other ¢ogént liabilities that may arise in the
ordinary course of business but that have not donoeir attention to date, it could significantlyeadt our liquidity and ability to generate cash
flow, which could have a material adverse effecbanresults of operations and financial condition.

We have a significant number of development liatids related to the Company’s predecessor and fiifi@es, over which we have little or
no control as to the dates that payment may be iegply and which could have a material adverse effea our liquidity and results of
operations.

Most of these liabilities relate to class actiottlement agreements entered into by the Compaa@74 and the bankruptcy of the
Company’s predecessor and its affiliates in the-d®d0s (collectively, the “Orders”). Among othhirgs, under the Orders, the Company is
obligated to install certain utility infrastructuie lots sold by us in Rio Rico and Poinciana ptiosuch Orders (“Affected Lots”). Historically,
the Company has identified such contingent oblagetirespecting the Orders in its SEC filings suggabby the report of an independent
engineer. In 2011, management of the Companymeted that such engineer estimates should be fuetreduated by another independent
engineer. The second engineer’s report reflectadieh greater cost to complete the utility infrasture at Rio Rico as a result of more
accurate measurements of linear feet of utilitgdimequired, cost updates and advanced techniquesntifying the location and number of
Affected Lots. Management of the Company alsordatesd that an error was made in 2005 when thé notaage of water pipe mains
required was reduced based on assumptions thabaseipported by our current research. Our estiroBthe liability has been accrued and is
included in the Estimated Development Liabilitydiitem on our Balance Sheet. If a significant nemdf the owners of the Affected Lots
require AV Homes to install infrastructure in Ri@c® or Poinciana, it is possible that AV Homes may have adequate liquidity to meet its
obligations.
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The reduction in availability of mortgage financingas adversely affected our business, and the dieratind ultimate severity of the effe:
are uncertain.

Lenders, regulators and others have questioneaidibguacy of lending standards and other crediinements for several loan
products and programs offered in recent yearsdiCrequirements have tightened, and investor denfi@nmortgage loans and mortgage-
backed securities has declined. The deterior@ti@nedit quality has caused almost all lenderstop offering subprime mortgages and most
other loan products that are not eligible for $al€annie Mae or Freddie Mac or loans that do ne¢trrederal Housing Administration
(“FHA") and Veterans Administration (“VA”) requireemts. Fewer loan products, tighter loan qualiftoa and a reduced willingness of
lenders to make loans, in turn, have made it miffiewlt for many buyers to sell their homes orfioance the purchase of our homes. These
factors have served to reduce the pool of qualtfi@she buyers. These reductions in demand haveasalyaffected our business and financia
results, and the duration and severity of theie@f are uncertain. The liquidity provided by Farivlae and Freddie Mac to the mortgage
industry historically has been very important te ttousing market. Any changes in the ongoing rbthese entities could have a material
impact on the financing market, and our abilityséd homes.

While the use of down payment assistance progranmsibhome buyers has decreased significantly, safroer customers still utiliz
100% financing through programs offered by the \rdl &nited States Department of Agriculture. Thear be no assurance that these
programs or other programs will continue to be lalde or will be as attractive to our customershesprograms currently offered, which could
negatively affect our sales.

Because many of our customers require mortgage finag, increases in interest rates could lower demd&or our products, limit our
marketing effectiveness and limit our ability to ffy realize our backlog.

A significant percentage of our customers finaegrthome purchases through lenders that providégage financing. Increases in
interest rates could lower demand for new homeaumsrmonthly mortgage costs to potential homebuyetdd increase. Even if potential
new homebuyers do not need financing, changegéneist rates could make it harder for them totkellr existing homes to potential buyers
who need financing. This could prevent or limit ability to attract new customers as well as dailitg to fully realize our backlog because
our sales contracts often include a financing & santingency. Financing contingencies permitdsayto cancel sales contracts in the event
that mortgage financing at prevailing interestsaseunobtainable within the period specified ia tontract. This contingency period is
typically four to eight weeks following the dateefecution of the sales contract. Our exposugeith financing contingencies renders us
vulnerable to changes in prevailing interest rates.

Cancellations of home sales orders in backlog magrease as homebuyers choose to not honor theirtcats.

We believe that the elevated cancellation rate espeed each of the last four years was largebsalt of reduced homebuyer
confidence, due principally to continued price dexs, the growing number of foreclosures and cortihhigh unemployment. A more
restrictive mortgage lending environment and ttadbility of some buyers to sell their existing horhese also impacted cancellations. Many
of these factors are beyond our control, andunigertain whether they will cause cancellationgaterise again in the future.

Declines in home prices and sales order activitie$-lorida and Arizona would materially and advereimpact our results of operation
because we conduct our homebuilding business insthstates.

Our operations are concentrated in regions tha¢ werong the most severely affected by the econdavimiturn. Home prices and
sales activities in these states declined sigmiflgasince the end of 2006 and at a greater rate the country as a whole. These states,
especially Arizona, are showing indicators of sokexy; however, if these states continue to expedeeconomic difficulties, including
elevated levels of unemployment and precarious &usituations at the state and local governmem Jeuch conditions may materially
adversely affect the market for our homes in traffected areas. Because we do not have operatiathér states, declines in home prices an
sales activity in Florida and Arizona adverselyeaffour results of operations.
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Inflation could adversely affect our business anihdncial results, particularly in a period of overpply of homes

Inflation can adversely affect us by increasingsas land, materials and labor. However, we maybeoable to offset any such cost
increases with higher sales prices because a catitm of the oversupply of homes relative to dethan addition, inflation is often
accompanied by higher interest rates, which havegative impact on housing demand. In such an @mvient, we may not be able to raise
home prices sufficiently to keep up with the raténflation and our margins could decrease. Morepwéth inflation, our costs of capital
increase, and the purchasing power of our cashuress can decline.

Supply shortages and other risks related to demémdbuilding materials and skilled labor could inease our costs and delay deliveri
The purchase price of building materials is inciregsmost notably the price of wood, drywall, staetl insulation. The related

shipping costs are also increasing. Should thesel$rcontinue, our results of operations may beradly impacted. The homebuilding indu
has from time to time experienced significant diffties that can affect the cost or timing of comstion including:

. shortages of qualified trades people;

. reliance on local subcontractors, manufacturersdistdbutors who may be inadequately capitalized;

. shortages of materials; and

. volatile increases in the cost of materials, paltidy increases in the price of lumber, drywallaement, which are

significant components of home construction cc

These difficulties may cause us to take longenouii more costs to build our homes and materiallyeesely affect our revenues and
margins. To the extent the housing market recoaedsdemand for labor and materials increase, cenage per home cost of labor and
building materials will likely increase, and ourespting margins and results of operations may beraély affected. In Arizona, we will need
to replenish our inventory of improved or finishets for construction in 2013 and beyond.

Elimination or reduction of the tax benefits ass@ted with owning a home could prevent potential tisers from buying our homes ar
adversely affect our business or financial results.

Significant expenses of owning a home, includingtgege interest and real estate taxes, generalgeductible expenses for an
individual’'s federal, and in some cases, staterimetaxes, subject to various limitations underenirtax law and policy. If the federal
government or a state government changes its intcaxiaws, as has been discussed from time to tioneljminate or substantially modify
these income tax deductions, the after-tax costwiing a new home would increase for many of otemptial customers. The resulting loss or
reduction of homeowner tax deductions, if suchléaxchanges were enacted without offsetting prowisj would adversely impact demand for
and sales prices of new homes. In addition, ine®asproperty tax rates by local governmental aitibs can adversely affect the ability of
potential customers to obtain financing or the idesf potential customers to purchase new homes.

Homebuilding is subject to home warranty and consttion defect claims and other litigation risks ithe ordinary course of business th

can be significant. Our operating expenses couldriease if we are required to pay higher insuranaemiums or incur substantial litigatio
costs with respect to such claims and risks.
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As a homebuilder, we are subject to home warramtlycanstruction defect claims arising in the ordin@ourse of business. We rec
customer service and warranty reserves for the Bdaha we sell based on historical experience muarkets and our judgment of the
qualitative risks associated with the types of hetmglt. Because of the uncertainties inherenh@sé matters, we cannot provide assuranc
our reserves will be adequate to address all ofv@airanty and construction defect claims in thefet Increasingly in recent years, individual
and class action lawsuits have been filed agamstetbuilders asserting claims of personal injury prgerty damage caused by a variety of
issues, including faulty materials and the presefieeold in residential dwellings.

Furthermore, decreases in home values as a régidneral economic conditions may result in anéase in construction defect
claims, as well as claims based on marketing aled gaactices. Our reserves may not cover alletthims arising from such issues or we
may experience litigation costs and losses thatddowpact our profitability. Even if we are succkgsn defending such claims, we may incur
significant costs.

Since 2009, we determined that six of our homessttocted in Central Florida contained reactiveady manufactured in China
(“Chinese drywall). All of such homes have beaiiyf remediated at minimal cost to AV Homes duedionbursement by the supplier or
manufacturer of the Chinese drywall.

In Vitalia at Tradition we completed constructioitloe substantially and partially completed homesaequired, including
replacement of Chinese drywall that was placediagh$iomes during the time they were owned by tigra builder. If and to the extent the
scope of the Chinese drywall issues prove to bafgigntly greater than we currently believe, and existing warranty reserves together with
our insurance and any recovery from the supplidf@manufacturer is not sufficient to cover clajhosses or other issues related to
the Chinese drywall, we could incur costs or lidiess related to this issue that could have a natadverse effect on our results of operations,
financial position and cash flows.

Homebuilding is very competitive, and competitivenditions could adversely affect our business ardncial results.

The homebuilding industry is highly competitive.Hebuilders compete not only for home buyers, kad &r desirable properties,
financing, raw materials and skilled labor. We cetepwith other local, regional and national homkstaus, often within larger subdivisions
designed, planned and developed by such homebsiiMér also compete with home sales by others, lfigees and rental properties. In
addition, the consolidation of some homebuildinghpanies may create additional competitors that lgaeater financial, marketing and sales
resources than we do and thus are able to compmeffectively against us, and there may be ndvaets in the markets in which we
currently conduct business. These competitive d¢immdi in the homebuilding industry can affect ousiness and financial results through:

. lower sales;

. lower selling prices;

. increased selling incentives;

. lower profit margins;

. impairments in the value of inventory and otheetss

. difficulty in acquiring suitable land, raw matesahnd skilled labor at acceptable prices or teand;
. delays in construction of our homes.

Our success depends on the availability of suitabfeleveloped land and improved lots at acceptallegs and our having sufficient
liquidity to acquire such properties.

Our success in developing land and in building selting homes depends in part upon the continuadadility of suitable
undeveloped land and improved lots at acceptalidegrThe availability of undeveloped land and iayed lots for purchase at favorable pr
depends on a number of factors outside of our obriticluding the risk of competitive over-bidding land and lots and restrictive
governmental regulation. Should suitable land opputies become less available, the number of homgesay be able to build and sell would
be reduced, which would have an adverse effecuomevenue and profits. In addition, our abilityniake land purchases will depend upon us
having sufficient liquidity to fund such purchasége may be at a disadvantage in competing for taredto our debt obligations and restrictive
covenants, and as a result of our reduced accesptial compared to some of our competitors.
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If we are unable to develop our communities sucdaBg or within expected timeframes, our results operations could be adverse
affected.

Before a community generates any revenues, timeraterial expenditures are required to acquire,lahthin development approvi
and construct significant portions of project istracture, amenities, model homes and sales fasili decline in our ability to develop and
market our communities successfully and to gengraséive cash flow from these operations in a ljrmeanner would have a material adverse
effect on our business and results of operatiodsoanour ability to service our debt and to meetwaorking capital requirements.

Our business is seasonal in nature, and our qualyeoperating results can fluctuate.

Our quarterly operating results generally fluctuateseason. We typically experience the highestimenve order activity in the winter
and spring months, although new order activityi$e aighly dependent on the number of activelyilsgltommunities and the timing of new
community openings as well as other market factots.revenues from homebuilding operations ardyfamnsistent throughout the calendar
year, but we may experience higher liquidity densagidring the first half of the calendar year asimear the costs associated with n
construction resulting from the increased salesmel. If, due to construction delays or other reasasm are unable to deliver our expected
number of homes in the second half of the calewdar, our full year results of operations may beeaskly affected.

We may be adversely affected by weather conditems natural disasters.

Weather conditions and natural disasters, sucluaines, tornadoes, earthquakes, wildfires, ditsugnd floods can harm our
homebuilding business. These can delay home clesatlyersely affect the cost or availability of eratls or labor, or damage homes under
construction. The climates of the states in whiehoperate present increased risks of adverse weathatural disasters. In particular, a large
portion of our homebuilding operations is conceeldn Florida, which is subject to increased a$kurricanes. Furthermore, if our insurance
does not fully cover losses resulting from thesenés or any related business interruption, ourtasBeancial condition and capital resources
could be adversely affected.

Resource shortages or rate fluctuations could hareadverse effect on our operatior

The areas in which we operate are subject to resalrortages, including significant changes taatrelability of water. Shortages of
natural resources, particularly water, may makedte difficult for us to obtain regulatory approwdlnew developments. We may incur
additional costs and may not be able to completstcoction on a timely basis if such shortagesinaet Furthermore, these shortages may
adversely affect the regional economies in whictoperate, which may reduce demand for our homesddiition, the cost of petroleum
products, which are used both to deliver our malg&and to transport our employees to our job sitestuates and may increase as a result of
geopolitical events or accidents. This could aésutt in higher prices for any product utilizingq@ehemicals. These cost increases may have
an adverse effect on our operating margin andteefibperations.

Values of, and costs associated with, our land dotlinventory could adversely affect our businessfimancial results.

The risks inherent in controlling or purchasingldireg and developing land for new home constructios substantial and increase as
consumer demand for housing decreases. The valurdef/eloped land, building lots and housing inwges can fluctuate significantly as a
result of changing market conditions. If the fainket value of the land, lots and inventories wigl liecreases, we may be required to reduce
the carrying value of these assets and take sigmifimpairment charges as we did in 2012. We naag lacquired options on or bought and
developed land at a cost we will not be able tevec fully or on which we cannot build and sell hesprofitably. In addition, our deposits for
building lots controlled under option or similamtacts may be put at risk. In certain circumstanaegrant of entitlements or development
agreement with respect to a particular piece d laay include restrictions on the transfer of semtittements to a buyer of such land, which
may increase our exposure to decreases in thegfrswech entitled land by restricting our abilitygell it for its full entitled value. In addition,
inventory carrying costs can be significant and result in reduced margins or losses in a poorijopeing community or market. In the
present weak market conditions, we have sold handdand for lower margins or at a loss and we magerded significant inventory
impairment charges and such conditions may peBéstause future market conditions are uncertaingammot provide assurance that we will
be successful in managing our future inventorysriskavoiding future impairment charges.
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Reduced home sales may impair our ability to recaigvelopment costs or force us to absorb additiorsts.

We incur many costs before we begin to build homescommunity. Depending on the stage of devekara land parcel is in when
acquired, such costs may include costs of prepdaimd; finishing and entitling lots; installing s, sewers, water systems and other utilities;
building amenities in our agestricted and age targeted communities; taxeo#red costs related to ownership of the land orcivkie plan ti
build homes; and promotional marketing and overteegubnses to prepare for the opening of a new lemmenunity for sales. In addition,
local municipalities may impose requirements résglin additional costs. If the rate at which vedl and deliver homes slows or falls, or if we
delay the opening of new home communities for sdilesto adjustments in our marketing strategy beoteasons, each of which has occurre
throughout the housing downturn, we may incur aoldétl costs and it will take a longer period of éifior us to recover our costs.

Although we operate in two primary markets, we havéigh concentration of land assets in the Poinomarea market

Historically, our goals for the ownership and cohtf land and building lots were based on manageimexpectations for future
volume growth in Florida, and in particular, theifiana/Kissimmee area. In light of weak marketditions encountered since 2006, prior
projections were not realized and we have a vagli honcentration of assets in this market. Beclutsee market conditions are uncertain,
our assets are so highly concentrated, we areckihiit the amount of land we can dispose of to &rppht cash flow from home sales. Our
flexibility in responding to changes in market caiuhs, including our ability to respond to furth@eclines in the housing market or to benefit
from a return to growth, has also been reducedrasudt of our land and lot positions in such acmmrated area.

We are dependent on the services of our senior ngmaent team and certain of our key employees, dmaloss of their services could hurt
our business.

We believe that our management’s experience ildimeebuilding industry is a competitive strengthd #mat our future success
depends upon our ability to retain these executiveaddition, we believe that our ability to atitatrain, assimilate and retain new skilled
personnel is important to the success of our basirléwe are unable to retain our senior managéteam and certain of our key
employees, or attract, train, assimilate or retdiirer skilled personnel in the future, it coulddenthe execution of our business strategy.

We continue to consider growth or expansion of ayperations, which could have a material adverseeetfon our cash flows or profitabilit

We continue to consider opportunities for growthboth our existing markets, and in new marketditdahal growth of our business,
either through increased land purchases, the dewelpt of larger projects, or into new businessslimay have a material adverse effect on ot
cash flows or profitability. Any expansion of ourdiness into new markets or new businesses couddtdhe attention of senior management
from our existing business and could fail due torelative lack of experience in those marketsusimesses. In addition, opportunities may
arise in the future to acquire other companies ftloind parties, and any acquisition could be diffi¢o integrate with our operations and could
require us to assume unanticipated liabilitiesxremses.
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Government regulations could increase the cost dimdt the availability of our development and homeitding projects and adversely affect
our business or financial results.

We are subject to extensive and complex regulatieaisaffect land development and home constructimuding zoning, density
restrictions, building design and building standaithese regulations often provide broad discretiche administering governmental
authorities as to the conditions we must meet gddreing approved, if approved at all. We are stitjo determinations by these authorities a
to the adequacy of water and sewage facilitiesjg@ad other local services. New housing developsmaay also be subject to various
assessments for schools, parks, streets and athke pnprovements. Furthermore, restrictions omigration can create a shortage of skilled
labor. Any of these regulatory issues can limitlelay home construction and increase our operatists. We are also subject to a variety of
local, state and federal laws and regulations awmirog protection of health, safety and the envireninThese matters may result in delays,
cause us to incur substantial compliance, remediathitigation and other costs or subject us tasctiem fines, penalties and related litigati
These laws and regulations can also prohibit oersdy restrict development and homebuilding agtiintenvironmentally sensitive areas.

We may not realize our deferred income tax assktaddition, our net operating loss carryforwardsald be substantially limited if we
experience an ownership change as defined in théeimal Revenue Code.

Since the end of our 2007 fiscal year, we have igeee significant net operating losses (“NOL"), amel may generate additional
NOL in 2013. Under federal tax laws, we can useNQL (and certain related tax credits) to redugefature taxable income for up to
years, after which they expire for such purposetil they expire, we can carry forward our NOL (arettain related tax credits) that we do
use in any particular year to reduce our taxaldernme in future years, and we have recorded a vafuatiowance against our net deferred tax
assets that include the NOL (and certain relatedtadits) that we have generated but have nategdized. At December 31, 2012, we had
deferred tax assets, net of deferred tax liakdlitietaling $126,533 against which we have proviaédl valuation allowance. Our ability to
realize our net deferred tax assets is based oextkeat to which we generate sustained profitsvaadannot provide any assurances as to whe
and to what extent we will generate sufficient fattaxable income to realize our net deferred &pets, whether in whole or in part.

The majority of our net deferred tax asset is fablmlated and is valued at a 35% corporate incaxeate. If, as some lawmakers
have proposed, the U.S. corporate income tax sdtaiered, we would be required to write down agidy proportionate amount of the value
of our federal net deferred tax asset to accourthfe lower rate. We would also need to recoadresponding write down of our valuation
allowance. The lower tax rate would reduce ouwrifederal taxes, which may put a portion of axrdredits at risk of expiring before we
could use them.

In addition, the benefits of our NOL, built-in l@essand tax credits would be reduced or elimindtac iexperience an “ownership
change,” as determined under Internal Revenue Ged#gon 382 (“Section 382")A Section 382 ownership change occurs if a stoddrobr ¢
group of stockholders who are deemed to own at E4sof our common stock increase their ownerskipbre than 50 percentage points ¢
their lowest ownership percentage within a rollihgee-year period. If an ownership change wectar, Section 382 would impose an
annual limit on the amount of NOL we could usedduce our taxable income equal to the productefdtal value of our outstanding equity
immediately prior to the ownership change (redumgdertain items specified in Section 382) andftteral long-term tax-exempt interest rate
in effect for the month of the ownership changenuinber of complex rules apply in calculating thisual limit.

While the complexity of Section 382’s provisionslahe limited knowledge any public company has alieeiownership of its
publicly-traded stock make it difficult to determimhether an ownership change has occurred, wentlyrbelieve that an ownership change
has not occurred. However, if an ownership chamgre to occur, the annual limit Section 382 mayds®could result in a material amount of
our NOL expiring unused. This would significanittgpair the value of our NOL and, as a result, haweaterial negative impact on our
consolidated financial statements.
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We may be required to pay taxes and interest tolfR8 as a result of the sale of certain land to theernal Improvement Trust Fund of
Florida if the IRS determines that we did not acqaiadequate replacement properties.

In 2006, we sold property we owned in Marion Coumltprida to the Board of Trustees of the Intedngbrovement Trust Fund of the
State of Florida under threat of condemnation. Bk of the land was transferred in 2006 and thal ftlosing took place in 2007. These
transactions and subsequent correspondence withtdreal Revenue Service entitled us to defer paytrof income taxes of $24,355 from the
gain on these sales until we sell replacement ptppeovided we obtained qualifying replacementgandy for the Marion property by
December 31, 2010. We believe that we acquiredogpiate replacement properties by December 310 20lthe Internal Revenue Service
determines in the future that some or all of thepprties acquired by us as replacement properig®tqualify as replacement properties, we
may be required to make an income tax paymentiptagsest on the value of the portion of the prapsrtietermined not to qualify as
replacement property.

We may incur additional operating expenses or dalaue to compliance requirements or fines, penatand remediation costs pertaining
environmental regulations within our markets.

We are subject to a variety of local, state aneéffeldstatutes, ordinances, rules and regulationsezaing land use and the protection
of health and the environment including those gowey the discharge of pollutants to water andthg,handling of hazardous materials and
cleanup of contaminated sites. The particular irhpad requirements of environmental laws that applny given community vary greatly
according to the community site, the site’s envinental conditions and the present and former usieeofite. We expect that increasingly
stringent requirements will be imposed on homelaugdn the future. Environmental laws may resuliétays, cause us to implement time
consuming and expensive compliance programs arfdhiror severely restrict development in certaiwieonmentally sensitive regions or
areas. Environmental regulations can also havelagrse impact on the availability and price of aerraw materials, such as lumber.
Furthermore, we could incur substantial costspidiclg cleanup costs, fines, penalties and othestigans and damages from third-party claims
for property damage or personal injury, as a resfutiur failure to comply with, or liabilities undeapplicable environmental laws and
regulations. This is particularly true in the evirdt we commence construction of the Poincian&way as it runs through the Reedy Creek
Mitigation Bank. In addition, we are subject torthparty challenges under environmental laws agdlagions to the permits and other
approvals required for our projects and operations.

Changes in global or regional environmental conditis and governmental actions in response to suchmges may adversely affect us by
increasing the costs of or restricting our plannend future growth activities.

There is growing concern from members of the sifier@ommunity and the general public that an imse in global average
temperatures due to emissions of greenhouse gadestteer human activities have or will cause sigaiit changes in weather patterns and
increase the frequency and severity of naturaktiss. An increased frequency or duration of exéreveather conditions and environmental
events could limit, delay and/or increase the ctmstievelop land and build new homes and reduceahe of our land and housing inventory
in locations that become less desirable to conssioreblocked to development. Projected climatengbaif it occurs, may exacerbate the
scarcity of water and other natural resourcesfiectfd regions, which could limit, prevent or irese the costs of residential development in
certain areas. In addition, government mandatasdards or regulations intended to mitigate oucedyreenhouse gas emissions or projectec
climate change impacts could result in prohibitionsevere restrictions on land development iragedreas, increased energy, transportation
and raw material costs that make building matetéss available or more expensive, or cause ugta compliance expenses and other
financial obligations to meet permitting or landrdldpment- or home construction-related requiresérdat we may be unable to fully recover
(due to market conditions or other factors), ang nealuce our housing gross profit margins and neweesely impact our consolidated
financial statements, potentially to a materialréeg As a result, climate change impacts, and &awisland development and home
construction standards, and/or the manner in wttieia are interpreted or implemented, to addressnpial climate change impacts, could
increase our costs and have a long-term adversacingp our business and our consolidated finastaa¢ments.

As we continue to increase our dependence on digi#ahnologies to conduct operations, our risks asgted with cyber security have al
increased, leaving us subject to possible frequand severe cyber incidents.

For a number of years, we have been increasingatiance on computers and digital technology. Mahgur files have been digitiz:
and more of our employees are working in almosegdaps environments. We have also made changes, significant, to our hardware and
software environments and some of these transitians not been successful, taken longer than paté and/or are still in progress. All of
these activities may give rise to material cybeusiéy risks and potential costs and consequer@scannot be estimated or predicted with
certainty. We have outsourced a number of our ictions including IT support of our infrastructued software. We are continuing to take
steps to secure our confidential information froun wendors as well as third parties who may beisgéeh infiltrate our systems. At this time
we do not have any specific insurance for cybeusgrevents. Management will continue to monitar 6 environment and determine
whether our business operations merit further ensce coverage. Although we have not experiencedyosr attacks to date, we consider a
future cyber attack a material concern that coaldehsevere financial and other business implication

If a large number of shares of our common stock equity-related securities become eligible for future issce, the ownership interest of
our current stockholders could be diluted and ourare price could decline.

Issuances of shares of common stock upon conveo$ioar 7.50% Notes, 7.50% Exchange Notes and 4/80%s, as well as the
issuance of a substantial number of shares of@urmn stock or other equity-related securitiesegithr new consideration or in connection
with restructuring existing indebtedness, couldrdep the market price of our common stock and impai ability to raise capital through the
sale of additional equity securities. Any such fatissuances could dilute the ownership interesssockholders, and we cannot predict the
effect that future issuances of our common stoaitloer equit-related securities would have on the market prfa@aio common stock nor ce



we predict our future needs to fund our operatmmisalance sheet with future equity issuances.
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ITEM 1B . UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

AV Homes'’ operations are summarized in “Item 1.iBass” above and described in “Item 7. Managemddissussion and Analysis
of Financial Condition and Results of Operatioshd developed and in the process of being devd|apeheld for investment and/or future
development, is set forth in Note C "Land and Otheentories” of the Notes to Consolidated FinanStatements in “ltem 8. Notes to
Consolidated Financial Statements”. We maintain ¢agorate offices located in Scottsdale, Arizaara Kissimmee, Florida. For information
concerning properties leased by AV Homes, see “lfeManagement’s Discussion and Analysis of Fir@rn€ondition and Results of
Operations - Contractual Obligations” and “ltenN&tes to Consolidated Financial Statements”, “Notd.ease Commitments.”

ITEM 3. LEGAL PROCEEDINGS

We are involved in litigation from time to time ihe ordinary course of our business. We do nottbelthat any current pending legal
or administrative proceedings or disputes will haveaterial adverse effect on our business, firdwoindition or results of operations.
However, we cannot assure you that the ultimat@wgen of any of these proceedings or disputesmait have a material adverse effect on
business, financial condition and results of openat
ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock is traded on The Nasdaq Glob&cb&larket (“Nasdaqg”) under the symbol “AVHI”. Prito February 16, 2012,
our common stock traded on Nasdag under the symbBIR”. There were approximately 3,299 record hoklef common stock at February
28, 2013.

The high and low sales prices per share, as raddeeach fiscal quarter during the last two geaere:

Quarter Ended 2012 2011

High Low High Low
March 31 $ 129C $ 7.0 $ 22.7¢ % 18.3(
June 3( $ 14.7¢  $ 10.2¢ $ 208 % 14.8¢
September 3 $ 16.1: $ 1181 $ 16.3¢ $ 8.0t
December 3: $ 15.6¢ $ 1132 $ 1017 $ 5.8(

AV Homes has not declared any cash dividends omoamstock since its incorporation and has no ctipkam to pay cash dividenc
During the three months ended December 31, 2012ijdveot repurchase any outstanding shares of constozk.

ITEM 6. SELECTED FINANCIAL DATA

FIVE YEAR COMPARISON OF SELECTED FINANCIAL DATA
Dollars in thousands (except share and per share tg

At or for the Years ended December

2012 2011 2010 2009 2008

Statement of Operations D¢
Revenues $ 107,48 $ 88,98. $ 59,13t $ 73,50. $ 110,36t
Income (loss) from operations before income t: $ (87,689 $ (165,70) $ (36,05 $ (61,849 $ (142,34)
Income tax (expense) benefit - (473) 37¢ 32,86( 32,46:
Net income (loss) (including net loss attributatoleor-

controlling interests (87,687) (166,17 (35,687) (28,987 (109,879
Net (income) loss attributable to r-controlling interest: (2,557) 29€ 574 - -

Net income (loss) attributable to AV Homes stockless $ (90,237 $ (165,88) $ (35,109 $ (28,989 $ (109,879

Basic Earnings (Loss) Per Share C
Net income (loss) attributable to AV Homr $ (7.19 $ (13.3) $ (3.09) $ (3.1 $ (12.85)

Diluted Earnings (Loss) Per Share D

Net income (loss) attributable to AV Homr $ (7.19 $ (13.39) $ (3.07) $ (3.1 $ (12.8%)
Balance Sheet Da

Cash and cash equivalents $ 79,81 $ 124,31t $ 115,50. $ 217,13. $ 175,391
Total assets $ 337,87. $ 409,05¢ $ 54545. $ 594,71¢ $ 594,81.
Notes, mortgage notes and other ¢ 105,40. $ 105,40. $ 77,057 $ 119,00. $ 131,06.
Stockholders' equity (1) 166,17. $ 254,19 $ 418,490 $ 444,10. $ 429,51
Shares outstanding 12,827,28 12,942,50 12,900,62 11,355,45 8,829,79i
Stockholders' equity per she $ 12.9t $ 19.6¢ $ 32.4¢ 3% 39.11 % 48.6¢

(1) These figures exclude cumulative non-controllingriests, which are classified in consolidated gqun accordance with authoritative
accounting guidance. These non-controlling intesespresent our partners’ equity in LLCs which weswlidate for financial reporting
purposes
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis of our finahcondition and results of operations shoulddsedrin conjunction with “Selected
Financial Data” and our audited consolidated finaingtatements and accompanying notes includedvekse in this annual report. Dollar
amounts set forth in this discussion and analygi®apressed in thousands, except for “per shat’ d

In the preparation of our financial statementsapply accounting principles generally acceptedhenWnited States (“GAAP”). The
application of GAAP requires management to makienases and assumptions that affect the amountsteghim the financial statements and
accompanying results. For a description of our anting policies, please see “Critical Accountindi€les and Estimates” below.

Executive Overview and Outlook

We are engaged in the business of homebuildingraamity development, and land sales in Florida aridoha. Our residential
community activities have been adversely affecteddonomic conditions in both markets, although é@ales have improved from previous
low levels. We also engage in other real estaigiges, such as the operation of amenities ands#ie for third-party development of
commercial and industrial land, which activitiev@also been adversely affected by economic camditi

Our primary business strategy is the developmemgiiential communities for people age 55 andrpideluding the construction
and sales of residences within those communitiesb®@lieve the demographic trends and lifestyleraspins of aging Baby Boomers provide
us with a favorable environment for future busineathough we have begun to see improvement iglsifamily housing statistics, the active
adult segment has been slower to recover. Thénden home values during the housing downturn &apleater impact on the 55+ population
as they have traditionally been a market segmethttive highest level of home equity. As values dased, the active adult's net worth was
negatively impacted and therefore, the buyersisidagment are more hesitant to commit to a newehaunchase. We do expect to see
improvement in this market segment, but on a difgtiower pace than the conventional market.

Solivita and Vitalia at Tradition, our active adaimmunities in Central Florida, and CantaMia iro@gear, Arizona, serve as our
flagship communities as we pursue our active auludiness strategy. During the third quarter of2@le introduced twelve new model homes
at Solivita. The new models were well receivechwiearly 3,000 people visiting during the openirggkend. We also held our grand opening
for sales at our newest community, Vitalia at Ttiadiin Port St. Lucie, Florida, with 1,000 peopisiting. This marks the first major
marketing effort with our new Vitalia active adblianding. In addition, we anticipate adding twdhoee more communities which will
broaden our geographic footprint and product afifgrivhich will provide us with future participatian the longer term growth of demand fr
the wave of Baby Boomers entering their retirenyeatrs.

We also remain moderately active in the constructind sale of primary residences for people aigdls, some of which are locate:
communities we developed. Currently, we are sgliiom three primary locations, two in Florida amnte in Arizona. Based on our internal
projections, we expect to sell out of lots at latee communities within 12-15 months and are algti®king for replacement lot
positions. Finished lot prices have increasedifstgmtly in our primary markets as builders congd replenish their depleted holdings. We
are also experiencing increases in material costsent corresponding pricing power, these cosemses may negatively impact margins on
future sales of primary residences.

During 2012, we continued to implement our newtsgie plan. The primary efforts were focused anékaluation of potential futu
investments and the orderly sale of our non-cosetas The search for appropriate sites in ouetar@rkets led us to several new and potenti
future investments. During the year, we investggreximately $31 million in new land positions. \&eticipate further investment activity as
we continue to screen sites in new market locationsaddition to the acquisition costs, we plaaonmit significant funds toward the
development of these assets. In many instanceslagement costs will exceed the original acquisittmsts and a portion of these costs will be
expended before we can generate any meaningfd salenues.
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Our business remains capital intensive and reqoiresay require expenditures for land and infradtiee development, housing
construction, funding of operating deficits, reslate taxes, HOA deficits, interest expense andiwgrcapital, as well as potential new
acquisitions of real estate and real estate-rekdedts. We plan to carefully manage our invertngls through monitoring land development
and home starts. In that regard, our planned aa$est will help reduce and diversify land holdiagsl associated carry costs.

During 2012, our cash flow from operations was ffisient to cover our primary recurring costs fatérest payments, real estate
taxes, HOA subsidies, and unallocated general &imidtrative expenses. Although we made significaductions in general and
administrative expenses during 2011 and 2012, wéaiemot fully reflected in either years' operasione anticipate that we will continue to
generate operating losses during 2013. We belleatave have sufficient available cash to fund ¢hesses; however, our 7.50% Notes ma
put to us in February 2014 which may significarthpair our ability to make further new investmeatsl potentially to continue to fund
operating losses. We anticipate using availalbéé eamd may be reliant, in part, upon asset salstbrepayment of the 7.50% Notes or make
new investments or new initiatives that are coesistvith our new strategy. We also anticipate gpealiant upon access to the capital markets
to fully fund these activities and to repay debbmipnaturity.

During the year ended December 31, 2012, our hoitaitg results reflected some improvement over 2@ especially late in
2012, but continue to show the difficult conditidnour Florida and Arizona markets for the fulyeharacterized by high levels of homes
available for sale, diminished buyer confidence diffitulty for homebuyers to obtain financing. @humber of foreclosures, pending
foreclosures, mortgage defaults and investor-owméts for sale; availability of significant discagnthe difficulty of potential purchasers in
selling their existing homes at prices they ardimgjlto accept; difficulty in arranging mortgagedincing; the significant amount of standing
inventory and competition continue to adverselgetfboth the number of homes we are able to sdltlamprices at which we are able to sell
them. Although we have experienced a strengthemiaudcet, it remains unclear if any sustained reppirethe industry will be reflected in our
future results.

In addition, our business is affected to some ebtigrthe seasonality of home sales which are gépdrigher during the months of
November through April in the geographic areas lmicly we conduct our business. In addition, ouidesgtial community activities, along wi
other real estate activities such as the salemhwercial and industrial land, are heavily concdettan the Poinciana, Florida
submarket. These factors have a significant impaciur ability to participate in a market recovefthe real estate market does not continue
to stabilize or declines further, it may be necgssatake additional charges against our earniagsiventory impairments or write-downs of
our investments in unconsolidated entities andraiksets.

We continue our ongoing efforts to improve our aepiag efficiencies by identifying areas of our mess where we can reduce our
expenses. As part of this process, we will comittuexamine our assets to determine which agsetitin our primary business
strategy. These evaluations may also result iitiaddl cash and non-cash charges or write-downs.

Critical Accounting Policies and Estimates

In the preparation of our financial statements welaGAAP. The application of GAAP requires managetto make estimates and
assumptions that affect the amounts reported ifitkhacial statements and accompanying results.

24




Table of Content

Revenue Recognition

As discussed in Note A to the Consolidated Findr&tiatements, in accordance with Accounting Stassl@odification (“ASC”) 360,
revenues from the sales of housing units are rezedmwhen the sales are closed and title pasgés faurchasers. In addition, revenues from
commercial, industrial and other land sales aregrized in full at closing, provided the purchaseritial and continuing investment is
adequate, all financing is considered collectilvid there is no significant continuing involveme®ts a result, our revenue recognition proces:
does not involve significant judgments or estimates

Impairments of Long-Lived Assets

Each reporting period, we review our long-livededsgor indicators of impairment in accordance vASIC 360-10Property, Plant
and Equipmenf*ASC 360-10"). Long-lived assets that we evaluate our Land and Other Inventories, Property andfgent and the
Poinciana Parkway. The following is a discussioea&cth of these types of long-lived assets:

Impairments of Land and Other Inventories

Land and Other Inventories are stated at cost sittesasset is determined to be impaired, in wbiste the asset would be written
down to its fair value. Land and Other Inventoifedude expenditures for land acquisition, condtarg land development and direct and
allocated costs. Land and Other Inventories owmeldcanstructed by us also include interest costalged until development and
construction are substantially completed. Land deelopment costs, construction and direct anatatéal costs are assigned to components:
Land and Other Inventories based on specific ifieation or other allocation methods based upon GAA

In accordance with ASC 360-10, we review our Land @ther Inventories for indicators of impairment.

For assets held and used, if indicators are presenperform an impairment test in which the assetviewed for impairment by
comparing the estimated future undiscounted castsflo be generated by the asset to its carryingev# such cash flows are less than the
asset’s carrying value, the carrying value is wnittlown to its estimated fair value. Generally, Yalue is determined by discounting the
estimated cash flows at a rate commensurate wétimtierent risks associated with the asset antedeéstimated cash flow streams. The
discount rate used in the determination of faiuealvould range between 15% and 28%, dependingeost#ite of development. Assumptions
and estimates used in the determination of thenagtid future cash flows are based on expectatibiuduve operations and economic
conditions and certain factors described below.ngha to these assumptions could significantly atfex estimates of future cash flows which
could affect the potential for future impairmeridsie to the uncertainties of the estimation procastsial results could differ significantly from
such estimates.

For assets held for sale (such as completed spizeufeusing inventory), we perform an impairmessttin which the asset is
reviewed for impairment by comparing the fair va(astimated sales prices) less cost to sell thet ésdts carrying value. If such fair value |
cost to sell is less than the asset’s carryingejahe carrying value is written down to its estietbfair value less cost to sell.

We evaluate our Land and Other Inventories for immpant on a quarterly basis to reflect market ctbods including a significant
oversupply of homes available for sale, higherdtmgure activity and significant competition. Dhgithe years ended December 31, 2012 an
2011, our impairment assessment resulted in impaitrcharges of $1,63&mnd $1,527, respectively, which related to homespdeted or
under construction, and $49,749 and $107,981, ctisply, in impairment charges related to land dewed and/or held for future developm:
or sale. As of December 31, 2012, other than #redland Other Inventories that we determined tonipaired and accordingly were written
down to their fair value, and excluding homes cated or under construction, we had no other lanbodiner inventories that had estimated
undiscounted cash flows within 25% of their cargyiralues. However, we can give no assurance thyafusire evaluations will not result in
further impairments given the current volatile resfate market, the likelihood of increased contipetivithin the age restricted segment as
conditions improve, and other factors as more fdégcribed below.
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Land and Other Inventories that are subject ®view for indicators of impairment include our: ifidusing communities (active adult
and primary residential, including scattered latsyl (ii) land developed and/or held for future depment or sale. A discussion of the factors
that impact our impairment assessment for thesgoaes follows:

Housing communitiedActivities include the development of active adarid primary residential communities and the opemnaif
amenities. The operating results and losses getkfim active adult and primary residential comities during the twelve months ended
December 31, 2012 and 2011 include operating exgsaredating to the operation of the amenities inacmmmunities as well as divisional
overhead allocated among several communities.

Our active adult and primary residential commusitiee generally large master-planned communiti€arnda and Arizona. Several
of these communities are long term projects andes@quire ongoing investments in infrastructure #ma contractual in nature and may, or
may not, be considered economic at the time of edibgre. In reviewing each of our communities, ve¢edmine if potential impairment
indicators exist by reviewing actual contributiomangins on homes closed in recent months, projesattibution margins on homes in
backlog, projected contribution margins on spe@tgatomes, average selling prices, sales activétieslocal market conditions. If indicators
are present, the asset is reviewed for impairmertetermining estimated future cash flows for msgs of the impairment test, the estimated
future cash flows are significantly impacted byafie community factors such as: (i) sales absorptiates; (ii) estimated sales prices and sal
incentives; and (iii) estimated cost of home cargton, estimated land development costs, intexesis, indirect construction and overhead
costs, and selling and marketing costs. In addithom estimated future cash flows are also impaleyegeneral economic and local market
conditions, competition from other homebuildersefdosures and depressed home sales in the arg@écimwe build and sell homes, product
desirability in our local markets and the buyetslity to obtain mortgage financing. Our assump$i@re based on current activity and recent
trends at our active adult and primary residemtimhmunities. There are a significant number of aggions with respect to each analysis.
Many of these assumptions extend over a signifinamber of years. The substantial number of vaembd these assumptions could
significantly affect the potential for future impaients.

Declines in contribution margins below those resdifrom our current sales prices and estimationfla@sult in future impairment
losses in one or more of our housing communities.

Land developed and/or held for future developmesatée: Our land developed and/or held for future developinoe sale represents
land holdings for the potential development of fatactive adult and/or primary residential commiesitcommercial and industrial uses. For
land developed and/or held for future developmersate, indicators of potential impairment incliat@nges in use, changes in local market
conditions, declines in the selling prices of sanéssets and increases in costs. If indicatorprasent, the asset is reviewed for impairment. |
determining estimated future cash flows for purgasfethe impairment test, the estimated future ¢msts are significantly impacted by
specific community factors such as: (i) sales gltsmm rates; (ii) estimated sales prices and datEntives; and (iii) estimated costs of home
construction, estimated land and land developmestscinterest costs, indirect construction andtoead costs, and selling and marketing
costs. In addition, our estimated future cash flane also impacted by general economic and loagteh conditions, competition from other
homebuilders, foreclosures and depressed homeisdtes areas where we own land for future develpiproduct desirability in our local
markets and the buyers’ ability to obtain mortgéigancing. Factors that we consider in determirthmgappropriateness of moving forward
with land development or whether to write-off tledated amounts capitalized include: our currengéimiory levels, local market economic
conditions, availability of adequate resources tiedestimated future net cash flows to be genefaded the project. Declines in market val
below those realized from our current sales pragebsestimations could also result in future impaintm

There are a significant number of assumptions veiipect to each analysis. Many of these assungpéixiend over a significant
number of years. The substantial number of vagmtd these assumptions could significantly affieetpotential for future impairments.
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Land and Other Inventories consist of the following

December 3. December 3!

2012 2011
Land developed and in process of developr $ 86,93. $ 91,96¢
Land held for future development or s 53,52¢ 64,77
Homes completed or under construct 30,56: 23,13
Other 24 19¢€

$ 171,04« $ 180,06°

Impairments of Property and Equipment

Property and Equipment are stated at cost and ciapom is computed by the straight-line methodrdte following estimated useful
lives of the assets: land improvements 10 to 2Bsydmiildings and improvements 8 to 39 years; aadhimery, equipment and fixtures 3 to 7
years. Maintenance and operating expenses of mguiputilized in the development of land are cdigi¢gd as land inventory cost. Repairs i
maintenance are expensed as incurred.

Property and Equipment includes the cost of anesisuch as club facilities on properties ownedsyThe cost of amenities
includes expenditures for land acquisition, corddiom, land development and direct and allocatesiscoProperty and Equipment owned and
constructed by us also includes interest cost necuturing development and construction.

Each reporting period, we review our Property agdifgment for indicators of impairment in accordamgth ASC 360-10. For our
amenities, which are located within our housing ramities, indicators of potential impairment am@itar to those of our housing communi
(described above) as these factors may impacthilitiydo generate revenues at our amenities oseawnstruction costs to increase. In
addition, we factor in the collectability and pdiahdelinquency of the fees due for our ameniti€here were no impairments for the years
ended December 31, 2012 or 2011.

Impairments of Poinciana Parkway

In December 2006, we entered into agreements wstte@a County, Florida and Polk County, Floridausito develop and construct
at our cost a 9.66 mile four-lane road in OscenthRolk Counties beginning in Poinciana and corngc¢b the US17/US92 in Polk County to
be known as the Poinciana Parkway (the “Poinciar&way”). Once completed, the roadway will provaignificant relief to the currently
constrained roadway infrastructure that accommadate daily commuter traffic of Poinciana. ThidetWill allow for continued growth in
residential, commercial, and employment in the Blaima community, all of which the Company beliewdi aid its sales and land values in
Poinciana. The Poinciana Parkway is to includela #ile segment to be operated as a toll road.hive acquired right-of-way and federal
and state environmental permits necessary to aarighre Poinciana Parkway. One additional persniequired for an interchange between th
Poinciana Parkway and US17/US92 in Polk County Wwihicist be accomplished prior to completing consitmacon the road.

On July 16, 2012, the Osceola County Commissiomaygal an agreement that is expected to facilitetedevelopment of the
Poinciana Parkway by Osceola County and its Exprag#\uthority. The agreement imposed a DecembeP312 deadline for the negotiat
and execution of a new public-private developmenéament among one of our wholly owned subsidigA&d, Osceola County, Polk County
and the newly formed Osceola County Expressway @titthfor construction and operation of the Poimeid@arkway as an Osceola County-
owned toll road.

On October 15, 2012, a Development Agreement beedieetive among API, Osceola County, Polk Coumtgt the Osceola County
Expressway Authority which provides for the pulbiitancing of the Poinciana Parkway by Osceola Cpantd the Osceola County
Expressway Authority (the “Development AgreementThe Development Agreement calls for us to asalgpermits and plans to Osceola
County and to donate certain right-of-way parcledt will accommodate both the arterial and soutlsenmector facilities and other lands to
Osceola and Polk counties. The Osceola Countydsspray Authority will be responsible for all desipodifications, construction
management and operation of that portion of PoiveciRarkway that is a part of the Osceola County&sgway Authority System. Polk and
Osceola counties will own and operate all artenabdway segments. The final funding package fontiremum two lane Poinciana Parkway
will be determined by Osceola County and the Osc€alunty Expressway Authority. Construction istamgent on such funding. Should the
decision be made to construct additional transfiortacapacity, i.e., four lanes, additional fundinidj be identified and contributed by Osceola
County.
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If funding for the Poinciana Parkway is not obtairad construction cannot be commenced by Febdsgrg014, the counties have
no right to obtain damages or seek specific perémee. Polk County’s sole remedy under its agreemihtAPI is to cancel its agreement
with API. With respect to Osceola County, if fungiand commencement of construction is not meg fiprtion of APl ’ s land in Osceola
County will become subject to Osceola County tecafbncurrency requirements applicable generalbtiier home builders in the county and
(i) API will be required to contribute approximéte$1,900 towards the construction cost of certeffic improvements in Osceola County 1
we otherwise might have been obligated to builtlad if we had not agreed to construct the Poirci@arkway. We reviewed the
recoverability of the carrying value of the Poim@aParkway on a quarterly basis in accordanceavithoritative accounting guidance. In the
fourth quarter of 2012, we determined that the phility of public funding to occur is high, and asesult, we recorded a non-cash charge of
$7,659 related to our expected transfer of mitggatiredits carried on our books and the carryirgevaf contributed right-ofvay parcels. Th
remaining mitigation credits' book value of $74%weclassified to Prepaid Expenses and Other Aesatsir balance sheet as of Decembe
2012,

Non-capitalizable expenditures of $944 relatechtoRoinciana Parkway were expensed during 201Re&ember 31, 2012, the
carrying value of the Poinciana Parkway was $0.

Goodwill

In accordance with ASC 350, we review the carryiatyie of goodwill and other intangible assets afheaf our reporting units on an
annual basis as of December 31, or more frequeptiy the occurrence of certain events or substgtianges in circumstances, based on a
two-step impairment test. At September 30, 20Je ywnote off the full book value of the JEN earn-baibility in the amount of $4,388. This
led us to determine that circumstances existedwbatd require us to perform an interim analysishaf goodwill on our books. We performed
a goodwill impairment test by comparing the failuesof the active adult reporting unit (the busganit for which the goodwill was assigned)
with its carrying amount including goodwill. Wetdemined that the fair value was less than theygagrvalue of this reporting unit and furtr
determined that the goodwill should be fully writteff as of September 30, 2011, in the amount @&5. Following this action we had no
remaining goodwill and therefore we have had nadgalth write-offs in 2012.

Variable Interest Entities

GAAP requires a variable interest entity (“VIE") be consolidated with a company which is the print@meficiary. The primary
beneficiary of a VIE is the entity that has bothtlo# following characteristics: (a) the power teedt the activities of a VIE that most
significantly impact the VIE's economic performanead (b) the obligation to absorb losses of thE ¥at could potentially be significant to
the VIE or the right to receive benefits from thiEE\that could potentially be significant to the VIEntities determined to be VIEs, for which
we are not the primary beneficiary, are accountedinder the equity method.

AV Homes’ variable interest in VIEs may be in tloerh of (1) equity ownership, (2) contracts to paeh assets and/or (3) loans
provided by AV Homes to a VIE. We examine spedifiteria and use judgment when determining if Aurkes is the primary beneficiary of
a VIE. Factors considered in determining whetherane the primary beneficiary include risk and negharing, experience and financial
condition of other partner(s), voting rights, inveinent in day-to-day capital and operating decsitevel of economic disproportionality
between AV Homes and the other partner(s) and actstto purchase assets from VIEs.

We participate in entities with equity interestagang from 20% to 58.8% for the purpose of acqgidmd/or developing land in whi
we may or may not have a controlling interest. SEhentities are VIEs and our investments in thesiges, along with other arrangements
represent variable interests, depending on theactil terms of the arrangement. We analyze thestes when they are entered into or L
a reconsideration event.
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Income Taxes

Income taxes have been determined using the tiahilethod under ASC 74Mcome Taxe§'ASC 740"). The liability method is use
in accounting for income taxes where deferred inetem assets and liabilities are determined basatifferences between financial reporting
and tax basis of assets and liabilities and aresared using the enacted tax rates and laws thaixpected to be in effect when the difference:s
reverse.

On November 6, 2009, the Worker, Homeownership,Buglness Assistance Act of 2009 was enacted amth@ed Section 172 of
the Internal Revenue Code to extend the permitieyloack period for offsetting certain net operatiosses (NOLS) against earnings for up to
five years. Due to this enacted federal tax lagish, AV Homes carried back its 2009 NOL agairsshengs it generated in the five previous
years. As aresult, AV Homes received a federat¢fund of $33,627 during 201

In accordance with ASC 740, AV Homes evaluatedéferred tax assets quarterly to determine if tanaallowances are
required. ASC 740 requires that companies assksther valuation allowances should be establislasddon the consideration of all
available evidence using a “more likely than na#inglard. Our cumulative loss position over thdwation period and the uncertain and
volatile market conditions provided significant@ence supporting the need for a valuation allowarering 2012 and 2011, we recognized
an increase of $35,050 and $68,961, respectivelfg valuation allowance. As of December 31, 2012 deferred tax asset valuation
allowance was $126,533. In future periods, thewadihce could be reduced based on sufficient evelemticating that it is more likely than r
that a portion of our deferred tax assets will émized.

In 2006, we sold property we owned in Marion Coutprida to the Board of Trustees of the Intedngbrovement Trust Fund of the
State of Florida under threat of condemnation. Biil& of the land was transferred in 2006 and thalfclosing took place in 2007. These
transactions and subsequent correspondence withtdreal Revenue Service entitled us to defer mayrof income taxes of $24,355 from the
gain on these sales until we sell replacement ptyppgrovided we obtained qualifying replacemergparty for the Marion County property by
December 31, 2010. We believe that we acquiredogpiate replacement properties by December 31,.201lte Internal Revenue Service
determines in the future that some or all of thapprties acquired by us as replacement properiemtiqualify as replacement properties, we
may be required to make an income tax paymentiptagsest on the value of the portion of the prapsrtietermined not to qualify as
replacement property.

Warranty Reserves

Warranty reserves for houses are established ter@stimated costs for materials and labor witlargédo warranty-type claims to be
incurred subsequent to the closing of a houseeRes are determined based on historical data #ed elevant factors. We may have
recourse against subcontractors for claims relatngorkmanship and materials. Actual future watyacosts could differ from our currently
estimated amounts.

Construction Reserves

Construction reserves for closed houses are esiablito cover potential costs for completion offesuclosed. These reserves are
determined on a per house basis based on estilmatsé budgets and other relevant factors. Actadteuction costs could differ from our
currently estimated amounts.

Estimated Development Liability

The estimated development liability consists prityaf utilities improvements in Poinciana and RRaco for more than 8,000 home
sites previously sold. The estimated developniahtlity for sold land is reduced by actual expduardis and is evaluated and adjusted, as
appropriate, to reflect management’s estimate t€ipated costs. In addition, periodically we dbtenird-party engineer evaluations and ac
this liability to reflect changes in the estimatexsts.
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Share-Based Compensation

The Amended and Restated 1997 Incentive and Cajgtalmulation Plan (2005 Restatement), as amer{thezl; Incentive Plan”)
provides for the grant of stock options, stock apfation rights, stock awards, performance awamdd,stock units to officers, employees and
directors of AV Homes. The exercise prices of ktogtions may not be less than the stock exchaluging price of our common stock on the
date of grant. Stock option awards under the lineeiPlan generally expire 10 years after the datgrant.

The calculation of the fair values of our stockdxhsompensation plans requires estimates thatreemquinagement’s
judgments. Under ASC 718, the fair value of awarid®stricted stock and units which do not contaspecified hurdle price condition
based on the market price of our common stock em#tte of grant. Under ASC 718, the fair valueesfricted stock awards which contain a
specified hurdle price condition is estimated amghant date using the Monte-Carlo option valuatmdel. Under ASC 718, the fair value of
each stock option is estimated on the grant datey ulke Black-Scholes option-pricing model. Théuasion models require assumptions and
estimates to determine expected volatility, exptfe, expected dividends and expected risk-freerest rates. The expected volatility was
determined using historical volatility of our stoséised on the contractual life of the award. Télefree interest rate assumption was based c
the yield on zero-coupon U.S. Treasury strips ataivard grant date. We also used historical de¢stimate forfeiture experience.

Recently Issued Accounting Pronouncements

In May 2011, the FASB issued ASU No., 2011-04 Anreadts to Achieve Common Fair Value Measurementziadosure
Requirements in U.S. GAAP and IFRSs (“ASU 2011-0485U 2011-04 amends ASC 8Zxir Value MeasurementsASC 820"), by
providing a consistent definition of fair value,wasll as ensuring consistent measurement and sidigalosure requirements between U.S.
GAAP and International Financial Reporting StandardSU 2011-04 changes certain fair value measeméprinciples, clarifies the
application of existing fair value measurement arpands the ASC 820 disclosure requirements, péatlg for Level 3 fair value
measurements. The guidance was effective for Wmonary 1, 2012, to be applied prospectively. &iaption of ASU 20104 did not have
significant impact on our consolidated financiatsments.

In June 2011, the FASB issued ASU No. 2011-05,dmtasion of Comprehensive Income (“ASU 2011-0585U 2011-05 requires
the presentation of comprehensive income (lossjtier a continuous statement of comprehensivariecor two separate but consecutive
statements. We adopted the provisions of ASU ZiB.tn January 1, 2012, which did not have a matenigact on our consolidated financial
statements.

Results of Operations
The following discussion and analysis of our finahcondition and results of operations shoulddsedrin conjunction with the
consolidated financial statements and notes thémetoded elsewhere in this Annual Report on Fofi¥Kl In the preparation of our financial

statements, we apply GAAP. The application of GAARY require management to make estimates and aenmthat affect the amounts
reported in the financial statements and accompgmgsults.
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The following table provides a comparison of cert@mancial data related to our operations:

Operating income (loss
Active adult communitie
Revenues (1
Expenses (2)
Net operating los

Primary residentic
Revenues (3
Expenses (4)
Net operating los

Commercial and industrial and other land s:
Revenue:
Expenses
Net operating income (los

Other operation
Revenue:

Expenses

Net operating incom

Operating los!

Unallocated income (expense
Interest income
Gain (loss) on repurchase of 4.50% Nc
Equity loss from unconsolidated entit
General and administrative expen

Change in fair value of contingent considera

Interest expens

Other real estate expenses,
Impairment of the Poinciana Parkw
Impairment of goodwil

Impairment of land developed or held for future e@lepment

Income (loss) from operatiol
Income tax benefit (expens

Net loss attributable to n-controlling interests

Net loss attributable to AV Hom

For the year ended December

2012 2011 2010

4303: $ 3993 $  36,94¢
51,951 52,127 41,997
(8,919 (12,18%) (5,04%)
35,93¢ 15,27z 14,20¢
35,94F 22,79¢ 20,49:
9) (7,527) (6,287)
26,59F 31,731 4,712
18,581 28,09¢ 995
8,014 3,632 3,717
598 932 1,48F
(33) 773 1,09¢
631 159 387
(283) (15,929 (7,229)
127 309 580
(1,144 (212) -
259 (399) (276)
(16,14¢) (17,502) (20,509)
: 4,38¢ :
(7,979) (9,516) (5,531)
(5,119 (1,65 (3,099
(7,659) - -
- (17,215 -
(49,749) (107,98)) -
(87,683 (165,702) (36,057)
- (473) 375
(2,552) 296 574

(90,235 $ (165,88) $ (35,109

(1) Includes homebuilding revenues of $36,012, ameeitgnues of $7,014, and other revenues ¢

(2) Includes impairment charges for inventory of apprately $1,620, $1,060 and $408 for 2012, 2011201, respectively

(3) Includes homebuilding revenues of $33,460, amaeignue of $2,447, and other revenues of

(4) Includes impairment charges of approximately $4%and $252 for 2012, 2011 and 2010, respecti
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Data from closings for the active adult and primaasidential homebuilding segments for the yeadedbecember 31, 2012, 2011
and 2010 is summarized as follows:

Average
Number of Price

Years ended December 31, Units Revenue:! Per Unit
2012
Active adult communitie 146 $ 36,01: $ 24%
Primary residential 15¢ 33,46( $ 212
Total 306 $ 69,47 g 227
2011
Active adult communitie 121 $ 28,537 $ 23¢€
Primary residential 53 12,80¢ ¢ 242
Total 174 $ 41,348 ¢ 23¢
2010
Active adult communitie 131 $ 25527 $ 19t
Primary residential 53 11,58 ¢ 21¢
Total 184 $ 37,10¢ ¢ 202

Data from contracts signed for the active adult prichary residential homebuilding segments forybars ended December 31, 2012,
2011 and 2010 is summarized as follows:

Gross Numbe Contracts Average
of Contracts Signed, Net o Price Per

Years ended December 31, Signed Cancellations Cancellations Dollar Value Unit
2012
Active adult communitie 221 (55) 16€ $ 40,52: $ 244
Primary residential 27¢ (48) 227 50,48. $ 22z
Total 49€ (10%) 39 $ 91,00 ¢ 232
2011
Active adult communitie 17¢ (40) 13t 3 3293 % 23¢
Primary residential 10¢ (18) 91 18,54. $ 204
Total 287 (58) 22¢ $ 51,47¢ ¢ 22t
2010
Active adult communitie 14¢ (24) 124 $ 24427 $ 197
Primary residential 52 (8) 44 10,61¢ $ 241
Total 20C (32 16€ $ 35,04 ¢ 20¢

32




Table of Content

Backlog for the active adult and primary residdrt@mebuilding segments as of December 31, 201P1 20d 2010 is summarized as
follows:

Average
Number of Dollar Price

As of December 31, Units Volume Per Unit
2012
Active adult communitie 63 $ 16,15¢ $ 25€
Primary residential 122 26,90¢ ¢ 221
Total 18t $ 43,06: ¢ 23%
2011
Active adult communitie 45  $ 11,69 $ 26C
Primary residential 53 9,84¢ ¢ 18¢€
Total 98 $ 21,540 ¢ 22C
2010
Active adult communitie 28 $ 7,294 % 261
Primary residential 15 4,11t ¢ 274
Total 43 $ 11,40¢ ¢ 26E

The number of net housing contracts signed dulieg/ear ended December 31, 2012, compared to e gariod in 2011 increased
72%. The dollar value of housing contracts sigine2012 increased 77% as a result of increased salame coupled with higher average
sales prices in both of our operating segmentsinDuhe year ended December 31, 2012, cancelatbpreviously signed contracts totaled
103 compared to 58 during the year ended Decenthed(3.1. As a percentage of the gross numbernifacts signed, this represents 21%
and 20%, respectively.

As of December 31, 2012, our inventory of unsofek¢silative) homes, both completed and under caetiiny was 62 units compared
to 70 units as of December 31, 2011. As of DecerBbe2012, approximately 34% of unsold homes werapleted compared to
approximately 63% as of December 31, 2011.

During the year ended December 31, 2012, compartitetyear ended December 31, 2011, the numberroés closed increased by
76%, and the related revenues increased by 68%.aw@uage sales price for homes closed during¢he gnded December 31, 2012, decre
to $227 compared to $238 for the year ended DeceB81he2011, primarily due to a change in mix of le@nelosed in our primary residential
operating segment. We anticipate that we will elmsexcess of 80% of the homes in backlog as oEBer 31, 2012, during the subsequent
12-month period, subject to cancellations by pusensiprior to scheduled delivery dates. Duringydésr ended December 31, 2011, compare
to the year ended December 31, 2010, the numbesroés closed decreased by 5%, however, the relatedues increased by 11%.

In general, prices of homes sold during 2012 rarigid approximately $135 to approximately $500 um primary residential
operations. At Solivita, prices ranged from apmmately $126 to approximately $485 on homes solihdu2012. At CantaMia, prices ranged
from approximately $150 to approximately $429 omles sold during 2012. Closings on to-be-built hegenerally occur within 180 to 210
days from sale, and closings on speculative horaesrglly occur within 30 to 60 days from sale.

Fiscal Year 2012 Compared to Fiscal Year 2011

Net loss attributable to AV Homes for the year ehBecember 31, 2012, was $90,235 or ($7.19) pec basl diluted share compar
to a net loss of $165,881 or ($13.33) per basicdiiuted share for the year ended December 31,.2IMd decrease in net loss for the year
ended December 31, 2012, compared to the year éalmainber 31, 2011, was primarily due to signifigadecreased land impairment
charges, decreased losses from our two homebuisdigments, and increased income from our commexncthindustrial and other land sales
segment.
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Revenues from active adult communities increase@3B3or 7.8% for the year ended December 31, 28dr@pared to the same per
in 2011. Expenses from active adult operationsedesed $171 for the year ended December 31, 26fthared to the same period in
2011. The increase in revenues for fiscal yeaR28primarily attributable to increased closingsti Solivita and CantaMia, and a change in
mix of homes closed. Expenses were relativelydtaharily due to increased closings, and a chamdgiee mix of homes closed, offset in part
by reduced expenses from amenities due to the ungisg of operations at Solivita. During 2012, krgeorded impairment charges in our
active adult operations of $1,620 compared to $1j0&011 from homes completed or under constractibhe average sales price on closing:
from active adult homebuilding operations durind2@vas $243 compared to $236 during 2011.

The average contribution margin (excluding impaintngharges) on closings from active adult homelngjeperations during 2012
was approximately 13% compared to approximately #ii®tng 2011. The increase in average contributiangins is generally attributable to
a change in mix of homes closed and improved marfgom Solivita, offset in part by deteriorationrimargins from CantaMia, and decreased
closings from Tradition (which generated highemtl@erage margins). During 2011, we re-engineiredurrent housing product at Solivita
to make the homes more cost efficient. The reasfithis, coupled with increases in the averageigpprice per unit, generated higher
operating margins at Solivita in 2012 than in 201ricluded in the results from active adult openadi are divisional overhead allocated amonc
several communities and our amenity operations.

Revenues from primary residential operations ireeda20,664 or 135.3% for the year ended Decenlhed(32, compared to the
same period in 2011. Expenses from primary resiglevperations increased $13,146 or 57.7% forytrer ended December 31, 2012,
compared to the same period in 2011. The increasenues is primarily due to a 198% increasgniih closings offset in part by a reduction
in the average price per unit closed in 2012 aspeoed to 2011. The reduction in average priceupéris due to an increase of entry level
homes in our mix of homes closed in 2012. The imsedn expenses is attributable to increased gjesind a change in mix of homes closed i
2012 as compared to 2011, offset in part by deeckaspairment charges.

During the year ended December 31, 2012, we reddrdpairment charges in our primary residentialrapens of approximately $15
compared to approximately $467 for the year endeckbhber 31, 2011, from homes completed or undestaariion. The average sales price
on closings from primary residential homebuildingemtions for 2012 was $212 compared to $242 f&d.20

The average contribution margin (excluding impaintsg on closings from primary residential homehuidoperations for 2012 was
approximately 12% compared to approximately 19@fat1. The increase in average contribution masgprimarily due to our Phoenix
primary homebuilding operations generating highargins in 2012 versus 2011, offset in part by anglean mix of homes sold in our Florida
communities which were weighted towards entry ldva@hes. During 2012, our Phoenix operations géaéran increased average closing
price per unit with lower land and housing conginrccosts per unit as compared to 2011, due &varéble change in the mix of homes clc
and our ability to increase sales prices in exoés#ise cost increases realized. In Florida, weetbspeculative inventory in 2011 in close-out
communities which had a low cost basis, and in 20&%ad our first closings of new product in newnocaunities that generated lower profit
margins. Included in the results from primary desitial operations are divisional overhead allatat®ong several communities and our
amenity operations.

The amount and types of commercial and industridl@her non-core residential land sold vary fraanto year depending upon
demand, ensuing negotiations and the timing ottbgings of these sales. Revenues from commexoaindustrial and other land sales
decreased $5,136 for the year ended December 32, 20mpared to the year ended December 31, 2Dlifing the year ended December 31,
2012, we realized pre-tax profits of $8,014 on reses of $26,595 from sales of commercial, indusama other land. During the year ended
December 31, 2011, we realized pre-tax profits363$2 on revenues of $31,731 from sales of commlerndustrial and other land. Expenses
from commercial, industrial and other land salexrelased $9,518 for the year ended December 31, 26fpared to the year ended Decer
31, 2011. The decrease in expenses is attributalsldower basis in the land sold in 2012 verdisl2
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Revenues from other operations decreased $334.8¥%63®r the year ended December 31, 2012, comparée year ended
December 31, 2011. Expenses from other operatieasased $805 or 104.1% for the year ended Deee8hb2012, compared to the year
ended December 31, 2011. The decrease in revandesxpenses are primarily attributable to the shtmur title operations in July of 2011
and reduced leasing activities in 2012 as compar@d11.

General and administrative expenses decreased4bdr357% for the year ended December 31, 2012peoed to the year ended
December 31, 2011. The decreased expense ford2d0d@mpared to 2011 was primarily due to net chairgpayroll expenses related to our
restructuring efforts which have resulted in redubeadcount, and reduced office rent and officatedl expenses.

Interest expense decreased $1,543 or 16.2% in@)t@mpared to 2011. The decrease in intereshegps primarily attributable tc
decreased level of indebtedness during 2012 asaaupo 2011.

Other real estate expenses, net, represented lgstate taxes, property maintenance and miscellenacome not allocable to
specific operations, increased by $3,459 or 209di%he year ended December 31, 2012, compardtetpaar ended December 31, 2011. Th
increase in other real estate expenses for 201wirastrily attributable to $758 increase in Poimadarkway expenditures, loss from the sale
of consolidated joint venture property of $1,000itevoff of fixed assets of $746, a loss on redtiting of a note receivable of $532 and other,
offset in part by a decrease in our carrying cassociated with our non-core assets. Also contrigub the variance from 2011 were gains
recognized in the year ended December 31, 201teceta sales of impact fees and the sale of ayuéisement, and a gain recognized from al
adjustment made to the estimated developmentitiabil $860.

Income tax expense was provided for at an effe¢ixgate of 0.0% for the year ended December 312 2compared to 0.3% income
tax expense for the year ended December 31, 2B14ccordance with ASC 740, AV Homes evaluatedéferred tax assets quarterly to
determine if valuation allowances are required. A0 requires that companies assess whether \aiugtowances should be established
based on the consideration of all available evidarsing a “more likely than not” standard. Dur@p8, we established a valuation allowance
against our deferred tax assets. Our cumulatis® position over the evaluation period and the daiceand volatile market conditions
provided significant evidence supporting the nemdafvaluation allowance. During the year endeddbber 31, 2012, we recognized an
increase of $35,050 in the valuation allowance.oPfBecember 31, 2012, our deferred tax asset tialuallowance was $126,533. In future
periods, the allowance could be reduced basedffinisnt evidence indicating that it is more likelyan not that a portion of our deferred tax
assets will be realized. Reference is made tortbenhe Taxes note to the Consolidated Financiaé®iants included in Iltem 8 of Part Il of this
Report.

Fiscal Year 2011 Compared to Fiscal Year 2010

Net loss attributable to AV Homes for the year ehBecember 31, 2011, was $165,881 or ($13.33) @sictand diluted share
compared to net loss attributable to AV Homes &,$88 or ($3.07) per basic and diluted share ferygar ended December 31, 2010. The
increase in net loss for the year ended Decemhe2@®11, compared to the year ended December 30, ¥&s primarily due to impairment
charges of $112,732 taken in 2011 and the writ@bffoodwill in the amount of $17,215 in 2011, eff&n part by the write off in 2011 of
$4,388 related to the earnout agreement that vgaggiin connection with our purchase agreement 3t and decreased general and
administrative expenses in 2011 of $3,006 as coeapiar 2010.

Revenues from active adult operations increase2B$r 8.1% for the year ended December 31, 2Qirpared to the same perioc
2010. Expenses from active adult operations irsa@&10,130 or 24.1% for the year ended Decemhe031L, compared to the same peric
2010. The increase in revenues for fiscal yead 2@ds primarily attributable to a full year of dlags in 2011 from CantaMia which we
acquired on October 25, 2010, 28 more closing f8mfivita in 2011 versus 2010, offset in part byfé&er closing from Traditions in 2011
versus 2010. The increase in expenses was pryntard to a full year of CantaMia closings which édahigher average cost of sales per unit
than our other active adult operations. Duringl20te recorded impairment charges in our activétagerations of $1,060 compared to $408
in 2010 from homes completed or under constructibine average sales price on closings from activdt siomebuilding operations during
2011 was $236 compared to $195 during 2010. Theage contribution margin on closings from actidalehomebuilding operations during
2011 was approximately 11% compared to approxim&@&e¥s during 2010. The decrease in average cartiito margins was attributable to
deterioration in margins from CantaMia and Solivjglus decreased closings from Traditions (whichegated higher than average
margins). Results from active adult operationduited divisional overhead allocated among sevemnalngunities and our amenity operations.
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Revenues from primary residential operations ireedab1,063 or 7.50% for the year ended Decembe2(@1l,, compared to the same
period in 2010. Expenses from primary residemrations increased $2,306 or 11.3% for the yedee December 31, 2011, compared to
the same period in 2010. The increase in revewassdue to a change in mix of homes closed, offfisgart by increased discounts on homes
closed in 2011 versus 2010. The increase in egganas due to a change in mix of homes closedin®tine year ended December 31, 2011,
we recorded impairment charges in our primary eggtid| operations of approximately $467 compareapproximately $252 for the year
ended December 31, 2010, from homes completedderuwonstruction. The average sales price onrgsdrom primary residential
homebuilding operations for 2011 was $242 comp&reéP19 for 2010. The average contribution madgirclosings from primary residential
homebuilding operations for 2011 was approximalélycompared to approximately (5%) for 2010. Thezéase in average contribution
margin was primarily due to the close out of comities that generated net contribution losses irD2@icluding Woods Landing, Rio Rico,
and Terralargo. Included in the results from priym@sidential operations are divisional overhelfmtated among several communities anc
amenity operations.

The amount and types of commercial and industridl@her non-core residential land sold vary frazanto year depending upon
demand, ensuing negotiations and the timing ottbgings of these sales. Revenues from commexoaindustrial and other land sales
increased $27,019 for the year ended December031,, Zompared to the year ended December 31, 2Dfing the year ended December
2011, we realized pre-tax profits of $3,632 on reses of $31,731 from sales of commercial, indusama other land. During the year ended
December 31, 2010, we realized pre-tax profits7 $7 on revenues of $4,712 from sales of commiemustrial and other land. Expenses
from commercial, industrial and other land saleseased $27,104 for the year ended December 31, 20inpared to the year ended
December 31, 2010. The increase in expenses wimitble to a higher basis in the land sold ia20ersus 2010.

Revenues from other operations decreased $553.2¥%630r the year ended December 31, 2011, comparte year ended
December 31, 2010. Expenses from other operatieaased $325 or 29.6% for the year ended Dece3ib@011, compared to the year
ended December 31, 2010. The decreases in revandesxpenses was primarily attributable to deectaslume of resale operations in
Solivita.

Interest income decreased $271 or 46.7% for thegreded December 31, 2011, compared to the yeadeDdcember 31, 2010. The
decrease was primarily attributable to the paybffestain notes receivable accounts in 2011 andedsed interest rates in 2011 as compar
2010.

General and administrative expenses decreased@8;t.7% for the year ended December 31, 20Ithpeaoced to the year ended
December 31, 2010. The decrease was primarilyectta our restructuring efforts. Interest expensesased $3,985 or 72.0% for the year
ended December 31, 2011, compared to the year éheleginber 31, 2010. The increase in interest esesas primarily attributable to the
increase in outstanding indebtedness during 20frpaced to 2010 as a result of our issuance of 7.80%s, and the increased interest rate i
the 7.50% Notes over our 4.50% Notes.

Other real estate expenses, net, represented lgstate taxes, property maintenance and miscellenacome not allocable to
specific operations, decreased by $1,445 or 46d@%hé year ended December 31, 2011, comparec tgettr ended December 31, 2010. The
decreases were primarily attributable to reductiongal estate taxes and property maintenancs esswell as an increase in miscellaneous
income. Also, during the year ended December 811 2we recognized a reduction in the Rio Rico twment liability and a corresponding
credit to other expenses in the amount of $794rinQuthe year ended December 31, 2010, we recodmizarges of $291. These charges to
the development liability were based on third-pantgineering evaluations. Also included in otlesl estate expenses for the year ended
December 31, 2011, were non-capitalizable experaditaf $221 compared to $324 for the year endee@mber 31, 2010, related to the
Poinciana Parkway.
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Based on our review of the Poinciana Parkway cagryalue during 2011, we determined the estimatadé undiscounted cash flo
of the Poinciana Parkway were greater than itg/aayrvalue, therefore no impairment losses werenaed during 2011. We did not recognize
an impairment loss in 2010 either.

Income tax expense was provided for at an effe¢ixgate of 0.3% for the year ended December @11 2compared to 1.0% income
tax benefit for the year ended December 31, 2@uxing the year ended December 31, 2011, we rezedran increase of $68,961 in the
valuation allowance against our deferred tax assk$sof December 31, 2011, our deferred tax asslegtion allowance was $91,483.

Liquidity and Capital Resources

Our primary business activities are capital inte@$n nature. Significant capital resources areiireg to finance planned active adult
and primary residential communities, homebuildingstruction in process, community infrastructuedlirsy expenses, new projects and
working capital needs, including funding of dehtvéee requirements, operating deficits and theyéagr costs of land.

Cash Flows

As of December 31, 2012, our cash and cash equigaietaled $79,815 compared to $124,316 as ofideee31, 2011. As of
December 31, 2012, total consolidated indebtedwass$105,402, including $5,402 carrying amountwf450% Notes, $55,500 carrying
amount of our 7.50% Notes, and $44,500 carryinguarhof our 7.50% Exchange Notes, compared to bmaiowings of $105,402 as of
December 31, 2011. Additionally, as of December2®12, we had $4,682 in restricted cash, of wBl613 is held to collateralize
outstanding letters of credit, as compared to & |B%estricted cash as of December 31, 2011.

Our operating cash flows fluctuate relative to skegus of development within existing communitegyenditures for land, new
developments and other real estate activities sateb of various homebuilding product lines witthinse communities and other development:
and to fund operating deficits.

For the year ended December 31, 2012, net cashius@érating activities amounted to $48,313, primao fund our operating
losses and to purchase land for the expansionradative adult segment. Net cash used by investitigities amounted to $4,387 due to the
purchase of property and equipment. Net cash peoMiy financing activities of $8,199 was attribuéato contributions from a joint venture
partner to acquire land, offset in part by paymentsithholding taxes related to restricted stagklistribution to a joint venture partner from
the sale of the assets of the joint venture, amd idsuance costs associated with our 7.50% Exehbloges.

For the year ended December 31, 2011, net cashusperating activities amounted to $17,568, prilpas a result of cash income
from homebuilding and land sales operations natdeufficient to cover our fixed expenses sucheamegal and administrative expenses,
interest, real estate taxes and HOA subsidiescaidt provided by investing activities amounted3d $3 due primarily to cash received from
investments in unconsolidated entities, offsetart py purchases of property and equipment. Nét pesvided by financing activities of
$23,209 was attributable to $95,373 net cash reddrom issuance of the 7.50% Notes, largely otfge$59,402 repurchase of the
4.50% Notes and $12,501 used for the payoff ol notes and other real estate notes. The JEN nete paid in full before their maturity,
which payment was made in the fourth quarter o0f1201

For the year ended December 31, 2010, net cashuspeérating activities amounted to $10,438, essalt of $7,840 used to
collateralize outstanding letters of credit and, %36 of cash used to fund operating losses. Offfigetiash used was $33,627 received in inc
tax refunds. Net cash used in investing activitie®unted to $33,422 due primarily to our investnérit33,303 (adjusted to reflect pro-rated
real estate taxes) in the JEN Transaction. Net aast by financing activities of $57,770 was atttitble to $57,681 used for the repayment of
borrowings of which $55,881 related to the paydffh® Amended Unsecured Credit Facility in May 2@b0described in Note G "Notes
Payable" to the Consolidated Financial Statemewtsded in Part Il of this Report.
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In 2006, we sold property we owned in Marion Coulprida to the Board of Trustees of the Intedngbrovement Trust Fund of the
State of Florida under threat of condemnation. Bk of the land was transferred in 2006 and thal ftlosing took place in 2007. These
transactions and subsequent correspondence withtdraal Revenue Service entitled us to defer ptrof income taxes of $24,355 from the
gain on these sales until we sell replacement ptppeovided we obtained qualifying replacementgendy for the Marion County property by
December 31, 2010. We believe that we acquiredogpiate replacement properties by December 310 20lthe Internal Revenue Service
determines in the future that some or all of thepprties acquired by us as replacement properig®tqualify as replacement properties, we
may be required to make an income tax paymentiptasest on the value of the portion of the prapsrtetermined not to qualify as
replacement property.

Financing
7.50% Notes and 4.50% Notes

On March 30, 2004, we issued $120,000 aggregateipal amount of 4.50% Notes in a private offerilmgerest is payable
semiannually on April 1 and October 1. The 4.50%e¥a@re senior, unsecured obligations and rank @gught of payment to all of our
existing and future unsecured and senior indebtsdritdowever, the 4.50% Notes are effectively subatdd to all of our existing and future
secured debt to the extent of the collateral segwsiich indebtedness, and to all existing and déutabilities of our subsidiaries.

Holders may require us to repurchase the 4.50%s\fotecash on April 1, 2011, April 1, 2014 and Adrj 2019; or in certain
circumstances involving a designated event, anééfin the indenture for the 4.50% Notes, holdeayg require us to purchase all or a portion
of their 4.50% Notes. We may, at our option, redder cash all or a portion of the 4.50% Notesrat ime on or after April 5, 2011. In each
case, we will pay a repurchase price equal to 160#teir principal amount, plus accrued and unpaierest, if any. On April 1, 2011, holders
of $41,637 principal amount of the 4.50% Notes eised their right to require us to repurchase th@% Notes. As of both December 31,
2012 and December 31, 2011, $5,402 principal amoiutfite 4.50% Notes remained outstanding.

On January 31, 2011, AV Homes and API enteredant@nderwriting Agreement with the Barclays Caplital. (the
“Underwriter”). Pursuant to the Underwriting Agreent, AV Homes agreed to issue and sell to the bhmiter, and the Underwriter agreed to
purchase for sale in an underwritten public offgri®100,000 aggregate principal amount of 7.50%ebletith an effective maturity date of
February 15, 2016. The 7.50% Notes were soldea@tiblic at a purchase price of 100% of the primicgmount plus accrued interest, if any,
from February 4, 2011.

On February 4, 2011, AV Homes completed the sathe.50% Notes in accordance with the termsetthderwriting
Agreement. The sale of the 7.50% Notes is regidtpursuant to a Registration Statement filed byHdmes with the SEC. Net proceeds to
AV Homes from the sale of the 7.50% Notes were axiprately $95,373 after deducting the underwritiegs of 4.25% and expenses of
approximately $377. We intend to use the procémeas the sale of the 7.50% Notes for general catgopurposes, including, without
limitation, the repayment of debt, including th&@P4 Notes, which notes may be put to AV Homes @nsto the terms thereof on each of
April 1, 2011, April 1, 2014, and April 1, 2019, called by AV Homes at any time on or after Apri®11, and potential new acquisitions of
real estate and real estate-related assets. Quodrgldl, 2011, we repurchased $17,765 principaluarnof the 4.50% Notes for approximately
$18,171. As of December 31, 2012, $5,402 princpadbunt of the 4.50% Notes remain outstanding.

The 7.50% Notes are governed by the Base Indeahdéhe First Supplemental Indenture, togethetrtienture, both dated as of
February 4, 2011, between AV Homes and WilmingtamsTFSB, as trustee, and include the followingnter

Interest: Interest on the 7.50% Notes is 7.50% per yeamlpe semiannually in arrears in cash on February 15 and Augjb of eacl
year, beginning on August 15, 20:

Conversion Holders may convert the 7.50% Notes into shafésoHomes’ common stock at any time on or priothe close of
business on the business day immediately precedenmaturity date. The 7.50% Notes are convertiblen initial conversion rate of 33.3333
shares of common stock per $1 principal amounh®f50% Notes (equivalent to an initial convergiane of approximately $30.00 per
share). The conversion rate, and thus the comresice, may be adjusted under certain circumsgrincluding upon the occurrence of a
“non-stock change of control” as such term is dedim the Indenture. Upon any conversion, sulifecertain exceptions, holders will not
receive any cash payment representing accruedrgraldlinterest.

Financial covenants The Indenture includes the following financiaveoants:
. until February 15, 2014, AV Homes will maintain,aittimes, cash and cash equivalents of not keess $20,000;

. until the second anniversary of the original issigadate of the 7.50% Notes, AV Homes' total cora#d indebtedness (as
“indebtedne?” is defined in the Indenture) may not exceed $151,
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. until the second anniversary of the original issigadate of the 7.50% Notes, AV Homes'’ total comsad indebtedness (as
“indebtedness” is defined in the Indenture) shatlexceed $50,000 at any time, excluding for puepay this covenant: (a)
the 7.50% Notes, and (b) any indebtedness withtanhadate after February 15, 2014, which indehtss does not provide
the holder with a unilateral put right prior to Feary 15, 2014

Repurchase Rightdolders of the 7.50% Notes have the right to reqlY Homes to repurchase the 7.50% Notes on Fepffar
2014; or upon the occurrence of a breach of artiefinancial covenants, a “fundamental change'téfsed in the Indenture), or an event of
default (as described in the Indenture).

Redemption RightAV Homes may, at any time on or after February2(8.4, at its option, redeem for cash all or aostipn of the
outstanding 7.50% Notes, but only if the last régubisale price of AV Homes’ common stock for 20mmre trading days in a period of 30
consecutive trading days ending on the tradingtadgre the date AV Homes provides the notice oénagtion to holders exceeds 130% of the
conversion price in effect on each such tradingatay certain other conditions described in the htae are met.

FASB ASC 470-20 requires the issuer of certain eotille debt instruments that may be settled it @asconversion to separately
account for the liability (debt) and equity (consien option) components of the instrument in a nearinat reflects the issuer’s nonconvertible
debt borrowing rate. ASC 470-20 requires bifumabf the instrument into a debt component thatiiglly recorded at fair value and an
equity component. The difference between theviaie of the debt component and the initial prosdeaim issuance of the instrument is
recorded as a component of equity. The excedsegbrincipal amount of the liability component oitercarrying amount and the debt issue
costs are amortized to interest cost using theastenethod over the expected life of a simildsility that does not have an associated equity
component.

The discount on the liability component of the 46bNotes is amortized using the effective interesthod based on an effective rate
of 7.50%, which was the estimated market intetast for similar debt without a conversion optiontbe issuance date. The discount was
amortized from the issuance date in 2004 througtil Ap2011, the first date that holders of theQ®6Notes could require us to repurchase the
4.50% Notes. The discount was fully amortized0A 2.

7.50% Senior Exchange Convertible Notes due 2016

During the year ended December 31, 2012, the Coyngatered into exchange agreements under whietiied $44.5 million in
aggregate principal amount of the Company’s 7.508te8| in exchange for its issuance of $44.5 mililoaggregate principal of new 7.50%
Senior Exchange Convertible Notes due 2016 (“7.50%hange Notes”). Following these transactions,SBHillion in aggregate principal
amount of the 7.50% Notes remained outstanding.
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The 7.50% Exchange Notes mature on February 1% a0d will pay interest semiannually at a rate.60% per year, beginning on
February 15, 2013. The 7.50% Exchange Notes hawgitaal conversion rate of 55.5555 shares of camrstock per $1 original principal
amount of notes (equivalent to a conversion pricapproximately $18.00 per share), subject to ddjasat in certain events. Unlike the 7.50%
Notes, the 7.50% Exchange Notes do not providetiigaholder may require the Company to repurchaes@ ton February 1!

2014. The cancellation of the existing put righthe 7.50% Notes extends the effective maturitg dathe 7.50% Exchange Notes to Febr
15, 2016.

Shares of the Company’s common stock, into whiehts0% Exchange Notes are convertible, have hesamwed for issuance by the
Company. The Company has the right to redeem.8@%4 Exchange Notes beginning February 15, 201r # that date, the 7.50%
Exchange Notes are redeemable, on one occasionupy the occurrence of certain events. The Cosnpas a right, but not an obligation,
to require holders to convert the 7.50% Exchangedim whole or in part if the closing price of t@mmon stock equals or exceeds 130% of
the conversion price then in effect for a specifiediod.

The Second Supplemental Indenture includes the fiaarcial covenants as those governing the 7.5@¥4$ except that the
outstanding 7.50% Exchange Notes, as well as 8% Notes, are excluded from the third covenatite Company may suspend the
operation of these financial covenants with respetiie 7.50% Exchange Notes under certain circamesss.

The Company has assessed the provisions of thés/E@hange Notes Base Indenture and Second Suppigméndenture and
concluded that the impact of any embedded derigdatures are not material as of December 31,, 2042vill be subject to further review
over the life of the 7.50% Exchange Notes.

Performance Bond:

Performance bonds, issued by third party entities used primarily to guarantee our performanatstruct improvements in our
various communities. As of December 31, 2012, ae ¢utstanding performance bonds of approximatéBi$We do not believe that it is
likely any of these outstanding performance bonillsoe drawn upon.

Poinciana Parkway

If funding for the Poinciana Parkway is not obtairaad construction cannot be commenced by Febdsgrg014, the counties have
no right to obtain damages or seek specific perdmra. Polk County’s sole remedy under its agreémigh API is to cancel its agreement
with API. With respect to Osceola County, if fungiand commencement of construction is not meg fiprtion of API’ s land in Osceola
County will become subject to Osceola County teadfbncurrency requirements applicable generalbtier home builders in the county and
(i) API will be required to contribute approximéte$1,900 towards the construction cost of certeffic improvements in Osceola County 1
we otherwise might have been obligated to builélad if we had not agreed to construct the Poireci@arkway.

Other

On October 13, 2008, our Board of Directors amentiedune 2005 authorization to purchase the 4.80%s and/or common stock
to allow expenditures up to $30,000, including $8e864 previously authorized. On October 17, 2088repurchased $35,920 principal
amount of the 4.50% Notes for approximately $28,ihtRiding accrued interest. On December 12, 2608Board of Directors amended its
June 2005 authorization to purchase the 4.50% Nuaté&r common stock to allow expenditures up 1,830, including the $1,888 remaini
after the October 2008 activities. During 2009,reeurchased $14,076 principal amount of the 4.Bl@fses for approximately $11,696
including accrued interest. As of December 31, 284 remaining authorization is $18,304.

Assuming that no additional significant adversengfes in our business occur, we anticipate the gatgecash on hand, cash flow

generated through homebuilding and related opersitind sales of commercial and industrial andrdémel will provide sufficient liquidity to
fund our business for 2013. (See “Executive Ovenaad Outlook” above.)
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Off-balance Sheet Arrangements

GAAP requires a variable interest entity (“VIE") be consolidated with a company which is the print@meficiary. The primary
beneficiary of a VIE is the entity that has bothtud following characteristics: (a) the power teedt the activities of a VIE that most
significantly impact the VIE’'s economic performarared (b) the obligation to absorb losses of the Wik could potentially be significant to
the VIE or the right to receive benefits from thiEE\that could potentially be significant to the VIEntities determined to be VIEs, for which
we are not the primary beneficiary, are accountedinder the equity method.

AV Homes’ variable interest in VIEs may be in tloerh of (1) equity ownership, (2) contracts to pash assets and/or (3) loans
provided by AV Homes to a VIE. We examine spedifiteria and use judgment when determining if AVniis is the primary beneficiary o
VIE. Factors considered in determining whether veethe primary beneficiary include risk and rewshdring, experience and financial
condition of other partner(s), voting rights, inveinent in day-to-day capital and operating decsitevel of economic disproportionality
between AV Homes and the other partner(s) and actstto purchase assets from VIEs.

We participate in entities with equity interestagang from 20% to 58.8% for the purpose of acqgidmd/or developing land in whi
we may or may not have a controlling interest. Ehestities are VIEs and our investments in thesities) along with other arrangements
represent variable interests, depending on theaomil terms of the arrangement. We analyze thetes when they are entered into or upol
a reconsideration event.

AV Homes shares in the profits and losses of thesensolidated entities generally in accordanch stownership interests. AV
Homes and its equity partners make initial or ongaiapital contributions to these unconsolidatedies on a pro rata basis. The obligation to
make capital contributions is governed by each nsclidated entity’s respective operating agreement.

During 2009 and 2008, we entered into various aetisns with unaffiliated third parties providingrfthe formation of LLCs; and we
subsequently sold developed and partially-develdged to each of the newly-formed LLCs. We acalimeminority ownership interest in
each of the LLCs and share in the management bf éfahe LLCs. AV Homes made contributions totgl$i35 and $138 to these
unconsolidated entities in 2012 and 2011, respelgtiv

As of December 31, 2012, these unconsolidatedentitere financed by partner equity and do not liaivd-party debt. In addition,
we have not provided any guarantees to theseemitiour equity partners.

Disclosure of Contractual Obligations
The following table reflects contractual obligatsoss of December 31, 2012:

Payments due by peric

Less than 1 More than
Contractual Obligations (: Total Year 1-3 Years 3—5 Years 5 Years

Long-Term Debt Obligation $ 105,40. $ - $ - $ 100,00( $ 5,40%(2)
Interest Obligations on Lo-Term Debt 26,17 7,748 15,48¢ 1,42¢ 1,52(
Operating Lease Obligatiol 1,03¢ 34C 39t 304 -
Capital Lease Obligatior 471 27¢ 19z - -
Purchase Obligatior— Residential Developmel 2,30( 2,30( - - -
Compensation Obligatior 50C 25C 25C - -
Other Long-Term Liabilities Reflected on the Balanc

Sheet under GAAP 37,42t 2,59( 3,38( 5,072 26,38
Total $ 173,31 $ 13,50: $ 19,70: $ 106,800 $ 33,30¢

(1) Excluded from this table are future costs relatethie Poinciana Parkway (described above) sincentirand amount of future costs ¢
currently estimatec

(2) Holders may require us to repurchase the 4.50% $&fiiecash on April 1, 2014 and April 1, 2019; ordertain circumstances involving
designated event, as defined in the indenturehi®rt50% Note:
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Long-term debt obligations represent:

. $55,500 outstanding under the 7.50% Notes; howéadders may require us to repurchase the 7.50%dN\wt February 15,
2014; or upon the occurrence of a breach of arnlifinancial covenants, a “fundamental changealefsed in the Note
Indenture, or an event of a default, as describeéle Note Indenture

. $44,500 outstanding under the 7.50% Exchange Nhted-ebruary 15, 2016.

. $5,402 outstanding under the 4.50% Notes; howdndders may require us to repurchase the 4.50%sNotecash on April
1, 2014 and April 1, 2019, or in certain circumsisinvolving a designated event, as defined irnrtienture for those Nott

Purchase obligations (residential development)asgamt purchase commitments for land developmentanstruction expenditures,
substantially for homebuilding operations that tet@ contracts for services, materials and supplidaich obligations generally relate to
corresponding contracts for sales of homes. Congpemsobligations represent compensation to exeesifpursuant to employment contracts.

Other long-term contractual obligations represkatdstimated cost-to-complete of certain utilitreprovements in areas within
Poinciana and Rio Rico where home sites have baldraad certain development obligations associaiéd CantaMia.

Effects of Inflation and Economic Conditions

Our operations have been negatively affected bgmdeconomic conditions. Reduction in real estataes, adverse changes in
employment levels, decreased consumer income arfileace, reduction in available financing and et rates may continue to result in
fewer sales and/or lower sales prices. Other ecanoomditions could affect operations (see “RisktBes”).

The weakening of the residential real estate mdr&etegatively impacted the homebuilding indusigce 2008, the market for
homes in the geographic areas in which our devedopsrare located was severely and negatively iregdany the dislocations in the financial
markets and the collapse or near collapse of nfimancial institutions. Unemployment has increasigghificantly and consumer confidence
continued to erode. We have experienced a signfificarease in the number of homes for sale odavai for purchase or rent through
foreclosures or otherwise. The price points at Whiese homes are available have put further dowhpi@ssure on our margins.

The housing market in the geographic areas in whighdevelopments are located continues to be camiped by an oversupply of
alternatives to new homes, including rental prapsrand investment homes available for sale, foseeks, and homes being sold by lenders.
We continue to manage our housing inventory letrelsugh curtailing land development, reducing hataets and reducing selling prices to
enable us to deliver completed homes.

Forward Looking Statements

Certain statements discussed in Item 1 (“Busine#tgin 3 (“Legal Proceedings”), Item 7 (“Managenigmiscussion and Analysis of
Financial Condition and Results of Operations”y] alsewhere in this Form 10-K constitute “forwaodking statements” within the meaning
of the Private Securities Litigation Reform ActX#95. Such forward-looking statements involve kn@md unknown risks, uncertainties and
other important factors that could cause the acasllts, performance or achievements of resultfter materially from any future results,
performance or achievements expressed or implieslibly forward-looking statements. Such risks, uaggies and other important factors
include, among others: the stability of certairafinial markets; disruption of the credit marketd eaduced availability and more stringent
financing requirements for commercial and residdmtiortgages of all types; the number of investat speculator resale homes for sale and
homes in foreclosure in our communities and ingbegraphic areas in which we develop and sell hpthesncreased level of unemployment;
the decline in net worth and/or of income of patdriuyers; the decline in consumer confidencefdfilare to successfully implement our
business strategy (including our intentions to foptimarily on the development of active adult camities in the future); shifts in
demographic trends affecting demand for activetaahd primary housing; the level of immigration angyration into the areas in which we
conduct real estate activities; our access to fimay construction defect and home warranty claichsinges in, or the failure or inability to
comply with, government regulations; the failurestecessfully integrate acquisitions into our besg) including our recent JEN Transaction
and other factors as are described in Item 1A KRiactors”) of this Form 18 At least 80% of active adult homes are intenfiledccupanc
by at least one person 55 years or older. Readeisaationed not to place undue reliance on anydad-looking statements contained herein,
which reflect management’s opinions only as ofdate hereof.
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ITEM 7A . QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

AV Homes is subject to market risk associated witanges in interest rates and the cyclical natiitleeoreal estate industry. A
majority of the purchasers of our homes financé fhrchases through thinggarty lenders providing mortgage financing or,ams extent, rel
upon investment income. In general, housing denmddpendent on home equity, consumer savings,cgmmgint and income levels and third-
party financing and is adversely affected by insesain interest rates, unavailability of mortgagaricing, increasing housing costs and
unemployment levels. The amount or value of dismnary income and savings, including retiremenetsssvailable to home purchasers can
be affected by a decline in the capital marketscttlations in interest rates could adversely afbectreal estate results of operations and
liquidity because of the negative impact on thedirogiindustry. Real estate developers are suljedrious risks, many of which are outside
their control, including real estate market comatii (both where our communities and homebuildirgratons are located and in areas where
our potential customers reside), changing demoggagunditions, adverse weather conditions and aatlisasters, such as hurricanes,
tornadoes and wildfires, delays in constructioresitiies, cost overruns, changes in government réguseor requirements, increases in real
estate taxes and other local government fees ahiltiy and cost of land, materials and labor, andess to financing. See Notes G and Q
("Notes Payable” and “Fair Value Disclosures”) be tConsolidated Financial Statements includedeim I8 of Part 11 of this Report. See Item
1A “Risk Factors” for further discussion of risks.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Management’s Report on Internal Control Over Finandal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting (as defined in Rules
13a-15(f) and 15d-15(f) under the Securities Exgleafsct of 1934, as amended). Under the supervesimhwith the participation of our
management, including our Chief Executive Officed &rincipal Financial Officer, we assessed theatiffeness of internal control over
financial reporting of AV Homes, Inc. and its subaries as of the end of the period covered byahisual report based on the framework in
“Internal Control—Integrated Frameworkissued by the Committee of Sponsoring Organizatidrike Treadway Commission. Based on the
assessment, our Chief Executive Officer and Praidiinancial Officer concluded that our internahtol over financial reporting was effect
as of December 31, 2012.

Ernst & Young LLP, an independent registered pusaticounting firm that audited the consolidatedritial statements of AV Homes,

Inc. and its subsidiaries included in this anneglort, has issued an attestation report on thetafémess of our internal control over financial
reporting. The attestation report follows this népo
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Report of Independent Registered Public Accountingrirm
The Board of Directors and Stockholders of AV HomesInc.

We have audited AV Homes, Inc. and subsidiariagernal control over financial reporting as of [@eter 31, 2012, based on crit
established in Internal Controlktegrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissibe
COSO criteria). AV Homes, Inc. and subsidiarieginagement is responsible for maintaining effedtiternal control over financial reportit
and for its assessment of the effectiveness ofriatecontrol over financial reporting included imetaccompanying ManagemenReport o
Internal Control over Financial Reporting. Our resgibility is to express an opinion on the comparngternal control over financial report
based on our audit.

We conducted our audit in accordance with the statsdof the Public Company Accounting Oversight ifq@nited States). Those stand:
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordgrar financial reporting, assessing the
that a material weakness exists, testing and etiafpthe design and operating effectiveness ofriratiecontrol based on the assessed risk
performing such other procedures as we considezeessary in the circumstances. We believe thahadit provides a reasonable basis fol
opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranaeliregthe reliability of financie
reporting and the preparation of financial statetmdor external purposes in accordance with gelyemicepted accounting principles
companys internal control over financial reporting inclgdiéose policies and procedures that (1) pertatheéanaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (2) provide reasonable assui
that transactions are recorded as necessary toitpgraparation of financial statements in accor@amith generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoasizations of management :
directors of the company; and (3) provide reasanalssurance regarding prevention or timely deteatiounauthorized acquisition, use
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or @ttmisstatements. Also, projections of
evaluation of effectiveness to future periods agexct to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, AV Homes, Inc. and subsidiaries mt@ined, in all material respects, effective ingroontrol over financial reporting as
December 31, 2012, based on the COSO criteria.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@wnited States), the consolids
balance sheets of AV Homes, Inc. and subsidiasesf ®ecember 31, 2012 and 2011, and the relatesbtidated statements of operations
comprehensive income (loss), equity, and cash flmwsach of the three years in the period endeckBéer 31, 2012 of AV Homes, Inc. :
subsidiaries, and our report dated March 15, 2@p8essed an unqualified opinion thereon.

/sl Ernst & Young LLI

Phoenix, Arizona

March 15, 2013
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Report of Independent Registered Public Accountindrirm
The Board of Directors and Stockholders of AV Horrles.

We have audited the accompanying consolidated balsimeets of AV Homes, Inc. and subsidiaries @eckmber 31, 2012 and 2011, and the
related consolidated statements of operations amgprehensive income (loss), equity and cash flawvgéch of the three years in the period
ended December 31, 2012. Our audits also inclugeditancial statement schedule listed in the Iratdtem 15(a)(2). These financial
statements and schedule are the responsibilityeo€ompany’s management. Our responsibility iscress an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those standard:s
require that we plan and perform the audit to abtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and digds in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managenenelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of AV Horr
Inc. and subsidiaries at December 31, 2012 and,201dLthe consolidated results of their operatantstheir cash flows for each of the three
years in the period ended December 31, 2012, ifoomity with U.S. generally accepted accountingipiples. Also, in our opinion, the relat
financial statement schedule, when considerediatioa to the basic consolidated financial statetm¢aken as a whole, presents fairly in all
material respects the information set forth therein

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), AV Homes, Inc.
and subsidiaries’ internal control over financigborting as of December 31, 2012, based on crigstiblished in Internal Control-Integrated
Framework issued by the Committee of Sponsoringa@mations of the Treadway Commission and our ttegetied March 15, 2013 expressed
an unqualified opinion thereon.

/sl Ernst & Young LLI

Phoenix, Arizona

March 15, 2013
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AV HOMES, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(in thousands, except per share amounts)

Assets

Cash and cash equivalel
Restricted cas

Land and other inventorie
Receivables, ne

Income tax receivabl

Property and equipment, r
Poinciana Parkwa

Investments in and notes receivable from unconatdiientitie:
Prepaid expenses and other as
Assets held for sale

Total Assets

Liabilities and Equity

Liabilities

Accounts payabl

Accrued and other liabilitie

Customer deposits and deferred rever
Earr-out liability

Estimated development liability for sold la
Notes Payabl

Total Liabilities

Equity

Common Stock, par value $1 per share Authorizéd@,000 shares Issued: 12,938,157 shares at
December 31, 2012 14,194,776 shares at Decemb2031

Additional paic-in capital

Retained earnings

Treasury stock: at cost, 110,874 shares at Dece®ih@012 and 1,252,274 at December 31, 2011
Total AV Homes stockholders' equ

Non-controlling interest
Total Equity
Total Liabilities and Equity

See notes to consolidated financial statements.
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December 31 December 31

2012 2011
$  7981F $  124,31¢
4,682 7,872
171,044 180,06
6,73C 7,72¢

1,297 1,29%
36,661 37,97¢

- 8,437

1,22( 845
10,777 10,44:
25,64¢ 30,07¢

$ 337,871 $ _ 409,05¢
$ 4,65¢ $ 3,357
12,97¢ 9,99¢
1,98¢ 1,611
32,974 34,04
105,407 105,40:
157,99¢ 154,41(
12,93¢ 14,19¢
262,36¢ 282,95:
(106,110 2,97¢
169,197 300,12;
(3,019) (45,92/)
166,172 254,19,
13,70¢ 449
179,87¢ 254,64¢

$ 337,877 $  409,05¢
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AV HOMES, INC. AND SUBSIDIARIES
Consolidated Statements of Operations and Compsaleemcome (Loss)
(in thousands, except per-share amounts)

For the year ended December

2012 2011 2010

Revenues
Real estate revenu $ 106,161 87,58: $ 57,25¢
Interest incomt 127 309 580
Other 1,19¢ 1,09C 1,29¢

Total revenue 107,48i 88,98: 59,13¢
Expenses
Real estate expens 111,121 101,50( 68,22(
Impairment charge 59,04: 129,94 660
General and administrative expen 16,14¢ 17,502 20,50¢
Change in fair value of contingent considera - (4,388 -
Loss on extinguishment of de 1,144 211 -
Interest expense 7,97% 9,51€ 5,531

Total expense 195,42¢ 254,28¢ 94,91¢
Income (Loss) from unconsolidated entities, net 259 (398) (276)
Loss before income taxe (87,683 (165,704 (36,057%)
Income tax (expense) benefit - (473) 375
Net loss and comprehensive loss (87,683 (166,177) (35,682)
Net (income) loss and comprehensive (income) lodsributable to non-controlling

interests in consolidated entities (2,552 296 574
Net loss and comprehensive loss attributable to A¥omes stockholders $ (90,235 (165,880 $ (35,109)
Basic and Diluted Loss Per Shar $ (7.19) (13.39) $ (3.07)

See notes to consolidated financial statements.
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Balance at January 1
2010

Issuance of common
stock in JEN
transactior

Issuance of restrictec
stock units and stot
units

Repurchase of
restricted stock to
satisfy employee
statutory minimum
withholding taxes

Amortization of
restricted stock uni
and stock unit:

Net loss
Balance at

December 31,
2010

Issuance of common
stock

Issuances of restricte
stock units and stot
units

Forfeiture of restricte:
stock

Repurchase of
restricted stock to
satisfy employee
withholding taxes

Amortization of
restricted stock unii
and stock unit:

Retirement of treasur
stock

Contributions
(distributions) from
non controlling
interests

Net loss
Balance at

December 31,
2011

Issuance of common
stock

Issuances of restricte
stock units and stot
units

Forfeiture of restricte:
stock

Repurchase of
restricted stock to
satisfy employee
withholding taxes

Amortization of
restricted stock uni

AV HOMES, INC. AND SUBSIDIARIES
Consolidated Statements of Equity
(dollars in thousands)

Common Stocl Additional Nonr-
Paic-in Controlling Retainec Treasury Stocl

Shares Amount Capital Interest Earnings Shares Amount
14,01391 $ 14,01 $ 286,09¢ $ 1,01¢ $ 211,37: (2,658,46) $ (78,93)
1,050,57. 1,051 18,64¢ - - - -
498,24! 49¢ (519 - - - -
- - - - - (3,645 (79
- - 1,44z - - - -
- - - (574) (35,109 - -
15,562,73 $ 15,56: $ 305,67: $ 444 % 176,26! (2,662,10) $ (79,010
4,93t 5 49 - - - -
365,50( 36& 3,691 - - - -
(293,179 (299 (3,819 - - - -
(35,38) (35) (22¢) - - - -
= z 1,85( - - - -
(1,409,83) (1,410 (24,269 - (7,417 1,409,83: 33,08t
- - - 301 - - -
- - - (29¢€) (165,88)) - -
14,194,77 $ 14,19t $ 282,95. $ 44¢ % 2,97: (1,252,27) $ (45,929
22,83¢ 23 177 - - - -
424,521 424 2,87¢ - - - -
(501,08, (501) (2,807 - - - -
(61,489 (62) (759) - - - -



and stock unit:
Retirement of treasur
stock
Contributions
(distributions) from
non controlling
interests
Net (loss) incomi
Balance at
December 31,
2012

- - 2,83¢ - - - -
(1,141,40) (1,149 (22,919 - (18,849) 1,141,40 42,90
- - - 10,70: - - -
- - - 2,55: (90,239 - -
12,938,15 $ 1293t $ 262,360 $ 13,70¢ $ (106,110 (110,879 $ (3,019

There are 10,000,000 authorized shares of $0.10sphre preferred stock, none of which are issued.

See notes to consolidated financial statements.
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AV HOMES, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(in thousands)

OPERATING ACTIVITIES
Net loss (including net loss attributable to -controlling interests
Adjustments to reconcile net loss to net cash (irgeprovided by operating activitie
Depreciation and amortizatic
Amortization of stock based compensat
Impairment of goodwil
Impairment of land and other inventor
Impairment of Poinciana Parkwi
Change in fair value of contingent considera
Change in estimated development liabi
Loss on extinguishment of de
Gain from write-off of 5.50% term bond
Loss on disposal of asse
Equity loss from unconsolidated entit
Distributions (return) of earnings from an uncoidated entity
Deferred income taxe
Changes in operating assets and liabilit
Restricted cas
Receivables, ne
Income tax receivabl
Land and other inventorie
Assets held for sal
Prepaid expenses and other as
Accounts payable, estimated development liabilitgt accrued and other liabiliti
Customer deposits and deferred revenues

NET CASH USED IN OPERATING ACTIVITIES

INVESTING ACTIVITIES

Investment in property and equipmi

Proceeds from sales of property and equipr

Return from (investment in) Poinciana Parkv

Investment related to JEN Transact

Investment in unconsolidated entit

Notes receivable from unconsolidated affilig

Return of capital from unconsolidated joint venture

NET CASH (USED IN) PROVIDED BY INVESTING ACTIVITIES

FINANCING ACTIVITIES

Proceeds from issuance of 7.50% Convertible N

Net proceeds from issuance of common s

Repurchase of 4.50% Convertible Ng

Principal payments of real estate borrowi

Payment of withholding taxes related to restrictgxtk and units withhel
Debt Issuance cos

Contributions from consolidated joint venture par

Distributions to consolidated joint venture partner

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES
(DECREASE) INCREASE IN CASH AND CASH EQUIVALENT
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

NON-CASH FINANCING ACTIVITIES
Notes, mortgage notes and other debt from the JiaNs&ctior

See notes to consolidated financial statements.

For the year ended December

2012 2011 2010
$ (87689 $ (166,17) $ (35,682
4,40¢ 3,762 4,794
3,034 1,85( 1,442

: 17,21¢ s
51,38« 112,73: 660
7,65¢ : s

- (4,38¢) 239

(927) 2,82t s
1,144 - ]

- (112) -

1,13( - -
(259) 398 276

- 357 (53)

3,19C 550 (7,729)
999 (1,295) 33,54¢

- 473 -
(40,576) 11,23 (6,300)
4,42¢ - -
(786) 4,42¢ (832
4,13t (680) (489)
374 (946) (317)
(48,319 (17,569) (10,439)
(4,421) (831) (53)
15C E :

- 15 30

- - (33,309)

(135) (139) (96)

- 3,66¢ -

19 458 -
(4,387) 3,17¢ (33,422)

- 100,00( -

- (59,40%) -

: (12,507) (57,68))

(821) (261) (89)
(1,689) (4,627) -
13,77¢ - -
(3,076) - -
$ 8,19¢ 23,20¢ (57,770
(44,50)) 8,814 (101,630
124,31¢ 115,50: 217,13:
$  79,81F 124,31¢ $  115,50:
$ : - $ 14,301




49




Table of Content

AV HOMES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012

(Dollars in thousands except per-share data)
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

We are engaged in the business of homebuildingnraamty development, and land sales in Florida andoha. Our residential

community development activities have been advemsiéécted in both markets, bringing developmenbwaf active adult and primary
residential communities to their lowest level iner@l years. We also engage in other real est#tgtas, such as the operation of amenities,
and the sale for third-party development of comna¢snd industrial land, which activities have alsen adversely affected by economic

conditions.

Principles of Consolidation and Basis of Presentain

The accompanying consolidated financial statemientade the accounts of AV Homes, Inc. (formerlyadar Holdings Inc.) and all
subsidiaries, partnerships and other entities iichivAV Homes, Inc. has a controlling interest (eotively “AV Homes”, “we”, “us”, “our” or
“the Company”). Our investments in unconsolidatetities in which we have less than a controllinggiast are accounted for using the equity

method. All significant intercompany accounts arahsactions have been eliminated in consolidation.

In the preparation of our financial statementsapply accounting principles generally acceptedhanWnited States (“GAAP”). The
application of GAAP requires management to makienasés and assumptions that affect the amountstezpim the financial statements and
accompanying notes. Accordingly, actual resultdddiffer from those reported.

JEN Transaction

During October 2010 (“the acquisition date”), wejaiced from entities affiliated with JEN Partneds@ (“JEN") a portfolio of real
estate assets in Arizona and Florida (the “JEN Jaefion”). The purchase price was approximateB,@®0, consisting of cash, stock and
promissory notes, plus an earn-out of up to $8jd@@mmon stock. Additionally, we agreed to reimgsudevelopment, construction and
operating expenditures made by JEN from Augus01p2to October 25, 2010, of approximately $3,600.

The assets and properties acquired in the JEN ac#oas include:

Arizona Assets:

. CantaMia- a 1,767unit active adult community located in the Estrélauntain Ranch Master Plan Community in Goody
Arizona. CantaMia is composed of three phase®chiober 2010, we acquired phase 1 consisting ofpa®ally or fully
developed lots, 29 houses under construction,raagon center, and a fully finished sales cersted an option for phases 2
and 3 consisting of 1,138 undeveloped lots. PRasas purchased in December 2011 for $6,000 andptien price for
phase 3 is approximately $3,600, of which $1,006 peaid during December 201

. Various Arizona Propertiesincludes 99 fully developed lots, 15 houses catgal or under construction and 16 developed
lots for which we had an option to acqui

. Joseph Carl Homes, LL(now known as Avatar Properties of Arizona, L@)Phoenix-based private home builder and the
developer of CantaMi:
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Florida Assets:

. Sharpe properties 445 acres located in Orange County, Florida, ased of 839 partially developed single-family and
townhome lots, a mu-family tract, and a tw-acre commercial sitt

The acquisition date fair value of the consideratransferred totaled $69,085, which consisted3®&00 in cash (including the
aforementioned $3,600), $19,698 in restricted comstock which resulted in the issuance of 1,0508##es subject to a two-year lock up
agreement, $12,000 of notes divided equally into $&,000 notes, one with a one-year maturity, Ardsecond with a two-year maturity and
contingent consideration (earn-out) of $4,149. lAsing, we entered into an earn-out agreementthétseller which provided for the payment
of up to $8,000 in common stock (up to 420,168 e$lardepending upon the achievement of certairedgipon metrics related to the
CantaMia project by December 31, 2014. We estimtitedair value of the earn-out using a probabilitgighted discounted cash flow model.
This fair value measurement was based on a diseduatsh flow and thus represented a Level 3 measuiteas defined in Accounting
Standards Codification ("ASC") 820 (see Note Q).oA®ecember 31, 2010, there were no significaanges in the range of outcomes of the
earn-out compared to the acquisition date, an@dahne-out liability increased to $4,388 as a resdn increase in AV Homestock price as ¢
December 31, 2010, compared to the acquisition datBecember 31, 2012 and December 31, 2011, wWerpsed an analysis of the value of
the earn-out (in terms of the agreement) and détexdrthe fair value to be $0.

Legal and accounting expenses incurred for the TENsaction were approximately $1,800 and are deluin general and
administrative expenses in the Consolidated StateofeOperations and comprehensive income (losshiyear ended December 31, 2010.

The following table summarizes the estimated falugs of the assets acquired and liabilities asdurhéhe acquisition date:

October 25,
2010
Land and other inventori $ 57,82¢
Less: Net liabilities assumed (5,959
Net identifiable assets acquir $ 51,87(
Goodwill 17,21¢
Net assets acquire $ 69,08t

Included in our consolidated statement of operatemd comprehensive income (loss) from the acepisitate to the period ending
December 31, 2010, are revenues of $4,408 andslag$1,025 from the operations related to thetass®l properties acquired in the JEN
Transaction.

The following represents the pro forma consolidat@tdement of operations as if the JEN Transat¢tamhbeen included in the
consolidated results of AV Homes for the entireryaading December 31, 2010:

2010
Total revenue: $ 66,11:
Net Loss $ 37,61¢

Mr. Joshua Nash, our Chairman of the Board of Dines; and Mr. Paul Barnett, a member of our Bodiditectors, in the aggregate
own a 1.5% indirect limited partnership interesthia JEN affiliates from which we purchased thevabassets. Neither Mr. Nash nor Mr.
Barnett voted on the JEN Transaction.

Cash and Cash Equivalents and Restricted Cash

We consider all highly liquid investments purchasétth an initial maturity of three months or lessite cash equivalents. As of
December 31, 2012, our cash and cash equivalemé&simeested primarily in money market accounts thag¢st in U.S. government
securities. Due to the short maturity period & tlash equivalents, the carrying amount of thesteliments approximates their fair values.
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Our cash items that are restricted as to withdrawakage include deposits of $4,682 and $7,8% Becember 31, 2012 and 2011,
respectively. The balance as of December 31, B0é@mprised primarily of $3,613 on deposit withikank, N.A. to collateralize letters of
credit, $477 in land escrow accounts and $554 obimy deposits from customers that will becomelakg when the housing contracts close.

Receivables, net

Receivables, net includes amounts in transit orfrhra title companies for house closings; membershies related to our amenity
operations; and contracts and mortgage notes ideirom the sale of land.

Income Tax Receivable

Income tax receivable consists of tax refunds weeeikto receive within one year. As of December2Bll2 and 2011, there was
$1,293 and $1,293, respectively, of income taxivetdes. We did not receive any income tax refushaiing 2012.

Land and Other Inventories

Land and Other Inventories are stated at cost sittesasset is determined to be impaired, in wbaste the asset is written down to its
fair value. Land and Other Inventories include exdiires for land acquisition, construction, larevelopment and direct and allocated costs.
Land and Other Inventories owned and constructeastgiso include interest cost capitalized untiedepment and construction are
substantially completed. Land and development costsstruction and direct and allocated costs ss@aed to components of Land and Othe
Inventories based on specific identification oresthllocation methods based upon GAAP.

In accordance with ASC 360-1Broperty, Plant and Equipme(itASC 360-10"), we review our Land and Other Inwenigs for
indicators of impairment.

For assets held and used, if indicators are presenperform an impairment test in which the assetviewed for impairment by
comparing the estimated future undiscounted castsflo be generated by the asset to its carryihgev# such cash flows are less than the
asset’s carrying value, the carrying value is wnittlown to its estimated fair value. Generally, Yalue is determined by discounting the
estimated cash flows at a rate commensurate watimtierent risks associated with the asset anteceéstimated cash flow streams. The
discount rate used in the determination of faiuealanges between 15% and 28%, depending on tkeeo$tdevelopment. Assumptions and
estimates used in the determination of the estidfatteire cash flows are based on expectationstofdwperations and economic conditions
and certain factors described below. Changes sethesumptions could significantly affect the eaten of future cash flows which could
affect the potential for future impairments. Dudlte uncertainties of the estimation process, hotsalts could differ significantly from such
estimates.

For assets held for sale (such as completed spizeufeusing inventory), we perform an impairmeesttin which the asset is
reviewed for impairment by comparing the fair va(astimated sales prices) less cost to sell thet éséts carrying value. If such fair value |
cost to sell is less than the asset’s carryingejaghe carrying value is written down to its esti@tbfair value less cost to sell.

We evaluate our Land and Other Inventories for immpant on a quarterly basis to reflect market ctbods including a significant
oversupply of homes available for sale, higherdtmgure activity and significant competition. Dhgithe years ended December 31, 2012 an
2011, our impairment assessment resulted in imgaitroharges of $1,63&mnd $1,527, respectively, which related to homespdeted or
under construction, and $49,749 and $107,981, ctisply, in impairment charges related to land deped and/or held for future developm:
or sale. As of December 31, 2012, other than #redland Other Inventories that we determined tonipaired and accordingly were written
down to fair value, and excluding homes completednaler construction, we had no other land andrattventories that had estimated
undiscounted cash flows within 25% of their cargyiralues. However, we can give no assurance thyafudire evaluations will not result in
further impairments given the real estate market Jlikelihood of increased competition within trgeaestricted segment as conditions impr
and other factors as more fully described below.
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Land and Other Inventories that are subject toseewefor indicators of impairment include our: kipusing communities (active adult
and primary residential, including scattered latsyl (ii) land developed and/or held for future depment or sale. A discussion of the factors
that impact our impairment assessment for thesgoaes follows:

Housing communitiedActivities include the development of active adarid primary residential communities and the opemnaif
amenities. The operating results and losses gekfiam active adult and primary residential comities during 2012, 2011 and 2010 inclt
operating expenses relating to the operation o&thenities in our communities as well as divisiomadrhead allocated among several
communities.

Our active adult and primary residential commusitiee generally large master-planned communiti€$anda and in Arizona.
Several of these communities are long term proj@cteand we have owned for many years. In revieveiagh of our communities, we
determine if potential impairment indicators eXigtreviewing actual contribution margins on homlesed in recent months, projected
contribution margins on homes in backlog, projeatentribution margins on speculative homes, avesaflng prices, sales activities and lo
market conditions. If indicators are present, th&ehis reviewed for impairment. In determiningreated future cash flows for purposes of the
impairment test, the estimated future cash flovessagnificantly impacted by specific community farst such as: (i) sales absorption rates; (ii)
estimated sales prices and sales incentives; Bnestimated cost of home construction, estimédaad development costs, interest costs,
indirect construction and overhead costs, andgelind marketing costs. In addition, our estimééare cash flows are also impacted by
general economic and local market conditions, cditige from other homebuilders, foreclosures andrdesed home sales in the areas in
which we build and sell homes, product desirabilitpur local markets and the buyers’ ability tdab mortgage financing. Our assumptions
are based on current activity and recent trendsiaactive adult and primary residential commusitiBhere are a significant number of
assumptions with respect to each analysis. Mattlgesfe assumptions extend over a significant nuiggars and the substantial number of
variables to these assumptions could significaaffigct the potential for future impairments.

Declines in contribution margins below those resdifrom our current sales prices and estimationfla@sult in future impairment
losses in one or more of our housing communities.

Land developed and/or held for future developmestaée: Our land developed and/or held for future developnoe sale represents
land holdings for the potential development of fatactive adult and/or primary residential commiesitcommercial and industrial uses. For
land developed and/or held for future developmersade, indicators of potential impairment incluat@nges in use, changes in local market
conditions, declines in the selling prices of sanéssets and increases in costs. If indicatorprasent, the asset is reviewed for impairment. |
determining estimated future cash flows for purgagfethe impairment test, the estimated future ¢msts are significantly impacted by
specific community factors such as: (i) sales gltsmm rates; (ii) estimated sales prices and datEntives; and (iii) estimated costs of home
construction, estimated land and land developmesiscinterest costs, indirect construction andloe&d costs, and selling and marketing
costs. In addition, our estimated future cash flanesalso impacted by general economic and locekehaonditions, competition from other
homebuilders, foreclosures and depressed homeisdtes areas where we own land for future develpimproduct desirability in our local
markets and the buyers’ ability to obtain mortgfigancing. Factors that we consider in determirthngappropriateness of moving forward
with land development or whether to write-off tieéated amounts capitalized include: our currenémtery levels, local market economic
conditions, availability of adequate resources thiedestimated future net cash flows to be genefabed the project.

Property and Equipment

Property and Equipment are stated at cost and dafios is computed by the straight-line methodrdte following estimated useful
lives of the assets: land improvements 10 to 2Bsydmiildings and improvements 8 to 39 years; aadhimery, equipment and fixtures 3 to 7
years. Maintenance and operating expenses of mguiputilized in the development of land are cdigitdl as land inventory cost. Repairs i
maintenance are expensed as incurred.
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Property and Equipment includes the cost of amemngiich as club facilities on properties ownedsyrhe cost of amenities includes
expenditures for land acquisition, constructiondl@evelopment and direct and allocated costspdPtypand Equipment owned and
constructed by us also includes interest cost necuturing development and construction.

Each reporting period, we review our Property agdifgment for indicators of impairment in accordamgth ASC 360-10. For our
amenities, which are located within our housing ramities, indicators of potential impairment am@itar to those of our housing communi
(described above) as these factors may impacthilitiydo generate revenues at our amenities oseawnstruction costs to increase. In
addition, we factor in the collectability and pdiahdelinquency of the fees due for our amenitids. of December 31, 2012 and 2011, no
impairments existed for Property and Equipment.

Poinciana Parkway

In December 2006, we entered into agreements wstte@a County, Florida and Polk County, Floridausito develop and construct
at our cost a 9.66 mile folane road in Osceola and Polk Counties beginnirigpinciana and connecting to the US17/US92 in Balintry to
be known as the Poinciana Parkway (the “Poinciar&way”). Once completed, the roadway will provaignificant relief to the currently
constrained roadway infrastructure that accommadate daily commuter traffic of Poinciana. ThidetWwill allow for continued growth in
residential, commercial, and employment in the Biaima community, all of which the Company believi## &id its sales and land values in
Poinciana. The Poinciana Parkway is to includela file segment to be operated as a toll road.hsive acquired right-of-way and federal
and state environmental permits necessary to aargire Poinciana Parkway. One additional persniequired for an interchange between th
Poinciana Parkway and US17/92 in Polk County winicist be accomplished prior to completing constaunctin the road.

On July 16, 2012, the Osceola County Commissiomaygal an agreement that is expected to facilitetedevelopment of the
Poinciana Parkway by Osceola County and its Exprag#\uthority. The agreement imposed a DecembeP312 deadline for the negotiat
and execution of a new public-private developmenéament among one of our wholly owned subsidigA&d, Osceola County, Polk County
and the newly formed Osceola County Expressway @titthfor construction and operation of the Poimeidarkway as an Osceola County-
owned toll road.

On October 15, 2012, a Development Agreement beedieetive among API, Osceola County, Polk Coumtgt the Osceola County
Expressway Authority which provides for the pulbfiitancing of the Poinciana Parkway by Osceola Cpant the Osceola County
Expressway Authority (the “Development AgreementThe Development Agreement calls for us to asalgpermits and plans to Osceola
County and to donate certain right-of-way parcledt will accommodate both the arterial and soutlsenmector facilities and other lands to
Osceola and Polk Counties. The Osceola Countydsspray Authority will be responsible for all desigdifications, construction
management and operation of that portion of PoiveciRarkway that is a part of the Osceola County&sgway Authority System. Polk and
Osceola counties will own and operate all artenabdway segments. The final funding package fontiremum two lane Poinciana Parkway
will be determined by Osceola County and the Osc€alunty Expressway Authority. Construction istamgent on such funding. Should the
decision be made to construct additional transfiortaapacity, i.e., four lanes, additional fundinij be identified and contributed by Osceola
County.

If funding for the Poinciana Parkway is not obtairaad construction cannot be commenced by Febdsgrg014, the counties have
no right to obtain damages or seek specific perémee. Polk County’s sole remedy under its agreemihtAPI is to cancel its agreement
with API. With respect to Osceola County, if fungdiand commencement of construction is not meg fiprtion of APl ’ s land in Osceola
County will become subject to Osceola traffic camency requirements applicable generally to otleené builders in the county and (ii) API
will be required to contribute approximately $1,96@ards the construction cost of certain traffiprovements in Osceola County that we
otherwise might have been obligated to build odfifrwe had not agreed to construct the Poinciearkway. We reviewed the recoverability
the carrying value of the Poinciana Parkway onartguly basis in accordance with authoritative actimg guidance. In the fourth quarter of
2012, we determined that the probability of pulllieding to occur is high, and as a result, we réedra non-cash charge of $7,659 related to
our expected transfer of mitigation credits caraedour books and the carrying value of contributgbt-of-way parcels. The remaining
mitigation credits' book value of $749 was reclsdito Prepaid Expenses and Other Assets on dant®sheet as of December 31, 2012.
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Non-capitalizable expenditures of $944 relatechtoRoinciana Parkway were expensed during 201Deaember 31, 2012, the
carrying value of the Poinciana Parkway is $0.

Goodwill

In accordance with ASC 350, we reviewed the cagyialue of goodwill and other intangible asseteah of our reporting units on
an annual basis as of December 31, or more frelyugmbdn the occurrence of certain events or sulisganhanges in circumstances, based
two-step impairment test. We considered our acth@t communities segment to be an individual répgmunit which is also an individual
operating segment. Goodwill acquired in businesshinations was assigned to the reporting unit ebgueto benefit from the synergies of the
combination as of the acquisition date. We condlutie business combination from the JEN Transadt@refited our active adult
communities reporting segment. The first step efithpairment test compared the fair value of eagonting unit with its carrying amount
including goodwill. The fair value of each repoginnit was calculated using the average of an imcapproach and a market comparison
approach which utilized similar companies as thasofor the valuation. If the carrying amount exdm fair value, then the second step of the
impairment test was performed to measure the anwfiarty impairment loss. The impairment loss wagmheined by comparing the implied
fair value of goodwill to the carrying value of ghwill. The implied fair value of goodwill represent the excess of the fair value of the
reporting unit over amounts assigned to its negtass

The determination of fair value utilized an evalomtof historical and forecasted operating resaiitd other estimates. Fair value
measurements are generally determined throughsthefuvaluation techniques that may include a disted cash flow approach, which
reflects our own assumptions of what market pardicts would use in pricing the asset or liability.

We monitored the actual performance of our repgrtinits relative to the fair value assumptions tsezlir annual goodwill
impairment test, including potential events andngfes in circumstance affecting our key estimatelsassumptions.

On October 25, 2010, we recorded goodwill of $13,24 a result of the JEN Transaction which wasatkx to our active adult
reporting segment. At September 30, 2011, we redettse full book value of the JEN earn-out liakilit the amount of $4,388. This led us to
determine that circumstances existed that wouldireais to perform an interim analysis of the goiidmn our books. We performed a
goodwill impairment test by comparing the fair v@lof the active adult reporting unit (the businasis for which the goodwill was assigned)
with its carrying amount including goodwill. We éethined that the fair value was less than the gagryalue of this reporting unit and further
determined that the goodwill should be fully writteff as of September 30, 2011, in the amount @&15. There was no remaining balanc
goodwill at December 31, 2012 and December 31, 2011

Revenues

In accordance with ASC 360, revenues from the s#lé®using units are recognized when the saleslased and title passes to the
purchasers. In addition, revenues from commeriidystrial and other land sales are recognizedliraf closing, provided the purchaser's
initial and continuing investment is adequate, fimgncing is considered collectible and there isigmificant continuing involvement.

Advertising Costs

Advertising costs are expensed as incurred. Foy#ars ended December 31, 2012, 2011 and 201éxtiihg costs totaled $2,907,
$2,537 and $1,357, respectively, and are includd®ieial Estate Expenses in the accompanying coasetidtatements of operations and
comprehensive income (loss).
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Warranty Costs

Warranty reserves for houses are established ter@stimated costs for materials and labor witlargdgo warranty-type claims to be
incurred subsequent to the closing of a houseeiRes are determined based on historical data thed elevant factors. We may have
recourse against subcontractors for certain clagiaing to workmanship and materials. Warrangerees are included in Accrued and Other
Liabilities in the consolidated balance sheets.

During the years ended December 31, 2012, 2012@hd, changes in the warranty reserve consisteofalfowing:

2012 2011 2010
Accrued warranty reserve, beginning of pel $ 537 477 % 458
Estimated warranty expen 774 453 517
Amounts charged against warranty reserve (762) (393) (498)
Accrued warranty reserve, end of period $ 549 537 $ 477

Income Taxes

Income taxes have been provided using the liabitigghod under ASC 74Mhcome Taxe§'ASC 7407). The liability method is used
in accounting for income taxes where deferred inetem assets and liabilities are determined basatifferences between financial reporting
and tax basis of assets and liabilities and aresared using the enacted tax rates and laws thaixpected to be in effect when the difference:s
reverse.

In accordance with ASC 740, AV Homes evaluatedéterred tax assets quarterly to determine if vanaallowances are
required. ASC 740 requires that companies assksther valuation allowances should be establislasddon the consideration of all
available evidence using a “more likely than na#inglard. Our cumulative loss position over thdwation period and the uncertain and
volatile market conditions provided significant@ence supporting the need for a valuation allowarm»ering 2012 and 2011 we recognizec
increase of $35,050 and $68,961, respectivelheénvaluation allowance. As of December 31, 2012 deferred tax asset valuation allowance
was $126,533. In future periods, the allowancdd:be reduced based on sufficient evidence indigetiat it is more likely than not that a
portion of our deferred tax assets will be realized

On October 25, 2010, we received notification friid Internal Revenue Service that our federal iretam returns for tax years 20!
2005, 2006 and 2009 were being examined. On Febfiia 2012, AV Homes agreed with the Internal RexeService’s Notice of Proposed
Adjustment to the 2009 net operating loss carryb@bks adjustment generated an income tax expeis£7@ for 2011 with a reduction in the
anticipated income tax receivable in the same amotie anticipated income tax receivable as ofdbdwer 31, 2012 is $1,293.

Any interest or penalties that have been asseadbe ppast have been minimal and immaterial tdfioancial results. In the event we
are assessed any interest or penalties in thesfui plan to include them in our statement of afi@ns and comprehensive income (loss) as
income tax expense.

In 2006, we sold property we owned in Marion Coullprida to the Board of Trustees of the Intedngbrovement Trust Fund of the
State of Florida under threat of condemnation. Bk of the land was transferred in 2006 and thal ftlosing took place in 2007. These
transactions and subsequent correspondence withtdraal Revenue Service entitled us to defer ptrof income taxes of $24,355 from the
gain on these sales until replacement propertglésgrovided we obtained qualifying replacementgenty for the Marion County property by
December 31, 2010. We believe that we acquiredogpiate replacement properties by December 310 20lthe Internal Revenue Service
determines in the future that some or all of th@pprties acquired by us as replacement properiemtiqualify as replacement properties, we
may be required to make an income tax paymentiptasest on the value of the portion of the prapsrtietermined not to qualify as
replacement property.
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Non-controlling Interest

AV Homes has consolidated certain LLCs, which dyals variable interest entities because we detexdhihat AV Homes is the
primary beneficiary. Therefore, the LLCs’ financg&htements are consolidated in AV Homes’ constdififinancial statements and the other
partners’ equity in each of the LLCs is recordedi@s-controlling interest as a component of comlsdéid equity. At December 31, 2012 and
2011, non-controlling interest was $13,704 and $4d$&pectively. The increase in non-controllingerast is attributable to capital
contributions of $13,779 and net income of $2,58%&et by distributions of $3,076 from these LLAsgidg the year ended December 31, 2!

Share-Based Compensation

The Amended and Restated 1997 Incentive and Cajgtalmulation Plan (2005 Restatement), as amer{thezl;Incentive Plan”)
provides for the grant of stock options, stock apfation rights, stock awards, performance awamdd,stock units to officers, employees and
directors of AV Homes. The exercise prices of ktogtions may not be less than the stock exchaluging price of our common stock on the
date of grant. Stock option awards under the lineeiPlan generally expire 10 years after the daggrant.

As of December 31, 2012, an aggregate of 1,128B8fes of our common stock, subject to certainshaients, were reserved for
issuance under the Incentive Plan, including ameagge of 371,024 options, restricted stock umits gtock units granted. There were 757,17
shares available for grant at December 31, 2012.

Retirement of Treasury Stock

In December 2011, we retired 1,409,832 sharesastiry stock. These shares remain as authorizekt simvever they are now
considered unissued. In accordance with ASC 5@&sguity” (“ASC 505"), the treasury stock retirement reedlin reductions to common
stock $1,410, treasury stock $33,086, retainediegs $7,411 and paid in capital $24,264. There maeffect on the total stockholders’
equity position as a result of the retirement.

In March 2012, we retired 1,141,400 shares of tngastock, which shares also remain as authorizédifissued. This treasury stock
retirement resulted in reductions to common stdcklg141, treasury stock of $42,905, retained ea$18,848 and paid in capital of $22,¢
There was no effect on the total stockholders’ gguosition as a result of the retirement

Repurchase of Common Stock and Notes

On October 13, 2008, our Board of Directors amentiedune 2005 authorization to purchase the 4.80%s and/or common stock
to allow expenditures up to $30,000, including $9¢864 previously authorized. On October 17, 2088repurchased $35,920 principal
amount of the 4.50% Notes for approximately $28,ihtRiding accrued interest. On December 12, 2608Board of Directors amended its
June 2005 authorization to purchase the 4.50% Nutefr common stock to allow expenditures up 1,&20, including the $1,888 remaini
after the October 2008 activities. In 2009, weurepased $14,076 principal amount of the 4.50% &fiteapproximately $11,696 including
accrued interest. No repurchases were made d2@ibgy or 2012. As of December 31, 2012, the remgiauthorization is $18,304.

Loss Per Share

We present loss per share in accordance with ASCE#nings Per Shar@' ASC 260"). Basic earnings (loss) per share is computec
by dividing net loss attributable to AV Homes stholders by the weighted average number of commarestoutstanding for the period.
Diluted earnings per share reflects the potentiatidn that could occur if securities or other t@tts to issue common stock were exercised c
converted into common stock or resulted in thedase of common stock that then shared in the eggrohAV Homes. In accordance with
ASC 260, the computation of diluted loss per sliar¢he year ended December 31, 2012 and 2011atidssume the effect of restricted stock
units, employee stock options, the 4.50% Notes®7t50% Notes because the effects were antiddlutiv
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The weighted average number of shares outstandioglculating basic earnings per share includesstheance of 122,388, 140,143
and 1,135,903 shares of our common stock for 2BA2] and 2010, respectively, due to the stock ésgueonnection with the JEN
Transaction in 2010, equity offering in 2009 asatiéed above, exercise of stock options, conversfamstricted stock units, stock units and
conversion of 4.50% Notes. Excluded from the wibdtaverage number of shares outstanding for 2121 and 2010 are 209,270, 439,000
and 537,267, respectively, restricted shares tiegasabject to vesting and performance requirem@ets Note K). In accordance with ASC 260,
nonvested shares are not included in basic earpigshare until the vesting and performance requénts are met.

The following table represents a reconciliatiorttef net loss and weighted average shares outstpfatithe calculation of basic and
diluted loss per share for the years ended DeceB8he2012, 2011 and 2010:

2012 2011 2010
Numerator .
Basic and diluted loss per share — net loss ataitde to AV Homes $ (90,235) $ (165,88) $ (35,10%)
Denominator
Basic and diluted weighted average shares 12,557,411 12,448,42. 11,455,46!

Recently Issued Accounting Pronouncements

In May 2011, the FASB issued ASU 2011-04, AmendmémtAchieve Common Fair Value Measurement andl@ssice
Requirements in U.S. GAAP and IFRSs (“ASU 2011-G4hjch provides a consistent definition of fair waland ensures that the fair value
measurement and disclosure requirements are siogtareen U.S. GAAP and International Financial Répg Standards (IFRS). The
guidance changes certain fair value measurementiplés and expands the disclosure requirementplarly for Level 3 fair value
measurements. The guidance was effective for Wmonary 1, 2012, to be applied prospectively. Topton of this ASU 2011-04 did not
have a material impact on our consolidated findrat&dements or disclosures.

In June 2011, the FASB issued ASU 2011-05, PreSentaf Comprehensive Income (*ASU 2011-05") whiglyuires the
presentation of comprehensive income in eithermailmoous statement of comprehensive income (lassyo separate but consecutive
statements. The guidance was effective for usaonakry 1, 2012. Our adoption of ASU 2011-05 didheote a material effect on our
consolidated financial statements or disclosures.

Comprehensive Income (LosS)

Net loss and comprehensive loss are the samedagreitrs ended December 31, 2012, 2011 and 2010.
NOTE B - REAL ESTATE REVENUES
The components of real estate revenues are asvfollo

For the year ended December

2012 2011 2010
Active adult communitie $ 43,03z $ 39,932 $ 36,94¢
Primary residentic 35,93¢ 15,27z 14,20¢
Commercial, industrial and other land s¢ 26,59t 31,731 4,712
Other real estate operations 598 646 1,38¢
Total real estate revenues $ 106,161 $ 87,58: $ 57,25¢
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During the year ended December 31, 2012, we rebjiretax profits of $8,014 on revenues of $26,58mfsales of commercial,
industrial and other land. During the year endedddnber 31, 2011, we realized pre-tax profits g8%3 on revenues of $31,731 from sales o
commercial, industrial and other land. During ylear ended December 31, 2010, pre-tax profits satas of commercial and industrial land
were $3,717 on aggregate revenues of $4,712 anhyptesses from other land sales were $4,721.

In December 2009, Frenchman’s Yacht Club Develgpgdr€ (“Frenchman’s”), a Florida limited liabilitgompany in which our
wholly-owned subsidiary, API, is the sole membefdsts interest in the proposed development knas/frrenchman’s Yacht Club to an
unrelated third party for cash and a purchase mangy of $4,208. The amount of cash we receivedhdidneet the criteria in authoritative
accounting guidance to record this sale underuth@écrual method of profit recognition. As a risthis transaction was accounted for under
the cost recovery method. Under the cost recovethaod, no profit is recognized until cash payméytshe buyer, including principal and
interest on the purchase money note due to us ésthke cost of the property sold. In the Frenchm#mansaction, since we sold the proper
a loss, in accordance with authoritative accoungmigiance we recognized the loss of approximatg|g® in full. The note receivable was
discounted by $1,291 to the fair value for purpademeasuring the loss on this transaction. Addilty, future interest cash receipts is
recorded as deferred income, and presented asieticrdto the note receivable until such time thatcumulative cash payments by the buyer
exceed AV Homes' book value in the property atttime of sale.

See “Business Segments” in Note P.
NOTE C - LAND AND OTHER INVENTORIES
Land and other inventories consist of the following

December 31

2012 2011
Land developed and in process of developr $ 86,931 $ 91,964
Land held for future development or s 53,52¢ 64,77:
Homes completed or under construct 30,56: 23,13¢
Other 24 196

$ 171,04« $ 180,06

Land developed and in process of development piiyrn@onsists of land, land development costs, edigitd interest and real estate
taxes associated with land undergoing improvemetivity. We may defer development activity if welieve such a deferral will result in
greater returns and/or maximize the economic perdoice of a community. Land held for future depetent or sale principally reflects land
and land development costs related to land whereldgment activity has been suspended. We mayesdsgevelopment activity due to
building permit moratoriums or regulatory restiacts, or on large land parcels that we plan to baildover several years and/or parcels that
have not yet been entitled. Homes completed oeuoadnstruction is comprised of costs associatéldl dmes in various stages of
construction and includes direct construction aldted land and land development costs.
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NOTE D - PROPERTY AND EQUIPMENT

Property and equipment and accumulated depreciatiosist of the following:

December 3:
2012 2011
Land and improvemen $ 19,122 $ 22,32¢
Buildings and improvemen 37,812 32,962
Machinery, equipment and fixtur: 9,87¢ 12,98¢
Amenities construction in progress - 1,484
66,80¢ 69,761
Less accumulated depreciation (30,148 (31,785

$ 36,661 $ 37,97¢

Amenities owned by AV Homes and which are not Hetdsale or future transfer to homeowners assaxiatare included in property
and equipment. The net book values of these aiesifé@xcluding amenities construction in progressie $34,330 and $35,245 as of
December 31, 2012 and 2011, respectively.

We review our Property and Equipment quarterlyifidicators of impairment in accordance with ASC-380 For our amenities,
which are located within our housing communitieslicators of potential impairment are similar togh of our housing communities
(described above) as these factors may impacthilitiydo generate revenues at our amenities oseawnstruction costs to increase. In
addition, we factor in the collectability and pdiahdelinquency of the fees due for our ameniti&here were no impairments of our amenities
in 2012, 2011, or 2010.

Depreciation charged to operations during 20121201d 2010 was $2,636, $2,837 and $3,091, respéctiv
NOTE E - ESTIMATED DEVELOPMENT LIABILITY FOR SOLDL AND

The estimated development liability consists prityaf utilities improvements in Poinciana and RRaco for more than 8,000 home
sites previously sold and is summarized as follows:

December 31

2012 2011
Gross estimated unexpended ct $ 3587¢ $ 37,10¢
Less costs relating to unsold home sites (2,905 (3,062)
Estimated development liability for sold land $ 32,972 $ 34,044

Charges associated with these obligations of ajpately $88, ($794) and $291 were recorded durldiit22011 and 2010,
respectively. Future increases or decreases tf fmrsconstruction material and labor, as welbter land development and utilities
infrastructure costs, may have a significant eftacthe estimated development liability.

NOTE F - VARIABLE INTEREST ENTITIES

GAAP requires a variable interest entity (“VIE") be consolidated with a company which is the primneficiary. The primary
beneficiary of a VIE is the entity that has bothtud following characteristics: (a) the power teedt the activities of a VIE that most
significantly impact the VIE’s economic performanaad (b) the obligation to absorb losses of the Wiat could potentially be significant to
the VIE or the right to receive benefits from thiEEthat could potentially be significant to the VIEntities determined to be VIEs, for which
we are not the primary beneficiary, are accountedifider the equity method.

AV Homes’ variable interest in VIEs may be in tloerh of (1) equity ownership, (2) contracts to pash assets and/or (3) loans
provided by the Company to a VIE. We examine djeciiteria and use judgment when determinindnd Company is the primary benefici
of a VIE. Factors considered in determining whethe are the primary beneficiary include risk aadiard sharing, experience and financial
condition of other partner(s), voting rights, inveinent in day-to-day capital and operating decsitevel of economic disproportionality
between the Company and the other partner(s) amtaots to purchase assets from VIEs.

60




Table of Content

We participate in entities with equity interestagang from 20% to 58.8% for the purpose of acqgidmd/or developing land in whi
we may or may not have a controlling interest. sehentities are VIEs and our investments in thasies, along with other arrangements
represent variable interests, depending on theactil terms of the arrangement. We analyze thestes when they are entered into or L
a reconsideration event.

Consolidation of Variable Interest Entities

During 2009, we entered into two separate agreesneitih unrelated third parties providing for thenfmtion of two LLCs. We
subsequently sold developed, partially-developetuardeveloped land to each of the newly formed aorgs for a combination of cash and
purchase money notes. We acquired a minority ostiiglinterest in each of the LLCs and participatthe management of each of the LLCs.
We also entered into land option contracts witls¢heewly formed LLCs. Under such land option cacts, we paid a specified option deposit
in consideration for the right, but not the obligat to purchase developed lots in the future atlprermined prices.

In May 2012, the Company entered into an agreemihtJEN Arizona 4, LLC to form a limited liabilitgompany, EM 646, LLC
(“EM 646"). The Company holds a 58.8% interesthie venture, which was organized for the purposgcqtiiring, entitling, developing,
and distributing specific sections of real propéotyated in Mesa, Arizona. The property was aaglin November, 2012, and will be
distributed to the partners at cost, once certaiitlements and development activities are comglete

We determined that these entities qualified as \WhBEh require consolidation by the entity deteretirio be the primary
beneficiary. As a result of our analyses, we loldriable interest in the VIEs through the purehm®ney notes, the land option contracts
and an economic interest in these LLCs. As of bem 31, 2012, our consolidated balance sheetsdac$32,659 in land and other
inventories from these LLCs. As of December 31,22®ur consolidated balance sheets included $3mlahd and other inventories and
$1,049 in property and equipment from these LLCs.

In January 2012, all of the real property ownedbg of our consolidated joint ventures was soldrtainrelated third party. The
net gain on this sale of approximately $2,731 iy frecognized and included as a component of @t bn our consolidated statement of
operations and comprehensive income (loss). Waeptdhe joint venture partner's 60% share ofitltieme, $1,639, on our consolidated
statement of operations and comprehensive incamsg)(hs a component of net income (loss) attribeitabnon-controlling interests in
consolidated entities.

In October 2012, all of the club and real propesyned by the remaining consolidated joint ventuas wold to an unrelated third
party. The net gain on this sale of approxima$dly339 is fully recognized and included as a corepbof net loss on our consolidated
statement of operations and comprehensive incomss)(l The joint venture partner's 60% share ofj#hie of approximately $803 is
presented on our consolidated statement of opesatind comprehensive income (loss) as a compohest mcome (loss) attributable to
non-controlling interests in consolidated entities.

AV Homes and its equity partners made initial ogaing capital contributions to these consolidatetities on a pro rata
basis. The obligation to make capital contribugi®@governed by each consolidated entity’s respmeoperating agreement.

As of December 31, 2012, these consolidated estitiEre financed by partner equity and do not hlivd-party debt. In addition, we
have not provided any guarantees to these entitiear equity partners. The assets of our VIEsardy be used to settle obligations of the
VIEs.

Unconsolidated Variable Interest Entities

We participate in entities with equity interestagang from 20% to 50% for the purpose of acquirmgl/or developing land in which
we do not have a controlling interest. We analhese entities when they are entered into or up@ea@nsideration event. All of such entities
in which we had an equity interest at Decembe2812 and 2011 are accounted for under the equithiode

AV Homes shares in the profits and losses of thesensolidated entities generally in accordanch stownership interests. AV

Homes and its equity partners make initial or ongaiapital contributions to these unconsolidateiies on a pro rata basis. The obligatior
make capital contributions is governed by each nsclidated entity’s respective operating agreement.
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Prior to 2010, we entered into various transactisitls unaffiliated third parties providing for tliermation of LLCs; and we
subsequently sold developed and partially-develdged to each of these entities. We acquired artyjnownership interest in each of the
LLCs and share in the management of each. We ematebutions totaling $135, $138 and $143 to awansolidated entities during 2012,
2011 and 2010, respectively.

At December 31, 2010 we had approximately $3,668roked as mortgages receivable from one of ournsaiwated joint
ventures. During 2011, these mortgages were pdidliin conjunction with two lot purchase transans the Company made from the JV.

As of December 31, 2012, these unconsolidatedentitere financed by partner equity and do not liave-party debt. In addition,
we have not provided any guarantees to theseemnttiour equity partners.

The consolidated condensed balance sheets of consalidated entities are:

December 31 December 31

2012 2011

Assets
Cash $ 53 $ 197
Land and other inventol 6,12¢ 6,92¢
Other assets 6 11
Total assets $ 6,18 $ 7,13¢
Liabilities and Partne’ Capital :
Accounts payable and accrued liabilit $ 83 $ 1,90(
Partner’ Capital of:

AV Homes 1,22( 84t

Equity partner 4,88z 4,391
Total liabilities and partners’ capital $ 6,18t $ 7,13¢

The consolidated condensed statements of operaifang unconsolidated entities for the years erldedember 31, are:

2012 2011 2010
Revenue: $ 1,84¢ 6,081 $ 507
Costs and expenses 1,19 5,76¢€ 1,213
Net gain/(loss) from unconsolidated entit $ 656 313 $ (706)
AV Homes’ share of loss from unconsolidated ertitie $ 259 (398) $ (276)
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NOTE G - NOTES PAYABLE

Notes payable are summarized as follows:

December 3.
2012 2011

Corporate

7.50% Convertible Notes, due 20 $ 55,50( 100,00(

7.50% Exchange Notes, due 2( 44,50( -

4.50% Convertible Senior Notes, due 2024 $ 5402 $ 5,402
Total $ 105,40: $ 105,40:
Corporate

7.50% Notes and 4.50% Notes

On January 31, 2011, the Company entered into aehimiting Agreement with the Barclays Capital I{tbe
“Underwriter”). Pursuant to the Underwriting Agreent, AV Homes agreed to issue and sell to the bhmiter, and the Underwriter agreed to
purchase for sale in an underwritten public offgri®100,000 aggregate principal amount of 7.50%eblofThe 7.50% Notes were sold to the
public at a purchase price of 100% of the princgrabunt plus accrued interest, if any, from Felydar2011.

On February 4, 2011, the Company completed thecdhee 7.50% Notes in accordance with the terms@fUnderwriting
Agreement. The sale of the 7.50% Notes is regidtpursuant to a Registration Statement filed byHdmes with the SEC. Net proceeds to
the Company from the sale of the 7.50% Notes wepecximately $95,373 after deducting the undermgitiees of 4.25% and expenses of
approximately $377. We intend to use the procémeas the sale of the 7.50% Notes for general catgopurposes, including, without
limitation, the repayment of debt, including th&@R6 Notes, which notes may be put to the Companguant to the terms thereof on each of
April 1, 2011, April 1, 2014, and April 1, 2019, called by the Company at any time on or after BprR2011, and potential new acquisition:
real estate and real estate-related assets. Quodreld, 2011, we repurchased $17,765 principaluarnof the 4.50% Notes for approximately
$18,171. As of December 31, 2012, $5,402 princpadbunt of the 4.50% Notes remain outstanding.

The 7.50% Notes are governed by the Base Indeahdéhe First Supplemental Indenture, togethelrtienture, both dated as of
February 4, 2011, between the Company and Wilmmg@toist FSB, as trustee, and include the followargns:

Interest: Interest on the 7.50% Notes is 7.50% per yeamlpe semiannually in arrears in cash on February 15 and Augjb of eacl
year, beginning on August 15, 20:

Conversion Holders may convert the 7.50% Notes into shafésoHomes’ common stock at any time on or priothe close of
business on the business day immediately precedenmaturity date. The 7.50% Notes are convertiblen initial conversion rate of 33.3333
shares of common stock per $1 principal amounh®f50% Notes (equivalent to an initial convergiane of approximately $30.00 per
share). The conversion rate, and thus the comresice, may be adjusted under certain circumsgrincluding upon the occurrence of a
“non-stock change of control” as such term is dediim the Indenture. Upon any conversion, sulifecertain exceptions, holders will not
receive any cash payment representing accruedrgraldlinterest.
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Financial covenants The Indenture includes the following financiaveaants:
. until February 15, 2014, the Company will maintaihall times, cash and cash equivalents of nesttleesn $20,000;

. until the second anniversary of the original issgadate of the 7.50% Notes, the Company’s totasaliatated indebtedness
(as“indebtedne¢ is defined in the Indenture) may not exceed $151,

. until the second anniversary of the original issgadate of the 7.50% Notes, the Company’s totasalistated indebtedness
(as “indebtedness” is defined in the Indenture)l stta exceed $50,000 at any time, excluding fompmses of this covenant:
(a) the 7.50% Notes, and (b) any indebtednessanitiaturity date after February 15, 2014, which ntdéness does not
provide the holder with a unilateral put right prio February 15, 201

Repurchase Rightiolders of the 7.50% Notes have the right to regthie Company to repurchase the 7.50% Notes onu&igbhi5,
2014; or upon the occurrence of a breach of arnliefinancial covenants, a “fundamental changet&fsed in the Indenture), or an event of
default (as described in the Indenture).

Redemption RightAV Homes may, at any time on or after February2(8l4, at its option, redeem for cash all or aostipn of the
outstanding 7.50% Notes, but only if the last régmbisale price of AV Homes’ common stock for 20mmre trading days in a period of 30
consecutive trading days ending on the tradingtddgre the date the Company provides the noticedgmption to holders exceeds 130% of
the conversion price in effect on each such tradangand certain other conditions described iritkdenture are met.

On March 30, 2004, we issued $120,000 aggregateipal amount of 4.50% Notes in a private offerilngerest is payable
semiannually on April 1 and October 1. The 4.50%e¥@re senior, unsecured obligations and rank @gught of payment to all of our
existing and future unsecured and senior indebtsdritéowever, the 4.50% Notes are effectively subatdd to all of our existing and future
secured debt to the extent of the collateral segwsiich indebtedness, and to all existing and déutabilities of our subsidiaries.

Holders may require us to repurchase the 4.50%s\fotecash on April 1, 2011, April 1, 2014 and Adrj 2019; or in certain
circumstances involving a designated event, anééfin the indenture for the 4.50% Notes, holdeayg require us to purchase all or a portion
of their 4.50% Notes. We may, at our option, reddéer cash all or a portion of the 4.50% Notesrat ime on or after April 5, 2011. In each
case, we will pay a repurchase price equal to 160#eir principal amount, plus accrued and unpaterest, if any. On April 1, 2011, holders
of $41,637 principal amount of the 4.50% Notes eised their right to require us to repurchase th@% Notes. As of both December 31,
2012 and December 31, 2011, $5,402 principal amoiutfite 4.50% Notes remained outstanding.

FASB ASC 470-20 requires the issuer of certain eotille debt instruments that may be settled it @asconversion to separately
account for the liability (debt) and equity (consien option) components of the instrument in a neatinat reflects the issuer’'s nonconvertible
debt borrowing rate. ASC 470-20 requires bifumaf the instrument into a debt component thatitally recorded at fair value and an
equity component. The difference between theviaie of the debt component and the initial prosdeaim issuance of the instrument is
recorded as a component of equity. The excedsegbrincipal amount of the liability component oitercarrying amount and the debt issue
costs are amortized to interest cost using thedatenethod over the expected life of a simildsility that does not have an associated equity
component.

The discount on the liability component of the 46bNotes is amortized using the effective interesthod based on an effective rate
of 7.50%, which was the estimated market intergst for similar debt without a conversion optiontbe issuance date. The discount was
amortized from the issuance date in 2004 througtil Ap2011, the first date that holders of theO86Notes could require us to repurchase the
4.50% Notes. The discount was fully amortized0A 2.
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7.50% Senior Exchange Convertible Notes due 2016

During the year ended December 31, 2012, the Coyngiatered into exchange agreements under whiehiried $44.5 million in
aggregate principal amount of the Company’s 7.508te8| in exchange for its issuance of $44.5 mililoaggregate principal of new 7.50%
Senior Exchange Convertible Notes due 2016 (“7.5%hange Notes”). Following these transaction§,%$million in aggregate principal
amount of the 7.50% Notes remained outstanding.

The 7.50% Exchange Notes mature on February 1% a0d will pay interest semiannually at a rate.60% per year, beginning on
February 15, 2013. The 7.50% Exchange Notes hawgiteal conversion rate of 55.5555 shares of camrstock per $1 original principal
amount of notes (equivalent to a conversion pricapproximately $18.00 per share), subject to ddjasat in certain events. Unlike the 7.50%
Notes, the 7.50% Exchange Notes doprovide that the holder may require the Compamgpurchase them on February 15,

2014. The cancellation of the existing put righthe 7.50% Notes extends the effective maturitg dathe 7.50% Exchange Notes to Febr
15, 2016.

Shares of the Company’s common stock, into whiehts0% Exchange Notes are convertible, have hesamwed for issuance by the
Company. The Company has the right to redeem.8@%4 Exchange Notes beginning February 15, 201r # that date, the 7.50%
Exchange Notes are redeemable, on one occasionupdy the occurrence of certain events. The Casnpas a right, but not an obligation,
to require holders to convert the 7.50% Exchange®im whole or in part if the closing price of t@mmon stock equals or exceeds 130% of
the conversion price then in effect for a specifiediod.

The Second Supplemental Indenture includes the §aarcial covenants as those governing the 7.5@¥4$\ except that the
outstanding 7.50% Exchange Notes, as well as 8% Notes, are excluded from the third covenatite Company may suspend the
operation of these financial covenants with respetiie 7.50% Exchange Notes under certain circamesss.

The Company has assessed the provisions of thés/E3@hange Notes Base Indenture and Second Suppizmypéndenture and
concluded that the impact of any embedded derigdatures are not material as of December 31,, 2042vill be subject to further review
over the life of the 7.50% Exchange Notes.

Maturities of notes payable at December 31, 20&2arfollows:

Total

2013 -
2014 -
2015 -
2016 $ 100,00((1)(2)
2017 -
Thereafter 5,402(3)

$ 105,40:

(1) Holders may require us to repurchase the 7.50% $§\fiiecash on February 15, 2014; or upon the ocence of a breach of any of
financial covenants, “fundamental change®dr in an event of default (as defined in the indemfor the 7.50% Notes); or we may (
the 7.50% Notes at any time on or after February2l84, according to restrictions defined in thddnture.

(2) Holders may require us to repurchase the 7.50% Bmgk notes upon the occurrence of a breach of &tfyedfinancial covenants,
“fundamental change” or in an event of default @efined in the indenture for the 7.50% ExchangeeBlotor we may call the 7.50%
Exchange Notes at any time on or after February208,4, according to restrictions defined in theantlre.

(3) Holders may require us to repurchase the 4.50% $&fdecash on April 1, 2014 and April 1, 2019; ordertain circumstance

involving a designated event, as defined in thermmtare for the 4.50% Notes; or we may call the %90otes at any time on or after
April 5, 2011.
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The following table represents interest incurratkriest capitalized, and interest expense for 28021 and 2010:

2012 2011 2010
Interest incurres $ 9,23¢ $ 9,95t $ 5,681
Interest capitalized (1,263 (439) (150)
Interest expense $ 7,97 $ 9,51€ $ 5,531

We made interest payments of $7,587, $6,136 arkV$3or the years ended December 31, 2012, 2012@h@, respectively.
NOTE H - EMPLOYEE BENEFIT PLANS

We have a defined contribution savings plan thaec®substantially all employees. Under this sgwiplan, we may contribute to the
plan based upon specified percentages of employelesitary contributions. We made no contributiemshe plan for the years ended
December 31, 2012, 2011 and 2010. Our Board afdiirs determined to not effect a matching contidGinuduring 2012 and 2011.
NOTE | - LEASE COMMITMENTS

We lease the majority of our administration an@salffices under operating leases that expirergingtimes through 2017. Rental
expense for the years 2012, 2011 and 2010 was $40809 and $1,086, respectively. The decreasnital expense in 2012 over 2011 is
primarily attributable to the lease terminationazsated with the closing of our corporate officedaral Gables, Florida. Minimum rental
commitments under non-cancelable operating leasef§@ecember 31, 2012, are as follows: 2013 - $80%94 - $422; 2015 - $164; 2016 -
$161; 2017 — $143; thereafter -$0.
NOTE J - ACCRUED AND OTHER LIABILITIES

Accrued and other liabilities are summarized ao¥od:

December 3:
2012 2011
Property taxes and assessm $ 439 $ 1,83¢
Interest 3,057 2,871
Accrued compensatic 960 2,653
Warranty reserv 549 537
Infrastructure obligation 6,042 -
Other 1,931 2,10z
$ 12,97¢ $ 9,99¢€

NOTE K - SHARE-BASED PAYMENTS AND OTHER EXECUTIVE C OMPENSATION
The Incentive Plan provides for the grant of stopkons, stock appreciation rights, stock awarésfggmance awards, and stock units

to officers, employees and directors of AV Homdse Exercise prices of stock options may not bethess the stock exchange closing price o
our common stock on the date of grant. Stock oieards under the Incentive Plan generally exfirgelars after the date of grant.
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Under the Incentive Plan, we granted performancsadaestricted shares to select executives. Vestiogntingent upon the
achievement of certain performance objectives, soihwehich are subjective in nature. Compensaticst far these awards is recognized over
the service period, and variable accounting isiegdpihere by the fair value of the award is remesseach reporting period until vesting
occurs.

As of December 31, 2012, an aggregate of 1,128B8fes of our Common Stock, subject to certainshajents, were reserved for
issuance under the Incentive Plan, including ameagde of 371,024 options, restricted stock umits gtock units granted. There were 757,177
shares available for grant at December 31, 2012.

During 2012, we granted 442,195 restricted stockrastricted stock units, which have a weightedaye grant date fair value of
$7.98 per share.

During the year ended December 31, 2012 and 20#&¢iqusly restricted stock of 160,327 and 175,324 ss, respectively, vested.
of December 31, 2012, there are 230,095 share=sstifated stock that are considered legally outstanbut are not considered outstanding for
accounting purposes until the vesting conditiomssatisfied in accordance with ASC 718.

Compensation expense related to share-based coatiperf®r the years ended December 31, 2012, 26d2610 was $3,034
(including $1,891 related to performance-basedes)a$1,796, and $1,352.

Under ASC 718, the fair value of awards of restdcstock and units which do not contain a spechiiedile price condition is based
on the market price of our common stock on the daggant. Under ASC 718, the fair value of restitstock awards which contain a
specified hurdle price condition is estimated aadhant date using the Monte-Carlo option valuatimdel. Under ASC 718, the fair value of
each stock option is estimated on the grant datgy uke Black-Scholes option-pricing model. Theuation models require assumptions and
estimates to determine expected volatility, expetife, expected dividend yield and expected risgdefinterest rates. The expected volatility
was determined using historical volatility of otock based on the contractual life of the award fikkfree interest rate assumption was bi
on the yield on zero-coupon U.S. Treasury strigh@taward grant date. We also used historical tda¢atimate forfeiture experience.

The significant weighted average assumptions uzethé years ended December 31, 2012, 2011 andgéfOas follows:

2012 2011 2010
Dividend yield 0% 0% 0%

47.40%: 40.24% 42.70%:
Volatility rate 61.25% 52.55% 49.5(%
Risk-free interest rat 0.17%-0.43%  0.15%-0.65%  0.35%-1.24%
Expected life (years 0.5(-4.08 0.2¢-4.41 1.¢-5.2
Weighted average fair value of units grar $ 798 $ 1165 $ 14.2¢

A summary of the status of the stock option agtifdtrr the years ended December 31, 2012, 2011 @hd & presented below:

2012 2011 2010

Weighted

Weighted Weighted Average

Stock Average Stock Average Stock Exercise

Options Exercise Prici Options Exercise Prici Options Price

Outstanding at beginning of ye 110,00C $ 25.0C 110,00C $ 25.0C 110,00C $ 25.0C
Exercisec - $ - - % - - $ -
Forfeited - 9 - - 5 - -9 i
Outstanding at end of year 110,000 ¢ 25.0C 110,000 ¢ 25.0C 110,00C $ 25.0C
Exercisable at end of year 110,000 ¢ 25.0C 110,000 ¢ 25.0C 110,00C $ 25.0C
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The weighted average remaining contractual lifsto€k options outstanding as of December 31, 2048,.2 years.

A summary of the restricted stock and stock urdtsvaty for the year ended December 31, 2012, éspnted below:

Weighted

Restricted Average
Stock and Grant Date

Stock Units Fair Value
Outstanding at beginning of ye 449,31((1) $ 11.3€
Grantec 442,198 $ 10.7¢
Exercisec (160,327 % 13.61
Expired/Forfeitec (501,083 % 8.28
Cancelled - $ =
Outstanding at end of ye 230,098 $ 15.3¢

(1) Restricted stock shares are considered legallytanting but are not considered outstanding for agding purposes until the vesti
conditions are satisfied in accordance with authative accounting guidanc

As of December 31, 2012, there was $2,488 of ugrized compensation expense related to unvesteaitted stock and restricted
stock units, which is expected to be recognized awseighted-average period of 1.5 years. As afdbeber 31, 2012, there was no
unrecognized compensation expenses related to sfiins.

Under a deferral program, non-management direatans elect to defer up to 50% of annual retaines,feemmittee fees and/or
chairperson fees, for which the director is cratlitéth a number of stock units based upon the etpprice of AV Homes’ common stock on
the due date of each payment. The number of soitk become distributable as shares of commork stpan the earlier of a date designated
by the individual director or the date of the irdival’'s separation from service as a director. skéek units were distributed to non-
management directors during the years ended Deae3ib2012, 2011 and 2010, respectively. The oudsitiey balance of stock units as of
December 31, 2012, 2011 and 2010 was 30,929, 2083 7,757, respectively.

NOTE L - INCOME TAXES
The components of income tax expense (benefithiyears ended December 31, 2012, 2011 and 28ldsdollows:

2012 2011 2010

Current
Federal $ - - % -
State - - -

Total current - -

Deferred
Federal - 473 (375)
State - - -

Total deferred - 473 (375)
Total income tax expense (benefit) $ = 473 $ (375)

On November 6, 2009, the Worker, Homeownership,Buglness Assistance Act of 2009 was enacted avtcahd amended Section
172 of the Internal Revenue Code to extend the ipexarcarryback period for offsetting certain npeoating losses (NOLS) against earning:
up to five years. Due to this enacted federalégislation, AV Homes carried back its 2009 NOL iagaearnings it generated in the five
previous years. As a result, AV Homes receiveedeifal tax refund of $33,627 during 2010.
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Deferred income taxes reflect the net tax effed¢enfporary differences between the carrying amooihéssets and liabilities for
financial reporting purposes and the amounts usethfome tax purposes. Significant componentdedérred income tax assets and liabilities
as of December 31, 2012 and 2011 are as follows:

2012 2011
Deferred income tax asst
Tax over book basis of land inventc $ 14,56 $ 14,524
Unrecoverable land development cc 6,622 6,965
Executive incentive compensati 1,09¢ 548
Net operating loss carry forwa 33,87z 19,98i
Impairment charge 74,551 56,97:
Other 5,42¢ 5,94¢
Total deferred income tax ass 136,13¢ 104,94
Valuation allowance for deferred tax assets (126,533 (91,487)
Net deferred income tax ass 9,60¢ 13,45¢
Deferred income tax liabilit
Book over tax income recognized on sale of the ®Pabperty (9,118; (22,899
Tax over book on 4.50% Convertible No (696) (767)
Book over tax basis of depreciable as: 211 207
Restricted stock - -
(9,603 (13,45¢)
Net deferred income tax liabilif $ - $ -

In accordance with ASC 740, AV Homes evaluatedéferred tax assets quarterly to determine if tanaallowances are
required. ASC 740 requires that companies assksther valuation allowances should be establislasddon the consideration of all
available evidence using a “more likely than na#inglard. Our cumulative loss position over thdwation period and the uncertain and
volatile market conditions provided significant@ence supporting the need for a valuation allowarmering 2012 and 2011 we recognize(
increase of $35,050 and $68,961, respectivelyhanvaluation allowance. As of December 31, 2012 deferred tax asset valuation allowance
was $126,533. In future periods, the allowancdd:be reduced based on sufficient evidence indigetiat it is more likely than not that a
portion of our deferred tax assets will be realized

In 2006, we sold property we owned in Marion Coutprida to the Board of Trustees of the Intedngbrovement Trust Fund of the
State of Florida under threat of condemnation. Bk of the land was transferred in 2006 and thal ftlosing took place in 2007. These
transactions and subsequent correspondence withtdreal Revenue Service entitled us to defer maytrof income taxes of $24,355 from the
gain on these sales until replacement propertglésgrovided we obtained qualifying replacementpemty for the Marion County property by
December 31, 2010. We believe that we acquiredogpiate replacement properties by December 310 20flthe Internal Revenue Service
determines in the future that some or all of th@pprties acquired by us as replacement properiemtiqualify as replacement properties, we
may be required to make an income tax paymentiptagsest on the value of the portion of the prapsrtietermined not to qualify as
replacement property.

No additional income tax benefits were generatethfthe exercise of share-based compensation da@ihg, 2011 and 2010.

A reconciliation of income tax expense (benefitjite expected income tax expense (benefit) atdtierél statutory rate of 35% for
each of the years ended December 31, 2012, 2012drfdis as follows:

2012 2011 2010
Income tax (benefit) expense computed at statuting $ (31,582 (57,899 $ (12,419
State income tax (benefit) expense, net of federaéfit (3,388; (6,527) (1,200
Adjustment to 2009 net operating loss carryk - - 795
Change in valuation allowance on deferred tax a: 35,05(C 68,961 12,10
Prior period adjustments charged to retained egsi - (4,044 -
Other (80) (30) 346
Income tax (benefit) expense $ = 473 $ (375)
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During 2010 and 2009, we received income tax paymefnnds of approximately $33,627 and $21,35eaesvely, related to taxak
losses generated during 2009 and 2008, respectiVeéty did not receive income tax payment refund20ibl or 2012.

On February 10, 2012, AV Homes agreed with therhaeRevenue Service'Notice of Proposed Adjustment to the 2009 netaijy
loss carryback. This adjustment generated an irdamexpense of $473 for 2011 with a reductiothéanticipated income tax receivable in
the same amount. The anticipated income tax rabihas of December 31, 2012 is $1,293.

NOTE M - COMMITMENTS AND CONTINGENCIES

We are involved in various pending litigation medtprimarily arising in the normal course of ousimgess. These cases are in variou
procedural stages. Although the outcome of thessttens cannot be determined, AV Homes believesptabable in accordance with ASC
450-20,Loss Contingenciesthat certain claims may result in costs and espsmstimated at approximately $258 and $275, wiaek been
accrued in the accompanying consolidated balaneetstas of December 31, 2012 and 2011, respectivalbilities or costs arising out of
these and other currently pending litigation areexpected to have a material adverse effect omuosiness, consolidated financial position or
results of operations.

Performance bonds, issued by third party entities used primarily to guarantee our performanatstruct improvements in our
various communities. As of December 31, 2012, ae dutstanding performance bonds of approximatk]§3R. We do not believe that it is
likely any of these outstanding performance bonillsoe drawn upon.

NOTE N - RESTRUCTURING

In July 2011, in response to the difficult opergtanvironment due to the downturn in the homebogdndustry, we undertook a
strategic planning effort to improve our marketifios and to reduce our operating costs. As alreduhis effort, in the third quarter of 2011,
we took further steps to reduce staffing, cut $adarand we negotiated a lease termination assdoveth the planned closing of our corporate
office in Coral Gables, Florida. Restructuring sasclude employee severance benefits, corporéitedéase exit costs, and other costs rel
to the closure of the Coral Gables office, andsaramarized below:

Twelve Months
Ended December 3

2011
Employee severance bene $ 697
Lease exit cost 952
Other 140
Total restructuring charges $ 1,78¢

The restructuring costs reflected in the aboveetabé included within general and administrativeemses in our Consolidated
Statements of Operations and comprehensive inctwsg) ( Liabilities for employee severance beneditaled $279 at December 31, 2011.
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NOTE O - OTHER MATTERS

At our community of Solivita, tax-exempt bond firtamg is utilized to fund and manage portions oflpuimfrastructure consisting
primarily of storm water management facilities,idege works, irrigation facilities, and water andstewater utilities. The bonds were issued
by the Poinciana Community Development District 8uihciana West Community Development District ({6®Ds"), independent special-
purpose units of county government, establishedogedating in accordance with Chapter 190 of theiéfh Statutes. The bonds are serviced
by non-ad valorem special assessments levied ¢aircelevelopable and developed property within\talj and the assessments constitute a
liability against the developable and developegprty and are intended to secure the CDDs’ aliitfneet bond servicing obligations. In
accordance with EITF 91-18ccounting for Special Assessments and Tax IncreRieancing, we record and pay the assessments on parce
owned by AV Homes when such assessments are fagdeterminable. The bonds are not a liabilitAgfHomes or any other landowner
within the CDDs but are obligations secured bylémel. For the developable and developed parcel$ldivies owns within the CDDs, AV
Homes pays the assessments until such parcelsldre/After a sale by AV Homes, AV Homes no longays the assessments on the parcel
sold and any future assessments become the relphionsi the new owner and its successors in tithtil the bonds are paid in full.

NOTE P - BUSINESS SEGMENTS
In accordance with ASC 288egment ReportindASC 280”), our current operations include thddoling segments: the
development, sale and management of active adutrzonities; the development and sale of primarydesgial communities; and the sale of

commercial, industrial or other land. In accordandgth ASC 280, our title insurance agency (whiahseld in July 2011) does not qualify as a
separate reportable segment and is included in€iGEiperations”.
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The following tables summarize our information feportable segments for the years ended Decemb&032, 2011 and 2010:

2012 2011 2010
Revenues
Segment revenu
Active adult communitie $ 43,032 $ 39,932 % 36,94¢
Primary residentic 35,93¢ 15,27z 14,20¢
Commercial and industrial and other land s. 26,59t 31,731 4,712
Other operations 598 932 1,48¢
106,161 87,86¢ 57,35k
Unallocated revenue
Interest incom 127 309 580
Other 1,19¢ 804 1,203
Total revenues $ 107,48 88,98 $ 59,13¢
Operating income (loss
Segment operating income (lo:
Active adult communitie $ (8,919 (12,187 $ (5,049
Primary residentie (9) (7,527) (6,284)
Commercial and industrial and other land s 8,014 3,632 3,717
Other operations 631 159 387
(283) (15,924 (7,227)
Unallocated income (expenst
Interest incom 127 309 580
Gain (loss) on extinguishment of de (1,149 (211) -
Equity loss from unconsolidated entit 259 (398) (276)
General and administrative expen (16,14¢) (17,502 (20,50¢)
Change in fair value of contingent considera - 4,38¢ -
Interest expens (7,973) (9,51€) (5,53))
Other real estate expens (5,113 (1,659 (3,099
Impairment of the Poinciana Parkw (7,659 - -
Impairment of goodwil - (17,21%) -
Impairment of land developed or held for future elepment (49,749 (107,987) -
Loss before income taxes $ (87,68%) (165,709 $ (36,057)
December 3:
2012 2011
Segment asset
Active adult communitie $ 89,79: $ 166,36¢
Primary residentic 56,951 41,18¢
Commercial and industrial and other land s. 30,09t 8,774
Poinciana Parkwa - 8,437
Assets held for sal 25,64¢ 30,07¢
Unallocated assets 135,38: 154,21(
Total assets $ 337,871 $ 409,05¢

(&) Our businesses are primarily conducted in the driftetes

(b) ldentifiable assets by segment are those assetarthased in the operations of each segn
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(c) No significant part of the business is dependephupsingle customer or group of custom

(d) The caption “Unallocated assets” under théetdbpicting the segment assets represents ttoevialy as of December 31, 2012 and 2011,
respectively: cash, cash equivalents and restrizast of $86,163 and $119,456; land inventoriek36f715 and $20,876 (a majority of
which is bulk land); property and equipment of $2,-and $845; investment in and notes from uncodiatdd entities of $1,220 and $845;
receivables of $4,661 and $7,584; and prepaid esqzeand other assets of $4,459 and $4,605. Nahe éfregoing are directly
attributable to a reportable segment in accordariteASC 280.

(e) There is no interest expense from active amutimunities, primary residential, and commeréraustrial and other land sales included in
segment operating income/(loss) for 2012, 2011201d.

() Included in segment operating profit/(loss) 8912 is depreciation expense of $2,069, $90 d7® $rom active adult, primary residential
communities and unallocated corporate/other, rasmde. Included in segment operating profit/(Ipfs 2011 is depreciation expense of
$2,167, $546 and $124 from active adult, primasjdential communities and unallocated corporatefotiespectively. Included in
segment operating profit/(loss) for 2010 is def@ton expense of $2,282, $552 and $257 from aetikdt, primary residential
communities and unallocated corporate/other, rasby.

(g) During fiscal year 2012, impairment lossesygproximately $1,620 and $15 reduced the carryaigevof the assets of active adult and
primary residential communities, respectively. iDgrfiscal year 2011, impairment losses of apprataty $1,060 and $467 reduced the
carrying value of the assets of active adult amahgry residential communities, respectively. Dgrfiscal year 2010, impairment losses
approximately $408 and $252 reduced the carryithgevaf the assets of active adult and primary egidl communities, respective

NOTE Q - FAIR VALUE DISCLOSURES

FASB ASC 820Fair Value Measurements and Disclosu(&SC 820"), provides guidance for using fair valieemeasure assets and
liabilities, defines fair value, establishes a feamork for measuring fair value under generally ateg accounting principles, expands
disclosures about fair value measurements, antlesttes a fair value hierarchy that requires artyetd maximize the use of observable inputs
and minimize the use of unobservable inputs wheasoméng fair value.

FASB ASC 820-10-65air Value Measurements and Disclosures — Overdltansition and Open Effective Date Information,
provides guidelines for making fair value measunetmenore consistent with the principles presemefiSC 820-10Fair Value Measuremen
and Disclosures - Overall This topic provides additional authoritative damce in determining whether a market is activieactive, and
whether a transaction is distressed; is applictbédl assets and liabilities (i.e. financial arahfinancial); and requires enhanced disclosures.

The accounting standards require that assets alnitities carried at fair value be classified amsttbsed in one of the following three
categories:

. Level 1: Fair value determined based on quotedketgrices in active markets for identical asseis liabilities.

. Level 2: Fair value determined using significabhservable inputs, such as quoted prices for siragaets or liabilities or
quoted prices for identical or similar assets abilities in markets that are not active, inputseotthan quoted prices that are
observable for the asset or liability, or inputattare derived principally from or corroborateddbservable market data, by
correlation or other mear

. Level 3: Fair value determined using significanbbservable inputs, such as discounted cash flavssmilar techniques.

The carrying value of cash and cash equivalengsiiceed cash, receivables and accounts payablexpyates the fair value due to
their short-term maturities.
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The majority of our non-financial instruments, whiaclude land and other inventories, Poincian&W®ay and property and
equipment, are not required to be carried at faiuer on a recurring basis. However, if certaiggering events occur such that a non-financial
instrument is required to be evaluated for impairtma resulting asset impairment would require thatnonfinancial instrument be recordec
the lower of historical cost or its fair value.

AV Homes'’ assets measured at fair value as of Dbeeidil, 2012, and gain (losses) for the year ebem@mber 31, 2012, on a
nonrecurring basis are summarized below:

Fair Value at
Fair Value December 31

Non-financial Assets/Liabilitie: Hierarchy 2012 Gains/(Losses
Homes completed or under construct Level3 $ 742€ $ (1,635,
Poinciana Parkwa Level3 $ - $ (7,659
Land and other inventorie Level3 $ 873 $ (46,887
Assets held for sal Level2 $ 25,64¢ $ (2,862

For assets held and used, if indicators are presenperform an impairment test in which the assetviewed for impairment by
comparing the estimated future undiscounted castsfto be generated by the asset to its carryihngevdf such cash flows are less than the
asset’s carrying value, the carrying value is wnittlown to its estimated fair value. Generallir,alue is determined by discounting the
estimated cash flows at a rate commensurate wétintierent risks associated with the asset antkceéstimated cash flow streams. The
discount rate used in the determination of faiueaiould range between 15 and 28% depending ostdlge of development. Assumptions
estimates used in the determination of the estidfatteire cash flows are based on expectationstofdwperations and economic conditions
and certain factors described below. Changesasethssumptions could significantly affect thenesties of future cash flows which could
affect the potential for future impairments. Doehe uncertainties of the estimation process ahctisults could differ significantly from such
estimates.

The carrying amounts and fair values of our finahitistruments at December 31, 2012 and 2011 ai@laws:

December 31, 201 December 31, 201
Carrying Carrying
Amount Fair Value Amount Fair Value
Cash and cash equivale $ 79,81t $ 79,81t % 124,31¢ $ 124,31¢
Restricted cas $ 468z $ 468z $ 787z $ 7,87z
Receivables, ne $ 6,73C $ 6,73C $ 7,72¢ $ 7,72¢
Income tax receivabl $ 1,29z % 1,292 % 1,29z $ 1,29¢
Notes, mortgage notes and other d
Corporate
7.50% Notes $ 100,00C $ 101,50C $ 100,00C $ 90,00(
4.50% Notes $ 5,40z $ 534z $ 540z $ 5,29t

In estimating the fair value of financial instrum&nwve used the following methods and assumptions:

Cash and cash equivalents and Restricted c@bkb:carrying amount reported in the consolidatddruz sheets for cash and cash equivalents
and restricted cash approximates their fair value.

Receivables, net and Income tax receivaThe carrying amounts reported in the consolidatddrte sheets for receivables, net and income
tax receivable approximates their fair value.

7.50%, 7.50% Exchange and 4.50% NotgsDecember 31, 2012 and 2011, the fair valuet®fA50% Notes, 7.50% Exchange Notes and
4.50% Notes are estimated, based on quoted oragstirmarket prices.
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NOTE R - QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized quarterly financial data for 2012 anti12i8 as follows:

2012 Quarte

First Seconc Third Fourth
Net revenue $ 26,71C  $ 18,96¢ $ 28,65z $ 33,15¢
Expense! 33,597 30,35/ 40,164 91,31«
Equity earnings (losses) from unconsolidated etiti (36) (43) (38) 376
Loss before income tax (6,923; (12,431 (11,550 (57,779
Less: Net loss attributable to non-controlling retts 1,52¢ (86) 33 1,077
Net loss attributable to AV Hom $ (8451 $ (11345 $ (11,583 $ (58,856
Loss per share
Basic and Diluted $ (0.68) $ (0.91) $ (0.92) $ (4.67)
2011 Quarte
First Seconc Third Fourth
Net revenue $ 12,212 $ 28,36¢ $ 14,70: $ 33,701
Expense: 22,30¢ 45,16: 135,70¢ 51,11Z
Equity earnings (losses) from unconsolidated extiti (128) 143 (341) (72)
Loss before income tax (10,224 (16,659 (121,343 (17,487)
Less: Net income (loss) attributable to -controlling interest: 127 128 132 (91)
Income tax expense - - (350) (123)
Net loss attributable to AV Homes stockhold $ (10,097) $ (16,5260 $ (121,56) $ (17,697)
Loss per share
Basic and Diluted $ (0.81) $ (1.33) $ (9.76) $ (1.42)
1. Quarterly and year-to-date computations ofgh@re amounts are made independently. Theref@eum of per share amounts for the
guarters may not agree with the per share amoantké year
2. During the first quarter of 2012, our impairrhemaluation resulted in total impairment charge$3428 which included $581 in
impairment charges for homes completed or undestoaction and $2,847 in impairment charges for ldedeloped and/or held for future
development
3. During the second quarter of 2012, our impait@aluation resulted in total impairment chargeS152 which related to impairment
charges for homes completed or under construc
4. During the third quarter of 2012, our impairrhewaluation resulted in total impairment charge$3)784, which included $807 in
impairment charges for homes completed or undestoaction and $2,977 in impairment charges for ldedeloped and/or held for future
development
5. During the fourth quarter of 2012, our impairmevaluation resulted in total impairment charge$51,679 which included $95 in

impairment charges for homes completed or undestoaction, $43,925 in impairment charges for lardedoped and/or held for future
development, and $7659 in impairment charges rklai¢he Poinciana Parkwe
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NOTE S - SUBSEQUENT EVENTS
None

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURES

None.
ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Principal Financial
Officer, we evaluated the effectiveness of ourldsare controls and procedures (as defined in RiBes15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (tkeH&nge Act”)) as of the end of the period covdredhis annual report. Based upon that
evaluation, our Chief Executive Officer and Priradipinancial Officer concluded that our disclosooatrols and procedures were effective as
of the end of the period covered by this annuabrriep

Internal Control Over Financial Reporting

During 2012, the Company completed a software cmiwe which encompassed both operational and finhreporting systems. Tl
new system was implemented by November 1, 2012vanldave evaluated the impact of this conversioi retates to the Company’s internal
controls.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Principal Financial
Officer, we have determined that except as disdiedm®ve, during the fiscal quarter ended Decembg2@12, there were no changes in our
internal control over financial reporting (as defihin Rules 13a-15(f) and 15d-15(f) under the ErgeaAct) that have materially affected, or
are reasonably likely to materially affect, ourimtal control over financial reporting.

See Part Il — Iltem 8. “Financial Statements andoBupentary Data” for “Management’s Report on In&i@ontrol over Financial
Reporting” and the “Report of Independent Registdtablic Accounting Firm”, as they relate to int@rnontrol over financial reporting,
incorporated herein by reference.

ITEM 9B. OTHER INFORMATION
None.
PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this Item is incorpaeby reference to our Proxy Statement for our 28di3ual Meeting of
Stockholders, which will be filed with the Secugitiand Exchange Commission no later than 120 dystlae end of the fiscal year coverec
this Form 10-K, or, alternatively, by amendmenthis Form 10-K under cover of Form 10-K/A no latiean the end of such 120 day period,

except for the information regarding the executffecers of AV Homes, which information is includ@dPart | of this Annual Report under
the heading “Executive Officers of the Registrant”.
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ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorpaeby reference to our Proxy Statement for our 28di3ual Meeting of
Stockholders, which will be filed with the Secugitiand Exchange Commission no later than 120 dtystlae end of the fiscal year coverec
this Form 10-K, or, alternatively, by amendmenthis Form 10-K under cover of Form 10-K/A no latiean the end of such 120 day period.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item is incorp@éby reference to our Proxy Statement for our 28di3ual Meeting of
Stockholders, which will be filed with the Secugitiand Exchange Commission no later than 120 dystlae end of the fiscal year coverec
this Form 10-K, or, alternatively, by amendmenthis Form 10-K under cover of Form 10-K/A no latiean the end of such 120 day period.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item is incorp@eby reference to our Proxy Statement for our 28dual Meeting of
Stockholders, which will be filed with the Secwegiand Exchange Commission no later than 120 dterstlae end of the fiscal year coverec
this Form 10-K, or, alternatively, by amendmenthis Form 10-K under cover of Form 10-K/A no latiean the end of such 120 day period.
ITEM 14, PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item is incorp@cby reference to our Proxy Statement for our 28dual Meeting of
Stockholders, which will be filed with the Secwegiand Exchange Commission no later than 120 dterstlae end of the fiscal year coverec
this Form 10-K, or, alternatively, by amendmenthis Form 10-K under cover of Form 10-K/A no latiean the end of such 120 day period.

PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(8)(1) Einancial Statements and Schedt:

See Item 8. "Financial Statements and Supplemedaig” of this report.

(a)(2) Financial Statements Schedu:

Schedule Il - Valuation and Qualifying Accounts

Schedules other than those listed above are oméiteck the information required is not applicatniés included in the financial statements or
notes thereto.
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Certificate of Incorporation, as amended and redtday 28, 1998 (filed as Exhibit 3(a) to Form 10e@the quarter
ended June 30, 1998 (File N-7616), and incorporated herein by referen

Certificate of Amendment of Restated Certificatérmforporation, dated May 26, 2000 (filed as Exhi@ga) to Form 10-
Q for the quarter ended June 30, 2000 (File I-7616), and incorporated herein by referen

Certificate of Ownership and Merger Merging AV Hasnéc., a Delaware corporation, with and into Avatoldings
Inc., a Delaware Corporation (filed as Exhibit 8Form 8-K dated February 15, 2012, and incorgar&ierein by
reference)

Amended and Restated By-laws as of February 1% #iléd as Exhibit 3.2 to Form 8-K dated Februaby 2012, and
incorporated herein by referenc

Indenture, dated March 30, 2004, between Avatadidgk Inc. and JPMorgan Chase Bank, in respectbob4
Convertible Senior Notes due 2024 (filed as Exhidltto Form 10-Q for the quarter ended March 8D42(File No. O-
7616), and incorporated herein by referen

Indenture, dated February 4, 2011, between Avatédikigs Inc. and Wilmington Trust FSB, as Trustiéled as Exhibit
4.1 to Form -K dated February 4, 2011, and incorporated hergireference)

First Supplemental Indenture, dated as of Febrda®p11, between Avatar Holdings Inc., and WilmargTrust FSB,
as Trustee (filed as Exhibit 4.2 to For-K dated February 4, 2011, and incorporated hergireference)

Global Note in the principal sum of $100,000,00&ted February 4, 2011 (filed as Exhibit 4.3 to F&i dated
February 4, 2011, and incorporated herein by rafare

Amended and Restated 1997 Incentive and Capitalyatation Plan (2005 Restatement) (filed as ExHibitl to Form
8-K dated May 24, 2005 (File No-7616), and incorporated herein by referen

2005 Executive Incentive Compensation Plan (filedEzhibit 10.2 to Form 8-K dated May 24, 2005 (file. 0-7616),
and incorporated herein by referenc

Form of Deferred Compensation Agreement for Non-Byge Directors' Fees (filed as Exhibit 10.1 torR@-K dated
June 13, 2005 (File No-7616), and incorporated herein by referen

Form of Non-Employee Director Amended and Rest&estricted Stock Unit Agreement (filed as Exhilfit3.to Form
1C-Q for the quarter ended June 30, 2009 (File I-7616), and incorporated by referenc

Option Agreement, dated October 20, 2006, betweetak Properties Inc. and The Nature Conservariley (s
Exhibit 10.1 to Form 1-Q for the quarter ended September 30, 2006 (FileC-7616), and incorporated by referenc
Employment Agreement, dated as of November 8, 2086yeen Avatar Holdings Inc. and Patricia Kimtkdétcher
(filed as Exhibit 10(bx) to Form 10-K for the yesmded December 31, 2006 (File No. 0-7616), inceaigak herein by
reference)

Restricted Stock Unit Agreement, dated as of Novengh 2006, between Avatar Holdings Inc. and Patkémball
Fletcher (filed as Exhibit 10(by) to Form 10-K fitve year ended December 31, 2006 (File No. 0-7646)rporated
herein by reference

Letter Agreement, dated as of November 8, 2006 ngdwatar Holdings Inc. and Patricia Kimball Fletclffiled as
Exhibit 10(bz) to Form 1-K for the year ended December 31, 2006 (File I-7616), incorporated herein by referenc
Poinciana Parkway Regulatory Agreement dated &eoémber 15, 2006 by and between Osceola Courdgsid&land
Avatar Properties Inc. (filed as Exhibit 10(caFmrm 10-K for the year ended December 31, 200@ (Rd. 0-7616),
incorporated herein by referenc

Poinciana Parkway Regulatory Agreement dated &eoémber 20, 2006 by and between Polk County, ddaind
Avatar Properties Inc. (filed as Exhibit 10(cb)Rorm 10-K for the year ended December 31, 200@ (Fd. 0-7616),
incorporated herein by referenc

Amendment to Avatar Holdings Inc. Amended and Redta997 Incentive and Capital Accumulation Plab0&
Restatement) (filed as Exhibit 10.1 to Form 8-Kedialune 4, 2007 (File No. 0-7616), and incorporatzein by
reference)

First Amended and Restated Poinciana Parkway RegylAgreement, dated as of July 25, 2008, by aetdiben
Avatar Properties Inc. and Osceola County, Flofiiled as Exhibit 10.1 to Form 8-K dated July 2908 (File No. O-
7616), and incorporated herein by referen

Transportation Concurrency Agreement, dated Decedhe?006, by and between Avatar Properties Ind.@sceola
County, Florida (filed as Exhibit 10.2 to Form 8eléted July 29, 2008 (File No. 0-7616), and incospedl herein by
reference)

Amendment to Transportation Concurrency Agreentated as of July 25, 2008, by and between Avaigpdtties Inc.
and Osceola County, Florida (filed as Exhibit 1@ %orm 8-K dated July 29, 2008 (File No. 0-76X8)d incorporated
herein by reference

First Amended and Restated Poinciana Parkway RegylAgreement, dated as of August 6, 2008, bylzetdieen
Avatar Properties Inc. and Polk County, Florid&e(fias Exhibit 10.1 to Form 8-K dated August 11020File No. 0-
7616), and incorporated herein by referen

Amended and Restated Restricted Stock Unit Agregndated December 22, 2008, between Avatar Holdimgsand
Patricia K. Fletcher (filed as Exhibit 10.4 to Fo8iK dated December 22, 2008 (File No. 0-7616), iandrporated
herein by reference

Amended and Restated Employment Agreement, datedriteer 22, 2008, between Avatar Holdings Inc. aatddia
K. Fletcher (filed as Exhibit 10.11 to Form 8-K ddtDecember 22, 2008 (File No. 0-7616), and inc@tead herein by
reference)

Amended and Restated Form of Deferred Compensatioeement for Non-Employee Directors' Fees (filedEahibit
10.97 to Form 1-K for the year ended December 31, 2008 (File -7616), and incorporated herein by referen



10.19 *1 First Amendment to Amended and Restated Employgreement, between Avatar Holdings Inc. and Pattdmball
Fletcher, dated October 26, 2009 (filed Exhibit840to Form 10-K for the year ended December 319280d
incorporated herein by referenc
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Second Amendment to Amended and Restated Employfggaement, dated August 25, 2010, between Avatar
Holdings Inc. and Patricia Kimball Fletcher (filad Exhibit 10.1 to Form 8-K dated August 25, 208ile(No. 0-7616),
and incorporated herein by referenc

Restricted Stock Unit Agreement, dated August 2802 between Avatar Holdings Inc. and Patricia KathBletcher
(filed as Exhibit 10.2 to Form-K dated August 25, 2010 (File Nc-7616), and incorporated herein by referen
Employment Agreement, dated as of October 22, 204tflyeen Avatar Holdings Inc., Avatar Properties,land Carl
Mulac (filed as Exhibit 10.79 to Form 10-K for tiiear ended December 31, 2010 (File No. 001-07381),
incorporated herein by referenc

Master Transaction Agreement, dated as of Octobe2@10, by and among Avatar Properties Inc., T@fest
Communities LLC, JEN JCH, LLC, Joseph Carl Muld¢ Stephen Adams and Sun Terra Communities, LLC
(collectively, “Sellers”), Avatar Holdings Inc., diJEN Partners, LLC (filed as Exhibit 10.80 to Fat@iK for the year
ended December 31, 2010 (File No. -07395), and incorporated herein by referen

Earn out Agreement, dated as of October 25, 2048nd among Avatar Holdings Inc., Avatar Properties, JEN |,
L.P. and JEN Residential LP (filed as Exhibit 10t8 Form 10-K for the year ended December 31, 2616 No. 001-
07395), and incorporated herein by referen

Voting Standstill and Lock-Up Letter Agment, dated as of October 25, 2010, by and ameatgr Holdings Inc.,
Avatar Properties Inc., JEN I, L.P. and JEN RedidéhP (filed as Exhibit 10.82 to Form 10-K forelyear ended
December 31, 2010 (File No. (-07395), and incorporated herein by referen

Registration Rights Agreement, dated as of Oct@bef010, by and among Avatar Holdings Inc., JENP, and JEN
Residential LP (filed as Exhibit 10.83 to Form 1(éf the year ended December 31, 2010 (File No-@&95), and
incorporated herein by referenc

Stock Award Agreement, dated as of October 25, 2B&8veen Avatar Holdings Inc. and Joseph Carl ®jul (filed
as Exhibit 10.2 to Form-K dated April 29, 2011 (File No. 0-07395), and incorporated herein by referen
Amended and Restated 1997 Incentive and Capitalhatation Plan (2011 Restatement) (filed as ExHibitl to Form
8-K dated June 7, 2011 (File No. (-07395), and incorporated herein by referen

Amended and Restated 2005 Executive Incentive Cosgtion Plan (2011 Restatement) (filed as Exhii2 1o Form
8-K dated June 7, 2011 (File No. (-07395), and incorporated herein by referen

Employment Agreement, dated as of June 15, 201ankybetween Avatar Holdings Inc. and Allen J. Asda (filed as
Exhibit 10.6 to Form 1-Q for the quarter ended June 30, 2011, and incatpdterein by referenct

First Amendment, dated as of August 8, 2011, tdBimployment Agreement, dated as of June 15, 20dttyden Avatar
Holdings Inc. and Allen J. Anderson (filed as Exhil.7 to Form 10-Q for the quarter ended June28Q1, and
incorporated herein by referenc

Stock Award Agreement, dated as of June 15, 20dtlyden Avatar Holdings Inc. and Allen J. Andersfiled as
Exhibit 10.8 to Form 1-Q for the quarter ended June 30, 2011, and incatpdterein by referenct

Employment Agreement, dated August 15, 2011, byaandng Avatar Holdings Inc., Avatar Properties bued Tina
Johnston (filed as Exhibit 10.1 to Form 10-Q fae tluarter ended September 30, 2011, and incorpdnatein by
reference)

Stock Award Agreement, dated August 15, 2011, l/l@@tween Avatar Holdings Inc. and Tina Johnstdedias
Exhibit 10.2 to Form 1-Q for the quarter ended September 30, 2011, amdpncated herein by referenc

Amended and Restated Employment Agreement, dafet@i@ber 29, 2011, by and among Avatar Holdings Weatar
Properties Inc. and Carl Mulac (filed as Exhibit3@& Form 10-Q for the quarter ended Septembe?@0], and
incorporated herein by referenc

Stock Award Agreement, dated September 29, 201ankybetween Avatar Holdings Inc. and Carl Muldedfas
Exhibit 10.4 to Form 1-Q for the quarter ended September 30, 2011, amdgocated herein by referenc

Second Amended and Restated Employment Agreemeget] $eptember 29, 2011, by and among Avatar Hyddimc.,
Avatar Properties Inc. and Patricia K. Fletchde¢fias Exhibit 10.5 to Form 10-Q for the quartedteshSeptember 30,
2011, and incorporated herein by referen

Stock Award Agreement, dated September 29, 201anbybetween Avatar Holdings Inc. and Patricia létdher (filed
as Exhibit 10.6 to Form -Q for the quarter ended September 30, 2011, amdpncated herein by referenc
Amended and Restated Employment Agreement, datewi@ber 29, 2011, by and among Avatar Holdings Keatar
Properties Inc. and Tina Johnston (filed as ExHiBi7 to Form 10-Q for the quarter ended Septer®3®e2011, and
incorporated herein by referenc

Amended and Restated Employment Agreement, efie€@izcember 31, 2011, by and between Avatar Holdings
and Allen Anderson (filed as Exhibit 10.97 to fol®-K for the year ended December 31, 20:

Stock Award Agreement, dated January 1, 2012, bybatween Avatar Holdings, Inc. and Allen Andergiied as
Exhibit 10.98 to form 1-K for the year ended December 31, 20:

Stock Award Agreement, dated January 1, 2012, bybatween Avatar Holdings, Inc. and Tina Johnsfibed(as
Exhibit 10.99 to form 1-K for the year ended December 31, 20:

Separation Agreement with Allen Anderson dated Maver 20, 2012

Separation Agreement with Patricia K. Fletcher d&eptember 25, 201

Offer letter to Dave M. Gomez dated September 202z

Subsidiaries of Registrant (filed herewit

Consent of Independent Registered Public Accourfing (filed herewith)

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002 (filed herewith
Certification of Principal Financial Officer purquao Section 302 of the Sarba-Oxley Act of 2002 (filed herewith
Certification of Chief Executive Officer required b8 U.S.C. Section 1350 (as adopted by Sectiono®@ite Sarbanes-



Oxley Act of 2002) (furnished herewitt

32.2 Certification of Principal Financial Officer reqeul by 18 U.S.C. Section 1350 (as adopted by Se@@6rof the
Sarbane-Oxley Act of 2002) (furnished herewitt

101.INS XBRL Instance Document.*

101.SCH XBRL Taxonomy Extension Schema.

101.CAL XBRL Taxonomy Extension Calculation Linkbase

101.DEF XBRL Taxonomy Extension Definition Linkbase.

101.LAB XBRL Taxonomy Extension Label Linkbase.

101.PRE XBRL Taxonomy Extension Presentation Linkbase

* These exhibits are incorporated by reference amadmfile with the Securities and Exchange Comrais:

**  Pursuant to Rule 406T of Regulation S-T, thederactive data files are deemed not filed or p&# registration statement or prospectus
for purposes of Sections 11 or 12 of the Securfigtsof 1933, are deemed not filed for purposeSadtion 18 of the Securities Act of
1934 and otherwise are not subject liability urttiese section

1 Management contract or compensatory plan or arraage
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS
AV HOMES, INC. AND SUBSIDIARIES

(Dollars in thousands)

Balance at  Charged to Balance at
Beginning of  Costs and Deduction/ End of
Period Expense! (Addition) Period
Year ended December 31, 20
Deducted from asset accour
Deferred gross profit on home site s¢ $ 5 §% - $ -8 5
Allowance for doubtful accoun 1,50¢ - 95 1,413
Valuation allowance for deferred tax assets 91,48: 35,05((4) - 126,53
Total $ 92,99¢ $ 35,05C $ 95 $ 127,95
Year ended December 31, 20.
Deducted from asset accour
Deferred gross profit on home site s¢ $ 22 % 21) $ 19 % 5
Allowance for doubtful accoun 1,217 421 (130) 1,50¢
Valuation allowance for deferred tax assets 22,522 68,961(4) - 91,48
Total $ 23,761 $ 69,38¢ $ (1490 $ 92,99¢
Year ended December 31, 20
Deducted from asset accour
Deferred gross profit on home site s¢ $ 22 3 - $ -8 22
Allowance for doubtful accoun 1,192 144(1) (119(3) 1,217
Valuation allowance for deferred tax assets 10,41¢ 12,105(4) - 22,522
Total $ 11,63 $ 12,247  $ (119) $ 23,761

(1) (Credit) charge to operations as an (increase) éase to revenue
(2) Charge to operations as an increase to real estamenses
(3) Uncollectible accounts written o

(4) In accordance with ASC 740, Avatar evaluates iferded tax assets quarterly to determine if valoatallowances are required. ASC 7
requires that companies assess whether valuatiowahces should be established based on the consile of all available evidence

using a “more likely than not” standard. During 280we established a valuation allowance againstaeferred tax assets. Based on our

evaluation during the year ended December 31, 2@@8;ecorded an additional valuation allowance atsiithe deferred tax assets
generated as a result of our net loss during ther ymded December 31, 2008. Our cumulative losiippoover the evaluation period ar
the uncertain and volatile market conditions pra&ddsignificant evidence supporting the need foalaation allowance. During the first
nine months of 2009, we recognized an increas®,6P2 in the valuation allowance. However due ®rlew federal tax legislation as
discussed above, we decreased the valuation allosveor the year ended December 31, 2009 by $9A48f December 31, 2009, our
deferred tax asset valuation allowance was $10,818ing the year ended December 31, 2010 we rezegran increase of $12,103 in
valuation allowance. As of December 31, 2010, afeded tax asset valuation allowance was $22,528#ing the year ended December
31, 2011 we recognized an increase of $68,961darvéttuation allowance. As of December 31, 2011 daferred tax asset valuation
allowance was $91,483. During the year ended Déesr81, 2012 we recognized an increase of $35,050a valuation allowance. As
of December 31, 2012, our deferred tax valuatidovedince was $126,533. In future periods, the allogeacould be reduced based on
sufficient evidence indicating that it is more likthan not that a portion of our deferred tax asseill be realized
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized.

AV HOMES, INC.

Dated: March 15, 201: By: /s/ Roger A. Creg

Roger A. Cregg, Director, President an
Chief Executive Officer (Principal Executive Offig¢

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Dated: March 15, 201: By: /s/ Roger A. Creg

Roger A. Cregg, Director, President an
Chief Executive Officer (Principal Executive Offig¢

Dated: March 15, 201: By: /s/ Tina M. Johnsto
Tina M. Johnston, Senior Vice Presid@nincipal Financial Officer and
Principal Accounting Office

Dated: March 15, 201: By: /s/ Joshua Nas
Joshua Nash, Director and Chairman of the B

Dated: March 15, 201: By: /s/ Allen J. Anderso
Allen J. Anderson, Directc

Dated: March 15, 201: By: /s/ Paul D. Barne
Paul D. Barnett, Directc

Dated: March 15, 201: By: /s/ Roger W. Einige
Roger W. Einiger, Directc

Dated: March 15, 201: By: /s/ Reuben S. Leibowit
Reuben S. Leibowitz, Direct

Dated: March 15, 201: By: /s/ Joel M. Simot
Joel M. Simon, Directo
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Exhibit 10.43
SEPARATION AGREEMENT

THIS SEPARATION AGREEMENT (this “ Agreement) is entered into on November 20, 2012, by and betweéé Homes, Inc
f/lk/a Avatar Holdings Inc. a Delaware corporation (the “ Compdiynd Allen Anderson (the * Executive.

WHEREAS , the Executive and the Company (each, a “ Paatyd together, the " Partié} are parties to an Amended and Res!
Employment Agreement dated as of December 31, 2B&1' Employment Agreemefi); and

WHEREAS , the Parties have agreed that the Executive’'s@ymmnt with the Company will terminate as of Decemb, 2012 (the “
Termination Daté); and

WHEREAS , the Parties wish to set forth herein their reipecrights and obligations in connection with tlegmination of th
Executive’s employment with the Company.

NOW, THEREFORE , based upon the mutual promises and conditiontair@d herein, the Parties agree as follows:

1. Termination of Employment.

The Executive’s employment as Chief Executive @ifishall terminate as of the Termination Date.

2. The Executives Entitlements.

In connection with the foregoing, and in accordani the applicable terms of the Employment Agreemthe Executive shall:

€) be paid any accrued and unpaid Base Saargdfined in the Employment Agreement) and vacaarned but
unused through the Termination Date, such paynoené tmade within 15 days following the Terminatidate;

(b) receive benefits under the Benefits Plasglé&dined in the Employment Agreement), on ternts@mditions set
forth in such plans; and

(c) as of the Termination Date vest in the fet&td stock subject to the Second Tranche (as eldfimthat certain Stock
Award Agreement, dated January 1, 2012 by and lestilee Company and the Executive — the "Stock Avdapeement”) to the extent
(expressed as a percentage) the applicable Perfoen@oals (as defined in the Stock Award Agreemgane been met as of the Termination
Date.




3. Mutual Release of Claims.

€) Release by the Executivelhe Executive, on his own behalf and on behalig heirs, executors, administrators
and legal representatives (collectively, the “ Exa@ Parties) hereby irrevocably and unconditionally releaaes forever discharges the
Company and its shareholders, employees, officedgdaectors (collectively, the * Company Partigfrom any and all claims, actions, causes
of action, rights, judgments, obligations, damaglesnands, accountings or liabilities of whatevedkor character (collectively, " Clainiy
whether known or unknown, whether now existing erdafter arising, that any Executive Party may heay have had, or may hereafter h
and that are based in whole or in part on factgthgr or not now known, existing prior to the Effee Date, regarding any matter whatsoever
including but not limited to any Claim based ond¥II of the Civil Rights Act of 1964; the Amerina With Disabilities Act; the Fair Labor
Standards Act; the Equal Pay Act; the Family andlivkd Leave Act; the Executive Retirement Incomeusity Act of 1974 (except as to
claims pertaining to vested benefits under empldareefit plans maintained by the Company); the @atianal Safety and Health Act; the
Worker Adjustment and Retraining Notification Attie National Labor Relations Act; the Immigratioaf&m and Control Act; all applicable
amendments to the foregoing acts and laws; and¢@amynon law, public policy, contract (whether oralaitten, express or implied) and tort
law, and any other local, state, federal or ford#yn, regulation or ordinance having any bearingisbever on the Executive’s employment
relationship with, and service as an employeeceffor director of, the Company, and the termimatibsuch relationship or service, or any
other matter whatsoever; providedowever, that this Agreement shall not release any righ&ntitiements of the Executive that arises under
or is preserved by this Agreement.

(b) Release by the Companyrhe Company, on behalf of itself and the Compaasties, hereby releases, acquits and
forever discharges the Executive and the Execltaugies from any and all Claims, whether knownmmown, whether now existing or
hereafter arising,at law or in equity, that any Company Party mayehamay have had, or may hereafter have, and thatesed in whole or in
part on facts, whether or not now known, existingmto the Effective Date, regarding any matteatgoever, other than claims based on the
Executive’s willful misconduct, fraud or gross necfl

4, Restrictive Covenants.

€)) Unauthorized DisclosureWithout the prior written consent of the Compaaycept to the extent required by an
order of a court having competent jurisdiction nder subpoena from an appropriate government agenashich event the Executive shall
his best efforts to consult with the Company pteoresponding to any such order or subpoena, tieelive shall not disclose any confidential
or proprietary trade secrets, customer lists, drgsjidesigns, marketing plans, management orgamzaformation (including but not limited
to data and other information relating to membéithe Board of Directors (the_* Boaf)l the Company, or any of its affiliates or to the
management of the Company or any of its affiligtepgrating policies or manuals, business planantial records, or other financial,
commercial, business or technical informatfgrrelating to the Company or any of its affiliates{ij that the Company or any of its affiliates
may receive belonging to customers or others whbudiness with the Company or any of its affiliatedlectively, “ Confidential Informatiot
") to any third Person (as defined below) unlesshdDonfidential Information has been previouslycltised to the public generally or is in the
public domain, in each case, other than by rea$timedExecutive’s breach of this Section 4(a).




(b) NonCompetition. For the twelve-month period commencing on theriieation Date (the “ Restriction Periéy
Executive shall not, directly or indirectly, ownyaimterest in, operate, join, control or participats a partner, shareholder, member, director,
manager, officer, or agent of, enter into the emiplent of, act as a consultant to, or perform amyises for any entity that is in competition
with the business of the Company or any of itdiafés within 200 miles of any jurisdiction in whithe Company or any of its affiliates is
engaged, or in which any of the foregoing has danted plans to become engaged of which Executis&hawledge as of the Termination
Date;_provided however, that it shall not be a violation of this Sectifb) if the Executive owns less than 5% (as a padavestment) in any
public company.

(c) NonSolicitation of Employees During the Restriction Period, the Executivellshat, directly or indirectly, for the
Executive’s own account or for the account of atheonatural person, partnership, limited liabiitympany, association, corporation,
company, trust, business trust, governmental aitghar other entity (each, a_* Perstnin any jurisdiction in which the Company or aafits
affiliates has commenced or has made plans to comenagperations during the Term (as defined in tiplByment Agreement]i) solicit for
employment, employ or otherwise interfere with tekationship of the Company or any of its affilistgith any natural person throughout the
world who is or was employed by or otherwise endageperform services for the Company or any oéffsiates at any time during the Term;
or (ii) induce any employee of the Company or any of fiiaiés to engage in any activity which the Exéeaiiis prohibited from engaging in
under any of this Section 4 or to terminate sucbleyee’s employment with the Company or such aifidi

(d) NonSolicitation of Business Relationshipuring the Restriction Period, the Executivellshat, directly or
indirectly, for the Executive’s own account or fbe account of any other Person, in any jurisdictiowhich the Company or any of its
affiliates has commenced or made plans to commepertions, solicit, interfere with, or otherwigteanpt to establish any business
relationship of a nature that is competitive whie business or relationship of the Company or diitg affiliates with any Person throughout
the world which is or was a customer, client, disttor, supplier or vendor of the Company or anyt®gffiliates at any time during the Term.

(e) NonDisparagement The Executive agrees that he shall not, diremtlindirectly, engage in any conduct or make
any statement disparaging or criticizing in any wagy Company or any of its affiliates or any ofithpersonnel, nor shall he, directly or
indirectly, engage in any other conduct or make @hgr statement that could be reasonably expéatiedpair the goodwill of the Company or
any of its affiliates, or the reputation of the Guamy or any of its affiliates, in either case exdeghe extent required by law, and then only
after consultation with the Company to the exterttgible, or to enforce the terms of this Agreement.

() Return of Documents Promptly following the Termination Date, the Exéve shall deliver to the Compafiy all
property of the Company and any of its affiliatiesrt in the Executive’s possession; iijdall documents and data of any nature and in
whatever medium of the Company and any of itsiafék, and the Executive shall not take with thedexive any such property, documents or
data or any reproduction thereof, or any documesrsaining or pertaining to any Confidential Infation.




(9) Cooperation The Executive agrees that he will cooperatdlireasonable respects with the Company and its
affiliates in connection with any and all existiagfuture litigation, actions or proceedings (whesthivil, criminal, administrative, regulatory or
otherwise) brought by or against the Company ordafnis affiliates, to the extent the Company ressny deems the Executive’s cooperation
necessary. The Company shall reimburse the Execidr all reasonable out-of-pocket expenses imclioy the Executive as a result of such
cooperation.

5. Miscellaneous.
(a) Public AnnouncementsThe Executive and the Company shall jointly grafid shall mutually agree on, any press

release, regulatory filing, or other public statetthat is made by the Company and that relatésiscAgreement or to the Executive’s
employment with, or services for, the Company ah®termination thereof.

(b) Tax Withholding; Section 409AThe Company shall withhold from any amount andfé payable under this
Agreement any taxes that it is required to withHojdapplicable law or regulation. Notwithstandengything herein to the contrary, this
Agreement is intended to be interpreted and apgliethat the payment of the benefits set forthihexigher shall either be exempt from the
requirements of Section 409A of the Internal Reee@ode of 1986, as amended (the “ CHdw shall comply with the requirements of such
provision. Notwithstanding anything herein to ttemtrary, if the Executive is a “specified employéeithin the meaning of Section 409A of
the Code (“ Section 409A), any payments or arrangements due on or dfeffermination Date under any arrangement thattitotes a
“deferral of compensation” (within the meaning @c8on 409A) and which do not otherwise qualify enthe exemptions under Treas. Regs.
Section 1.409A, shall be delayed and paid or pexvioh the earlier df) the date which is six months after the ExecutiVeé&paration from
service” (as such term is defined in Section 40@&)ny reason other than death, &iildthe date of his death. Any amounts otherwise pa
to the Executive on or after the Termination D &ire not so paid by reason of this Section &ifp)l be paid as soon as practicable after, ar
in any event within thirty (30) days after, theal#tat is six months after the Executive’s sepandtiom service (or, if earlier, the date of his
death). Each payment under this Agreement or wikershall be treated as a separate payment fpopes of Section 409A.

(c) Natice. Any notice or other communication required ompitted to be delivered under this Agreement shalf)
in writing; (ii) delivered personally, by facsimile, by electroniailnby courier service or by certified or regig@mail, first class postage
prepaid and return receipt request@d; deemed to have been received on the date of deliveif so mailed, on the third business day after
the mailing thereof; anflv) addressed to the party as set forth below (or¢b sther address as the party entitled to notieé Bbreafter
designate in accordance with the terms hereof).

If to the Executive:

The last address the Company has on file.




If to the Company:

AV Homes, Inc.

8601 N. Scottsdale Rd.

Ste.225

Scottsdale AZ 85253

Attention: Chairman of the Board and General Colinse
Facsimile: (305) 441-7876

or to such other address as any party may haveshat to the other in writing in accordance hereyédixcept that notices of change of adc
shall be effective only upon receipt.

(d) Amendment or Modification; WaiverNo provision of this Agreement may be modifiedjved or discharged
unless such modification, waiver or discharge idah in a writing that expressly identifies pisions being amended and that is signed b
Parties. No waiver by any person or entity of Brgach of any condition or provision containedhiis tAgreement shall be deemed a waiver o
any similar or dissimilar condition or provisionaaty prior or subsequent time. To be effectiveaaver must be set forth in a writing that is
signed by the waiving person or entity and thatesgly identifies the condition or provision breadhwhich is being waived.

(e) Binding Effect This Agreement shall be binding on and inurthtobenefit of the Company and its successors ar
assigns and the Executive and the Executive’s hetecutors, administrators and legal represeistiv

) Entire Agreement This Agreement constitutes the entire understanand agreement between the Parties
concerning the specific subject matter hereof apessedes in its entirety, as of the Effective Daty prior agreement between the Parties,
including but not limited to the Employment Agrearhe

(9) Effective Date The Executive acknowledges that he has beem giyeeriod of at least twenty-one (21) calendar
days to review and consider the provisions of fggseement. The Executive further understands akdavledges that he has seven (7)
calendar days following the execution of this Agneat to revoke his acceptance of this Agreemehts Agreement will not become effective
or enforceable until after the seven (7) day petiocbvoke this Agreement has expired without thedative’s revocation. The effective date
of this Agreement (the * Effective Dat shall be the eighth (8th) day following its exeoutby the Executive, provided the Executive shal
have timely revoked this Agreement in accordandh thie foregoing prior to such eighth (8th) day.

(h) Governing Law This Agreement shall be governed, construedppeaed and enforced in accordance with its
express terms and otherwise in accordance withatixe of New York, without reference to principlefsconflicts of law.




0] Counterparts This Agreement may be executed in counterpaaish of which shall be deemed an original andf.
which together shall constitute one and the sasteument. Signatures delivered by facsimile antfidf’ shall be deemed effective for all
purposes.

)] Headings The headings of the sections and sub-sectiomsioed in this Agreement are for the conveniendg o
and shall not be deemed to control or affect thanimg or construction of any provision of this Agneent.

[Signature page follows]




IN WITNESS WHEREOF , the Parties have executed this Agreement aealdte and year first above written.
AV HOMES, INC.

By: /s/Joshua Nash

Name Joshua Nast
Title : Chairmar

ALLEN ANDERSON

s/ Allen Andersor




Exhibit 10.44

SEPARATION AGREEMENT, INCLUDING GENERAL RELEASE

l. This Separation Agreement, InclgdiBeneral Release (“Agreementtpgether with the additional release of all claimghe formn
attached as Exhibit "A" ("Additional Release") coveall understandings among Patricia K. FletchExétutive”),AV Homes, Inc. f/k/a Avat:
Holdings Inc. (“Company”) and Avatar Properties .liftAvatar”) relating to Executives employment and separation from employment
Avatar.

. Executive’s last day of employmevitl be October 31, 2012 (the “Termination Datedjyd after that date the only payments or «
things of value which Executive will be entitledreceive are those set forth in this Agreementepixthat any amounts due to Executive u
any retirement plans will be paid according to tiwens of the plans. Executive acknowledges andesgthat Executive is not entitled to
separation pay whatsoever without entering ints A&greement and without executing and not revokiirggAdditional Release.

Il Effective at midnight on September 30, 2102 Exeeutesigns from all officer and director positicatsthe Company, Avatar a
their affiliatesexcept forthe position of Executive Vice President of Avat&ffective at midnight on October 31, 2012, Exe@utresigns &
Executive Vice President of Avatar.

V. Effective September 30, 2012 at midnight, (i) tree@d Amended and Restated Employment Agreemeed dat of September !
2011, among Company, Avatar and Executive shafifbbe further force and effect and (ii) the Stocka@d Agreement between Company
Executive dated as of September 29, 2012 shalf bhe turther force or effect.

V. In consideration of the agreements set forth hemeith conditioned upon Executive executing and eebking the Agreement a
Additional Release, Company and Avatar agree that:

A. Effective as of the Termination Date, pursuto the Compang Amended and Restated 2005 Executive Incentive @@1:
Restatement), Company shall grant Executive 9,008stricted shares in Compal

B. Effective as of the Termination Date, Avatar agréespay Executive a Performance Bonus for 2012hi& @amount ¢
$243,750. Payment will be made on the next paydi@y Avatars (i) receipt of the executed and unrevoked Agreerard th
expiration of the seven (Hay revocation period contained in Paragraph XXitref Agreement and (ii) the receipt of
executed and unrevoked Additional Release and stpeagion of the seven (May revocation period contained in Parag
VIl of the Additional Release; ar

C. In considerations of Executigebutstanding efforts on behalf of the Companyesisice began her employment in 2007,
willingness to continue to perform all of her dgtigfter her tender of resignation through Septer8BeR012 and her agreem
to assist with transition issues through the Teatiim Date, Avatar agrees to pay Executive a Sp&oaus Award in th
amount of $300,000. Payment will be made on the payday after Avatas (i) receipt of the executed and unrevc
Agreement and the expiration of the sevend@)-revocation period contained in Paragraph XXihef Agreement and (ii) t
receipt of the executed and unrevoked Additiondé&se and the expiration of the sevend@y-revocation period containec
Paragraph VIII of the Additional Release; ¢




D. For avoidance of doubt, it is understood that rfiorder for Executive to receive the payments andfmefits set forth
Sections V.B.E. hereof, this Agreement and Additional Releasstrbecome irrevocable no later than November 302 28n(
(i) in addition to the timing of payment provisi®mf Sections V.BC. hereof, the payments and/or benefits due to k&
under Sections V.I-C. shall be made no later than December 31, Z

VL. Subsequent to the Termination Date, Executive bélleligible to elect to continue coverage undergtaup health plan unc
COBRA, in accordance with normal COBRA rules. Infiation about Executive’s COBRA rights will be fedi to Executives most rece
address on file with Avatar in the near future.

VII. In exchange for the promises whichatar makes in this Agreement, Executive agrees:

A. To release and forever discharge Company and Avigggrast and present directors, shareholdergeosf members, principa
employees, contractors, agents, subsidiaries,idingspredecessors, parents, insurers, affiliatdities, successors, transferees and assign
their personal representatives, heirs, and attarrfegllectively referred to as the "Released Psiftifom any and all claims, demands
liabilities whatsoever, whether known or unknowmjein Executive ever had or may now have againsReédeased Parties, from the begini
of time to the date of this Agreement. This Agreeirincludes, without limitation, any claims, derdaror liabilities relating to or arising out
Executives employment with Avatar or separation of employmeith Avatar pursuant to any federal, state, araloemployment law
regulations, ordinances, or executive orders pitthgy among other things, age, race, color, satjonal origin, religion, marital statt
familial status, sexual orientation, and disabititgcrimination.

1. This release includes, but is not limited to, ang all actions claims and demands un

the Age Discrimination Employment Act (the “ADEA8s amended, and the Older Workers Benefit Proteétat (‘“OWBPA”)
29 U.S.C. Section 62t sec.;

Title VII of the Civil Rights Act of 1964, 42 U.S.Gection 2000¢et sec. as amende(

the Americans with Disabilities Act 42 U.S.C. Sentil2101 et sec. (the*ADA"), as amendec
the Equal Pay Act of 1963, 29 U.S.C. Section 2Q¢

the Family and Medical Leave Act, as amended, Z2Cl. Section 260.et sec. (the"FMLA");
COBRA, as amended, 29 U.S.C. Section 1let sec;

the Worker Adjustment and Retraining NatificationtA29 U.S.C. Section 210et. sec. (“WARN");
Sarbane-Oxley Act of 2002, 18 U.S.C. Section 1514t sec.

42 U.S.C. Sections 1981 through 19

the National Labor Relations Act, 29 U.S.C. Sectiéi, et sec.,

the Immigration Reform and Control A

the Uniform Services Employment and ReemploymeghfRiAct of 1994

the Employee Retirement Income Security Act of 10ERISA”) as amended, 29 U.S.C. Section 1001 eet. fexcluding an
vested benefits under any Employee Retirement f




the Fair Credit Reporting Ac

the Rehabilitation Act of 197:

the Genetic Information Nondiscrimination Act of(&)

the Florida and Federal Constitutiol

the Florida Human Rights Act of 1977 and the Flar@ivil Rights Act of 1992 as amended, Chapter Fi@dida Statutes
the Florida Whistleblow('s Act, Fla. Stat. Section 448.1(et sec.;

Florida Worker’ Compensation Retaliation Statute, Fla. Stat. Se@i.205
Floride's Wage Payment laws, Fla. Stat. Section 44¢

the Florida Minimum Wage Act, Fla. Stat. Sectior844.0;

the Florida Wage Discrimination Law, Fla. Stat. 88t 448.07;

the Florida Equal Pay Lav

the Florida AIDS Act, Fla. Stat. Sections 10.11251.00 and 760.5(

Florida Discrimination on Basis of Sickle Cell Traaw, Fla. Stat. Section 448.075; ¢

any other federal, state or local statute, exeeutivder regulation or ordinance relating to or mhegpwith unpaid wage
employment, employment discrimination, retaliatioopspiracy, tortious or wrongful dischar

2. This release also includes, but is not limited @i®:any and all actions, claims and demands fangful discharge, futu
wage loss, employee benefits, bonuses, stock aptiattorneys’fees and costs, penalties and damages of all
including, but not limited to, punitive and compatwsy damages; emotional distress damages; bréaaty @mploymet
contract (whether express or implied) among ExgeutCompany and Avatar; and (ii) any and all adjorlaims an
demands for tort damages (whether intentional gligent) and/or personal injury as a result of Exe®’'s employmer
or Executives termination of employment by Avatar, such as mhefiton, fraud, misrepresentation, assault, ba
negligence, negligent supervision, hiring, or rétem detrimental reliance, intentional or negligeliction of emotiona
distress, breach of a covenant of good faith aiddealing, and any other offense. The foregoisgis meant to
illustrative rather than exhausti

B.  That no rights or claims after the date this Agreetis signed are waived, including, but not liMite rights or claims arisi
under the ADEA.

C. In exchange for the promises which Executive makehis Agreement, the Released Parties agree éaseland forev
discharge Executive and Executisgiersonal representatives, heirs and attorneys, ény and all claims demands or liabilities, whater
whether known or unknown which Released Parties kad or may now have against Executive and/or @kexs personal representativ
heirs and attorneys, from the beginning of timéhe date of this Agreement. This Agreement includathout limitation, any claims, demar
or liabilities relating to or arising out of Exedtd’s employment with Avatar or separation of employmhweith Avatar pursuant to any fede
state, or local employment laws, regulations, adioes, or executive orders.

D. Executive shall not sue any or all of the ReleaBadies, except in the event that the Company aat#vbreaches tt
Agreement or where Executive challenges the validftthis Agreement under the Older Workers Benefibtection Act. Nothing, howev
herein precludes Executive from participating irfitng a charge or complaint with any federal,teteor local government agency. Howe
with respect to such claims Executive is waivingt anly Executives right to recover money or other legal not eduéaelief in any actic
that Executive might institute, but Executive alsavaiving Executives right to recover money or other legal not eduétaelief in any actic
that might be brought on Executigebehalf by any other person or entity includibgt not limited to, the State of Florida, the UditState
Equal Employment Opportunity Commission (“EEOCHe tDepartment of Labor (“DOL"pr any other (U.S. or foreign) federal, state,amal
agency or department.




E. That Executive has been paid and/or receideadfaExecutives past wages including overtime, compensationubes
commissions, leave payments and/or and benefitasloé the date of this Agreement and that no adiclitional amounts are due Executive.

F.  That Executive reported all hours worked as ofdhie Executive signed the Agreement and has mak &éihy claims, complain
charges, lawsuits or other proceedings againsbhthe Released Parties with any governmental agembitrator, or any court. Executive ¢
represents that Executive does not intend to baimg claims on Executive’ own behalf or on behalf of any other person raitye agains
Released Parties. Executive further representiketutive has not assigned or transferred, orgted to have assigned or transferred, tc
entity or person any dispute released by Execiuivkeis Agreement.

G. Executive affirms that Executive has not bestaliated against for reporting any allegationsvoadngdoing by Released Parties.

H. Executive affirms that all of the Releasedtieéar decisions regarding Executigepay and benefits through the dat
Executives execution of this Agreement were not discrimonabased on age, disability, race, color, sexgiai, national origin or any oth
classification protected by law.

VIIL. Prior to the Termination Date, Exeiuat will return to Avatar all Avatar nopublic information and property whether on pa
stored electronically, or otherwise including, Ioot limited to, confidential, proprietary and/oadie secret materials, documents, reports,
manuals, memoranda, records, credit cards, computerdkey passes, door and file keys, computeesaccodes, computer passwc
software, data, programs, computer disks, cell papoorporate credit cards, and other informatioproperty belonging to Avatar or whi
Executive received, prepared or helped preparenmection with Executive’ employment. Executive further acknowledge Ehatcutive wil
not retain any copies, duplicates, reproductiongxaerpts thereof. Executive agrees that Exeewtill not access, or attempt to access, by
means, any of Avatas’ computer systems except as permitted by the Caoynpea Avatar. Executive agrees that, in the evExecutive
discovers any other property of Avatar in Execusv@ossession after the Termination Date, Executilémmediately return such property
Avatar. Notwithstanding the foregoing, Avatar andeEutive have agreed that Executive may keep cenfiadl materials after the Terminat
Date as outside counsel on the Poinciana Parkweyamay other matters designated by the Company atakyprior to the Termination Date.

IX. Executive affirms that Executive has been grantgdl@eave to which Executive was entitled underRaenily and Medical Leave A
or related state or local leave or disability acomdation laws. Executive also agree Executiverimalsnown unreported workplace injuries
occupational diseases.

X. Executive further agrees that Executive will notepersonally, or on behalf of any other firm, amgtion, person or persons, divt
or use any trade secrets, confidential, proprietargompetitive business information that Executivay have acquired or developed du
Executive’s employment relationship with Avat&uch protected nopublic information includes, but is not limited téinancial date
investment data, sales data, employee data, bsstass, business manuals, handbooks, methodsraf Hasiness, marketing and promo
methods, trade secrets, technical information anuabs, information of a proprietary nature, customérmation derived from the custome
customer lists, contracts, lead slips, invoices, amy other confidential or proprietary informaticsbtained by Executive throu
Executive’s employment with Avatar.




XI. Executive acknowledges and agrees that the covenadtundertakings contained in Paragraph X ofAQigement relates to matt
that are of a special, unique and extraordinaryaztiar and that a violation or breach of any tefrRaragraph X of this Agreement will ca
irreparable injury to Company and Avatar, the amafrwhich will be impossible to estimate or deterenand which cannot be adequa
compensated. Therefore, Executive agrees that Awdiall be entitled, as a matter of course, to rganction, restraining order, writ
mandamus or other equitable relief from any cofitanpetent jurisdiction, restraining any actualtlmeatened violation of any covenan
Paragraph X of this Agreement by Executive and sibbr persons as the court shall order.

XII. Nothing in Paragraph Xl shall be construed to lioritprohibit Avatar from seeking any other remegdiasluding, but not limited f
damages, attorneys' fees and costs, available &aA¥or the actual or threatened violation of anyenant contained in Paragraph X of
Agreement. Executive further agree that the covenaontained in Paragraph X of this Agreement shallconstrued as agreem
independent of any other provision of this Agreetmand the existence of any claim or cause of adbp Executive against Avatar, whet
based on this Agreement or otherwise, shall nostitoe a defense to the enforcement of any therants in Paragraph X.

XIII. Executive agrees that Executive will not engageatiry harassing or disparaging conduct toward thed®eld Parties and t
Executive will refrain from making any negative derogatory statements concerning Released Pa@iespany and Avatar agree that t
will not engage in any harassing or disparagingdooh toward Executive and that the Company and dvaill refrain from making ar
negative or derogatory statements concerning Execut

XIV. Executive agrees to cooperate with Avatar in regardhe transition of the business matters Exeeutiandled on behalf
Avatar. Executive agrees to reasonably cooperite Awatar and its counsel in the defense or proses of any claims or actions now
existence or which may be brought in the futurdraggaor on behalf of Avatar which relate in any wayevents or occurrences that transy
while Executive were employed by Avatar. Executveooperation in connection with such claims oioast will include, but not limited t
being available to meet with Avatartounsel to prepare for discovery or any legat@eding, and to act as a witness on behalf of Awd
mutually convenient times. Avatar will reimburseeutive for all reasonable, pre-approved oupoéket costs and expenses Executive ir
in connection with Executive’obligations under this paragraph of the Agreemaent pay Executive the hourly rate mutually agreetivee:
Avatar and Executive. Without limiting the foreggi Executive has agreed to continue to represegatah as outside counsel with respe:
the Poinciana Parkway and other matters desigriatedtie Company or Avatar on terms mutually agrepdnufrom time to time so long
Company desires such representation.

XV. Executive understands that this Agreement doesvadte any claims that Executive may have: (i) éompensation for illness
injury or medical expenses under any workesnpensation statute; (i) under any law or anycgobr plan currently maintained by Ava
that provides health insurance continuation or eosion rights; or (iii) any claim that by law carnib@ waived or released.




XVI. Executive acknowledges and agrees that: (i) Exexihias had reasonable and sufficient time to revies Agreement and to cons
with an attorney regarding this Agreement; (ii) Extve has been advised to consult with legal celunsgarding this Agreement anc
encouraged by Avatar to consult with legal counsith regard to this Agreement; (iii) Executive istering into this Agreement freely ¢
voluntarily and not as a result of any coercionreds or undue influence; (iv) Executive is not irdyupon any oral representations i
regarding the subject matter of this Agreement;iffvéxchange for Executive waiving Executisefights and claims, Executive is recei
consideration in addition to that which Executivasnalready entitled; and (vi) Executive has reckiak information Executive requires fr(
Company and Avatar in order to make a knowing asidntary release and waiver of all claims agairseRsed Parties, including claims ur
ADEA. Avatar and Executive further acknowledgettttdas Agreement and the release contained hemdisf all the requirements for
effective release by Executive of all age discriation claims under ADEA.

XVII. Pursuant to the provisions of the Older Workers Begfit Protection Act (“OWBPA”"), which applies to Executive’'s waiver o
rights under the ADEA, Executive acknowledge that:

A. Executive has been given twentgne (21) days within which to consider whether toxecute this Agreement; Als
pursuant to the OWBPA, Executive have seven (7) dayfrom the date Executive signs this Agreement with which to revoke this
Agreement, by providing written notice via U.S. mdi overnight mail or hand delivery to Avatar, Attention: Allen Anderson, 8601 N
Scottsdale Rd, Suite 225, Scottsdale, AZ 85253.

B.  Executive’s written revocation must be received néater than 5:00 pm on the seventh day;

C. Executive understands that this Agreement shall nobecome effective until the seveday revocation period ha
expired. Executive will not be entitled to any beefits of this Agreement if Executive revokes eithethis Agreement or the Additiona
Release. If Executive decides to revoke either thiAgreement or the Additional Release, it will notthange the fact that Executives
employment with Avatar ends on the Termination Dateand

D. Executive understands that Executive may sign thisgreement prior to the end of the twenty-one (21#ay period. If
Executive does so, Executive agrees that it was doknowingly and voluntarily, without any improper inducement by Avatar.

E. Executive acknowledges that Executive received thisgreement on September 24, 2012.

F. Executive agrees that any modifications, material rootherwise, made to this Agreement, do not restaror affect in any
manner the original up to twenty-one (21) calendaday consideration period.

XVIII. Executive, Company and Avatar acknowledge thatctsdh payments provided under this Agreement agblexcompensation a
will be reported on Executive’s Form @/for the year of payment. In addition, Companyedutive and Avatar acknowledge that all o
payments and benefits provided under this Agreentlasit are required pursuant to the Internal Reve@uode to be treated as taxe
compensation also will be reported on Executivieam W-2 for the year the payment or benefit isvited.




XIX. Executive, Company and Avatar acknowledge thatni arovision of this Agreement is invalidated bycaurt of competel
jurisdiction, (except the releasesParagraph VII ) then all of the remaining provisions of this Agneent shall remain in full force and effi
provided that both parties may still effectivelylige the complete benefit of the promises andidenations conferred hereby.

XX. Executive, Company and Avatar acknowledge that Agseement, together with the Additional Releasenstitutes the enti
agreement between the parties with respect to titers set forth in this Agreement and superseuéds ientirety any and all agreement
communications, whether written or oral, previousigde in connection with the matter herein.

XXI. This Agreement does not constitute an admissicm \agblation of any law, order, regulation, or emaent, or of wrongdoing of al
kind by Executive, Company or Avatar.

XXII. Any agreement to amend or modify the terms and itiond of this Agreement must be in writing andregd by each of tt
parties. For Company and Avatar by: Allen AndetS0EO.

XXIILI. Each party represents that it has had the opptyttmiconsult with an attorney, and has carefudlgd and understands the scope
effect of the provisions of this Agreement. Notpdras relied upon any representations or statesmaatle by the other party hereto whict
not specifically set forth in this Agreement.

XXIV. Executive, Company and Avatar agree to plagir respective attorneyfees and costs in connection with this Agreemamd, \aill
not try to obtain any additional fees or costs freath other. However, both Executive and Avataemee any and all rights to enforce
terms of this Agreement. If any lawsuit is brougitenforce or interpret the terms of this Agreetéme prevailing party in such action
proceeding shall be entitled to recover its castsl all reasonable attorneyses at all trial and appellate levels, in additiomny other relief 1
which such prevailing party may be entitledNotwithstanding anything in this Paragraph to the ontrary, the prevailing party in any
action at law or in equity under the ADEA or to enbrce or interpret the validity of any release of anADEA claim will not be entitled to
recover attorneys’ fees and costs as specificallythorized under federal law.

XXV. The waiver by any party of any breach of any priovioof this Agreement shall not be construed tabeaiver of any succeedi
breach of such provision or a waiver by such paftgny breach of any other provision.

XXVI.  Company and Avatar represent and warthat the person signing this Agreement has thieositly to act on behalf of Company and
Avatar and to bind Company and Avatar and all whay iaim through it to the terms and conditionshi$ Agreement. Executive represents
and warrants that Executive has the capacity toa&xecutive’s own behalf and on behalf of allowhight claim through Executive to bind
them to the terms and conditions of this Agreemé&mtecutive, Company and Avatar each warrant apcesent that there are no liens or cle
of lien or assignments in law or equity or otheewis or against any of the claims or causes obagtleased by this Agreement.

XXVII.  This Agreement shall be construed asutjlo all parties contributed equally to its content.

XXV, In the event of any dispute or claim a#ihg to or arising out of this Agreement, the gaftemployment relationship, or t
termination of that relationship for any reasorciiling, but not limited to, any claims of breachcontract, wrongful termination, frat
retaliation, discrimination or harassment), thetiparagree that the proper venue for any and sgiudes/claims between them shall be venu
and brought in a court of competent jurisdictiorPimlk County, Florida and tried before the courhibench trial, as the parties expressly w
their right to a jury trial. Notwithstanding therégoing, in the event of any such dispute/clafm, garties may agree to mediate or arbitrat
dispute/claim on such terms and conditions as neaggoeed to in writing by the parties.




XXIX.  This Agreement shall be governed by and construedemforced in accordance with the laws of theeStditFlorida, substantiv
procedural and remedial, notwithstanding any confif laws analysis to the contrary. The partigshler agree that the proper venue for
dispute is Polk County, Florida.

XXX. This Agreement may be executed in coypdéets, and each counterpart shall have the sarce émd effect as an original and shall
constitute an effective, binding agreement on tr¢ @f each of the undersigned.

XXXI.  Further, Executive shall be indemnifieddaheld harmless (including advancement of attdsiéges) to the fullest extent permittec
the Company’s bylaws and or other applicable paogram, agreement or arrangement of the Comparecutives actions on behalf of t
Company and its affiliates prior to the TerminatiDate. The rights under this paragraph shall comstias to Executive after the Termina
Date and inure to the benefit of Executive’s hedsgcutors and administrators.

XXXIL.

A. It is the intention of both the Company, Avatarliectively the "Employer Parties") and Executivatthe benefits and rights
which Executive is entitled pursuant to this Agresmcomply with Section 409A of the Internal Reverode of 1986, as amended
"Code"), to the extent that the requirements of €&#ction 409A are applicable thereto, and theigians of this Agreement shall
construed in a manner consistent with that intentibExecutive or the Employer Parties believeamy time, that any such benefit or right
is subject to Code Section 409A does not so coniipdpall promptly advise the other and shall negetreasonably and in good faith to arr
the terms of such benefits and rights such thay twnply with Code Section 409A (with the most lietl possible economic effect
Executive and on the Employer Parties). The precggirovisions shall not be construed as a guardmyethe Employer Parties of &
particular tax effect to Executive of the paymeanrtsl other benefits under this Agreement;

B. In the event that Executive is a “specifiedpéogee” @s described in Code Section 409A), and any payorebenefit payab
pursuant to this Agreement constitutes deferred peorsation under Code Section 409A, then the Empl&gaties and Executive st
cooperate in good faith to undertake any actioas wWould cause such payment or benefit not to doistdeferred compensation under C
Section 409A. In the event that, following sucloe, the Employer Parties determine (after coatioh with its counsel) that such paymer
benefit is still subject to the sixonth delay requirement described in Code Sect@A®)(b) in order for such payment or benefit tonply
with the requirements of Code Section 409A, thersuch payment or benefit shall be made before dite tthat is six months after Executive’
“separation from service” (as described in CodetiBeel09A) (or, if earlier, the date of the Exewets death). Any payment or benefit dela
by reason of the prior sentence shall be paid optavided in a single lump sum at the end of secluired delay period in order to catch u
the original payment schedule; and




C. For purposes of applying the provisions of CodetiSaci09A to this Agreement, each separately idiedtiamount to whic
Executive is entitled under this Agreement shalirbated as a separate payment.

EXECUTIVE IS ADVISED TO CONSULT AN ATTORNEY
BEFORE SIGNING THIS AGREEMENT AS EXECUTIVE IS WAIVI NG IMPORTANT RIGHTS (INCLUDING THOSE UNDER
THE ADEA) AND TO
READ THIS AGREEMENT CAREFULLY

| have read the foregoing Separation Agreementudiing General Release, and | accept and agrdeetprbvisions contained in tl
Separation Agreement, Including General Release.

/s/ Patricia K. Fletche 9/24/12
Patricia K. Fletche Date

AV HOMES, INC..

By: /s/ Allen J. Anderso

Allen J. Andersor 9/25/12
Print Name Date

Its: CEO
Title

AVATAR PROPERTIES INC

By: /s/ Allen J. Anderso

Allen J. Andersor 9/25/12
Print Name Date

Its: CEO
Title




Exhibit 10.45
AV HOMES, INC.
September 4, 2 0 12 Dave Gomez

Re: Conditional Off er of Employment

Dear Mr. Gomez:

We are extremely pleased to extend to you a camditioffer of employment as General Counsel fortAv®roperties Inc . d/b/a AV Homes
beginning October 1,2 012 .

Outlined below are the terms and conditions of eyplent that we are extending:

Terms of Empl oyment

You will receive a base salary of $24 0, 0 0 Op86year, payable bi - weekly per AV Homes'’ pokcand procedures. In addition , you
will be eligible for a discretionary bonus up t® 36 of your base salary. The bonus for 2 0 12 aifidesguaranteed at $6 0, O @f) this
period of time. Future bonuses will be based ofoperance criteria that are approved by our Comp@rs&ommittee. Each bonus is
paid annually and you must be employed by AV Hoatdbe time the payment is made.

AV Homes is in the process of seeking approvaltb¥ompensation Committee of an Incentive Companrs&@an which includes the
issuance of restricted stock awards. The draft ptantemplates that all employees participatindianilan will be required to hold any
stock issued to such employees in the amount of Dngear salary. If the plan as drafted is appdovgou may be entitled to stock equal
to 5 0 % of base salary (prorated) for 2 0 15 fossible that the final plan may differ frone tthraft plan; however if a plan is
approved , you are expected to be a participant.

Our employment relationship will be terminable af veither you or AV Homes, from a sole discretistandpoint, may terminate your
employment at any time for any reason whatsoever.

In addition to the compensation outlined abovea &dl-time employee, you are eligible to partaig in our benefits program. Some of
the benefits will begin as early as the first af thonth following one month of completed service.

As a condition of employment, all job applicantsstwoluntarily submit to a urinalysis test scregnivithin 72 hours of an offer having
been made for the presence of illegal drugs ar@halcwhich may indicate a potential impaired osafie job performance.

8601 N Scottsdale Rd. Suite 225 | Scottsdale A5253




Additionally, this offer is conditional upon AV Haes completing its standard background, refereneekshand obtaining Compensa
Committee and Chairman of the B o appraval.

Should you accept this conditional offer of empl@y) we will be expecting you to start on or bef@eptember 21,2 0 12, unless a
different arrangement is determined and agreediing.

Please sign and return a copy of this letter toRrDepartment via email at @ avhomeg nc.com orviafaxat847-904 - 1251.
At that time we will send the appropriate papetwoeeded for the additional background check and tasting.

If you should have any questions, please do natatego call me 480-70 3 -1299.
Sincerely yours

/s/ Allen Anderson

Allen Andersor
CEC

Acceptance is hereby acknowledged:

Signature/s/ Dave M. Gome Date9/20/2012

8601 N Scottsdale Rd. Suite 225 | Scottsdale A5253




Exhibit 21

Significant Subsidiaries:

Name Jurisdiction
Avatar Properties Inc Florida
Avatar Properties of Arizona, LLC (f/k/a Joseph IGdomes, LLC) Arizona
Avatar Seasons, LL! Florida
JEN Florida Il, LLC Delaware
Rio Rico Properties Inc Arizona
TerraLargo Land, LLC Delaware

Tortosa Arizona, LLC Arizona




Exhibit 23.1
Consent of Independent Registered Public Accountingirm
We consent to the incorporation by reference ifdllewing Registration Statements:

(1) Registration Statement (Form S-8 No. &32-/8) pertaining to the Avatar Holdings Inc. Ameddnd Restated 1997 Incentive and Ca
Accumulation Plan

(2) Registration Statement (Form S-8 No. 333-18)%ertaining to the Avatar Holdings Inc. Amended &estated 1997 Incentive and
Capital Accumulation Plar

(3) Reqistration Statement (Form S-8 No. 333-18]2@rtaining to the Avatar Holdings Inc. Amended &estated 1997 Incentive and
Capital Accumulation Plan; ar

(4) Reqgistration Statement (Form S-8 No. 333-1B)@@rtaining to the Avatar Holdings Inc. Amended &estated 1997 Incentive and
Capital Accumulation Plar

of our reports dated March 15, 2013, with respethé consolidated financial statements and sckeafulV Homes, Inc. and subsidiaries, and
the effectiveness of internal control over finahc@porting of AV Homes, Inc. and subsidiaries,limted in this Annual Report (Form X0-for
the year ended December 31, 2012.

/sl Ernst & Young LLP

Phoenix, Arizona
March 15, 2013




Exhibit 31.1
CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Roger A. Cregg, certify that:
1. I have reviewed this annual reporfForm 10-K of AV Homes, Inc.;
2. Based on my knowledge, this repoesinot contain any untrue statement of a mategalor omit to state a material fact

necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldiéh this report, fairly presentin all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this report;

4, The registrant's other certifyingiadr(s) and | are responsible for establishing araihtaining disclosure controls and
procedures (as defined in Exchange Act Rules 13@)land 15d-15 (e)) and internal control overfitial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

(a) Designed such disclosure controls@dedures, or caused such disclosure controlpemtetdures to be designed
under our supervision, to ensure that materialrinégion relating to the registrant, including ithsolidated subsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepared

(b) Designed such internal control oveaficial reporting, or caused such internal cordnar financial reporting to be
designed under our supervision, to provide readersgsurance regarding the reliability of financégorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of thgsteant's disclosure controls and procedures aeskpted in this report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this report based on such
evaluation; and

(d) Disclosed in this report any changthie registrant’s internal control over finanagigborting that occurred during
the registrant’s most recent fiscal quarter (thgsteant's fourth fiscal quarter in the case ohanual report) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant's other certifyindjadr(s) and | have disclosed, based on our mesnteevaluation of internal control over
financial reporting, to the registrant's auditansl éhe audit committee of registrant's board actiors (or persons performing the equivalent
functions):

€) All significant deficiencies and midaéweaknesses in the design or operation of iiatiezontrol over financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize and report financial information;
and

(b) Any fraud, whether or not materiakat involves management or other employees who aaignificant role in the
registrant's internal control over financial repugt

Date: March 15, 201! /s/ Roger A. Creg
Roger A. Cregg
President and Chief Executive Officer
(Principal Executive Officer




Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Tina M. Johnston, certify that:
1. | have reviewed this annual reporfForm 10-K of AV Homes, Inc.;

2. Based on my knowledge this repodsdnot contain any untrue statement of a matedalr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldiéh this report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this report;

4, The registrant's other certifyingiadr(s) and | are responsible for establishing araihtaining disclosure controls and
procedures (as defined in Exchange Act Rules 13@)laénd 15d-15 (e)) and internal control overfitial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

(a) Designed such disclosure controls@dedures, or caused such disclosure controlpemtetdures to be designed
under our supervision, to ensure that materialrinégion relating to the registrant, including ithsolidated subsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

(b) Designed such internal control oveaficial reporting, or caused such internal cordxar financial reporting to be
designed under our supervision, to provide readersgsurance regarding the reliability of financégorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of thgsteant's disclosure controls and procedures aeskpted in this report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this report based on such
evaluation; and

(d) Disclosed in this report any changéhie registrant’s internal control over finangigborting that occurred during
the registrant’s most recent fiscal quarter (thgsteant's fourth fiscal quarter in the case ohanual report) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant's other certifyindjadr(s) and | have disclosed, based on our mesnteevaluation of internal control over
financial reporting, to the registrant's auditansl éhe audit committee of registrant's board actiors (or persons performing the equivalent
functions):

€) All significant deficiencies and midaéweaknesses in the design or operation of imatlezontrol over financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize and report financial information;
and

(b) Any fraud, whether or not materiakat involves management or other employees who aaignificant role in the
registrant's internal control over financial repugt

Date: March 15, 201! /s/ Tina M. Johnsto
Tina M. Johnstol
Senior Vice President, Principal Financial Offieed Principal
Accounting Officer




Exhibit 32.1

Certification Required by 18 U.S.C. Section 1350
(as adopted pursuant to Section 906 of the Sarbané&xley Act of 2002)

I, Roger A. Cregg, as President and Chief Execulliffeeer of AV Homes, Inc. (the “Company”), certjfpursuant to 18 U.S.C.
Section 1350 (as adopted pursuant to Section 9@Gdbarbanes-Oxley Act of 2002), that to my knalgks

(1) the accompanying Report on Form 10-K of thenfany for the year ended December 31, 2012 (thpdR®, filed with the U.S.
Securities and Exchange Commission, fully comphiék the requirements of Section 13(a) or 15(dfhef Securities Exchange Act of

1934, as amended; a
(2) the information contained in the Report faphgsents, in all material respects, the finarmaldition and results of operations of the

Company.
Dated: March 15, 2013

/s/ Roger A. Creg

Roger A. Creg(

President and Chief Executive Offic
(Principal Executive Officer




Exhibit 32.2

Certification Required by 18 U.S.C. Section 1350
(as adopted pursuant to Section 906 of the Sarbané&xley Act of 2002)

[, Tina M. Johnston, as Vice President, PrincigabRcial Officer and Principal Accounting Officef AV Homes, Inc. (the
“Company”), certify, pursuant to 18 U.S.C. Sectk850 (as adopted pursuant to Section 906 of theaBas-Oxley Act of 2002), that to my
knowledge:

Q) the accompanying Report on Form 10-K of thenfany for the year ended December 31, 2012 (thpdR®, filed with the U.S.
Securities and Exchange Commission, fully comphiék the requirements of Section 13(a) or 15(dfhef Securities Exchange Act of
1934, as amended; a

(2) the information contained in the Report faplgsents, in all material respects, the finarmaldition and results of operations of the
Company.

Dated: March 15, 2013

/s/ Tina M. Johnsto

Tina M. Johnstol

Senior Vice President, Principal Financial Offiesd
Principal Accounting Office




